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AT A GLANCE

National Bank of Canada is an integrated
provider of financial services to retail,
commercial, corporate and institutional
clients. It operates in three business
segments—Personal and Commercial,
Wealth Management and Financial
Markets—with total assets in excess of
$177 billion as at October 31, 2012.

Through its nearly 20,000 employees,
National Bank offers a complete range of

services: banking and investment solutions,
securities brokerage, insurance and wealth

management.

National Bank is the leading bank in Quebec
and the partner of choice for small and
medium-sized enterprises. It is also the
sixth largest bank in Canada with branches
in almost every province. Clients in the
United States, Europe and other parts of the
world are served through a network of
representative offices, subsidiaries and
partnerships.

Its head office is located in Montreal and its
securities are listed on the Toronto Stock
Exchange.
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HIGHLIGHTS

The Bank’s consolidated financial statements were prepared in accordance with the International Financial Reporting Standards (IFRS) as issued by the
International Accounting Standards Board and set out in the Canadian Institute of Chartered Accountants Handbook. These are the Bank’s first annual
consolidated financial statements prepared under IFRS, and /FRS 1 — First-time Adoption of International Financial Reporting Standards, has been applied.

For additional information, see Note 33 to the consolidated financial statements of this Annual Report.

2012 2011 % change

Operating Results
(millions of Canadian dollars)
Total revenues S 5,313 $ 4,666 14
Net income 1,634 1,296 26
Net income attributable to the Bank's shareholders 1,561 1,224 28
Return on common shareholders’ equity 24.5 % 20.2 %
Per Common Share (dollars)
Earnings — Basic S 9.0 $ 7.00 34
Earnings — Diluted 9.32 6.92 35
EXCLUDING SPECIFIED ITEMS®
Operating Results
(millions of Canadian dollars)
Total revenues S 4,915 $ 4,657 6
Net income 1,396 1,305 7
Net income attributable to the Bank's shareholders 1,323 1,233 7
Return on common shareholders’ equity 20.7 % 20.9 %
Per Common Share (dollars)
Earnings — Basic S 7.93 $ 7.26 9
Earnings — Diluted 7.86 7.18 9
Per Common Share (dollars)
Dividends declared S 3.08 $ 274
Book value 40.04 35.65
Stock trading range

High 81.27 81.44

Low 63.27 64.86

Close 77.18 71.14
Financial Position As at As at
(millions of Canadian dollars) October 31, 2012 QOctober 31, 2011 % change
Total assets $177,903 $166,854 7
Loans and acceptances 90,922 80,758 13
Deposits 93,249 85,562 9
Subordinated debt and shareholders’ equity 10,710 9,505 13
Pro forma Common Equity Tier 1 ratio under Basel 11® 7.3 % 7.6 %
Capital ratios under Basel II1?

Tier1 12.0 % 13.6 %

Total 15.9 % 16.9 %
Capital ratios under Basel 1®

Tier1 11.0 % 11.1 %

Total 14.6 % 14.1 %
Impaired loans, net of individual and collective allowances (190) (201)

As a % of loans and acceptances (0.2)% 0.2)%
Interest coverage 12.23 10.60
Asset coverage 3.45 3.83
Other Information
Number of common shares at year-end (thousands) 161,308 160,474
Number of common shareholders on record 23,180 23,588
Market capitalization (millions of Canadian dollars) 12,450 11,416
Assets under administration and

assets under management (millions of Canadian dollars) 232,953 242,995
Number of employees 19,920 19,431 3
Number of branches in Canada 451 448 1
Number of banking machines 923 893 3

(1)  Seethe Financial Reporting Method section on page 13.

(2)  Figures for 2011 have not been restated to reflect the changeover to IFRS.
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MESSAGE FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

We have many reasons to be pleased with National Bank’s performance in
fiscal 2012.

In a challenging environment, we made notable advances on our
strategic priorities, and our financial results surpassed the previous year’s
in both net income and revenue. Our shareholders were rewarded with two
dividend increases and attractive total returns. Beyond strategic and financial
metrics, our institution distinguished itself as an employer of choice and
champion of the Canadian capital markets, while continuing to give generously
to worthy causes.

Record Financial Results

Net income excluding specified items for the year ended October 31, 2012
was $1,396 million, an increase of 7% compared to last year. Diluted earnings
per share were $7.86, up 9%. Total revenues excluding specified items rose
5% to $5,087 million. These are all new highs for National Bank, making
fiscal 2012 the tenth consecutive year of record financial results.

We are well-capitalized, with a Tier 1 capital ratio under Basel Il at 12.0%
and a pro forma Common Equity Tier 1 ratio under Basel lll at 7.3%. Our credit
quality places us among the world’s elite institutions. Based on these and
other criteria, National Bank enjoys a very solid financial position and ranks,
according to Bloomberg Markets magazine’s 2012 rating, as the fifth strongest
bank in the world and third in North America.

Shareholders have benefitted from the Bank’s performance. We were
the first bank in Canada to raise dividends in the aftermath of the 2009
financial crisis, after being the only one that did not dilute shareholders by
issuing common shares. Our quarterly dividend has been increased five times
since, most recently at the December 2012 meeting of the Board of Directors.
Beginning in fiscal 2013, the quarterly dividend will be $0.83 per share. This
is 11% higher than at the beginning of fiscal 2012 and an increase of 34%
from the 2010 level. Moreover, in both 2011 and 2012, the Bank repurchased
common shares through its normal course issuer bid to compensate for shares
issued under the stock option plan. All non-recurring gains from recoveries
generated by our ABCP restructured notes portfolio will be returned to
shareholders through the repurchase of common shares under our normal
course issuer bid.

The Bank has also delivered an attractive total shareholder return,
ranking in the top tier of Canada’s major banks on a one-year basis and
leading the group over five- and ten-year horizons. Our institution is clearly
a leader in creating long-term shareholder value.

Focused and Disciplined Bankers

Ourrobust financial performancein fiscal 2012 and during the past ten years
has been achieved mainly through organic growth in our three business
segments: Personal and Commercial Banking (P&C), Wealth Management
and Financial Markets. While posting strong growth in Quebec, we have also
expanded our Pan-Canadian footprint in all three segments, particularly in
Financial Markets and Wealth Management. Equally significant, our growth
has been accompanied by excellent credit quality and an industry-leading
loan loss ratio.
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Our results reflect the focus and discipline of our entire organization in
regards to the fundamentals of the banking business—relationship building,
risk management, and client-focused processes and technology.
Our One client, one bankinitiative, launched in 2009, has been instrumental
in strengthening our bank and our core competencies as bankers. With the
general macroeconomic environment expected to be more difficult in the
next year or two, our focus on fundamentals and our discipline as bankers
will continue to be an important competitive advantage.

Building Relationships

Forging strong relationships with clients is central to our success. As part of
the One client, one bank initiative, we have transformed our distribution
network in Personal and Commercial Banking by increasing the number of
front line staff, refurbishing and adding branches, adding new channels and
stepping up personnel training. In fiscal 2012, further actions were taken to
improve the client experience, including the launch of our client value
proposition — “We are the Bank that truly takes care of its clients” —
accompanied by one of our most noticed advertising campaigns in recent
years.

These and other efforts have led to measurable improvements in key
indicators, with solid volume growth in both loans and deposits, a strong
increase in the number of new clients, lower attrition rates, more cross-selling,
and better results in loyalty and overall satisfaction. External confirmation
of these positive trends was provided by the /.D. Powerand Associates 2012
retail banking client satisfaction study which ranked National Bank second
in Canada among the country’s six largest banks. In addition, according to
the survey, we showed the best year-over-year improvement in client
satisfaction among our peers.

In Financial Markets, we have leveraged our relationships in the fixed
income markets to achieve leading positions in the issuance of new
government and corporate debtin Canada, while sustaining our lead in equity
financing and M&A activity for mid-market energy companies in Western
Canada. Our prominent role in several major international transactions
involving Québec-based public companies during 2012 attests to both the
quality of our relationships with these clients and our leadership position in
this market.

Going forward, we are planning more enhancements to our ability to
build and maintain strong client relationships as we continue the
implementation of the One client, one bank initiative.



0
o
wi
(=]
Jur
(=}
==
w
o
<
=
("]

BANKERS’ EXPERTISE

e

r’ "‘-'f
Building 3_' Risk Processes and 1
Relationships Management Technology
CLIENTS

“Our focus on banking fundamentals and our discipline as bankers is an important
competitive advantage now and in the coming years.”

Risk Management

National Bank is recognized for consistently achieving the highest credit
quality among its Canadian peers, a testimony to our focus and discipline.
Approximately two-thirds of our global portfolio is comprised of retail banking
assets, with commercial loans accounting for about 23% and the corporate
sector for 10%. Our portfolio mix in each sector is well-diversified and
underpinned by quality assets.

In Personal and Commercial Banking, we have achieved above-industry
growth in retail mortgages and loans while maintaining a lower loan loss ratio
than any of our peers. Our commercial loans are well diversified by industry
and concentrated in sectors we know well. In response to new federal
government mortgage guidelines and a slowdown in the economy, we see
slower loan volumes on an absolute basis in the next year or two but we
expect National Bank to remain ahead of the industry on a relative basis
through a differentiated and superiorvalue proposition, while stabilizing our
portfolio’s profitability.

Our Wealth Management segment completed the integration of
Wellington West during fiscal 2012 and recently integrated the full-service
investment advisory business acquired from HSBC Securities into our
information systems. The successful integration of these major transactions
has expanded our scale and increased our presence in this segment across
Canada. Both transactions are delivering benefits and we expect additional
synergies in the next two years through greater internal efficiencies and
expense control.

We merged our Natcan asset management subsidiary with Fiera, while
acquiring a 35% interest in Fiera and an option to increase our ownership
position to 40%. As part of this strategic move, making Fiera one of the largest
independent investment firms in Canada, we have signed a long-term
agreement under which Fiera will manage specified categories of National
Bank’s assets under management. This transaction is not only sound from a
risk management perspective, but strengthens our ability to grow organically
in this high-potential market segment.

Sound risk management is also a trademark of our Financial Markets
segment, which has skillfully avoided the revenue and earnings volatility
common to this sector. Over the past five years, through discipline and focus
on client-driven activities in Canada, we have generated annual revenue
growth of 5% while increasing before-tax net income by 8%. In the years
ahead, we see growth opportunities in the global market by increasing our
distribution capabilities for Canadian equities and fixed income—a relatively
low-risk strategy with good return potential.

National Bank of Canada
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MESSAGE FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER (cont.)

Processes and Technology

Delivering top tier client experience requires efficient processes and state-
of-the-art technology to complement and support the efforts of our front line
staff. Process simplification and alignment with changes to our distribution
network in Personal and Commercial Banking have been ongoing since the
launch of the One client, one bank initiative. We are improving the client
experience, as reflected in the positive trends in our key indicators, achieving
more consistency across the Bank and capturing efficiencies. In parallel, we
have been preparing the ground for the implementation of new platforms
that are intended to provide our employees with the best technological tools
and our clients with the best service.

We will shortly begin deploying a new technology platform for mortgages
and home equity lines of credit across our network following the conclusion
of successful pilots in several branches. We are counting on this roll-out to
further improve the client experience by significantly reducing processing
time for applications. This platform, which has been in development for
several years, is also expected to increase cross-selling opportunities and
lower processing costs.

During 2012, we launched a secure and user-friendly mobile banking
solution. Clients with smart phones are now able to perform the same banking
transactions as on their computers, including person-to-person payments
through Interac’s electronic transfer application, a functionality we were the
first to offer on a mobile platform.

Dynamic Corporate Citizen

By being successfulin our profession as bankers, we can make National Bank
a more dynamic corporate citizen with greater means to make a difference
in the economic and social development of our communities.

We assumed a pivotal role in the acquisition of TMX Group, completed
in 2012, by a corporation comprised of 12 of Canada’s leading financial
institutions and pension funds, including National Bank. This transaction
was made in the best interests of the Canadian capital markets and ensures
Canada’s standing as a global financial center of excellence. Completed
following a lengthy regulatory review, the acquisition also allows TMX Group
to realize the vision that justified its acquisition of the Montreal Exchange
several years ago. The transaction is also compelling from a business point
of view, allowing our shareholders to participate in the future growth of a
larger and more integrated entity.

Every year, through our donations and sponsorship programs and
employee initiatives, we help support hundreds of organizations and causes
in Canada. Our focus is primarily on health, education, arts and culture, and
community outreach, with the objective of generating positive benefits for
our communities. We were very active in 2012, with a particular emphasis
on programs in our focus areas that are directed towards youth.
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National Bank is recognized for its leadership in energy efficiency and
strives to reduce its environmental footprint. We were the first financial
institution to obtain the LEED-CI Silver certification for commercial interior
design in Quebec for one of our branches and await certification for three
additional branches. The energy intensity of our branches has been reduced
by over 30% while increasing the comfort level of occupants. This achievement
was honoured with an award during the 22" Energia competition. National
Bank has been carbon neutral since November 2011, and expects to be
certified before the end of 2012. We are currently working toward the
implementation of a responsible sourcing policy for all product and service
suppliers.

Acknowledgments

We enter fiscal 2013 with new leaders and retirements. Stéphane Bilodeau
has been appointed Executive Vice-President — Operations, succeeding France
Roy-Maffei, who retires in 2013. Diane Giard is our new Executive
Vice-President, Personal and Commercial Banking, taking over from Réjean
Lévesque who retired during 2012. Karen Leggett succeeded Diane Giard as
Executive Vice-President — Marketing. Finally, John Cieslak, Executive
Vice-President — Information Technology and Organizational Performance, is
stepping down from this position in 2013 and retiring in 2014. By virtue of
their new positions, Stéphane Bilodeau and Karen Leggett have also joined
the Office of the President. We extend our sincere thanks to the retiring
members of our team for their devotion and contribution to the Bank’s
progress during their many years of service.

| also take this opportunity to acknowledge the dedication of our nearly
20,000 employees. Our financial results speak volumes about their
professionalism and determination to ensure that our clients receive best-in-
class service. We know from the high participation rate in our surveys and
from employee comments and suggestions that they care deeply about the
Bank and its performance. These surveys also show a consistently high
engagement level amid the significant changes we are making under our
One client, one bank initiative. Their engagement is a precious asset for the
Bank and its shareholders, one that we nourish by providing a stimulating
work environment, interesting career opportunities and competitive total
compensation. In this regard, we are proud to be recognized among the best
employers in Canada, in Québec and in the Greater Toronto Area, as well as
one of Canada’s best diversity employers.

My colleagues in the Office of the President and | wish to offer our
heartfelt thanks to all employees for their commitment and their efforts
towards making us “the Bank that truly takes care of its clients.”

Louis Vachon
President and Chief Executive Officer



MESSAGE FROM THE CHAIRMAN OF THE BOARD

The past ten years have witnessed significant changes in corporate governance
systems and the responsibilities of boards of directors. As a direct result,
boards of directors today have a much broader oversight role than previously
and, consequently, far greater involvement in an organization’s internal
processes. This is particularly the case for Canadian banks, which are subject
to stringent domestic regulation by the Office of the Superintendent of
Financial Institutions (OSFI) and rules dictated by international supervisory
bodies such as the Financial Stability Board, over and above the normal
securities listing requirements applicable to all affected issuers.

In its discussions, the Board of Directors of National Bank exercises its
role with rigour, relying on the diversity of competencies and experience
within its ranks in its deliberations. The Board now sits more often than before
and deliberates longer, reflecting the complexity of many of the matters under
its purview and the need to understand and assess the Bank’s strategies and
policies in numerous areas that were previously the sole responsibility of
management.

During fiscal year 2012, the Board and its committees conducted no
less than 48 meetings. Many subjects were broached, among them board
renewal, management succession planning, risk management, compensation
policies and announced changes to corporate governance guidelines.

Board Renewal

During the past decade, the nomination of seven new directors has
considerably modified the composition of the Board, both in terms of the
expertise of its members and the gender mix. In keeping with this approach,
and with at least three current long-serving directors stepping down in the
near future, the Board has devoted considerable effort to the identification
of potential candidates and to succession planning. As a result, several
potential candidates have been identified and the selection process is well
underway.

The assessment of candidates is guided by regulatory standards and
the selection criteria set out by the Board. While being steadfast in its
oversight role, the Board believes it is equally important to provide support
to management in the development of strategies and policies, and to strike
an appropriate balance between these two roles. In recent years, we have
established a collaborative working relationship within the Board and
between the Board and senior management that is conducive to the effective
exercise of our respective responsibilities. In this spirit, we assess potential
Board members not only in relation to their specific expertise but also on
theirability to contribute positively to Board dynamics through teamwork and
good communication skills. We provide orientation to new directors, in
addition to dedicating at least 10% of our meetings to director training in the
form of presentations on the Bank’s business segments and specific issues.

Management Succession Planning

In 2012, the Board’s Human Resources Committee took the lead in assessing
the Bank’s succession plan for senior management to ensure that the
organization continues to benefit from a strong and cohesive leadership team
with the appropriate mix of skills and experience, in light of appointments
to the Office of the President in the past two years.

Risk Management

There are many facets to risk management and the Board is vigilant in this
regard. Last year, we reviewed employee compensation in relation to risk
limits, as well as the status of new risk controls put in place in 2009 in the
Bank’s financial markets segment. Satisfied with the results to date, we
established a task force to monitor the adequacy of the compensation Bank’s
policies and programs.

In light of several acquisitions completed in recent years, including a
strategic transaction in fiscal 2012, the Board assessed the cumulative impact
from a risk management perspective and concluded that these transactions
are consistent with the Bank’s vision and its appetite for risk.

In response to best practices and emerging guidelines, the Bank has
separated the Finance and Risk Management functions which previously
reported to the same executive. For the same reason, the Audit and Risk
Management Committee of the Board will be split into distinct committees
beginning in fiscal 2013.

Executive Compensation

Through its Human Resources Committee, the Board establishes the criteria
and approves executive compensation. Over the years, we have modified the
compensation structure with the assistance of independent experts, taking
into accountthe feedback we received from shareholder groups. Subsequently,
we improved the communication of this information to shareholders. At the
Bank’s next annual meeting, shareholders will again have the opportunity to
vote on this matter. It will be the Bank’s third “say on pay” vote. In fiscal
2011, 95% of votes cast approved the compensation plan.

Corporate Governance

Corporate governance is in constant flux, with changes resulting either from
the adoption of best practices or new regulatory guidelines. OSFl is proceeding
with major changes to its governance guidelines The Board has closely
examined the draft guidelines published in August 2012. The Bank then
forwarded its questions and comments to OSFI via the Canadian Bankers
Association. A final draft of the new guidelines is likely to take effect during
fiscal 2013.
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The Bank achieved a solid financial performance in fiscal 2012, despite a
competitive environment and slowing economic growth. This success rests
on the implementation of several initiatives including One client, one bank,
the senior management team and the dedication of employees. On behalf of
the Board and shareholders, | would like to extend our sincere thanks to the
Bank’s management and the nearly 20,000 employees for their efforts. | would
also like to acknowledge the dedication of my fellow directors to the Bank’s
progress.
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Jean Douville
Chairman of the Board of Directors
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GOVERNANCE ARCHITECTURE

The main duty of the Bank’s Board of Directors (Board) is to oversee the
management of the Bank, safeguard its assets, and ensure its viability,
profitability and development. As part of its responsibilities, the Board reviews
and approves the Bank’s strategic plan, business plan and budget primarily
by considering the business environment in which the Bank operates and
the risks it faces. The Board promotes a culture of ethical business practices
and integrity throughout the Bank, reviews the processes that ensure the
Bank remains compliant with applicable legislation and regulations, and
examines and approves the Bank’s overall risk philosophy and risk appetite.
The Board also identifies and assesses the main risks facing the Bank and
examines and approves the measures used to control these risks to ensure
effective management. In addition, the Board makes sure that policies for
communicating and disclosing information to shareholders, investors and
the general public are developed and applied.

Furthermore, it evaluates management’s performance and approves the
Bank’s total compensation programs and policies, including those of senior
management. Finally, it oversees the succession planning process for
management positions.

During fiscal 2012, the Board was assisted by three committees made
up entirely of independent members: the Audit and Risk Management
Committee, the Conduct Review and Corporate Governance Committee, and
the Human Resources Committee. This annual report reflects the governance
architecture in effect during that period.

Additional information on the Bank’s governance architecture can be
found in the Management Proxy Circular for the 2013 Annual Meeting of
Holders of Common Shares, which will soon be available on the Bank’s website
at nbc.ca and on SEDAR’s website at sedar.com. The mandates of the Board
and its committees are available in their entirety at nbc.ca.
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KEY RESPONSIBILITIES OF COMMITTEES

Audit and Risk Management Committee:

Paul Gobeil (Chairman), Maryse Bertrand, André Caillé, Bernard Cyr, Jean Houde, Louise Laflamme

Examines the Bank’s financial statements, reports and other significant financial communications and recommends their approval by the Board; it
ensures that suitable procedures are in place to oversee financial reporting to the public.

Reviews, evaluates and approves appropriate internal control mechanisms.

Oversees the work of independent auditors and the work of the Finance, Risk Management, Internal Audit and Corporate Compliance services.
Examines statements, measures and overall targets related to the Bank’s risk appetite and recommends their approval by the Board; oversees control
methods to ensure their management.

Monitors capital, liquidity and funding management, stress testing and capital adequacy assessment.

Approves credit applications of clients that are outside the scope of management’s powers.

Oversees procedures to fight money laundering and terrorist financing.

Conduct Review and Corporate Governance Committee:

Gérard Coulombe (Chairman), André Caillé, Paul Gobeil, Roseann Runte, Pierre Thabet

Makes sure that governance rules, procedures and policies are implemented and followed.

Periodically reviews the size and composition of the Board and its committees, develops the selection criteria for candidates to the Board, and plans
the succession of its members.

Develops and reviews the mandates of the Board, the Committees, the Chairman of the Board and the committee chairs.

Oversees the processes for managing and monitoring related party transactions.

Ensures that the Bank’s directors, officers and employees are compliant with the standards of business conduct and ethical behaviour.

Evaluates the performance and effectiveness of the Board and its members.

Human Resources Committee:

André Caillé (Chairman), Gérard Coulombe, Gillian H. Denham, Louise Laflamme, Lino A. Saputo

Examines and approves the Bank’s total compensation policies and programs, taking into consideration the risk management framework applicable at
the time of development, review and implementation, and recommends their approval by the Board.

Sets annual objectives and key performance indicators for the President and Chief Executive Officer, recommends their approval by the Board, and
evaluates said performance and the corresponding achievements.

Recommends Board approval for the compensation of the President and Chief Executive Officer and the members of the Office of the President.
Oversees the management succession plan.
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BOARD OF DIRECTORS

The main role of the Board of Directors is to oversee the management of the Bank, safeguard its assets, and ensure its viability, profitability and development.
The Board carries out this role through a governance architecture that includes a strict set of structures, policies and processes that meets all of the legislative
and regulatory requirements governing the Bank. The majority of Board members, including its Chairman, are independent under Canadian Securities

Administrators criteria.

Jean Douville

Bedford, Quebec, Canada
Chairman of the Board, UAP Inc.
Director since November 1991

André Caillé

Lac-Brome, Quebec, Canada
Corporate Director

Director since October 2005

Gillian H. Denham

Toronto, Ontario, Canada
Corporate Director

Director since October 2010

Louise Laflamme

Rosemére, Quebec, Canada
Corporate Director

Director since November 2008

Pierre Thabet

St-Georges, Quebec, Canada
President, Boa-Franc s.e.n.c.
Director since March 2011
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Maryse Bertrand
Montreal, Quebec, Canada

Vice-President, Real Estate Services, Legal Services
and General Counsel, CBC/Radio-Canada

Director since April 2012

Gérard Coulombe
Sainte-Marthe, Quebec, Canada
Partner, Lavery, de Billy, LLP
Director since February 1994
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Ottawa, Ontario, Canada
Vice-Chairman of the Board
Metro inc.

Director since February 1994

Roseann Runte

Ottawa, Ontario, Canada
President and Vice-Chancellor
Carleton University

Director since April 2001

Louis Vachon

Beaconsfield, Quebec, Canada
President and Chief Executive Officer
National Bank of Canada

Director since August 2006

Lawrence S. Bloomberg
Toronto, Ontario, Canada
Advisor, National Bank Financial
Director since August 1999

Bernard Cyr

Shediac Cape, New Brunswick, Canada
President, Cyr Holdings Inc.

Director since August 2001

Jean Houde

Montreal, Quebec, Canada
Corporate Director
Director since March 2011

Lino A. Saputo

Montreal, Quebec, Canada
Chief Executive Officer
Saputo Inc.

Director since April 2012



OFFICE OF THE PRESIDENT

The Office of the President, which is composed of the President and Chief Executive Officer and the officers responsible for the Bank’s main functions and
business units, is mandated to define the Bank’s culture and philosophy, approve and monitor the strategic growth initiatives of the Bank as a whole, manage
risks that could have a strategic impact, assume stewardship of technology, manage the officer succession process, and ensure a balance between employee
commitment and client and shareholder satisfaction.

The Office of the President carries out its responsibilities as a team, thereby ensuring consistency as well as information- and knowledge-sharing among
the Bank’s business units.

Louis Vachon Stéphane Bilodeau William Bonnell
President and Chief Executive Officer Executive Vice-President, Executive Vice-President,
Operations Risk Management
John B. Cieslak Diane Giard Lynn Jeanniot
Executive Vice-President, Executive Vice-President, Executive Vice-President,
Information Technology and Personal and Commercial Human Resources and Corporate Affairs

Organizational Performance

Karen Leggett Luc Paiement Ghislain Parent

Executive Vice-President, Executive Vice-President, Chief Financial Officer and

Marketing Wealth Management, Co-President and Executive Vice-President,
Co-Chief Executive Officer, National Bank Financial Finance and Treasury

Ricardo Pascoe France Roy-Maffei

Executive Vice-President, Executive Vice-President,

Financial Markets, Co-President and Strategic Initiatives Office and Centre of Excellence

Co-Chief Executive Officer, National Bank Financial
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MANAGEMENT’S DISCUSSION AND ANALYSIS

NOTES TO READERS

Compliance with Standards of the
Canadian Securities Administrators

This Management’s Discussion and Analysis was prepared in accordance
with the requirements set out in National Instrument 51-102 Continuous
Disclosure Obligations of the Canadian Securities Administrators (CSA).

Caution Regarding Forward-Looking Statements

From time to time, National Bank of Canada (the Bank) makes written and
oral forward-looking statements, such as those contained in the Major
Economic Trends and the Outlook for National Bank sections in this Annual
Report, in other filings with Canadian securities regulators, and in other
communications, for the purpose of describing the economic environment
in which the Bank will operate during fiscal 2013 and the objectives it has
set for itself for that period. These forward-looking statements are made in
accordance with the current securities legislation. They include, among others,
statements with respect to the economy—particularly the Canadian and U.S.
economies—market changes, observations regarding the Bank’s objectives
and its strategies for achieving them, Bank projected financial returns and
certain risks faced by the Bank. These forward-looking statements are typically
identified by future or conditional verbs orwords such as “outlook,” “believe,”
“anticipate,” “estimate,” “project,” “expect,” “intend,” “plan,” and terms
and expressions of similar import.

By their very nature, such forward-looking statements require
assumptions to be made and involve inherent risks and uncertainties, both
general and specific. Assumptions about the performance of the Canadian
and U.S. economiesin 2013 and how that will affect the Bank’s business are
among the main factors considered in setting the Bank’s strategic priorities
and objectives and in determining its financial targets, including provisions
for credit losses. In determining its expectations for economic growth, both
broadly and in the financial services sector in particular, the Bank primarily
considers historical economic data provided by the Canadian and U.S.
governments and their agencies. Tax laws in the countries in which the Bank
operates, primarily Canada and the United States, are major factors in
establishing its effective tax rate.

There is a strong possibility that express orimplied projections contained
in these forward-looking statements will not materialize or will not be accurate.
The Bank recommends that readers not place undue reliance on these
statements, as a number of factors, many of which are beyond the Bank’s
control, could cause actual future results, conditions, actions or events to
differ significantly from the targets, expectations, estimates or intentions
expressed in the forward-looking statements. These factors include credit
risk, market risk, liquidity risk, operational risk, regulatory risk, reputation
risk, and environmental risk (all of which are described in greater detail in
the Risk Management section that begins on page 57 of this Annual Report);
the general economic environment, and financial market conditions in
Canada, the United States and certain other countries in which the Bank
conducts business, including the effects of the debt crisis in certain European
countries; the lowering of the U.S. long-term sovereign debt rating by Standard
& Poor’s; the lowering of the sovereign debt rating of certain European
countries and the impact of changes that affect the Bank’s credit ratings; the
situation with respect to the restructured notes of the master asset vehicle
(MAV) conduits, in particular the realizable value of underlying assets;

” «
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changes in the accounting policies the Bank uses to report its financial
condition, including uncertainties associated with assumptions and critical
accounting estimates; and changes to capital and liquidity guidelines and
to the manner in which they are to be presented and interpreted.

The foregoing list of risk factors is not exhaustive. Additional information
about these factors can be found in the Risk Management and Other Risk
Factors sections of this Annual Report. Investors and others who base
themselves on the Bank’s forward-looking statements should carefully review
the above factors as well as the uncertainties they represent and the risk they
entail. The Bank also cautions readers not to place undue reliance on these
forward-looking statements.

The forward-looking information contained in this document is presented
forthe purpose of interpreting the information contained herein and may not
be appropriate for other purposes.

Additional Disclosure

Additionalinformation about National Bank of Canada, including the Annual
Information Form, can be obtained from the Bank’s website at nbc.ca and
SEDAR’s website at sedar.com.

Financial Reporting Method

The Bank’s consolidated financial statements have been prepared in
accordance with the International Financial Reporting Standards (IFRS) as
issued by the International Accounting Standards Board (IASB) and set out
in the Canadian Institute of Chartered Accountants Handbook. These are the
Bank’s first annual consolidated financial statements to be prepared in
accordance with IFRS. /FRS 1, First-Time Adoption of International Financial
Reporting Standards has been applied. For additional information, see
Note 33 to the consolidated financial statements of this Annual Report. Unless
otherwise stated, all amounts presented in the Management’s Discussion
and Analysis are expressed in Canadian dollars.

The Bank uses certain measurements that do not comply with IFRS to
assess results. The Canadian Securities Administrators require companies
to caution readers that net earnings and any other measurements adjusted
using non-IFRS criteria have no standard meaning under IFRS and cannot be
easily compared with similar measurements used by other companies. Like
many other institutions, the Bank uses the taxable equivalent basis to
calculate net interest income and income taxes. This method consists in
grossing up certain tax-exemptincome (particularly dividends) by the income
that would have been otherwise payable. An equivalent amount is added to
income taxes. This adjustment is necessary in order to perform a uniform
comparison of the return on different assets regardless of their tax treatment.
Moreover, the Bank has adjusted certain specified items to make the data
from fiscal 2012 and 2011 comparable. These adjustments are presented in
the table hereafter.



MANAGEMENT’S DISCUSSION AND ANALYSIS
NOTES TO READERS

Reconciliation of Measures Not Compliant With IFRS

Reconciliation of results published with results presented in the Management’s Discussion and Analysis

Personal and Wealth Financial
Commercial Management Markets Other 2012 2011

Net interest income 1,629 179 441 89 2,338 2,330

Taxable equivalent® - - 172 - 172 176

Net interest income on a taxable equivalent basis and excluding specified items 1,629 179 613 89 2,510 2,506

Other income 962 1,050 752 211 2,975 2,336

Revenues related to the Natcan transaction® - (243) - - (243) -

Revenues related to holding restructured notes® - - - (155) (155) -

Gain related to an acquisition® - - - - - ©9)

Other income excluding specified items 962 807 752 56 2,577 2,327

Total revenues on a taxable equivalent basis and excluding specified items 2,591 986 1,365 145 5,087 4,833

Operating expenses 1,484 818 712 159 3,173 2,911

Charges related to the Natcan transaction® - (16) - - (16) -

Severance pay and lease terminations® (14) 8) (38) (24) (84) 27)

Charges related to acquisitions® = (38) - = (38) (29

Write-offs of intangible assets® - - - (18) (18) -

Litigation provisions” - - - - - (11)

Operating expenses excluding specified items 1,470 756 674 117 3,017 2,844

Contribution on a taxable equivalent basis and excluding specified items 1,121 230 691 28 2,070 1,989

Provisions for credit losses 176 - 4 - 180 184

Reversal of allowances for credit losses® - - - - - 15

Provisions for credit losses excluding specified items 176 - 4 - 180 199

Income before income taxes on a taxable equivalent basis and

excluding specified items 945 230 687 28 1,890 1,790

Income taxes 249 80 4 ) 326 275

Taxable equivalent® - - 172 - 172 176

Income taxes on items related to the Natcan transaction® - 29) - - 29 -

Income taxes on revenues related to holding restructured notes® - - - (42) (42) -

Income taxes on severance pay and lease terminations® 3 2 10 7 22 8

Income taxes on items related to the acquisitions® - 11 - - 11 6

Income taxes on write-offs of intangible assets® - - - 5 5 -

Income taxes on litigation provisions® - - - - - 3

Income taxes on a reversal of allowances for credit losses® - - - - - )

Reversal of provisions for income tax contingencies® - - - 29 29 21

Income taxes on a taxable equivalent basis and excluding specified items 252 64 186 (8) 494 485

Net income excluding specified items 693 166 501 36 1,396 1,305

Specified items after income taxes (11) 165 (28) 112 238 [©)]

Net income 682 331 473 148 1,634 1,296

Non-controlling interests = 1 3 69 73 72

Net income attributable to the Bank's shareholders 682 330 470 79 1,561 1,224

(1)  TheBankuses the taxable equivalent basis to calculate net interest income and income taxes. This calculation method consists of grossing up certain tax-exempt income (particularly dividends)
by the income tax that would have been otherwise payable. An equivalent amount is added to income taxes. This adjustment is necessary in order to perform a uniform comparison of the return
on different assets regardless of their tax treatment.

(2 On April 2, 2012, the Bank sold the operations of Natcan Investment Management Inc. (Natcan) and acquired a 35% interest in Fiera Capital Corporation (Fiera). During the year ended
October 31, 2012, the Bank recorded the following: a gain of $246 million ($212 million net of income taxes), which consisted of a $275 million sale price less $29 million in goodwill, intangible
assets and direct charges; $16 million ($11 million net of income taxes) in other charges related to this transaction; and $3 million ($3 million net of income taxes) for its share of the integration
costs incurred by Fiera.

(3)  During the year ended October 31, 2012, the Bank recorded $155 million ($113 million net of income taxes), of which $111 million came from the change in the fair value of restructured notes,
$34 million from the change in the fair value of commercial paper not included in the Pan-Canadian restructuring plan and $10 million from gains following capital repayments of restructured
notes classified as Available-for-sale securities.

(4)  During the year ended October 31, 2012, the Bank recorded $38 million ($27 million net of income taxes) in charges in relation to the acquisitions of Wellington West Holdings Inc. (Wellington
West) and the full-service investment advisory business of HSBC Securities (Canada) Inc. The charges consisted mainly of retention bonuses. During the year ended October 31, 2011, the Bank
had recorded $29 million ($23 million net of income taxes) in charges to the Wealth Management segment following the acquisitions and a $9 million revaluation gain on the initial investment
in Wellington West.

(5)  During the year ended October 31, 2012, the Bank recorded $80 million ($59 million net of income taxes) in severance pay and $4 million ($3 million net of income taxes) in lease terminations
following an optimization of certain organizational structures. During the year ended October 31, 2011, the Bank had recorded $27 million ($19 million net of income taxes) in severance pay,
of which $8 million in the Financial Markets segment and $19 million in the Otherheading of segment results.

(6)  During the year ended October 31, 2012, the Bank recorded $18 million ($13 million net of income taxes) in intangible asset write-offs for internal technology developments related to obsolete
applications.

(7)  During the year ended October 31, 2011, the Bank had recorded $11 million ($8 million net of income taxes) in litigation provisions to the Otherheading of segment results.

(8)  During the year ended October 31, 2011, the Bank had reversed $15 million ($11 million net of income taxes) in allowances for credit losses taken for loans and credit facilities secured by
restructured notes of the MAV conduits in the Otherheading of segment results.

(9)  During the year ended October 31, 2012, the Bank reversed $29 million (2011: $21 million) in tax provisions following a revaluation of contingent income tax liabilities in the Otherheading of

segment results.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

FINANCIAL DISCLOSURE

Disclosure Controls and Procedures

The Bank’s financial information is prepared with the support of a set of
disclosure controls and procedures (DC&P) that are implemented by the
President and Chief Executive Officer (CEO) and by the Chief Financial Officer
(CFO) and Executive Vice-President of Finance and Treasury. During the year
ended October 31, 2012, in accordance with National Instrument 52-109,
Certification of Disclosure in Issuers’ Annual and Interim Filings (Regulation
52-109), released by the Canadian Securities Administrators, the design and
operation of these controls and procedures were evaluated to determine their
effectiveness.

As at October31, 2012, the CEO and the CFO confirmed the effectiveness
of the DC&P. These controls are designed to provide reasonable assurance
that the information disclosed in annual and interim filings and in other
reports filed or submitted under securities legislation is recorded, processed,
summarized and reported within the time periods specified by that legislation.
These controls and procedures are also designed to ensure that such
information is accumulated and communicated to the Bank’s management,
including its signing officers, as appropriate, to allow timely decisions
regarding disclosure.

This Annual Report was reviewed by the Annualand Quarterly Information
Disclosure Committee, the Audit and Risk Management Committee, and the
Board of Directors (the Board), which approved it prior to publication.

Internal Controls Over Financial Reporting

The internal controls over financial reporting (ICFR) are designed to provide
reasonable assurance that the financialinformation presented is reliable and
that the financial statements were prepared in accordance with the
International Financial Reporting Standards (IFRS) as issued by the
International Accounting Standards Board (IASB) and set out in the Canadian
Institute of Chartered Accountants Handbook. Due to inherent limitations,
ICFR may not prevent or detect all misstatements in a timely manner.

The CEO and the CFO oversaw the evaluation work performed on the
design and operation of the Bank’s ICFR in accordance with Regulation
52-109. These controls were evaluated in accordance with the control
framework of the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) for financial controls and in accordance with the control
framework of the Control Objectives for Information and Related Technologies
(COBIT) for general IT controls.

Based on the evaluation results, the CEO and CFO concluded, as at
October 31, 2012, that there are no material weaknesses, that the ICFR are
effective and provide reasonable assurance that the financial reporting is
reliable, and that the Bank’s audited consolidated financial statements were
prepared in accordance with IFRS.

National Bank of Canada

14 2012 Annual Report

Changes to Internal Controls
Over Financial Reporting

The CEO and CFO also undertook work under which they were able to conclude
that, during the year ended October 31, 2012, no changes were made to the
ICFR that have materially affected, or are reasonably likely to materially affect,
the design or operation of the ICFR.

Annual and Quarterly Information
Disclosure Committee

The Annual and Quarterly Information Disclosure Committee assists the CEO
and CFO by ensuring that disclosure controls and procedures and internal
control procedures for financial reporting are implemented and operational.
In so doing, the Committee ensures that the Bank is meeting its disclosure
obligations under current regulations and that the CEO and CFO are producing
the requisite certifications.



MANAGEMENT’S DISCUSSION AND ANALYSIS

OVERVIEW

Consolidated Results

Year ended October 31
(taxable equivalent basis)®

(millions of Canadian dollars) IFRS Previous Canadian GAAP
2012 2011 % change 2011 2010 % change

Excluding specified items®
Total revenues 5,087 4,833 5 4,763 4,501 6
Operating expenses 3,017 2,844 6 2,891 2,723 6
Provisions for credit losses 180 199 (10) 134 144 7)
Income before income taxes 1,890 1,790 6 1,738 1,634 6
Income taxes 494 485 2 486 487 -
Non-controlling interests 49 63 (22
Net income excluding specified items 1,396 1,305 7 1,203 1,084 11
Specified items after taxes®” 238 9 10 (50)
Netincome 1,634 1,296 26 1,213 1,034 17
Non-controlling interests 73 72 1
Net income attributable to the Bank's shareholders 1,561 1,224 28
Average assets 181,344 165,942 9 155,639 140,360 11
Risk-weighted assets® 55,869 50,420 11 50,420 49,831
Average loans and acceptances 84,009 73,575 14 62,060 59,014 5
Average deposits 96,164 89,885 7 89,885 80,330 12
Net impaired loans® (190) (201) (143) (267)
Efficiency ratio® 59.3 % 58.8 % 60.6 % 60.5 %
FINANCIAL INDICATORS
Diluted earnings per share $9.32 $6.92 35 $6.85 $5.94 15
Return on common shareholders'

equity (ROE) 24.5 % 20.2 % 17.7 % 17.0 %
Pro forma Common Equity Tier 1 capital ratio

under Basel 1I® 73 % 7.6 % 7.6 % 7.6 %
Tier 1 capital ratio under Basel I1® 12.0 % 13.6 % 13.6 % 14.0 %
Dividend payout ratio® 33 % 39 % 40 % 41 %
Excluding specified items®
Diluted earnings per share $7.86 $7.18 9 $7.00 $6.25 12
Return on common shareholders'

equity (ROE) 20.7 % 20.9 % 18.1 % 17.7 %
Dividend payout ratio® 39 % 38 % 39 % 39 %
(1)  Seethe Financial Reporting Method section on page 13.
(2)  Figures for 2011 have not been restated to reflect the changeover to IFRS.
(3)  Netofindividual and collective allowances.
(4)  Excluding specified items.
(5)  Lastfour quarters.
In 2012, the Bank recorded $1,634 million in net income compared to In 2012, the Bank’s results exceeded its medium-term objective for

$1,296 million in 2011. Diluted earnings per share, at $9.32, was up 35% diluted earnings per share growth. It achieved the objectives for ROE and the
from $6.921in 2011. ROEwas 24.5% in 2012 versus 20.2% in 2011. Excluding pro forma Common Equity Tier 1 ratio under Basel Ill. Excluding specified
the 2012 and 2011 specified items, the Bank’s net income was up 7% to items, the Bank fell slightly short of the dividend payout ratio objective.
total $1,396 million, and diluted earnings per share was $7.86 versus $7.18.

Similarly, ROE was 20.7% versus 20.9% in 2011.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OVERVIEW

Dividends Overall Composition of the Loan

For fiscal 2012, the Bank declared $498 million in dividends to common  and Acceptance Portfolio
shareholders, representing 39% of net income attributable to common

shareholders, excluding specified items. Breakdown of the Loan and Acceptance Portfolio
As at October 31, 2012

Annual Dividend

2012 I $3.08
2011 I 52.74
2010 I $2.48

2009 I $2.48

2008 I $2.48

High Quality Loans Portfolio

The Bank also maintains sound credit quality. For the year ended October 31,
2012, provisions for credit losses were $19 million lower than last year. This
reduction was primarily due to lower provisions for credit card receivable
losses whereas provisions for losses on other personal loans and corporate B Corporate Banking (2011: 9%)
loans were increased during the pastyear. Including the $15 million reversal O Commercial Banking (2011: 24%)
of allowances for credit losses taken for loans and credit facilities secured B Personal Banking (2011: 67%)
by restructured notes of the MAV conduits recorded during fiscal 2011,

provisions for credit losses would have been $4 million lower. Excluding

specified items, the provisions for credit losses in fiscal 2012 represented Loans and Acceptances to Businesses by Industry
0.21% of average loans and acceptances compared to 0.27% a year earlier. (as a % of the portfolio)
Furthermore, the collective allowance for non-impaired loans totalled As at October 31, 2012

$369 million as at October 31, 2012, down $7 million from the previous year.

Risk Profile
Credit losses and impaired loans
(millions of Canadian dollars)

2012 2011

Provisions for credit losses® 180 199
Provisions for credit losses as a %

of average loans and acceptances® 0.21 % 0.27 %
Net impaired loans 179 175
Gross impaired loans as a %

of tangible equity 7.5 % 8.6 %
Individual and collective allowances 3%

as a % of impaired loans 53.7 % 57.0 % 9%

. 10%

Collective allowance on

non-impaired loans 369 376
Impaired loans, net of total allowances (190) (201)

Primary (2011: 19%)

Construction and real estate (2011: 18%)
Transportation (2011: 3%)

Public services and government (2011: 11%)
Manufacturing (2011: 11%)
Communications (2011: 5%)

Commerce (2011: 15%)

Other services (2011: 17%)

Other (2011: 1%)

(1) Excluding specified items. See the Financial Reporting Method section on page 13.

EREODOOCOOE
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OVERVIEW

Prudent Capital Management Evolution in the Tier 1 and Total Capital Ratios Under Basel Il
and in the Pro Forma Common Equity Tier 1 (CET1) Capital Ratio
A bank’s capital covers the risks associated with its various activities, such Under Basel Il
as credit risk, negative change in financial markets, or unfavourable operating
events. Capital management consists in maintaining the capital required to Q42012 Q3 2012 Q22012 Q12012 Q420110

cover risks, complying with the regulatory capital ratios defined by OSFl and
assessing the economic capital required for the Bank’s operations. Capital
management takes into account regulatory obligations, economic and market
conditions, Bank objectives and creation of shareholder value. As required
under Basel Il, Risk-Weighted Assets (RWA) are calculated for each of the
following risks: credit risk, market risk, and operational risk. The Bank uses
the Advanced Internal Rating-Based Approach for credit risk and the
Standardized Approach for operational risk. For market risk, it primarily uses
an approach based on internal models but uses the Standardized Approach
for certain exposures. In 2012, the Bank maintained its prudent capital
management approach in orderto protectitself against deteriorating markets
and foster sound business growth.

A Solid Financial Foundation

According to OSFI rules, Canadian banks are required to maintain a ratio of
their Tier 1 capital — under Basel Il — divided by their risk-weighted assets of
at least 7% and a ratio of their total capital divided by risk-weighted assets
of at least 10%. According to the rules of the Bank for International Settlements
— Basel Il, the Tier 1 capital ratio and the total capital ratio stood at 12.0%
and 15.9%, respectively, as at October 31, 2012, down slightly from 13.6%
and 16.9%, respectively, as at October 31, 2011, well above regulatory
requirements. The lower Tier 1 capital ratio was attributable to the application
of IFRS, to the acquisition of a 35% interest in Fiera Capital Corporation, to
the repurchase of one million common shares, and to an increase in credit-
risk-weighted assets due mainly to organic growth. These factors were partly
mitigated by netincome, net of dividends, the sale of the operations of Natcan
Investment Management Inc., and the common share issuance related
primarily to stock options exercised. Lastly, the total capital ratio remained
steady due to the $0.5 billion change in subordinated debt.

The new Basel Ill capital standards will gradually come into force from
January 1, 2013 to January 1, 2019. Starting in 2013, banks will be required
to maintain a Common Equity Tier 1 ratio of at least 7% including a required
capital conservation buffer of 2.5%. The Bank expects that it will be able to
achieve compliance with these new standards without resorting to the
regulatory event redemption clause included in the capital instruments in
question. As at October 31, 2012, the pro forma Common Equity Tier 1 (CET1)
capital ratio under Basel Il was 7.3%, down slightly from 7.6% as at
October 31, 2011. This ratio includes deductions applied in their entirety, as
required starting in 2019.

Tier 1 under Basel 1| [ NNGNGNGNTNINGEGEGEGEGN 12.0%

Total under Basel Il _ 15.9%
7.3%

Tier 1 under Basel Il [NNNEGEGEGEGEEGEGEGEGEE 12.7%

CET1 under Basel lll

Total under Basel Il [N 16.7%
7.8%
Tier 1 under Basel Il [ NNRNREGEGEGEGEGEEEEEE 13.0%

CET1 under Basel lll

Total under Basel Il [N 17.0%
8.0%
Tier 1 under Basel Il [ NNEGNGNGNGNGNGGGE 12.7%

CET1 under Basel lll

Total under Basel || [ 15.2%
7.9%
Tier 1 under Basel | [ A A ;<2

CET1 under Basel lll

Total under Basel Il [ 16.9%
7.6%

CET1 under Basel llI

—

1)  Figures for 2011 have not been restated to reflect the changeover to IFRS.

National Bank of Canada

2012 Annual Report 17



MANAGEMENT’S DISCUSSION AND ANALYSIS
OVERVIEW

Allocation of Economic Capital

Economic capital is the internal measure used by the Bank to determine its
solvency and the capital required to pursue its business operations. Economic
capital takes into consideration the credit, market, operational, business
risks and other risks to which the Bank is exposed, as well as the risk
diversification effect between them and among its different business
segments. Economic capital thus helps the Bank to determine the equity
capital required to protect itself against such risks and ensure its long-term
viability. The method used to assess economic capital is reviewed regularly
in order to accurately quantify these risks.

Allocation of Economic Capital by Business Segment
As at October 31, 2012

B Personal and Commercial (2011: 37%)
[0 Wealth Management (2011: 20%)
E  Financial Markets (2011: 43%)
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Allocation of Economic Capital by Risk Type
As at October 31, 2012

61%

9%

Credit risk (2011: 63%)
Market risk (2011: 10%)
Operational risk (2011: 14%)
Other risks (2011: 13%)

EEOQO

The Risk Management section provides comprehensive information
about the main types of risk. “Other risks” include business risk, pension
plan risk, insurance risk, risks related to significant investments and the
benefit of diversification among types of risk.



MANAGEMENT’S DISCUSSION AND ANALYSIS

MAJOR ECONOMIC TRENDS

Global Economy

The European Central Bank has for the time being managed to ease pressures
on financial markets. However, its aid to countries struggling with their
national debtis conditioned on sweeping fiscal reforms that are now weighing
heavily on their economic growth and thus on the exports of the heavyweight
euro economies such as Germany’s. This will mean a contraction of euro-zone
GDP on the order of 0.7% in 2012. We expect a partial recovery in 2013, to
growth of just 0.3%.

The problems of the euro countries are being felt around the world.
By mid-year the U.K. had posted three consecutive quarters of contraction.
Surveys of manufacturing purchasing managers point to contraction of factory
output in most G20 countries. The major central banks of the developed
economies are now contemplating further unconventional easing, this time
in concert.

In the emerging economies, meanwhile, industrial production growth
has slowed sharply. China’s exports to Europe are down from a year ago and
its exports to Japan and the U.S. have been essentially flat over the same
period. Beijing has responded with monetary measures to stimulate lending.
The vulnerability of the developed economies could prompt further action,
this time fiscal, to avoid an excessively sharp slowdown.

Overall, we expect the developed economies to grow 1.2%in 2012 and
1.5% in 2013 and the emerging economies to grow below their long-term
trend. Thus we anticipate global growth distinctly below trend, at 3.1% in
2012 and 3.5% in 2013.

United States

The U.S. recovery remains sluggish. In the three years since the recession
ended, GDP growth has averaged an annual rate of 2.2%, barely half that of
previous recoveries. Slow job creation has kept consumer spending growth
from matching that of previous recoveries. For business capital spending, the
story is similar. Meanwhile, public-sector spending is braking the economy
instead of stimulating it as in past recoveries.

Existing-home sales and motor vehicle sales have shown encouraging
signs over the year to date. Home prices are up more than 8% since
January 2012, the best showing since 2006. Motor vehicle sales, helped by
the need to replace an aging fleet, are running at 14 million units annually,
up 11% from the same period last year.

However, the vigour of these markets could be sapped by the prospect
of sharp fiscal austerity. At this writing we anticipate measures that would
subtract 1% from GDP next year, holding economic growth to 1.7% in 2013
versus 2.2% in 2012.

Canada

Except for farm prices, driven up by drought in the U.S., commodity prices,
and especially energy and base-metal prices, were softened in the first half
of 2012 by a global economic slowdown. For three consecutive quarters, the
Canadian economy has expanded at less than its normal pace of 2% annually.

This lack of lustre reflects the lethargy of domestic demand. Governments
are cutting back the spending on programs and investments they had
deployed to counter the recession. In addition, it is increasingly obvious that
households are worried about their high debt load. The sluggishness of the
global economy in general and the U.S. economy in particular means that
production for export will not pick up the slack. We accordingly expect an
expansion of 1.9% in 2012, down from 2.4% in 2011.

In 2013, the Canadian economy is likely to grow at about the same rate
asin 2012. Home building will slow. An overhang of condo inventory in major
urban centres will curb the enthusiasm of promoters. The housing market will
also be feeling the full effect of new mortgage financing rules. Export growth
will be braked by continuing softness in the global economy. As in 2012,
domestic demand will gain some lift from robust business investment.

In 2013 as in 2012, employment will not grow enough to reduce the
jobless rate significantly. Under these conditions, the Bank of Canada is
unlikely to raise its policy rate before the end of next year.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

OUTLOOK FOR NATIONAL BANK

Strategic Priorities

National Bank’s objective is to consistently deliver returns to its shareholders
that match or exceed those of its Canadian peers. To achieve this objective,
the Bank aims for 5% to 10% annual net income growth, which it intends to
achieve through client service quality, continuous improvement to productivity
and sound risk management practices.

To support its long-term growth objectives, the Bank continues to execute
its One client, one bankinitiative, a strategic action plan designed to enhance
client satisfaction, optimize revenues and reduce operating costs. The Bank
also plans to raise the revenue and earnings contributions generated by the
Personal and Commercial and Wealth Management segments. The Bank’s
strong presence in Quebec remains a source of sustained revenue growth,
and, in addition to its current activities, geographic diversification is an
important lever forthe Bank’s long-term growth in that it will be able to benefit
from the potential of targeted new niches across Canada. As a super-regional
institution with a healthy balance sheet, the Bank is also well-positioned to
complement organic growth with acquisitions in its three business segments.
These revenue growth opportunities are reflected in the Bank’s allocation of
capital, human resources and effort.

The Bank aims to consistently show shareholders thatitis an institution
with a strong financial foundation and the ability to adapt quickly to frequent
changes in the economy and a very competitive market.
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Geographic Distribution of Total Revenues®
Year ended October 31, 2012

O
=]

Quebec (2011: 69%)
Other provinces (2011: 30%)
International and unallocated (2011: 1%)

Business Mix®
(Taxable equivalent basis)®
Year ended October 31, 2012

@)
@

Personal and Wealth
Commercial Management

Total revenues [ NNEGEEE 52.4%
Netincome Y 51.0%
35.3%
Total revenues | NN 20.0%
Netincome [ 12.2%
22.8%

Economic capital
Economic capital

Excluding specified items.
See the Financial Reporting Method section on page 13.

Financial
Markets

Total revenues NN 27.6%

Netincome [N 36.8%

Economic capital

41.9%



MANAGEMENT’S DISCUSSION AND ANALYSIS
OUTLOOK FOR NATIONAL BANK

One Client, One Bank
The Bank’s strategy is essentially rooted in its One client, one bankinitiative.
The overarching purpose of this initiative is to transform the Bank into a leader
in client experience, with the ability to provide best-in-class financial advice,
solutions, and service to clients, regardless of their point of entry into
the Bank.

The Bank’s strategy, adopted at the end of 2008, has a long-term focus
and is driven by four priorities.

- Align distribution with client needs across the Bank.

- Simplify processes and deploy a new sales and service platform.
- Improve the efficiency of corporate functions.

- Instill a culture of collaboration, accountability and performance.

Over the past four years, the Bank has experienced notable progress
and positive results, validating the Bank’s strategic direction.

For 2013, the Bank has set three priorities: articulating the Client Value
Proposition, continuing the MAX program and developing business in Central,
Western, and Atlantic Canada.

Client Value Proposition

The Client Value Proposition is a natural extension of the One client, one bank
transformation that began in 2008. Its purpose is to ensure that clients receive
an uncompromising service experience and to raise their loyalty by making
client satisfaction the ultimate priority. It will be achieved by proposing the
service offering that best suits the client, when the need arises and via the
client’s preferred point of entry. In so doing, the Bank will also be further
strengthening and differentiating its brand image.

MAX program (Modernization — Action — eXperience)

The MAX program is central to the simplification and streamlining of the
Bank’s business processes, with key components consisting of the deployment
of a new sales and service platform, optimization of operational sites and
many other complementary actions. The Bank has selected an advanced
SAP Customer Relationship Management system forits new sales and service
platform. In the fall of 2012, the platform was deployed as a pilot project in
a number of branches and will be deployed in the branches of Quebec in
2013. Development will continue and the platform will be made available to
mortgage brokers and branches outside of Quebec.

Important business advantages and efficiency gains will be realized as
each new business process is implemented. Administrative workload will
diminish and front-line staff will have more time for building client
relationships. The new sales and service platform will be a valuable tool by
providing a comprehensive view of each client’s relationship with the Bank
and the full suite of financial solutions being offered to them. Cost savings
will be generated through higher productivity.

Moreover, the Bank will complete development and begin deployment
of a new “teller” platform and closely track the benefits expected from these
technological enhancements.

Central, Western and Atlantic Canada

The Bankwill deploy severalinitiatives to develop business in Central, Western
and Atlantic Canada. In Personal Banking, the Bank will optimize its branch
network and, in Commercial Banking, it will develop attractive proposals for
clients by targeting industries for which it is able to provide a value-added
experience. Aside from completing the integration of recent acquisitions, the
Wealth Management segment will deploy the Private Wealth 1859 business
model in Western Canada and open service centres for select clients.
Furthermore, the Bank will remain on the lookout for portfolio acquisition
opportunities.

Culture

Delivering a satisfying client experienceis at the core of the One client, one bank
initiative, and the Bank’s success lies ultimately with its 20,000 employees.
Effective execution requires a strong culture of collaboration, accountability,
and performance at all levels of the organization. The Bank is continuing to
strengthen its management practices, which, in concrete terms, will translate
into greater team work and the introduction of exemplary communication
and transparency practices. As always, client satisfaction remains the
overriding priority of the Bank and its employees.
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BUSINESS SEGMENT ANALYSIS

PERSONAL AND COMMERCIAL

OVERVIEW

The Personal and Commercial segment meets the financial needs of some 2.4 million retail banking clients and approximately 130,000 business clients
throughout Canada. These clients entrust the Bank to manage, invest and safeguard their assets and finance their projects. Personal Banking offers everyday
transaction solutions, mortgage loans and home equity lines of credit, consumer loans, payment solutions, savings options and tailored investment solutions
as well as a diverse range of insurance products through specialized subsidiaries. Commercial Banking offers a full line of services, including credit, deposit
and investment solutions, international trade, foreign exchange transactions, payroll, cash management, insurance, electronic transactions and complementary
services.

To obtain advice and service, clients turn to our experienced advisors who take time to understand their specific realities and help them reach their financial

goals. And thanks to the Bank’s remote distribution network, 451 branches and 923 banking machines across Canada, clients can do their daily banking
whenever and wherever they wish.

Segment Results - Personal and Commercial

Year ended October 31
(taxable equivalent basis)®

(millions of Canadian dollars) IFRS Previous Canadian GAAP

2012 2011 % change 2011 2010 % change
Excluding specified items®
Net interest income 1,629 1,572 4 1,574 1,515 4
Otherincome 962 939 2 953 927 3
Total revenues 2,591 2,511 3 2,527 2,442 3
Operating expenses 1,470 1,437 2 1,474 1,413 4
Contribution 1,121 1,074 4 1,053 1,029 2
Provisions for credit losses 176 204 (14) 204 207 (1)
Income before income taxes 945 870 9 849 822 3
Income taxes 252 243 4 242 244 (1)
Net income excluding specified items 693 627 11 607 578 5
Specified items after taxes® (11) - - -
Netincome 682 627 9 607 578 5
Net interest margin 2.18 % 2.35 % 7) 2.34 % 2.48 % 6)
Average assets 74,792 67,025 12 67,184 61,076 10
Average deposits 38,473 36,747 5 36,759 35,396 4
Average loans and acceptances 74,427 66,816 11 66,846 60,705 10
Net impaired loans 136 159 (14) 159 147 8
Net impaired loans as a % of average

loans and acceptances 0.2 % 0.2 % 0.2 % 0.2 %

Efficiency ratio excluding specified items® 56.7 % 57.2 % 58.3 % 57.9 %

(1)  Seethe Financial Reporting Method section on page 13.
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Financial Results

In the Personal and Commercial segment, net income excluding specified
items totalled $693 million in 2012, up 11% from $627 million in 2011. Total
revenues rose $80 million or 3%, mostly due to growth in net interestincome
that was primarily driven by notable increases in personal and commercial
loan volumes, which more than offset the narrowing net interest margins.
The segment’s net interest margin narrowed to 2.18% in 2012 compared to
2.35%in 2011 and 2.48% in 2010.

Excluding specified items, the 2012 operating expenses stood at
$1,470 million, a 2% year-over-year increase attributable to higher payroll,
as employees were added for the new branch openings and for the remote
banking channels. The segment recorded $14 million in specified items for
2012, consisting mainly of severance pay incurred to optimize the segment’s
structure. Owing to positive operating leverage, the segment’s contribution
rose by 4% year over year. The efficiency ratio improved to 56.7% in 2012
compared to 57.2% in 2011 and 57.9% in 2010.

At $176 million, the provisions for credit losses were $28 million lower
than the $204 million taken in 2011. Lower provisions for losses on business
loans and on credit card receivables offset higher provisions for personal
credit losses.

Personal Banking

In 2012, Personal Banking revenues amounted to $1,761 million compared
to $1,688 million in 2011, a 4% increase owing mainly to growth in loan and
deposit volumes. Lending activity rose 13% compared to 2011, mainly due
to secured credit, particularly mortgages and home equity lines of credit, as
well as to consumer loans. This growth was partly offset by a lower net interest
margin.

The Bank continued to expand the scope of its insurance business,
achieving 7% revenue growth through an increase in gross premium revenues
tempered by higher benefits paid to clients. MasterCard-related revenues
rose 1% due to a slight increase in volume that was tempered by a higher
cost of loyalty programs for certain types of credit cards.

Commercial Banking

In 2012, Commercial Banking revenues totalled $830 million versus
$823 million in 2011, a 1% increase that stems mainly from growth in
revenues from acceptances, which rose 9% in 2012 given the greater appeal
for this type of financing. The growth in loan and deposit volumes was
tempered by a narrower net interest margin. Revenues from other activities,
which include international services, decreased 6% due to a decline in foreign
exchange transactions.

Total Revenues by Category — Personal and Commercial
Year ended October 31, 2012
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Strategies

This year, the Bank rolled out a major phase in its One client, one bank
transformation. Specifically, it deployed severalinitiatives in the Client Value
Proposition—being the Bank that truly takes care of its clients—to deliver an
uncompromising client experience, expand its client base and strengthen its
brand recognition. To deliver on this proposition, the Bank has identified
seven pillars on which to focus its efforts:

- uncompromising client experience;

- adedicated, skilled and stable workforce;

- effective execution;

- client-friendly distribution channels;

- innovative, personalized and packaged solutions;
- aproactive sales culture; and

- adominant brand image.

Achievements

The projects completed or undertaken this year were all driven by the Bank’s
commitment to truly take care of its clients.

The Bank believes that it is successfully fulfilling this commitment when
clients feel acknowledged, trustful and impressed.

Given its commitment to skills development, the Bank also made
coaching a key activity for the leaders of its Personal and Commercial segment,
with both coaches and coachees receiving new training sessions on coaching
practices. In addition, the duties of branch managers were standardized and
some of their tasks delegated, giving them more time to devote to employee
coaching.

Another of the Bank’s priorities, when it comes to enhancing the client
experience, is to better manage instances of client dissatisfaction. This year,
several initiatives were implemented to improve the handling of client
dissatisfactions by client-facing representatives and to standardize the
approach used.

Access to the Bank’s distribution network was facilitated in a number
of ways. For example, the addition of dedicated client service staff in client
contact centres significantly reduced response times.

The Bank’s retail banking clients now have access to Mobile Banking
Solutions, an application that lets them do their banking transactions
wheneverand wherever they wish through an Internet-enabled mobile device.
The application provides access to the /nterac e-Transfer service, which can
be used to transfer funds from one bank account to a Canadian currency bank
account at participating financial institutions in Canada. This service is also
offered through Internet Banking Solutions.

Another new feature for the Bank’s retail banking clients is cheque
imaging using Internet Banking Solutions: clients can now view front
and back images of cheques in Canadian or U.S. dollars cleared since
February 1, 2011.

On the Commercial side, clients in Ontario and Western Canada can now
access the services of Personal Finance and Small Business advisors in all of
their regions’ branches as well as those of managers specializing in services
to small and medium-sized enterprises at 24 branches. Commercial clients
with international operations can now use the Bank’s services in Brazil. This
entry into the South American market is meant to facilitate business
development for Canadian companies in Latin America and forge ties in this
new market. National Bank also has representative offices in Paris, London,
Geneva, Hong Kong and Shanghai.
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This year, the Bank invested $25 million in its branch network in the
form of 26 branch openings, renovations and relocations. The opening of a
flagship branch in downtown Toronto and the renovation of the head office
branch in Montreal reflect the visibility and branding that the Bank wants
to convey.

Employees in the Bank’s Personal and Commercial segment have many
tools at their disposal to truly take care of their clients and further strengthen
relationships. The recurring Client Contact Opportunityinitiative, in particular,
facilitates client management by structuring responses and identifying
potential needs. As for new clients, they receive targeted communications
throughout their first year with the Bank.

Executing the Bank’s work processes in an efficient, precise manneris
a major lever towards improving client satisfaction. The centralization of
operational activities by major business processes (financing, investment
and transactional), which began in 2012, will help to optimize these functions.
Thisyearalso marked the deployment of a new process forawarding mortgage
financing, which allows clients to complete the financing application and
receive a tailored insurance coverage offering in a single meeting. Atthe same
time, the Bank is preparing to implement a new transactional platform that
will speed up transaction execution and free up time to better take care of
clients.

Our efforts to enhance client satisfaction are paying off. According to
the 2012 Canadian Retail Banking Customer Satisfaction Study published by
J.D. Power and Associates, National Bank obtained an overall satisfaction
rating of 760 points, which exceeds the average for Canada’s five other big
banks (748 points). In just a year, the Bank’s satisfaction rating increased
by 13 points.

Priorities and Outlook for 2013

The Bank will continue the initiatives to promote exceptional service quality
in 2013, including the deployment of a new streamlined and flexible
distribution structure in Quebec. More than ever, the distribution network will
prioritize the development and consolidation of sales and service skills, and
the goals of client-facing employees will be reviewed to reflect this priority.

A new monthly indicator will also be added to our tools for measuring
client loyalty. Managers will now get more frequent updates on their
performance with clients, allowing them to respond faster and in a more
targeted fashion.

The new process for awarding mortgage financing will gradually be
deployed to all branches in 2013. The changes, particularly a new technology
platform for handling applications, will help reduce processing times.
Ultimately, this innovation will benefit clients as it will free up advisors to
address their overall financial needs.

In the year ahead, this segment’s priorities for achieving growth will
primarily focus on:

—  client deposits and investments: to encourage deposit and investment
growth, a standardized approach will be applied to respond to all client
needs, in particular savings needs;

- commercial clients: the action plan will consist of defining a new sales
and service model that supports SMEs, increasing activity in target
sectors and industries, and simplifying and standardizing sales
management practices and the client approach; and

- the Canadian marketplace outside of Quebec for both personal and
commercial clients.
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BUSINESS SEGMENT ANALYSIS

WEALTH MANAGEMENT

OVERVIEW

The Wealth Management segment applies a sound strategy and focuses on delivering an exceptional client experience to both individual and institutional
investors.

In line with its mission, the segment continues to be recognized for its industry-leading products and services that are delivered by one of the best teams of
investment professionals in the country. By leveraging its internal and third-party distribution channels as well as its product manufacturers, it has assumed

a leadership position in Quebec and will continue to grow its market share in the rest of Canada. The segment will continue to distinguish its brand by offering
its unique business model characterized by the superior level of professionalism that is at the heart of its culture.

Segment Results - Wealth Management

Year ended October 31

(millions of Canadian dollars) IFRS Previous Canadian GAAP

2012 2011 % change 2011 2010 % change
Excluding specified items®
Net interest income 179 145 23 143 108 32
Fee-based revenues 520 464 12 464 399 16
Transaction and other revenues 287 293 ) 289 267 8
Total revenues 986 902 9 896 774 16
Operating expenses 756 650 16 652 602 8
Income before income taxes 230 252 ©9) 244 172 42
Income taxes 64 65 ) 65 53 23
Non-controlling interests 4 3 33
Net income excluding specified items 166 187 (11) 175 116 51
Specified items after taxes®” 165 (14) (4) )
Net income 331 173 91 171 114 50
Non-controlling interests 1 4
Net income attributable to the Bank’s shareholders 330 169 95
Average assets 1,157 1,026 13 1,026 940 9
Average deposits 18,747 16,578 13 14,084 13,147 7
Efficiency ratio excluding specified items® 76.7 % 72.1 % 72.8 % 77.8 %

(1)  Seethe Financial Reporting Method section on page 13.
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Financial Results

In the Wealth Management segment, net income excluding specified items
totalled $166 million in 2012, down 11% from $187 million in 2011. Total
revenues amounted to $986 million, up 9% from $902 million in 2011, as
netinterestincome experienced solid 23% growth owing mainly to brokerage
deposits resulting from the acquisitions and to the CashPerformer account.
Fee-based revenues were up 12%in 2012 due to the acquisitions of Wellington
West Holdings Inc. (Wellington West) and of the full-service investment
advisory business of HSBC Securities (Canada) Inc. Transaction and other
revenues decreased 2% in 2012 due to weak market conditions during the
year. At $233.0 billion, assets under administration and under management
decreased, mainly because the sale of the operations of Natcan Investment
Management Inc. (Natcan) resulted in institutional clients being transferred
to Fiera Capital Corporation (Fiera); this decrease, however, was tempered
by an increase in the assets under administration and under management
of individual portfolios that came from the segment’s acquisitions and by
sound performance by National Bank Private Wealth 1859.

Operating expenses rose $106 million or 16%, mainly due to variable
compensation, with a significant portion of this increase being attributable
to the acquisitions. The efficiency ratio was 76.7% in 2012 versus 72.1% in
2011 and 77.8% in 2010.

At $331 million, the segment’s netincome for 2012 experienced a strong
year-over-year increase that came primarily from a $246 million gain on the
sale of Natcan’s operations combined with the acquisition of a 35% interest
in Fiera (the Natcan transaction). Other specified items net of income taxes
were also recorded in 2012, in particular $38 million in acquisition-related
charges, $16 million in charges related to the Natcan transaction, and
$8 million in severance pay incurred to optimize the segment’s structure.
The 2012 specified items had a $165 million positive impact on the segment’s
net income, whereas the 2011 specified items had a $14 million negative
impact, given the incurred charges related to the Wellington West acquisition.

Total Revenues by Category — Wealth Management®

Year ended October 31, 2012
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Subsidiaries, Associates, Specialized
Business Units, Internal and Third-Party Partners

Full Service Advisory — National Bank Financial Wealth Management, the
full-service brokerage unit, offers comprehensive, holistic financial advice, a
broad and deep suite of financial products and services, transaction execution
and securities custody to more than 350,000 Canadians, for whom some
1,000 advisors administer and manage $75 billion in assets.

Self-Directed Brokerage — National Bank Direct Brokerage Inc. (NBDB)
provides self-directed investors with an innovative technological platform
featuring an intuitive client interface, research from a number of widely
respected sources, interactive modeling tools and peerless securities
transaction execution and custody services.

Services for High and Ultra-High Net Worth Individuals — National Bank
Private Wealth 1859 offers a comprehensive planning-based suite of wealth
management services specifically designed to meet the needs of affluent
individuals, families and small businesses.

Investment Product Manufacturing — National Bank Securities Inc. (NBS)
manufactures a full suite of investment and high-interest deposit products
that are distributed within the Bank’s branch network, by its full service, direct
brokerage and high net worth subsidiaries, as well as by many other financial
institutions across the country.

Institutional Portfolio Management — On April 2, 2012, the Bank sold the
operations of its subsidiary Natcan Investment Management Inc. (Natcan) to
Fiera Capital Corporation (Fiera) and in return acquired a 35% interest in Fiera,
a publicly-listed asset manager, and thereby better positioned itself to
capitalize on the anticipated growth in this area of the wealth management
business. Natcan provided portfolio management services to a wide range
of investment mandates for institutional investors, including pension funds,
mutual funds, insurance companies, exchange-traded funds, and foundations.

Alternative Investments — Innocap Investment Management Inc. (Innocap)
offers hedge fund account programs for fund sponsors seeking a platform
that gives them a high degree of transparency, and best-of-breed tools to
manage liquidity, assets and risk.

Trust Services — National Bank Trust Inc. (NBT) provides a comprehensive
menu of trust services to individual clients of the Bank and of its wealth
management distribution channels, as well as to institutional clients.

Intermediary Business Solutions — The Bank’s Intermediary Business
Solutions division provides branded and white-labelled transactional banking
and credit products to a number of Canada’s larger financial institutions for
redistribution to their clients, and it wholesales a selection of the
Bank-manufactured investment and deposit products through third-party
distribution channels. This business unit is also the largest supplier of
settlementand custodial services to the financial services industry in Canada.

Assets Under Management or Under Administration - Wealth Management

As at October 31
(millions of Canadian dollars) 2012 2011 2010 2012-11 2011-10
% change % change
Assets under administration 197,331 186,524 182,632 [3 2
Assets under management
Institutional - 25,449 25,191 1
Individual 20,595 17,363 14,525 19 20
Mutual funds 15,027 13,659 13,193 10 4
Total assets under management 35,622 56,471 52,909 (37) 7
Assets under administration and under management 232,953 242,995 235,541 (4) 3
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Strategies

The Wealth Management segment’s strategic priorities are driven by several
guiding principles.

A compelling window of opportunity for distribution
Two factors have combined to create an environment that is extremely
favourable for advice-based distribution:

- The first factor is demographics, which will continue to play a pivotal
role in the financial services landscape over the next two decades. The
front end of the baby boom reached age 65 in 2011 and, currently, the
60—64 age group is experiencing the fastest growth of any five-year
population cohortin Canada. Ourindustry is on the cusp of a sea change,
as the generation that has driven Wealth Management with its quest for
capitalaccumulation takes its first steps toward living off of it. In addition
to creating a need forinnovative income-generating products, this shift
towards decumulation will accentuate the appetite for personalized
advice and optimal drawdown strategies.

—  Thesecond factoris the strong growth expected in the number of affluent
and high net worth households over the next decade and theirincreasing
proportion of the wealth. According to forecasts, these households will
control more than 80% of Canada’s financial wealth by 2020. Our
observation is that appetite for a trusted source of advice is directly
correlated with the level of affluence. As the size of the investment
portfolio increases, more is at stake, after-tax return becomes a bigger
consideration and additional avenues for diversification become
available, which makes seeking advisory services all that much more
important.

A “people business” above all else

The Bank firmly believes that wealth management is a “people business”
and that our team’s proven ability to build strong relationships will be a key
determinant in our success. The integrity and imagination that goes into
developing products is of course important, but the differentiation a strong
product line-up produces is ephemeral at best. In a business where the best
product ideas can be readily identified and quickly replicated, strong
relationships are what will produce a lasting competitive advantage.

Where the quality of advice and service makes the difference

Whereas information used to be the prized commodity in the world of
investing, today, given the abundance of readily available data, the challenge
becomes filtering out the noise and identifying the essential. Atruly superlative
client experience will be achieved by combining the wisdom and expertise
acquired from years of experience with carefully parsed information in order
to craft a personalized set of recommendations—and then implementing these
recommendations with a focus on service.

Delivered across the land

A dominant player in the province of Quebec, the Wealth Management
segment sees in its future a consolidation and preservation of its leadership
in this “home” market while proactively pursuing growth opportunities in the
major markets in other provinces. With six acquisitions under its belt in the
last decade, the Bank’s commitment to grow all across the country has been
convincingly demonstrated. Given the very limited number of acquisition
targets available that fit our cultural and quality requirements, the focus for
the coming year will be increasing the productivity of our existing channels,
driving organic growth and leveraging our relationships with key partners.

Partnering with leading firms to extend our reach and capabilities

One of the unique elements of the Wealth Management strategy is the
negotiation of mutually beneficial partnerships that leverage its manufacturing
capabilities of transactional, credit and investment products, and optimize
its operational platforms. The Bank’s Wealth Management segment is proud
to be associated with leading companies such as Power Corporation of
Canada, Investors Group Financial Services Inc., Great-West Life Assurance
Company, London Life Insurance Company, Sun Life FinancialInc., Jarislowsky
Fraser Limited, Fiera Capital Corporation and Westwood International
Advisors Inc.

Achievements

Optimizing the productivity of internal distribution channels

— InJjanuary 2012, the Bank completed the acquisition of the full-service
investment advisory business of HSBC Securities (Canada) Inc., bringing
the Bank’s full-service brokerage division additional scale and further
building its presence across Canada.

- National Bank Financial (NBF) successfully completed the integration
of Wellington West Holdings Inc. (Wellington West), which was acquired
in July 2011, bringing its advisors and clients into NBF’s platform and
reaping the operational and cost synergies. Already completed is the
planning and foundation work for integrating the full-service investment
advisory business of HSBC Securities (Canada) Inc. into NBF, and the
integration will be completed in the near future.

-  AVice-President of Investment Strategy position has been created and
staffed. This individual chairs the Wealth Management segment’s
investment committee, develops the overall investment strategy
recommendations for the Bank’s individual investor portfolios, and
makes the tactical asset allocation decisions fora number of the Bank’s
managed asset products.

- InOctober 2012, Wellington West Financial Services Inc. (a 39-advisor
team and member of the Mutual Fund Dealers Association of Canada)
was sold to Manulife Financial Corporation to allow the Wealth
Management segment to concentrate on its platform regulated by the
Investment Industry Regulatory Organization of Canada (IIROC).

-  Teamsofregional financial planners and regional estate planning experts
have been staffed to broaden NBF’s offering and increase National Bank
Private Wealth 1859’s reach.
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- 15% of NBF’s investment advisors now have their full portfolio manager
designations, allowing them to manage assets for their clients on a fully
discretionary basis. NBF’s two discretionary asset management
platforms, Investment Advisor baskets and Investment Advisor-Managed
Accounts, now have assets of $1.8 billion and $2.3 billion, respectively.

Implementing a full line of optimized products and services tailored

to target client segments

- To better capitalize on the growing market for asset management, the
Bank negotiated a strategic partnership with Fiera under which it sold
its Natcan subsidiary to Fiera and in return acquired a 35% interest in
Fiera and an option to raise that interest to 40%. This partnership gives
the Bank a significant ownership stake in Fiera, the fourth largest
independent asset manager in Canada and leaves it well-positioned to
grow its market share in Canada and the United States. Management of
the Bank’s mutual funds and NBF’s baskets and private pools has been
transferred to Fiera.

- National Bank Securities Inc. and Westwood International Advisors Inc.
(Westwood) concluded an agreement that will see Westwood’s
well-regarded global small cap equity team managing an emerging
markets equity fund for the Bank’s clients as well as clients of external
distribution channels.

- New managed asset products continue to be developed and launched
to broaden the offering of NBF and of National Bank Private Wealth 1859.
Examples include the Montrusco Equity Income private pool and the
Guardian Capital Equity Income Basket.

- Work continues on integrating the product line-ups acquired from the
acquisitions of Wellington West and the full-service investment advisory
business of HSBC Securities (Canada) Inc.

Capitalizing on the Bank’s manufacturing capabilities by focusing

on wholesaling financial products through internal and external

distribution channels

- TheAdvisor Distribution function was restructured to achieve synergies
by combining the internal and external sales teams under the same
management.

—  The Financial Products Solutions and Advisor Distribution teams have
posted very strong sales of structured products, guaranteed investment
certificates (GICs) and mutual funds through both internal and external
channels.

—  The Advisor Distribution team began to officially wholesale investment
products in the Sun Life Financial Inc. distribution channel as of
April 2012.

- Organizational changes were made to the Partnership Banking team to
optimize its relationships with proprietary and third-party distribution
channels.

—  The Wealth Management segment renewed its contract with Power
Corporation of Canada in May 2012, extending its partnerships with
Investors Group Financial Services Inc., Great West Life, Canada Life and
London Life for an additional 10 years.
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Priorities and Outlook for 2013

While market conditions continue to be difficult, we believe that we should
be able to increase the profitability of the business through sound cost
managementand optimization of ourrecentacquisitions. The key priorities are:

fully integrate and optimize recent acquisitions;

improve the tools, technology and training used by our distribution
channels;

improve cross-selling across channels, and business units; and
increase revenues from a broadened offering (insurance, fiduciary
products, financial planning, etc.).
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OVERVIEW

The Financial Markets segment provides corporate, public sector and institutional clients with banking and investment banking services and also provides
clients with access to the Canadian capital markets through its fixed income, equities and derivatives business lines.

Financial Markets is a well-recognized market leader serving clients across Canada and internationally. It is also the leading investment bank in Quebec. The
Financial Markets segment delivers a complete range of financing solutions, from bank credit to debt and equity. It delivers comprehensive advisory services
in the areas of mergers and acquisitions and financing as well as risk management products based on its derivative activities in interest rates, equities, foreign
exchange and commodities.

In fixed income and equities, the Bank is a major Canadian player, providing origination, underwriting, distribution, research and liquidity through secondary

market activities. Through offices outside Canada, it markets Canadian debt and equity securities to institutional investors in the United States, the United
Kingdom and Continental Europe. The Financial Markets segment is also active in proprietary trading and investment activities.

Segment Results — Financial Markets®

Year ended October 31
(taxable equivalent basis)®

(millions of Canadian dollars) IFRS Previous Canadian GAAP
2012 2011 % change 2011 2010 % change

Excluding specified items®
Net interest income 613 608 1 605 773 22)
Otherincome 752 649 16 665 435 53
Total revenues 1,365 1,257 9 1,270 1,208 5
Operating expenses 674 664 2 672 599 12
Contribution 691 593 17 598 609 2
Provisions for (recoveries from) credit losses 4 (5) (5) 2
Income before income taxes 687 598 15 603 607 1)
Income taxes 186 178 4 181 189 (4)
Non-controlling interests 1) 4
Net income excluding specified items 501 420 19 423 414 2
Specified items after taxes® (28) (5) (5) (15)
Netincome 473 415 14 418 399 5
Non-controlling interests 3 @)
Net income attributable to the Bank's shareholders 470 416 13
Average assets 78,385 73,998 6 73,998 65,469 13
Average deposits 4,788 6,741 (29) 6,741 5,546 22
Average loans and acceptances

(Corporate only) 7,928 6,279 26 6,279 5,890 7
Net impaired loans 43 16 16 15 7
Net impaired loans as a % of average

loans and acceptances 0.5 % 0.3 % 0.3 % 0.3 %
Efficiency ratio excluding specified items® 49.4 % 52.8 % 52.9 % 49.6 %

(1)  Treasury operations, including the Bank’s asset and liability management activities, which had previously been presented in the Financial Markets segment, are now presented in the Other
heading. The Bank made this change on November 1, 2011 to align the monitoring of its activities with its management structure. Prior period results have been restated to reflect this change.
(2)  Seethe Financial Reporting Method section on page 13.
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Financial Results

In the Financial Markets segment, net income excluding specified items
totalled $501 million in 2012, up 19% from $420 million in 2011. On a taxable
equivalent basis, total revenues amounted to $1,365 million compared to
$1,257 million in 2011 and $1,208 million in 2010.

At $534 million, trading activity revenues rebounded strongly year over
year, rising $71 million primarily as a result of fixed-income trading activities.
Throughout 2012, the segment maintained its status as a top-tier dealer,
ranking first in Government of Canada debt underwriting. Financial market
fees rose 3% due to higher new issuance revenues partially offset by a
decrease on equity commissions. At $49 million, net gains on available-
for-sale securities decreased by 21% year over year, as more impairment
losses were recorded due to market conditions. Revenues from banking
services increased 5%, reflecting a rebound in corporate activity and
strengthening of the segment’s Western Canada team. The segment’s other
revenues increased $32 million primarily from the contributions from
associate Maple Financial Group Inc. and the Credigy Ltd. subsidiary.

Excluding specified items, operating expenses stood at $674 million,
representing a 2% year-over-year increase as a result of higher costs incurred
in support of business activities. The efficiency ratio was 49.4% versus 52.8%
in 2011. Specified items, amounting to $38 million in 2012 versus $8 million
in 2011, consisted mainly of severance payments incurred to optimize the
segment’s structure and streamline certain operations.

In 2012, the segment recorded $4 million in provisions for credit losses
versus a recovery of $5 million in credit losses in 2011.

Average assets rose to $78.4 billion from $74.0 billion in 2011.
At $7.9 billion, corporate lending was up from $6.3 billion in 2011 as
businesses had greater access to the market for their financing needs and
also due to greater business volume.

Quarterly Results®®
(taxable equivalent basis)®
(millions of Canadian dollars)

Q42012

Total revenues NN =37

Operating expenses e 1es

Q32012 Q22012

Net income
Net income
Net income

124
Total revenues [N 533
Operating expenses [N 167
121

Total revenues NN 35

Operating expenses [ 166
126

Q12012

Net income

Total revenues [N N ;>

Operating expenses NN 173
130

(1)  Excluding specified items.
(2)  Seethe Financial Reporting Method section on page 13.
Revenue Breakdown - Financial Markets
Year ended October 31
(taxable equivalent basis)®
(millions of Canadian dollars) IFRS Previous Canadian GAAP
2012 2011 % change 2011 2010 % change
Trading activity revenues
Equities 249 241 3 245 243 1
Fixed-income 212 130 63 137 177 (23)
Commodities and foreign exchange 73 92 1) 93 85 9
534 463 15 475 505 6)
Financial market fees 278 271 3 271 244 11
Gains on available-for-sale securities, net 49 62 21) 48 32 50
Banking services 252 241 5 260 239 9
Other 252 220 15 216 188 15
Total 1,365 1,257 9 1,270 1,208 5
(1)  Seethe Financial Reporting Method section on page 13.
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Strategies and Achievements

In 2012, the Financial Markets segment continued to pursue its strategic
plan. Despite challenging markets, particularly in two of its focus sectors,
Energy and Mining, the segment’s diversification and agility in directing
resources to market opportunities generated results in line with objectives
and helped it to meaningfully surpass the financial performance of 2011.
Inaddition, increased collaboration across business lines and Bank divisions
contributed to the segment’s results. Going forward, the segment is staying
the course with its strategy and will continue to closely monitor the allocation
of resources in response to market opportunities and changing client needs.

Sustained Market Leadership in Quebec
With Quebec’s unique and well diversified economy, and the Government of
Quebec’s infrastructure investments, the segment is fully utilizing the
One client, one bank strategy by delivering its full capabilities across the
spectrum of Quebec-based businesses and providing services that meet the
specific needs of Quebec-based clients.

For 2012, the segment participated in 31 public equity offerings in
Quebec and led or co-led 18 of these transactions. According to Bloomberg,
Financial Markets ranked second with a market share of 22.4% in public
equity offerings and second in merger and acquisitions (M&A), including
eight transactions with Quebec-based companies for an aggregate value of
$11 billion. Furthermore, the segment participated in 63 syndicated loans
involving Quebec issuers and led 44 of these transactions, with a market
share of 22.2%.

As the market leader in Quebec, the Financial Markets segment
will continue to focus on its strengths and deepen its presence throughout
the province.

Continued Focus on Canadian Mid-Market Companies

The Financial Markets segment’s agility and full-service capabilities enable
itto be an integrated solutions provider to Canadian mid-market companies.
By providing clients with advisory services, integrated solutions foraccessing
capital markets and comprehensive risk management solutions, the segment
is winning more business from existing and new clients in its focus sectors.
In the energy sector, the segment has built a strong position in commercial
lending, investment banking and risk management products with a large
team located in Calgary.

For 2012, the Financial Markets segment advised on 21 publicly-
announced transactions and led or co-led 49 equity offerings on behalf of
corporate issuers, including eight for metals and mining clients, 13 for oil
and gas clients, 13 for real estate clients and 17 for Quebec-based corporate
clients. The segment also led an additional 18 managed retail product /
structured retail product offerings. In addition, its specialized Infrastructure
Group acted in a variety of capacities to finance critical public and private
infrastructure, including advisory, underwriting, lending, agency, and risk
management services for projects across Canada, representing private project
debt in excess of $1.0 billion.

Corporate Finance and M&A - Highlights
The following transactions highlight the Financial Markets segment’s ability
to deliver a diverse and integrated set of solutions for its clients.

— Advisor in merger and acquisition mandates in the Mining sector:
engaged by Elgin Mining Inc. as financial advisor on its merger of
Gold-Ore Resources Ltd.; engaged by Chieftain Metals Inc. in relation to
a US$60 million gold and silver royalty transaction with Royal Gold, Inc.;
and engaged as financial advisor to the Special Committee of Avion
Gold Corp. on a $389 million sale to Endeavour Gold Corporation.

— Advisor in merger and acquisition mandates in the Energy sector:
engaged as financial advisor to Pradera Resources Inc. on its $106 million
sale to Surge Energy Inc.; engaged as financial advisor and provided a
fairness opinion to Seaview Energy Inc. with regards to a strategic
business combination with Charger Energy Corp., Silverback Energy Ltd.
and Sirius Energy Inc.; engaged as financial advisor to Whitecap
Resources Inc. (Whitecap) on its $98 million acquisition of Compass
Petroleum Ltd.; engaged as financial advisor and provided a fairness
opinion to Wild Stream Exploration Inc. on its $770 million sale to
Crescent Point Energy Corp. (Crescent Point); engaged as financial
advisor to Whitecap on its $550 million acquisition of Midway Energy Ltd.
and acted as co-lead on Whitecap’s concurrent $120 million equity
financing; engaged as financial advisor to Crescent Point on a
$425 million acquisition of Cutpick Energy Inc.; engaged as financial
advisor and provided a fairness opinion to Open Range Energy Corp. on
its $180 million sale to Peyto Exploration & Development Corp.; and
engaged as financial advisor to Guide Exploration Ltd. on its merger with
WestFire Energy Ltd. to become an intermediate oil and gas company
renamed Long Run Exploration Ltd.
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- Engaged as financial advisor to the Maple Group consortium (now TMX
Group Limited) on their initially unsolicited and then agreed-upon
$3.8 billion acquisition of TMX Group Inc. The Financial Markets segment
acted as co-underwriter, joint bookrunner and administrative agent in
the $1.6 billion of acquisition financing related to the transaction. In
conjunction with the financing, Financial Markets arranged and executed
$1.4 billion of interest rate swaps for TMX Group Limited.

- Engaged as financial advisor to CGI Group Inc. (CGI) on its $3.6 billion
acquisition of Logica, an Anglo-Dutch information technology services
firm. The Financial Markets segment acted as co-underwriter, joint
bookrunner and administrative agent on £1.2 billion of bank facilities
to fund the transaction. Financial Markets also assisted CGl in dealing
with the associated FX and interest rate exposures.

- Acted as co-underwriter, joint bookrunner and administrative agent for
Cominar Real Estate Investment Trust on the $550 million revolving
credit facilities and related acquisition financing to fund the $1.9 billion
acquisition of CANMARC Real Estate Investment Trust. The segment held
the same roles on the $265 million acquisition financing relating to the
$697 million acquisition of assets from GE Capital Real Estate. It also
acted as co-lead and joint bookrunner on four equity issues and two
debenture offerings, raising more than $800 million of equity and
$250 million of debentures over the period in conjunction with these
transactions.

— Acted as co-lead arranger, co-underwriter, joint bookrunner and
documentation agent for GENIVAR Inc. on the $625 million bank
financing ($400 million operating credit facility and $225 million bridge
credit facility) put in place in connection with the acquisition of WSP
Group PLC. The segment also acted as co-lead underwriter and joint
bookrunner on GENIVAR Inc.’s $225 million bought deal of subscription
receipts.

- Acted as joint bookrunner and administrative agent for Alimentation
Couche-Tard Inc. in the US$3.2 billion acquisition financing for the
acquisition of Statoil Fuel & Retail ASA. The segment also acted as
co-lead and co-bookrunneron a $345 million equity issue in conjunction
with the transaction.

- Acted assolefinancial advisorand joint-lead bond underwriter and joint
book runnerfor $535 million of rated, amortizing bonds for the Northeast
Anthony Henday Drive project in Edmonton.

Maintained Leadership in Fixed Income

As a market leader in Government Finance, the Financial Markets segment’s
fixed-income group continued to maintain its status as top tier dealer reaching
a 23.6% market share for first overall ranking in Canadian government debt
underwriting or co-underwriting by Bloomberg in 2012. The segment’s
underwriting success was driven by lead or joint lead mandates for Canada
Mortgage Bonds, provincial issuers and municipal financings. As a strategic
focus to transact with international counterparties, Government trading grew
substantially over the last year. Corporate debt trading and underwriting
performed well in 2012, leading 16 new issues. There continues to be a
strategic focus on growing trading activity in the Canadian high-yield market.
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Fixed Income — Highlights

Financial Markets ranked number one for the issuance of government debt
securities with a 23.6% market share in 2012 according to the Bloomberg
underwriting league tables.

Public sector: Led orjoint-led 47 underwritten and agency medium-term notes
issues of government securities for a total of $39.4 billion, including:

—  Canadian-dollar global issues of Canada Mortgage Bonds;

— domestic syndicated offerings by Quebec, Hydro-Québec and
Financement Québec, Ontario, the Municipal Finance Authority of BC,
Montreal, Winnipeg, Peel and the University of Toronto;

- domestic sole or joint agency MTN issues by British Columbia, Alberta
and Manitoba; and

- U.S. dollar global issues for British Columbia and Manitoba.

Corporate debt: Led or joint-led managed $7.0 billion, including:

- $1.35 billion: Quebecor Media Inc.;

- $1.0billion in 3 tranches: Alimentation Couche-Tard Inc.;

- $900 million: Sherritt International Corporation;

- $550 million: AltaGas Ltd;

- $535 million: Capital City Link General Partnership (Northeast Anthony
Henday Drive);

- $525 million: Hydro One Inc.;

- $500 million: Enbridge Income Fund Holdings Inc.; and

- $250 million: Cominar Real Estate Investment Trust.

Deployed Risk Management Solutions to Corporate and

Commercial Clients

The segment’s strategy is to clearly identify needs and create risk management
products adaptable to the specific needs of all its clients — large corporate,
mid-sized or small businesses — specializing in interest rates, equities, energy
and foreign exchange. The increasing number of clients that are actively using
the segment’s risk management products has proven the success of this
innovative approach.

Number of Corporate Clients

Energy Interest Foreign
derivatives rate derivatives exchange
[Te) =
o~ o~
[1a} m
S
2 -
—
(=]
5 8
— o~ - o~ — o~
ol Al — Al — -
o o o o o o
o (o'} o~ o o~ N
11% increase 3% increase Unchanged



MANAGEMENT’S DISCUSSION AND ANALYSIS
BUSINESS SEGMENT ANALYSIS
FINANCIAL MARKETS

Remained Canadian Leader in Structured Products and Exchange-Traded
Funds (ETFs)

The segment continued its efforts to maintain its Canadian leadership position
in structured products marketing and distribution. It focuses its actions and
offers solutions adapted to the needs of corporate and institutional investors
through its Financial Products Solutions group, while responding to the needs
of individual investors through the Bank’s advisory channels. In addition, the
segment plays an active role in the design of ETFs and provides liquidity to
these ETFs in its market-making activities.

ETF — Highlights

- Financial Markets is a designated broker on 69% of all ETFs listed in
Canada.

- Financial Markets was ranked third in secondary trading of ETFs with
31% market share.
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mmmmm  Total volume attributable to NBF subsidiary (millions of shares)
Totalvolume of Canadian exchange-traded funds for the top 6 brokers (millions of shares)
—— NBF subsidiary’s market share as a %

Priorities and Outlook for 2013

Key priorities for 2013 include solidifying its leadership position in fixed-
income and structured products in Canada, remaining a leader in advisory
services to Quebec-based issuers, becoming the preferred provider of risk
management solutions for all clients of the Bank and strengthening its
leadership in mid-market energy and mining. The segment will also focus on
increasing distribution capabilities for Canadian products globally.

The Financial Markets segment’s well-diversified portfolio of businesses
and its client focus, coupled with its strong risk management and effective
controls, should enable it to weather challenging market conditions and
continue to generate superior risk-adjusted returns for the Bank.
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OVERVIEW

The Other heading reports on Treasury operations, including the Bank’s asset and liability management, certain non-recurring items and the unallocated
portion of corporate units. Corporate units include Information Technology and Organizational Performance; Risk Management; Operations; Marketing; Human

Resources and Corporate Affairs; and Finance and Treasury.

Segment Results — Other®

Year ended October 31

(in millions of Canadian dollars) IFRS Previous Canadian GAAP

2012 2011 2011 2010
Excluding specified items®
Net interest income (83) 5 (359) (452)
Other income 56 (18) 253 323
Total revenues 27) (13) (106) (129)
Operating expenses 117 93 93 109
Provisions for credit losses - - (65) (65)
Income before income taxes (144) (106) (134) 173)
Income taxes (180) 177) (178) (205)
Non-controlling interests 46 56
Net income excluding specified items 36 71 ) (24)
Specified items after income taxes?® 112 10 19 33)
Net income 148 81 17 (57)
Non-controlling interests 69 69
Net income attributable to the Bank’s shareholders 79 12
Average assets 27,010 23,893 13,431 12,875

(1)  Treasury operations, including the Bank’s asset and liability management activities, which had previously been presented in the Financial Markets segment, are now presented in the Other
heading. The Bank made this change on November 1, 2011 to align the monitoring of its activities with its management structure. Prior period results have been restated to reflect this change.

(2)  Seethe Financial Reporting Method section on page 13.

Financial Results

For the Otherheading of segment results, net income excluding specified
items totalled $36 million in 2012 compared to $71 million in 2011, a
year-over-year decrease that was due to a reduction in the contribution from
Corporate Treasury. Operating expenses were up year over year, as salaries
and staff benefits increased due to variable compensation. The 2012 specified
items, net of income taxes, included $113 million in revenues related to
holding restructured notes, $17 million in severance pay and lease
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terminations incurred to optimize certain organizational structures, and
$13 million in intangible asset write-offs. In 2011, the specified items, net
of income taxes, had included $8 million in litigation provisions, $14 million
in severance pay, and an $11 million reversal of allowances for credit losses
taken for loans and credit facilities secured by restructured notes of the MAV
conduits. Reversals of provisions forincome tax contingencies of $29 million
and $21 million were recorded in 2012 and 2011, respectively.
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Corporate Units

The Information Technology and Organizational Performance unit ensures
that IT standards and solutions are developed to support the Bank’s long-term
business objectives and to further increase efficiency of corporate functions
aligned with client needs in all operating segments and corporate units.

The Risk Management unit is responsible for identifying, measuring,
and monitoring—within an integrated framework—the various risks to which
the Bank is exposed and for promoting a sound risk management culture.
The Risk Management team helps the Board and management understand
and monitor the main risks (see pages 57 to 72 for additional information).
It also develops, maintains and communicates the risk appetite in the
business lines.

The Operations unitis a strategic, proactive and trusted business partner
that prioritizes service quality and productivity. The Operations team enhances
customer experience through the expertise and effectiveness of its employees,
efficient processes and a culture of continuous improvement.

The Marketing unit manages and delivers the Bank’s distinctive client
experience through business and electronic distribution strategies tailored
to the needs of retail and commercial clients, a strong brand image,
competitive and distinctive business solutions, and by proactively managing
client satisfaction. The Marketing team helps the business segments meet
their strategic objectives by creating conditions conducive to developing
successful, long-term relationships with clients, communities and external
stakeholders.

The Human Resources and Corporate Affairs unit provides expertise to
all of the Bank’s units. Human Resources supports the Bank’s growth and
transformation through HR strategies that help position the Bank as an
employer of choice. The unitimplements practices that promote mobilization
and talent management, and helps cultivate a work environment where
employees can develop and excel. It also supports roll-out of the Bank’s
strategic plan. The mandate of Corporate Affairs includes reducing the
organization’s legal risks, providing legal opinions with respect to regulatory,
governance and commercial litigation issues, supporting Board-related
activities, and maintaining the Bank’s reputation in its markets.

The Finance and Treasury unit is responsible for optimizing management
of financial resources (capital, liquidity, financing), actively ensuring asset/
liability management, and ensuring sound governance of accounting and
financialinformation. Italso participates in strategic and operational decision-
making and supervises the activities of pension plan funds for Bank
employees. It helps the business segments and corporate functions in their
financial performance, ensures compliance with regulatory requirements,
and handles reporting to shareholders and to the various units, entities and
subsidiaries of the Bank. Finally, for administrative purposes, Internal Audit
falls under the responsibility of Finance and Treasury.
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Analysis of Consolidated Results

Total Revenues

For 2012, total revenues on a taxable equivalent basis amounted to
$5,485 million, up $643 million or 13% from 2011 (Table 1, page 76).
Excluding specified items recorded in 2012 and 2011, total revenues on a
taxable equivalent basis rose $254 million or 5% from last year. The 2012
specified items include revenues related to the Natcan transaction and to a
change in the fair value of restructured notes.

Net interest income

For 2012, net interest income on a taxable equivalent basis totalled
$2,510 million, up $4 million from $2,506 million in 2011 (Table 2, page 76).
In the Personal and Commercial segment, net interest income totalled
$1,629 million, up $57 million or 4% year overyear. Loan and deposit volumes
experienced steady growth, with a $7.8 billion increase in average assets,
mainly due to residential mortgages and home equity lines of credit. This
growth was tempered by a narrowing net interest margin, which was 2.18%
in 2012 compared to 2.35% in 2011. In the Wealth Management segment,
net interest income totalled $179 million, rising $34 million owing to an
increase in broker deposits resulting from the acquisitions and to higher
volumes in the CashPerformer account. In the Financial Markets segment,
netinterestincome increased $5 million year overyear, mainly due to trading
activities, and should be examined with the other items of trading activity
revenues. In the Otherheading, net interestincome decreased as a result of
Treasury management activities.

Other income

For 2012, other income totalled $2,975 million compared to $2,336 million
last year (Table 3, page 77). Trading revenues recorded in other income
totalled $233 million compared to $25 million in trading losses in 2011.
Including the portion recorded in net interest income, trading revenues
totalled $688 million in 2012 (Table 4, page 77), a $263 million year-over-year
increase attributable to market conditions that favoured growth in trading
activity revenues from fixed-income securities as well as to a change in the
fair value of restructured notes. Net gains on available-for-sale securities
increased, as gains were recorded following capital repayments on restructured
notes.

As shown in Table 3 on page 77, underwriting and advisory fees as well
as securities brokerage commissions increased, mainly due to the integration
of the operations of Wellington West Holdings Inc. and of the full-service
investment advisory business of HSBC Securities (Canada) Inc. Revenues
from acceptances, letters of credit and letters of guarantee also increased,
rising $37 million from the higher volume of this type of financing for
commercial loans. Both credit fee revenues and card revenues decreased
slightly, given strong competition for these service offerings, and foreign
exchange revenues, otherthan trading, were also down this yearas transaction
volume decreased due to volatility in exchange rates.
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At $480 million in 2012, revenues from trust services and mutual fund
fees rose $54 million or 13% from $426 million last year, driven by an increase
in value of assets under administration and under management that came
from the Wealth Management acquisitions.

The Bank’s share in the net income of associates and joint ventures
increased significantly owing to a greater contribution from Maple Financial
Group Inc. in 2012. At $533 million, the Otheritem of Other income rose
$235 million, mainly from the gain recorded on the sale of the operations of
Natcan Investment Management Inc. (Natcan).

Provisions for Credit Losses

Provisions for credit losses were $180 million in 2012, $4 million less than
last year (Table 5, page 78), mainly because of lower losses on commercial
credit partly offset by higher losses on corporate loans. In 2011, a $15 million
reversal of allowances for credit losses taken for loans and credit facilities
secured by restructured notes of the MAV conduits had been recorded as a
specified item.

The provisions for personal credit losses were $3 million less than last
year, as provisions for losses on credit card receivables were reduced
significantly, whereas provisions for losses on other consumer loans were
increased during the year. At $38 million for 2012, provisions for commercial
credit losses were $25 million lower than in 2011. Provisions for credit losses
on Corporate Banking loans were $9 million more as a result of substantial
recoveries in 2011. Overall, the 2012 provisions for credit losses, excluding
specified items, represented 0.21% of average loans and acceptances
comparedto 0.27%in 2011, which is an improvement and still relatively low
given the current economic environment.
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Operating Expenses

Operating expenses stood at $3,173 million in 2012, up $262 million or 9%
from lastyear (Table 6, page 79). Excluding specified items recorded in 2012
and 2011, operating expenses increased $173 million or 6%.

At $1,953 million, salaries and staff benefits were up 13% from last
year, mostly because payroll expense was increased by several factors,
including the addition of employees for new branch openings and for remote
banking services, insourcing of IT resources, and the acquisitions of Wellington
West and of the full-service investment advisory business of HSBC Securities
(Canada) Inc. The Bank also recognized $80 million in severance payin 2012
versus $27 million in 2011.

Technology expense, including amortization, increased, mainly because
intangible assets, i.e., internally-designed office applications, were written
off due to obsolescence in 2012. The increase in occupancy expense,
including amortization, resulted primarily from lease terminations in 2012
following the optimization of certain organizational structures. At $195 million,
professional fees for 2012 increased by $10 million, mainly due to technology
investments.

Income Taxes

Detailed information about the Bank’s income taxes is provided on pages
172 and 173 in Note 24 to the consolidated financial statements. For 2012,
income taxes stood at $326 million, for an effective tax rate of 17%, compared
to $275 million and an effective tax rate of 18% in 2011. This decrease in
the effective income tax rate was due to a lower Canadian statutory income
tax rate and to the non-taxable portion of the gain realized on the sale of
Natcan’s operations, partly offset by the lower tax-exempt income from
securities. Reversals of provisions for income tax contingencies amounting
to $29 million and $21 million were recorded in 2012 and 2011, respectively.

Quarterly Financial Information

Several trends and factors have an impact on quarterly income, revenues
and expenses. Results for the past 12 quarters have been summarized
and provided in the Quarterly Results table on pages 74 and 75. Results
for the past eight quarters were affected by various favourable and
unfavourable factors.

—  Duringthe fourth quarter of 2012, the Bank recorded revenues to reflect
a change in the fair value of restructured notes as well as amounts for
severance pay, lease terminations and intangible asset write-offs.

—  The results for the third quarter of 2012 included a reversal of tax
provisions.

- In the second quarter of 2012, the Bank sold the operations of a
subsidiary, Natcan Investment Management Inc. (Natcan).

— In the fourth quarter of 2011, the results of Wellington West Holdings
Inc. were included with the Bank’s results, and charges related to this
acquisition as well as severance pay were also recorded.

— Inthethird quarterof 2011, the results included a reversal of allowances
for credit losses and income tax contingencies, severance pay, and
litigation provisions.

Overthe past eight quarters, consolidated netincome has been positive,
with certain quarters posting record net income, reflecting sustained
performance by the business segments combined with effective cost
management.

Net interest income was relatively stable over the past eight quarters.
While the Personal and Commercial segment experienced growth in loan
volume, it was tempered by lower net interest margins.

Other income increased over the past four quarters, with more
pronounced growth in the second and fourth quarters of 2012. In fourth
quarter 2012, the increase was mainly due to revenues recorded to reflect a
change in the fairvalue of restructured notes, whereas in the second quarter,
a gain was recorded on the sale of Natcan’s operations.

Provisions for credit losses have been stable for seven of the last eight
quarters owing to an excellent quality loan portfolio. The lower provisions for
credit losses recognized in the third quarter of 2011 were mostly due to a
reversal of allowances for credit losses taken for loans and credit facilities
secured by restructured notes of the MAV conduits.

Quarterly operating expenses rose slightly, mainly due to a higher
salaries and staff benefits expense resulting from hirings for new branch
openings and from the integration of Wellington West Holdings Inc. and the
full-service investment advisory business of HSBC Securities (Canada) Inc.

Non-controlling interests were stable for the eight quarters of 2012
and 2011.

Income tax rates remained stable over the past eight quarters, except
for the third quarters of 2012 and 2011, when they decreased considerably
due to reversals of provisions for income tax contingencies.

For additional information about the fourth quarter of 2012, visit the
Bank’s website at nbc.ca or the SEDAR website at sedar.com to consult the
Bank’s Press Release for the fourth quarter of 2012, filed on December 6, 2012.
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Analysis of Consolidated Cash Flows

Due to the very nature of the Bank’s business, most of its revenues and
expenses are cash items. Moreover, certain activities, such as trading
activities, generate significant cash flow movements that can impact certain
assets and liabilities such as securities at fair value through profit or loss,
securities sold short, or securities sold under repurchase agreements and
securities loaned.

During 2012, cash and cash equivalents increased by $0.4 billion
compared to a $0.5 billion increase in 2011. As at October 31, 2012, cash
and cash equivalents totalled $3.2 billion versus $2.9 billion at the same
date last year.

For 2012, operating activities generated $2.2 billion in cash due to the
year’s net income, a $7.7 billion increase in deposits, a $2.6 billion change
in liabilities related to transferred receivables, and a $2.9 billion decrease
in securities at fairvalue through profit or loss. These cash inflows were offset
by cash outflows required fora $9.5 billion increase in loans and a $3.0 billion
increase in securities purchased under reverse repurchase agreements and
securities borrowed. In 2011, operating activities had generated $2.1 billion
in cash, mainly due to net income, a $7.4 billion increase in deposits, a
$2.5 billion change in obligations related to securities sold under repurchase
agreements and securities loaned as well as a $1.6 billion change in securities
purchased under reverse repurchase agreements and securities borrowed to
finance $8.7 billion in lending activity and to purchase $3.7 billion in
securities at fair value through profit or loss.

For 2012, financing activities required $0.4 billion in cash mainly to
repurchase subordinated debtand pay dividends, which offset the $1.0 billion
subordinated debt issuance. In 2011, financing activities had required
$1.4 billion in cash, mainly for the repurchase of $0.8 billion in common and
preferred shares for cancellation and dividends paid.

For 2012, investing activities required $1.4 billion in cash that came
from a $1.2 billion increase in available-for-sale securities. In 2011,
$0.3 billion in cash had been required for the acquisition of Wellington West
and the change in capital assets.

National Bank of Canada

40 2012 Annual Report

Analysis of the Consolidated Balance Sheet

As at October 31, 2012, the Bank had total assets of $177.9 billion compared
to $166.9 billion at year-end 2011, a 7% increase that stems mainly from
loans and acceptances (see the Consolidated Balance Sheets on page 90).

Cash and Deposits With Financial Institutions

At $3.2 billion as at October 31, 2012, cash and deposits with financial
institutions rose $0.4 billion from the same date lastyear. The Bank’s liquidity
risk management practices are described on pages 68 to 70 of this Annual
Report.

Securities

As at October 31, 2012, securities totalled $54.9 billion (31% of total assets),
down $1.7 billion from $56.6 billion as at October 31, 2011. Securities at
fair value through profit or loss decreased $3.0 billion since last year, due to
the disposal of securities issued or guaranteed by the Government of Canada,
offset by the acquisition of equity securities. Available-for-sale securities,
i.e., securities generally held long-term, totalled $10.4 billion at year-end,
rising $1.3 billion since October 31, 2011, the increase being attributable to
the acquisition of $1.0 billion in securities issued or guaranteed by the
Government of Canada. The Bank’s market risk management policies are
described on pages 65 to 68 of this Annual Report. Securities purchased
under reverse repurchase agreements and securities borrowed totalled
$15.5 billion as at October 31, 2012, a $3.0 billion increase since
October 31, 2011.
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Master Asset Vehicles
As at October 31, 2012, the face value of the restructured notes of the master
asset vehicle (MAV) conduits and of the other restructured notes held by the
Bank was $1,933 million ($2,015 million as at October 31, 2011), of which
$1,647 million was designated as Securities at fair value through profit or
lossunderthe fairvalue option, and an amount of $286 million was classified
in Available-for-sale securities ($1,675 million designated as Securities at
fairvalue through profit or loss and $340 million classified in Available-for-sale
securities as at October 31, 2011). The change in the face value of the
restructured notes of the MAV conduits during fiscal 2012 is mainly due to
the restructured notes taken back from clients who had credit facilities backed
by these notes, reduced by capital repayments, disposals and certain
write-offs.

The following table provides a breakdown of the face value of the
restructured notes of the MAV conduits held by the Bank:

As at October 31,
(millions of Canadian dollars) 2012
MAV |
Class A-1 597
Class A-2 552
Class B 94
Class C 39
IA tracking notes for ineligible assets 20
Total MAV | 1,302
MAV I
Class A-1 100
Class A-2 82
Class B 15
Class C 6
IA tracking notes for ineligible assets 21
Total MAV II 224
MAV 111
TA tracking notes for traditional assets 15
IA tracking notes for ineligible assets 243
Total MAV 1II 258
Commercial paper not included in the
Pan-Canadian restructuring plan 149
Total 1,933

The Bank has committed to contribute $910 million to a margin funding
facility related to the MAV conduits in order to finance potential collateral
calls. As at October 31, 2012 and 2011, no amount had been advanced by
the Bank.

Establishing Fair Value
The carrying value of the restructured notes of the MAV conduits and of the
other restructured notes held by the Bank in an investment portfolio as at
October 31, 2012, designated as Securities at fair value through profit or
loss, was $1,269 million, and $69 million was classified in Available-for-sale
securities ($1,150 million designated as Securities at fair value through profit
or loss and $86 million classified in Available-for-sale securities as at
October 31, 2011). The notes held in an investment portfolio with one or
more embedded derivatives were designated as Securities at fair value
through profit and loss under the fair value option, and the other notes were
classified in Available-for-sale securities. The Bank took back restructured
notes of the MAV conduits related to credit facilities at a fairvalue of $8 million
during the year ended October 31, 2012 ($73 million during the year ended
October 31, 2011).

The following table provides a breakdown of the carrying value of the
restructured notes held by the Bank:

Contractual Maturities

As at October 31,

(millions of Canadian dollars) 2012
1to5 Over 5

years years Total

MAV | and MAV II 9 1,187 1,196

MAV Il = 62 62

Commercial paper not included in the

Pan-Canadian restructuring plan 80 - 80

Carrying value of the notes 89 1,249 1,338

Margin funding facility (38)

Total 89 1,249 1,300

In establishing the fair value of the restructured notes of the MAV
conduits and excluding ineligible assets, the Bank considered the quality of
the underlying assets. The Bank determined fair value using a valuation
technique thatincorporates discounted cash flows. The discount rate is based
80% on CDX.IG index tranches and 20% on a basket of securities backed by
assets such as credit card receivables, Residential Mortgage-Backed Securities
(RMBS), Commercial Mortgage-Backed Securities (CMBS) and automobile
loans. The fair valuation methodology also includes the effects of broker
quotes and market conditions on the MAV Il Class A-1, A-2, B and C notes.
The adjustment related to broker quotes represented 30% (20% in 2011) of
the weighting attributed to the fair value in 2012. This change reflects the
market conditions. The credit ratings and coupons were based on the terms
set out in the restructured notes of the MAV conduits. Maturities are based
on the anticipated cash flows of the underlying assets.

National Bank of Canada

2012 Annual Report 41



MANAGEMENT’S DISCUSSION AND ANALYSIS
FINANCIAL ANALYSIS

Forineligible assets, the fair value of the tracking notes is based on an
analysis of the underlying assets of the notes and the fair market value of
comparable instruments. For RMBS, fairvalues were based on the ABX index;
for CMBS, CMBS indices, including the CMBX index, were chosen. As for
derivative financial instruments, the Bank used valuation models that are
commonly used by market participants with inputs that are based on factors
observable in the markets such as the CDX.IG indices and the base correlation
and interest rates.

The Bank determines the value of the restructured notes of the MAV
conduits it is holding by comparing the value obtained using the above-
described methodology against a range of values. The values situated in this
range were obtained by adjusting various inputs used to determine the
discount rate and broker quotes, incorporating third-party assessments and
by applying various liquidity scenarios. As several assumptions may be used
in determining fairvalue, this range reflects the level of uncertainty associated
with these models.

During the year ended October 31, 2012, revenues amounting to
$111 million and $34 million were recorded to reflect, respectively, the change
in the fair value of restructured notes and the change in the fair value of
commercial papernotincluded in the Pan-Canadian restructuring plan. These
amounts were recorded in Trading revenues in the Consolidated Income
Statement. The carrying value of the restructured notes, designated as
Securities at fair value through profit or loss, was within the range of the
estimated fair value as at October 31, 2012. The credit ratings of the MAV |
and MAV Il Class A-1 notes were upgraded from “A (high) (sf)” to “AA (low) (sf)”
and the credit ratings of the MAV | and MAV Il Class A-2 notes remained
unchanged at “A (sf)” and “BBB (high) (sf).”

The Bank’s valuation was based on its assessment of the conditions
prevailing as at October 31, 2012, which may change in the future. The most
significant assumptions used to determine the fair value of the restructured
notes are observable discount rates, the credit ratings of the notes and the
broker quotes on the MAV Il Class A-1, A-2, B and C notes. Furthermore, there
may be valuation uncertainty resulting from the choice of the valuation model
used. The sensitivities of these assumptions on fair value as at October 31,
2012 are as follows:

- a10-basis-point change in the discount rate would resultin a $6 million
decrease orincrease in the fair value;

— adecrease in the credit rating by one letter grade would result in a
decrease in the fairvalue between a range of $20 million to $40 million;

— anincrease in the credit rating by one letter grade would result in an
increase in the fairvalue between a range of $10 million to $20 million;

- al%changeinthe liquidity premium spread would resultin a $14 million
decrease orincrease in the fair value;

- a10% change in the weighting used to determine the discount rate
would result in a $9 million decrease or increase in the fair value;

- a10% change in the weighting attributed to the discount rate and the
broker quotes on the MAV Il Class A-1, A-2, B and C notes would result
in a $14 million decrease or increase in the fair value; and

— al1%changein the broker quotes on the MAV Il Class A-1, A-2,Band C
notes would resultin a $4 million decrease orincrease in the fairvalue.
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Determining the fair value of restructured notes of the MAV conduits is
complex and involves an extensive process that includes the use of
quantitative modelling and relevant assumptions. Possible changes that
could have a significantimpact on the future value include (1) changes in the
value of the underlying assets, (2) changes regarding the liquidity of the
restructured notes of the MAV conduits which are not currently traded on an
active market, (3) the impacts of a marked and prolonged economic slowdown
in North America and certain European countries, and (4) changes in
legislation.

Credit facilities to clients holding restructured notes of the MAV conduits
As at October 31, 2012, credit facilities outstanding provided to clients
holding restructured notes of the MAV conduits stood at $26 million
($51 million as at October 31, 2011) and the allowances for credit losses
were $3 million ($10 million as at October31, 2011). As at October 31, 2012,
credit facilities backed by restructured notes of the MAV conduits and those
backed by ineligible asset tracking notes totalled $100 million and $4 million,
respectively ($332 million and $8 million as at October 31, 2011). In total,
the collateral related to the credit facilities provided to clients is established
as follows:

(millions of Canadian dollars) As at October 31, 2012

Credit
facilities
Credit backed by
facilities restructured
Face backed by IA notes of the
value of tracking MAV
Collateral the notes notes® conduits®
MAVII
Class A-1 57 - 38
Class A-2 80 = 52
Class B 10 - 5
Class C 3 - 2
IA tracking notes for
ineligible assets - - -
Total MAV II 150 = 97
MAV 111
TA tracking notes for
traditional assets 5 - 3
IA tracking notes for
ineligible assets 4 4 =
Total MAV III 9 4 3
Total 159 4 100

(1) These credit facilities represent 75% of the face value of the notes and are guaranteed by
the notes, less repayment of their capital.

(2)  These credit facilities represent 75% of the face value of the notes, of which 30% are full
recourse to the borrower and 45% guaranteed by the notes, less repayment of their capital.
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Loans and Acceptances
At $90.9 billion, loans and acceptances accounted for over 51% of total assets
as at October 31, 2012, up $10.2 billion or 13%.

Residential mortgage loans outstanding totalled $33.5 billion as at
October 31, 2012, rising $4.6 billion since year-end 2011 due to a robust
residential real estate market.

Personal loans and credit card receivables totalled $26.5 billion at
year-end 2012, up $2.2 billion or 9% from $24.3 billion at year-end 2011.
This substantial increase was due to highervolumes of mortgages and home
equity lines of credit. At $1.9 billion, credit card receivables were unchanged
from year-end 2011.

At $30.9 billion as at October 31, 2012, loans and acceptances to
businesses and government increased since year-end 2011, in particular
loans to small- and medium-sized enterprises, which rose 5%, and corporate
loans and acceptances, which rose 30%. Customers’ liability under
acceptances was up 12% and also contributed to the growth in these loans.

Table 8 on page 80 presents loans by industry as at October 31, 2012.
Residential mortgages have grown since 2008, totalling $33.5 billion as at
October31, 2012 and representing 40.3% of total loans. Personal loans have
also increased by $10.8 billion since 2008, totalling $26.5 billion as at
October 31, 2012. The main reason for these changes was the popularity of
home equity lines of credit over conventional residential mortgages. As for
business loans, the mines, quarries and energy sector, real estate sectorand
the wholesale and retail sector experienced notable increases, rising 47%,
29% and 19%, respectively, from 2011.

Impaired Loans
Gross impaired loans totalled $387 million as at October 31, 2012 versus
$407 million as at October 31, 2011, for a decrease of 5% (Table 9, page 81).
Impaired loans were 7.5% of the tangible capital adjusted for allowances,
fora decrease of 1.1% compared to October 31, 2011. Impaired loans net of
individual and collective allowances posted a slight $4 million increase year
over year, mainly attributable to growth in loans from the Financial Markets
segment mitigated by a significant decline in impaired commercial loans.
A detailed description of the Bank’s credit risk management practices
is provided on pages 60 to 65 of this Annual Report as well as in Notes 5
and 7 to the consolidated financial statements.

Other Assets

As at October 31, 2012, excluding the customers’ liability under acceptances
item, other assets totalled $13.3 billion, down slightly from year-end 2011.
Otherassets consist primarily of the following items: the fairvalue of derivative
financial instruments, amounts due from clients, dealers and brokers,
investments in associates and joint ventures, premises and equipment,
goodwill, intangible assets, and the otheritem of other assets. Non-controlling
interests in associates and joint ventures increased due to the interests
acquired in Fiera and in TMX Group Ltd. Goodwill and intangible assets
increased on the acquisition of the full-service investment advisory business
of HSBC Securities (Canada) Inc. but was tempered by the sale of the
operations of the Natcan subsidiary. The fair value of derivative financial
instruments decreased by $1.5 billion.

Deposits
At $93.2 billion, deposits increased by $7.6 billion or 9% since year-end
2011. At $43.9 billion, personal deposits, as presented in Table 10 on
page 81, increased $3.5 billion since October 31, 2011, accounting for 47.1%
of all deposits. This increase was attributable to lower interest rates, which
drove investors to traditional savings accounts as well as to the CashPerformer
savings account. A summary of total personal savings is presented on page 46.
As at October 31, 2012, commercial deposits totalled $23.9 billion,
up $5.7 billion from the same date last year, as businesses increased their
savings. The result of this growth was a reduction in purchased funds,
which, at $25.5 billion, decreased $1.5 billion from $27.0 billion as at
October 31, 2011. Purchased funds in the United States were down $0.6 billion
since October 31, 2011, to stand at $9.5 billion at year-end 2012, whereas
purchased funds from other countries rose $0.6 billion.

Other Liabilities

Excluding acceptances, other liabilities consist of the following items:
obligations related to securities sold short, obligations related to securities
sold under repurchase agreements and securities loaned, the fair value of
derivative financial instruments, amounts due to clients, dealers and brokers,
liabilities related to transferred receivables and the other item of other
liabilities. Other liabilities rose $1.3 billion since last year, mainly due to an
increase in liabilities related to transferred receivables following new
securitizations in 2012.

Subordinated Debt and Other Contractual Obligations

Subordinated debt increased $470 million since October 31, 2011. This
increase was attributable to $1 billion note issuance under the Canadian
Medium-Term Note Program and the $0.5 billion repurchase of notes for
cancellation at the beginning of 2012.

Contractual Obligations
As at October 31, 2012 Less
(millions of Canadian dollars) than 1 1to3 3to5 Over5
year years years years Total

Long-term financing 880 4,827 4,273 119 10,099
Subordinated debt® - - - 2,382 2,382
Obligations under leases® 454 670 406 589 2,119

1,334 5,497 4,679 3,090 14,600

(1)  Atnominal value.
(2)  Most of these commitments are related to operating leases for premises, equipment and
furniture, outsourced IT service contracts and other contracts.
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Equity

As at October 31, 2012, the Bank’s equity was $8.2 billion compared to
$7.5 billion as at October 31, 2011. The Consolidated Statements of Changes
in Equity, which appears on page 93 of this Annual Report, presents the items
of equity. The increase came mainly from netincome attributable to the Bank’s
shareholders, net of dividends, partly offset by the recognition of actuarial
gains and losses on employee benefit plans. The $93 million in common
shares issued for the stock options exercised under the stock option plan
was partly offset by the repurchase of $75 million in common shares for
cancellation.

Non-controlling interests stood at $1.0 billion as at October 31, 2012,
a slight $4 million decrease from last year. This change was due to lower
non-controlling interests in consolidated mutual funds. See Note 28 to the
consolidated financial statements, Special Purpose Entities on pages 180
and 181, for additional information.

As at October 31, 2012, the Bank had 161.3 million common shares
issued and outstanding compared to 160.5 million a year earlier. This increase
was primarily attributable to the issuance of 1.7 million shares under the
Stock Option Plan tempered by the repurchase of 1.0 million common shares
for cancellation. No activity was recorded for preferred shares during fiscal
2012.0n November7,2012, the Bankissued 8.0 million Series 28 preferred
shares and on December 5, 2012, the Board approved the repurchase of all
Series 15 preferred shares. See the Events After the Consolidated Balance
Sheet Date section on page 45. The table below provides the share capital
details.

Shares and Stock Options

Number of
As at October 31, 2012 shares S million
First Preferred Shares
Series 15 8,000,000 200
Series 16 8,000,000 200
Series 20 6,900,000 173
Series 21 3,410,861 85
Series 24 2,425,880 61
Series 26 1,724,835 43
30,461,576 762
Common shares 161,308,273 2,054
Stock options 7,794,218

(1)  AsatNovember 30, 2012, there were 161,133,246 common shares and 7,786,925 stock
options outstanding.

Regulatory Capital

In accordance with Basel ll, the Bank uses the Advanced Internal Rating-Based
Approach to manage credit risk and the Standardized Approach for operational
risk. For market risk, it primarily uses an approach based on internal models
but uses the Standardized Approach for certain exposures.
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According to the rules of the Bank for International Settlements (BIS) -
Basel Il, the Tier 1 and total capital ratios stood at 12.0% and 15.9%,
respectively, as at October 31, 2012, down slightly from 13.6% and 16.9%
as at October 31, 2011. The lower Tier 1 capital ratio was attributable to the
application of IFRS (including the accounting policy choice to record actuarial
gains and losses in Other comprehensive income), to the acquisition of a
35% interest in Fiera Capital Corporation, to the repurchase of common shares
andto anincrease in credit-risk-weighted assets due mainly to organic growth.
These factors were partly offset by net income, net of dividends, the sale of
Natcan Investment Management Inc.’s operations and the common share
issuance related primarily to stock options exercised. The decline in the total
capital ratio was partly offset by the $0.5 billion change in subordinated debt.
The risk-weighted assets calculated underthe rules of Basel Il increased and
amounted to $55.9 billion as at October 31, 2012 compared to $50.4 billion
as at October 31, 2011.

The same ratios under the old BIS rules (Basel l) would have been 11.0%
and 14.6%, respectively, as at October 31,2012, as against 11.1% and 14.1%
asat October31, 2011. Under Basel |, risk-weighted assets would have been
$63.9 billion as at October 31, 2012. The new Basel Ill capital standards will
gradually come into force from January 1, 2013 to January 1, 2019. The Bank
expects to achieve compliance with these new standards without resorting
to the regulatory event redemption clause included in the capital instruments
in question. As at October 31, 2012, the pro forma Common Equity Tier 1
ratio under Basel Il was 7.3%, down slightly from 7.6% as at October 31,
2011. This ratio includes deductions applied in their entirety, as required by
year-end 2018.

Capital management standards and procedures are explained in greater
detail on pages 54 to 56 of this Annual Report. Additional information about
capital managementis provided in Tables 12 to 15 on pages 82 to 85 as well
as in Note 20 to the consolidated financial statements.

Related Party Transactions

Inthe normal course of business, the Bank provides various banking services
and enters into contractual agreements and othertransactions with associates,
joint ventures, directors, key officers and other related parties. These
agreements and transactions are carried out in accordance with terms similar
to those offered to non-related parties.

Loans to eligible officers are granted under the same conditions as those
applicable to loans granted to any other employee of the Bank. The main
conditions are as follows: the employee must meet the same credit
requirements as a client; mortgage loans are granted at the posted rate less
2%; personal loans bear interest at the client rate divided by two; credit card
advances bear interest at a prescribed fixed rate in accordance with Bank
policy; and personal lines of credit bear interest at the Canadian prime rate
less 3%, but never lower than Canadian prime divided by two.

For personal loans and personal lines of credit, employees may not
borrow more than 50% of their annual gross base salary at the reduced rate.
The Canadian prime rate is applied to the remainder.

Inaccordance with the Bank Act (Canada), the aggregate of loans granted
to an officer of the Bank, excluding a mortgage loan granted on the officer’s
principal residence, cannot exceed twice the officer’s base salary.

Furthermore, the Bank offers a deferred stock unit plan to directors who
are not Bank employees. For additional information, see Notes 9 and 29 to
the consolidated financial statements.
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Acquisitions

HSBC Securities (Canada) Inc.

On January 1, 2012, the Bank completed the acquisition of the full-service
investment advisory business of HSBC Securities (Canada) Inc., as well as
certain assets related to the segregated fund and to the insurance portfolio
of HSBC Insurance Agency (Canada) Inc. One of the primary goals of the
acquisition is to expand the Bank’s wealth management activity across
Canada. The purchase price amounted to $108 million and may be subject
to an adjustment based on the retention of investment advisors to be
determined one year after the closing date. The net assets acquired include
intangible asset client lists totalling approximately $3 million. The purchase
price exceeded the fairvalue of the net assets acquired by $104 million. This
excess amount was recorded in the Consolidated Balance Sheet as goodwill
and mainly represents the synergies expected from combining the acquired
operations with those of National Bank Financial, the Bank’s investment
dealer. During the year ended October 31, 2012, the acquired business
contributed approximately $54 million to the Bank’s total revenues and
$5 million to its net income (excluding integration costs). For additional
information, see Note 27 to the consolidated financial statements.

Wellington West Holdings Inc.

During the valuation period ended July 15, 2012, the valuation of Wellington
West Holdings Inc.’s net assets (acquired in July 2011) was finalized, and the
final calculation of the working capital adjustments did not have a significant
impacton goodwill. Foradditionalinformation, see Note 27 to the consolidated
financial statements.

Disposal

On April 2, 2012, the Bank completed the sale of the operations of its
subsidiary Natcan Investment Management Inc. (Natcan) to Fiera Capital
Corporation (Fiera). The total closing-date sale price was $275 million and
consisted of an $86 million cash payment, $169 million in Class A subordinate
voting shares representing 35% of all classes of Fiera’s issued and outstanding
shares, and an estimated additional net amount of $20 million that is subject
to an adjustment to the sale price. This net amount will be receivable over
seven years according to terms and conditions regarding performance and
the level of assets under management of the Bank and its subsidiaries. A
before-tax gain of $246 million ($212 million after taxes) on the sale, including
a $25 million write-off of goodwill and intangible assets and $4 million in
direct charges, was recognized in Other income — Otherin the Consolidated
Income Statement for the year ended October 31, 2012 and reported in the
Wealth Management segment.

Transaction — TMX Group Limited

On July 31, 2012, Maple Group Acquisition Corporation (Maple), now TMX
Group Limited, a corporation whose investors comprise the Bank and 11
otherleading Canadian financial institutions and pension funds, announced
that all of the conditions to Maple’s offer to acquire up to 80% of TMX Group
Inc. (TMX) shares for $50 cash per share were satisfied.

On August 1, 2012, Maple completed the acquisitions of Alpha Trading
Systems Inc., Alpha Trading Systems Limited Partnership and The Canadian
Depository for Securities Limited. The Bank recognized a gain of $25 million
($18 million aftertaxes) on the sale of its interests in these three companies.

On August 1, 2012, as part of its commitment as an equity participant
in Maple, the Bank, through a subsidiary, subscribed $190 million in Maple
securities. In addition, the Bank acted as co-underwriter, joint bookrunner
and administrative agent on the acquisition financing. As a lender, the Bank
granted a $210 million unsecured loan to Maple. Concurrent to the financing,
the Bank also arranged and executed interest rate swaps, retaining a total
notional amount of $300 million as at October 31, 2012.

On September 13, 2012, the court approved the plan of arrangement
under which TMX shares not acquired by Maple at that date would be
exchanged for common shares of Maple on a one-for-one basis.
On September 14, 2012, Maple was holding all of the shares in TMX.

The Bank, mainly because of its equity interest, debt financing, and
presence on Maple’s board of directors, has concluded that it exercises
significant influence over Maple. The interest in Maple (now TMX Group
Limited) has been accounted for using the equity method since
August 1, 2012.

Events After the Consolidated Balance Sheet Date

Issuance of Preferred Shares

On October 30, 2012, the Bank announced the issuance of 7 million
non-cumulative 5-year rate reset Series 28 First Preferred Shares at a price
equalto $25.00 per share, for gross proceeds of $175 million. The Bank also
granted the underwriters an option to purchase up to an additional one million
Series 28 preferred shares. Before the offering closed, the underwriters agreed
to purchase an additional 1 million shares under the terms of this option,
bringing the total issuance to 8 million shares and $200 million in gross
proceeds. On November 7, 2012, the Bank completed this issuance.

Repurchase of Preferred Shares

On December5, 2012, the Bank’s Board of Directors approved the repurchase
of all of the issued and outstanding non-cumulative fixed-rate Series 15 First
Preferred Shares. This repurchase is subject to the approval of the Office of
the Superintendent of Financial Institutions.
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OFF-BALANCE-SHEET ARRANGEMENTS

In the normal course of business, the Bank is party to various financial
arrangements that, under IFRS, are not required to be recorded on the
Consolidated Balance Sheet or are recorded under amounts other than their
notional or contractual values. These arrangements include, among others,
assets under administration and under management, transactions with
special purpose entities, derivative financial instruments, the issuance of
guarantees, the margin funding facility of the MAV conduits, credit instruments,
and financial assets received as collateral.

Assets Under Administration and
Assets Under Management

As at October 31, 2012, total assets under administration and assets under
management amounted to $233.0 billion, for a year-over-year decrease of
$10.0 billion or 4%. The table on page 28 provides a detailed breakdown of
the Wealth Management segment.

Assets under administration totalled $197.3 billion as at
October 31, 2012, up $10.8 billion compared to $186.5 billion as at
October 31, 2011. This increase stems from an upturn in stock markets.
Individuals’ assets under management totalled $20.6 billion as at
October 31, 2012 compared to $17.4 billion as at October 31, 2011. This
strong 19% increase was mainly a result of acquisitions in the Wealth
Management segment as well as growth in the activities of National Bank
Private Wealth 1859. Institutional assets under management were nil as at
October 31, 2012 versus $25.4 billion year over year, owing to the sale of
Natcan’s operations, which resulted in institutional clients being transferred
to Fiera. Mutual funds, which are included in assets under management,
totalled $15.0 billion as at October 31, 2012, up 10%.

As at October 31,2012, personal savings underadministration totalled
$149.8 billion, up 8% from $138.5 billion as at October 31, 2011. The assets
of NBF’s clients accounted for more than 58% of these savings, while 29%
were made up of bank deposits. Overall, off-balance-sheet personal savings
stood at $105.9 billion, up $7.8 billion or 8% since year-end 2011. This
increase was due to the acquisition of Wellington West Holdings Inc. and the
full-service investment advisory business of HSBC Securities (Canada) Inc.

Total Personal Savings

As at October 31

(millions of Canadian dollars) 2012 2011 % change
Deposits 43,905 40,433 9
Full-service brokerage 87,292 79,490 10
Mutual funds 15,027 13,659 10
Other 3,531 4,954 29)
Total personal savings 149,755 138,536 8
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Special Purpose Entities

The Bank uses special purpose entities to diversify its funding sources and
manage its capital requirements by issuing innovative capital instruments.
The Bank also uses one of these entities to offer services to clients, such as
assisting them in securitizing their financial assets or providing them with
investment opportunities. Under IFRS, a special purpose entity must be
consolidated if the Bank controls the entity. Note 1 to the consolidated
financial statements describes the accounting policy and criteria used for
consolidating special purpose entities. In accordance with IFRS, the Bank
now consolidates the following two special purpose entities: Canadian Credit
Card Trust (CCCT) and NBC Capital Trust. Additional information on consolidated
and non-consolidated special purpose entities is provided in Note 28 to the
consolidated financial statements.

Securitization of the Bank’s Financial Assets

Mortgage loans

The Bank participates in two Canada Mortgage and Housing Corporation
(CMHQ) securitization programs: the Mortgage-Backed Securities Program
under the National Housing Act (Canada) (NHA) and Canada Mortgage Bond
(CMB) program. Under the first program, the Bank issues NHA securities
backed by insured residential mortgage loans and, under the second, the
Bank sells NHA securities to Canada Housing Trust (CHT), which finances the
purchase through the issuance of mortgage bonds insured by CMHC.
Moreover, these mortgage bonds feature an interest rate swap agreement
under which a CMHC-certified counterparty pays CHT the interest due to
investors and receives the interest on the NHA securities. As at
October 31, 2012, the outstanding amount of NHA securities issued by the
Bank and sold to CHT was $11.3 billion. The mortgage loans sold consist of
fixed- or variable-rate residential loans that are insured against potential
losses by a loan insurer. In accordance with the NHA-MBS Program, the Bank
advances the funds required to cover late payments and, if necessary, obtains
reimbursement from the insurer that insured the loan in default. The NHA-MBS
Program and the CMB Program do not use liquidity guarantee arrangements.
The Bank uses these securitization programs mainly to diversify its funding
sources. In accordance with IFRS, because the Bank retains substantially all
of the risks and rewards of ownership of the mortgage loans transferred to
CHT, the derecognition criteria are no longer met. Therefore, the insured
mortgage loans securitized underthe CMB program continue to be recognized
inthe Loansitem of the Bank’s Consolidated Balance Sheet and the liabilities
forthe considerations received from the transfer are recognized in Liabilities
related to transferred receivables of the Consolidated Balance Sheet. For
additional information, see Note 8 to the consolidated financial statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS
OFF-BALANCE-SHEET ARRANGEMENTS

Credit card receivables

In 1998, the Bank set up the Canadian Credit Card Trust (CCCT), a securitization
program for its own credit card receivables. The Bank has used this entity for
capital management and financing purposes. The Bank acts as the servicer
of the receivables sold, maintaining its relationships with clients. Furthermore,
it administers the securitization program and ensures that all related
procedures are stringently followed and that investors are paid according to
the provisions of these programs. As at October 31, 2012, the credit card
receivables portfolio that the Bank sold to CCCT (net of the Bank Certificate
held by the Bank) represented an amount outstanding of $1.4 billion. CCCT
issued investors’ certificates in the same amount, $1.3 billion of which are
held by third parties and $0.1 billion are held by the Bank. New receivables
are periodically sold to the structure on a revolving basis to replace the
receivables reimbursed by clients. The different series of certificates are rated
by the DBRS Limited and Standard & Poor’s Corporation. From this portfolio
of sold receivables, the Bank retains the excess spread, i.e., the residual net
interest income after all the expenses related to this structure have been
paid, and thus provides first loss protection. Furthermore, second-loss
protection for issued series is provided by certificates subordinated to the
senior notes, representing 5.5% (Series 2008-1) and 6.3% (Series 2010-1
and 2012-1) of the total amount of the series issued. The Bank controls CCCT
and thus consolidates it.

Securitization of Third-Party Financial Assets

The Bank administers a multi-seller conduit that purchases financial assets
from clients and finances those purchases by issuing commercial paper
backed by the acquired assets. Clients use this multi-seller conduit to diversify
theirfunding sources and reduce borrowing costs while continuing to service
the financial assets and providing some amount of first-loss protection. Notes
issued by the conduit and held by third parties provide additional credit loss
protection. The Bank acts as a financial agent and provides administrative
and transaction structuring services to this conduit. The Bank provides
backstop liquidity and credit enhancement facilities under the commercial
paper program. These facilities are presented and described in Note 26 to
the consolidated financial statements. The Bank has concluded derivative
contracts with this conduit, the fair value of which is presented in the Bank’s
Consolidated Balance Sheet. The Bank is not required to consolidate this
conduit, as it does not control the conduit nor is it exposed to the majority
of risks and rewards of the conduit.

Derivative Financial Instruments

The Bank uses various types of derivative financial instruments to meet its
clients’ needs, enable it to earn revenues from its trading activities and
manage its exposure to exchange, interest, and credit rate risk as well as
other market risks. All derivative financial instruments, including embedded
derivative financial instruments that must be bifurcated and those used as
hedging items, are accounted for at fair value in the Consolidated Balance
Sheet. Transactions in derivative financial instruments are expressed as
notional amounts, which serve as points of reference. These amounts are not
presented as assets or liabilities in the Consolidated Balance Sheet. They
represent the set underlying principal of a derivative financial instrument and
serve as a reference for determining the amount of cash flows to be exchanged.
Notes 1 and 16 to the consolidated financial statements provide additional
information on the types of derivatives used by the Bank and their
accounting basis.

Guarantees

In the normal course of business, the Bank enters into various guarantee
contracts. The principal types of guarantees are letters of guarantee, backstop
liquidity and credit enhancement facilities, certain securities lending
activities, and certain indemnification agreements. Note 26 to the consolidated
financial statements provides detailed information on these guarantees.

Margin Funding of the MAV Conduits

The Bank has committed to contribute $910 million to a margin funding facility
related to the MAV conduits in order to finance potential collateral calls. As at
October 31, 2012 and 2011, no amount had been advanced by the Bank.
Note 6 to the consolidated financial statements provides additional
information.

Credit Instruments

In the normal course of business, the Bank enters into various off-balance-
sheet credit commitments. The credit instruments used to meet the financing
needs of its clients represent the maximum amount of additional credit that
the Bank could be required to extend if the commitments were fully drawn.
Foradditional information on these off-balance-sheet credit instruments and
other items, see Note 26 to the consolidated financial statements.

Financial Assets Received as Collateral

In the normal course of business, the Bank receives financial assets as
collateral as a result of transactions involving securities acquired under
reverse repurchase agreements, borrowing and securities lending agreements,
and derivative financial instrument transactions. For additional information
regarding financial assets received as collateral, see Note 26 to the
consolidated financial statements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

ADDITIONAL FINANCIAL DISCLOSURE

OSFl has asked Canadian banks to apply certain recommendations published
in April2008 in the report ofthe Financial Stability Board. The recommendations
were issued to enhance transparency and valuation with respect to certain
exposures, in particular special purpose entities, subprime and Alt-A
exposures, collateralized debt obligations, residential and commercial
mortgage-backed securities, and leveraged financing structures.

The Bank does not market any specific mortgage financing program to
subprime or Alt-A clients. Subprime loans are generally defined as loans
granted to borrowers with a higher credit risk profile than prime borrowers,
and the Bank does not grant this type of loan. Alt-A loans are granted to
borrowers who cannot provide standard proof of income. The Bank’s Alt-A
loan volume was $621 million as at October 31, 2012 ($508 million as at
October 31, 2011).

The Bank does not have any significant direct position in residential and
commercial mortgage-backed securities that are not insured by the Canadian
Mortgage and Housing Corporation (CMHC). Credit derivative positions in
collateralized debt obligations are provided in the following table.

Credit Derivative Positions (notional amounts)

(millions of Canadian dollars) As at October 31, 2012
Credit portfolio® Trading
Protection Protection | Protection Protection
purchased sold | purchased sold
Credit default swaps
Indices, single names
and other 25 - 3,423 2,877
Tranches on indices - - 781 770
Collaterized debt
obligations - - - -
Total return swaps 452 — — 26

(1)  Protection sold is solely for the purpose of reducing protection purchased.
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Leveraged financing structures are defined by the Bank as loans granted
to large corporate and financial sponsor-backed companies that are typically
non-investment grade with much higher levels of debt relative to other
companies in the same industry. Leveraged finance is commonly employed
to achieve a specific objective, for example, to make an acquisition, complete
a buy-out or repurchase shares. Leveraged finance risk exposure takes the
form of both funded and unfunded commitments. As at October 31, 2012,
total commitments for this type of loan stood at $1,044 million ($914 million
as at October 31, 2011).

Details about other exposures are provided in the table concerning
special purpose entities in Note 28 to the consolidated financial statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS

CRITICAL ACCOUNTING ESTIMATES

A summary of the significant accounting policies used by the Bank s presented
in Note 1 to the consolidated financial statements of this Annual Report.
Some of these accounting policies are considered critical given their
importance to the presentation of the Bank’s financial position and operating
results and require difficult, subjective and complexjudgments and estimates
because they relate to matters that are inherently uncertain. Any change in
these judgments and estimates could have a significant impact on the
consolidated financial statements of the Bank. The Bank’s criticalaccounting
estimates are as follows.

Impairment of Financial Assets

At the end of each reporting period, the Bank determines whether there is
objective evidence of impairment of a financial asset or group of financial
assets. There is objective evidence of impairment when one or more loss
events has occurred after the initial recognition of the asset and prior to or
on the balance sheet date, and these events adversely impacted the estimated
future cash flows of the financial assets in question. Management must use
judgment to determine whether events or circumstances constitute objective
evidence of impairment and to estimate the timing of future cash flows.

Available-for-Sale Securities

At the balance sheet date, available-for-sale securities are assessed to
determine whether there is objective evidence of impairment, which is an
exercise thatrequires the use of judgment and estimates. For debt securities,
the Bank considers all loss events, particularly: a significant financial difficulty
of the issuer, a breach of contract such as a default, bankruptcy or other
financial reorganization. In the case of equity securities, the Bank considers
all available objective evidence of impairment, including observable data or
information about events relating specifically to the securities in question.
A significant or prolonged decline in the fair value below its cost is also
objective evidence of impairment.

If there is objective evidence of impairment, any amount previously
recognized in Accumulated other comprehensive income is reclassified in
Other income in the Consolidated Income Statement. This amount is equal
to the difference between the acquisition cost (net of any capital repayments
and amortization) and the fairvalue of the asset less any impairment loss on
thatinvestment previously recognized in the Consolidated Income Statement.

This critical accounting estimate has an impact, across all business
segments, on Available-for-sale securitiesin the Consolidated Balance Sheet,
on Other comprehensive income in the Consolidated Statement of
Comprehensive Income, and on Other income in the Consolidated Income
Statement.

Allowances for Credit Losses

A loan, except credit card receivables, is considered impaired if there is
objective evidence of impairment and, in management’s best estimate, the
timely collection of principal and interest is no longer reasonably assured or
when a payment is contractually 90 days past due, unless the loan is fully
secured and collection efforts are reasonably expected to result in repayment
of the debt within 180 days.

Allowances for credit losses are management’s best estimates of losses
in its credit portfolio as at the consolidated balance sheet date. They relate
primarily to loans but may also cover the credit risk associated with deposits
with financial institutions, loan substitute securities, credit instruments such
as acceptances, and off-balance-sheet items such as commitments to extend
credit, letters of guarantee and letters of credit. Management reviews portfolio
credit quality on an ongoing basis to ensure that the amount of the allowance
for credit losses is adequate.

Allowances for credit losses on impaired loans are assessed either
individually or collectively or based on the portfolio’s historical net loss
experience. Fornon-impaired loans, allowances for credit losses are assessed
collectively.

In assessing the adequacy of the amount of the allowance for credit
losses, management must use its judgment in establishing reasonable
assumptions and subjective and critical estimates concerning the probability
of default, probable losses in the event of default, the amount at risk in the
event of default, the amount and dates of future cash flows, the value of the
underlying collateral and realization costs. Any changes in these estimates
and assumptions, as well as the use of different, but equally reasonable,
estimates and assumptions, could have an impact on the allowance for credit
losses and, consequently, on the provision for credit losses for the year. A
detailed description of the methods used to calculate the allowance for credit
losses can be found in Note 1 to the consolidated financial statements. All
operating segments, except Wealth Management, are affected by this
accounting estimate.

Fair Value of Financial Instruments

When they are initially recognized, all financial assets and liabilities, including
derivative financialinstruments, are recorded at fairvalue in the Consolidated
Balance Sheet. In subsequent periods, they are measured at fairvalue, except
items that are classified in the following categories, which are recorded at
amortized cost calculated using the effective interest rate method: financial
assets held to maturity, loans and receivables, and financial liabilities at
amortized cost. The fair value of a financial instrument is the amount of
consideration that would be exchanged forthe instrumentin an arm’s length
transaction between knowledgeable, willing parties who are under no
compulsion to act.

National Bank of Canada 49
2012 Annual Report



MANAGEMENT’S DISCUSSION AND ANALYSIS
CRITICAL ACCOUNTING ESTIMATES

All financial instruments recorded at fair value in the Consolidated
Balance Sheet are classified using a fair value hierarchy that reflects the
significance of the inputs used in making the measurements. The fair value
hierarchy has the following levels:

- Level 1: valuation based on quoted prices (unadjusted) observed in
active markets for identical assets or liabilities. These
instruments consist primarily of equity securities and derivative
financial instruments that are traded in active markets and
certain highly liquid debt securities that are actively traded in
over-the-counter markets;

- Level 2: valuation techniques based on inputs that are quoted prices
of similar instruments in active markets; quoted prices for
identical or similarinstruments in markets that are not active;
inputs otherthan quoted prices used in a valuation model that
are observable for that instrument; and inputs that are derived
principally from or corroborated by observable market inputs
by correlation or other means. These instruments consist
primarily of derivative financial instruments that are traded in
over-the-counter markets, certain investment grade debt
securities and certain equity securities whose value is not
directly observable in an active market; and

—  Level 3: valuation techniques with significant unobservable market
inputs. These instruments consist primarily of investments in
restructured notes of the master asset vehicle conduits, certain
investments in asset-backed securities, certain embedded
derivative financial instruments related to the credit facilities
provided to clients holding restructured notes of the MAV
conduits, structured deposit notes and private equity
securities.

The best evidence of the fair value of a financial instrument at initial
recognition is the transaction price, i.e., the fair value of the consideration
received or paid. In certain circumstances, the initial fair value may be based
on other observable current market transactions for the same instrument,
without modification or repackaging, or based on avaluation technique whose
variables include only observable market inputs. When the Bank uses a
valuation technique based on observable market inputs to determine the
initial fairvalue, orwhen the risks associated with the derivative contract are
fully offset by other contracts entered into with third parties, the difference
between the transaction price and the initial estimated fairvalue is recognized
in the Consolidated Income Statement. In other cases, the difference between
the fairvalue of the consideration received or paid and the amount determined
using the valuation technique is deferred in the Consolidated Balance Sheet.
The amount of the deferred gain or loss is recognized over the term of the
financial instrument. The unamortized balance is immediately recognized in
netincome when (i) observable market inputs can be obtained and support
the fair value of the transaction, (ii) the risks associated with the initial
contract are substantially offset by other contracts entered into with third
parties, (iii) the gain or loss is realized through a cash receipt or payment, or
(iv) the transaction matures or is cancelled before maturity.
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When financial instruments are to be subsequently remeasured, quoted
market prices in an active market provide the best indication of fair value,
and when such prices are available, the Bank uses them to measure the
financial instruments. A financial instrument is considered to be quoted in
an active market when quoted prices are readily and regularly available from
an exchange, dealer, broker, industry group, pricing service, or regulatory
agency and those prices reflect actual market transactions on an arm’s length
basis. The fair value of a financial asset traded in an active market generally
reflects the bid price and, that of a financial liability traded in an active market,
the ask price. If the market for a financial instrument is not active, the Bank
establishes fair value using a valuation technique that primarily makes use
of observable market inputs. Such valuation techniques include using
available information concerning recent market transactions, reference to the
current fairvalue of a comparable financial instrument, discounted cash flow
analysis, option pricing models, and all othervaluation techniques commonly
used by market participants where it has been demonstrated that the
technique provides reliable estimates.

In cases where the fairvalue is established using valuation models, the
Bank makes assumptions about the amount, the timing of estimated future
cash flows and the discount rates used. These assumptions are based
primarily on observable market inputs such as interest rate yield curves,
foreign exchange rates, credit curves as well as price and rate volatility factors.
When one or more significant inputs are not observable in the markets, fair
value is established primarily on the basis of estimates and data obtained
internally, taking into account valuation policies in effect at the Bank,
economic conditions, the specific characteristics of the financial asset or
liability and other relevant factors. In certain specific cases, the Bank makes
adjustments to the fairvalue to reflect the system limitations or uncertainties
in determining the fair value of financial instruments. The Bank applies
judgment when considering factors that may be used by market participants
but are not included in the valuation model. These factors include, but are
not limited to, the unobservable nature of inputs used in the valuation model,
assumptions about risk, such as market risk, credit risk, or risk related to the
valuation model, and future administrative expenses. The Bank may also
take market liquidity risk into account in determining the fairvalue of financial
instruments when it believes that such instruments could be disposed of for
a consideration below the fair value otherwise determined, due to a lack of
market liquidity or an insufficient volume of transactions in a given market.

Asjudgmentis used in applying a large number of acceptable valuation
techniques and estimates to calculate fairvalue, fairvalues are not necessarily
comparable among different financial institutions. The estimated fair value
reflects market conditions on a given date and, consequently, may not be
indicative of future fair value. Additional information on the determination
of fair value is presented in Notes 3, 4 and 6 to the consolidated financial
statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS
CRITICAL ACCOUNTING ESTIMATES

Establishing fairvalue is a critical accounting estimate and has an impact
on Securities at fairvalue through profit or loss, Available-for-sale securities,
Obligations related to securities sold short, Fair value of derivative financial
instruments, and financial instruments designated as at fair value through
profit or loss in the Consolidated Balance Sheet. This estimate also has an
impact on /nterest income and Other income in the Consolidated Income
Statement of the Financial Markets segment. Furthermore, this estimate also
has animpact on Othercomprehensive incomein the Consolidated Statement
of Comprehensive Income.

Impairment of Non-Financial Assets

Premises and equipment and intangible assets with finite useful lives are
tested forimpairment when events or changes in circumstances indicate that
their carrying value may not be recoverable. At the end of each reporting
period, the Bank determines whether there is an indication that premises
and equipment or intangible assets with finite useful lives may be impaired.
Goodwill and intangible assets that are not yet available for use or that have
indefinite useful lives are tested for impairment annually or more frequently
if there is an indication that the asset might be impaired.

An asset is tested forimpairment by comparing its carrying amount with
its recoverable amount. The recoverable amount must be estimated for the
individual asset. Where itis not possible to estimate the recoverable amount
of an individual asset, the recoverable amount of the cash-generating unit
(CGU) to which the asset belongs is determined. Goodwill is always tested
forimpairment at the level of a CGU (or group of CGUs). A CGU is the smallest
identifiable group of assets that generate cash inflows that are largely
independent of the cash inflows from other assets or groups of assets. The
Bank uses judgment to identify CGUs.

An asset’s recoverable amount is the higher of fair value less costs to
selland the value in use of the asset or CGU. Value in use is the present value
of expected future cash flows from the asset or CGU. The recoverable amount
ofthe CGU is determined using valuation models that considervarious factors
such as projected future cash flows, discount rates and growth rates. The use
of different estimates and assumptions in applying the impairment tests
could have a notable impact on income. If the recoverable amount of an asset
ora CGU is less than its carrying amount, the carrying amount is reduced to
its recoverable amount and an impairment loss is recognized in Operating
expenses in the Consolidated Income Statement.

Management exercises judgment when determining whether there is
objective evidence that premises and equipment or intangible assets with
finite useful lives may be impaired. It also uses judgment in determining to
which CGU or group of CGUs an asset or goodwill is to be allocated. Moreover,
for impairment assessment purposes, management must make estimates
and assumptions regarding the recoverable amount of non-financial assets,
CGUs or groups of CGUs. For additional information on the estimates and
assumptions used to calculate the recoverable amount of an asset or CGU,
see Note 11 to the consolidated financial statements.

Any changes to these estimates and assumptions may have an impact
on the recoverable amount of a non-financial asset and, consequently, on
impairment testing results. These accounting estimates have an impact on
Premises and equipment, Intangible assetsand Goodwillas presented in the
Consolidated Balance Sheet. The aggregate impairment loss, if any, is
recognized as an operating expense for the corresponding segment and
presented in the Otheritem.

Employee Benefits

Calculations of the expense recognized in the Consolidated Income Statement,
of the actuarial gains and losses in the Consolidated Statement of
Comprehensive Income, and of the accrued benefit obligation are based on
actuarial valuations and management’s assumptions. The key assumptions
used to calculate these amounts include the discount rates, the expected
long-term rate of return on plan assets, the rate of compensation increase,
mortality rates, the rate of employee turnover and the health care cost trend
rate. The assumption regarding the discount rate is determined using an
interest rate curve that represents the yield for high-quality corporate bonds
with terms nearing those of the Bank’s pension plan obligations.

The use of different assumptions could have a significantimpact on the
accrued benefit asset (liability) presented in Other assets (Other liabilities)
in the Consolidated Balance Sheet, on the expenses related to the pension
plan and other benefit plans presented in Salaries and staff benefits in the
Consolidated Income Statement, as well as on actuarial gains and losses
presented in Othercomprehensive income. Allbusiness segments are affected
by this accounting estimate. For additional information, including the
significant assumptions used to determine the Bank’s pension plan and other
benefit plan expenses and the sensitivity analysis for key assumptions on
other plans, see Note 23 to the consolidated financial statements.

Income Taxes

The Bank formulates assumptions to estimate income taxes as well as deferred
tax assets and liabilities. This process includes estimating the actual amount
ofincome taxes payable and evaluating tax loss carryforwards and temporary
differences as a result of differences between the values of the items reported
foraccounting and forincome tax purposes. Deferred tax assets and liabilities,
presented in Other assets and Other liabilities in the Consolidated Balance
Sheet, are calculated according to the tax rates to be applied in future periods.
Previously recorded deferred tax assets and liabilities must be adjusted when
the expected date of the future event is revised based on current information.
The Bank periodically evaluates deferred tax assets to assess recoverability.
Inthe Bank’s opinion, based on currentinformation, it is likely that all deferred
tax assets will be realized prior to their expiration.

This accounting estimate affects /ncome taxes in the Consolidated
Income Statement for all business segments. For additional information on
income taxes, see Notes 1 and 24 to the consolidated financial statements.
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Litigation

In the normal course of their business, the Bank and its subsidiaries are
involved in various claims relating, among other things, to loan portfolios,
investment portfolios and supplier agreements, including court proceedings,
investigations or claims of a regulatory nature, class actions or other legal
remedies of varied natures. Several of the court proceedings are related to
lending activities, which occur, in particular, when the Bank takes steps to
recover its claims.

More specifically, the Bank is involved as a defendant in class actions
instituted by consumers who contest, inter alia, certain transaction fees or
who wish to avail themselves of certain legislative provisions relating to
consumer protection. All of these involve several complex issues and their
resolution could thus extend over several years. These class actions are
defended vigorously by the Bank, which has serious grounds of contestation.

It is impossible to determine the outcome of the claims instituted or
which may be instituted against the Bank and its subsidiaries; however, while
the amount of contingent liabilities pertaining to these claims, taken
individually orin the aggregate, could have an impact on the Bank’s operating
income for a particular period, it would not have a material adverse impact
on the Bank’s consolidated financial position.

Provisions are liabilities of uncertain timing and amount. A provision is
recognized when the Bank has a present obligation (legal or constructive)
arising from a past event, when it is probable that an outflow of economic
benefits will be required to settle the obligation and when the amount of the
obligation can be reliably estimated. Provisions are based on the Bank’s best
estimates of the economic resources required to settle the present obligation,
given all relevant risks and uncertainties, and, where it is significant, the
effect of the time value of money.
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The Bank’s management is involved in recognizing litigation provisions
by measuring the probability of loss and estimating potential monetary
impact. The Bank examines each litigation provision individually by
considering the development of each case, its past experience in similar
transactions and the opinion of its legal counsel. Each new piece of information
can alterthe Bank’s assessment as to the probability and estimated amount
ofthe loss and the extent to which it adjusts the recorded provision. Moreover,
the actual settlement amount of these litigations can be significantly higher
or lower than the provisions.

Special Purpose Entities

In the normal course of business, the Bank enters into arrangements and
transactions with special purpose entities, which are entities that are created
to accomplish a narrow and well-defined objective. A special purpose entity
is consolidated when the Bank concludes, following an evaluation of the
substance of the relationship and the risks and rewards of the entity, that it
controls that entity. Management is required to exercise judgment in
determining whether the Bank should consolidate the entity. Additional
information is provided in the Off-Balance-Sheet Arrangements section of
this Annual Report (pages 46 to 47) and in Note 28 to the consolidated
financial statements.



MANAGEMENT’S DISCUSSION AND ANALYSIS

FUTURE ACCOUNTING POLICY CHANGES

The IASB has issued revisions and changes to a number of standards, some
of which may have an impact on the Bank’s consolidated financial statements.
A summary of these standards and the effective dates applicable to the Bank
are presented below. According to a notice issued by OSFI, the Bank cannot
early adopt these standards nor the amendments. The Bank is currently
assessing the impact that these standards will have on its future financial
results.

Effective date — November 1, 2013

IFRS 7 — Financial Instruments — Disclosures

The amendments to IFRS 7 require disclosure about legally enforceable rights
of set-off for financial instruments under master netting agreements or similar
arrangements.

IFRS 10 — Consolidated Financial Statements

IFRS 10 replaces the consolidation guidance provided in IAS 27, Consolidated
and Separate Financial Statements and SIC-12 Consolidation — Special
Purpose Entities by introducing a single consolidation model for all entities
based on control.

IFRS 11 — Joint Arrangements
IFRS 11 precludes proportionate consolidation for joint ventures and narrows
the definition of a joint venture.

IFRS 12 — Disclosure of Interests in Other Entities
IFRS 12 requires enhanced disclosures about both consolidated and
non-consolidated entities in which an entity has an economic interest.

IFRS 13 — Fair Value Measurement
IFRS 13 defines fair value, sets out in a single standard a framework for
measuring fairvalue and requires disclosures about fair value measurements.

IAS 19 — Employee Benefits

The amendments to IAS 19 eliminate the corridor approach for amortizing
actuarial gains and losses. Accordingly, actuarial gains and losses are
recognized in other comprehensive income when they occur and are not
reclassified to the income statement in a subsequent period. The defined
benefit pension plan expense that is presented in the income statement
consists of two components: current service cost and finance cost. Past-service
costs are recognized when a plan is amended with no deferral over the vesting
period. Lastly, this standard includes disclosure amendments about the
characteristics of defined benefit plans and the associated risks.

Effective date — November 1, 2014

IAS 32 — Financial Instruments: Presentation

IAS 32 was amended to clarify the requirements for offsetting financial assets
and financial liabilities in order to reduce inconsistencies in current practice.

Effective date — November 1, 2015

IFRS 9 — Financial Instruments

IFRS 9, issued in November 2009 and amended in October 2010, is a three-
phase project intended to replace the current standard on financial
instruments. The first phase addresses the classification and measurement
of financial assets and financial liabilities. Under IFRS 9, financial assets must
be measured at either amortized cost or at fair value based on the business
modelthat the entity uses to manage financial assets and the characteristics
of the contractual cash flows of the financial assets. The classification and
measurement of financial liabilities remain unchanged. Amendments have
been made to the recognition of changes in the fairvalue of a financial liability
that stem from changes in the credit risk of that liability. The other phases of
this project are under development and address impairment of financial
assets and hedge accounting.
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CAPITAL MANAGEMENT

Capital Management Framework

Capital management has the dual role of ensuring a competitive return to the
Bank’s shareholders while keeping a solid capital foundation to cover risks
inherent to the Bank’s activity, supporting its business segments and
protecting its clients. The Bank’s capital management policies set out the
principles and practices the Bank incorporates into its capital management
strategy and the basic criteria it adopts to ensure that the Bank has sufficient
capital at all times and that it is prudently managing such capital in view of
its future capital requirements. In addition, stress tests are performed to
ensure that the Bank has sufficient capital even in crisis situations. A capital
plan sets operational targets, taking into account expected levels for
risk-weighted assets, determined under the regulatory approach. Moreover,
the capital plan presents the different strategies that are available to the Bank
to optimize capital management, including the issuance and repurchase of
shares and subordinated debt securities and the dividend policy.

Internal Capital Adequacy Assessment Process (ICAAP)

Internal capital (or, equivalently, economic capital) is a measure that
determines the capital that the Bank requires in order to pursue its business
operations and accommodate unexpected losses arising from extremely
adverse economic and operational conditions. The Bank implemented a
rigorous internal capital adequacy assessment process that consists of:

—  conducting an overall risk assessment;

—  measuring significant risks and the capital requirements on the Bank’s
financial budget for the next fiscalyearand current and prospective risk
profiles;

— integrating stress testing across the organization and a sensitivity
analysis to determine a margin of capital above minimum regulatory
levels;

—  aggregating capital and monitoring the reasonableness of internal capital
compared with regulatory capital;

- comparing projected internal capital with regulatory capital levels,
internal operating targets, and competing banks; and

—  providing attestation of the adequacy of the levels of capital at the Bank.

Assessing capital adequacy is an integral part of capital planning and
the capital strategy. The Capital Management team is, conjointly with its
partners from Risk Management, Treasury and Finance, responsible for
maintaining integrated controls and control processes so that an overall
assessment of capital adequacy may be performed. The Bank’s internal capital
adequacy assessment process demonstrates that it has a solid financial
structure and sufficient capital to meet Management’s assessment of capital
requirements under both normal market conditions and a range of severe but
plausible stress testing scenarios. This process is a key tool in establishing
the Bank’s capital strategy and is subject to a quarterly review and periodic
amendments.
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Risk-adjusted return on capital (RAROC) and shareholder value added
(SVA), which are obtained from the assessment of required economic capital,
are calculated quarterly for each of the Bank’s business segments. The results
are then used to guide management in allocating capital among the different
business segments.

Structure and Governance

The Board of Directors (the Board) oversees the structure and development
of the Bank’s capital management policies and ensures that it maintains
sufficient capital in accordance with regulatory requirements and in
consideration of market conditions. The Board delegates certain
responsibilities to the Audit and Risk Management Committee (ARMC), which
in turn recommends capital management policies and oversees their
application. Accordingly, the Board, on the recommendation of the ARMC:

- reviews and approves the capital management policy;

- reviews and approves the Bank’s risk tolerance, including the main
capital and risk targets and the corresponding limits;

- reviews and approves the capital plan and strategy on an annual basis,
including the Bank’s internal capital adequacy assessment process;

- reviews and approves the implementation of significant measures
respecting capital, including contingency measures; and

- reviews significant capital-related disclosures, including Basel Il capital
adequacy reporting.

The Office of the President is responsible for defining the Bank’s strategy
and plays a key role in guiding measures and decisions regarding capital.

The Asset/Liability Management Committee oversees capital
management by reviewing the capital management policy, the capital plan
and strategy, and the implementation of all significant measures respecting
capital, including contingency measures, and making recommendations with
respect to these measures.

Basel Il Accord

The standards for calculating and disclosing capital in accordance with the
Basel Il Accord took effect in Canada on November 1, 2007. In 2009, to comply
with certain disclosure requirements, information was added to the MD&A
in the Additional Financial Information section and in the Supplementary
Financial Information available on the Bank’s website at nbc.ca. Information
concerning other disclosure requirements is presented in Notes 5 and 20 to
the consolidated financial statements. The rules should allow for greater
uniformity in terms of capital requirements in the international banking sector
while providing for enhanced sensitivity of capital to risks. They also require
an explicit capital charge to cover operational risk and require more detailed
reporting of risk management.

The Baselll Accord proposes a range of approaches of varying complexity,
the choice of which determines, to a greater or lesser extent, the sensitivity
of capital to risks. A less complex approach, such as the Standardized
Approach, uses regulatory weightings, while a more complex approach uses
the Bank’s internal estimates of risk components to establish risk-weighted
assets and calculate regulatory capital.
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The Bank has been in compliance with the Basel Il regulatory framework
since November 1, 2007. On November 1, 2009, the Bank received approval
from OSFI to use the Basel Il Advanced Internal Rating-Based (AIRB) Approach
to calculate credit risk capital for consolidated regulatory reporting purposes.
The Bank uses the Standardized Approach for operational risk. For market
risk, it primarily uses an approach based on internal models but uses the
Standardized Approach for certain exposures. On November 1, 2011, OSFI
implemented changes to the market risk framework, requiring banks to
include an additional charge in their risk-weighted assets for the stressed
VaR and an incremental risk capital charge for the trading book.

Basel lll: Strengthening the Resilience
of the Banking Sector

On September 12, 2010, the Group of Central Bank Governors and Heads of
Supervision (the “Basel Committee”) published “calibrated” capital
standards, which form part of its proposed reforms to bank capital adequacy
requirements, often referred to as “Basel Ill.” Under these standards, when
fully phased in on January 1, 2019, banks will be required to maintain:

- a Common Equity Tier 1 capital ratio of at least 7%, 4.5% attributable
to @ minimum common equity ratio and 2.5% attributable to a capital
conservation buffer;

- aTier 1 capital ratio of at least 8.5%, 6% attributable to a minimum
Tier 1 capitalratio and 2.5% attributable to a capital conservation buffer;
and

- atotal capital ratio of at least 10.5%, 8% attributable to a minimum
total capital ratio and 2.5% attributable to a capital conservation buffer.

The Basel Committee also announced that a “countercyclical buffer” of
between 0% and 2.5% on common equity or other fully loss-absorbing capital
will be required according to national circumstance. The proposals also
include a new mandatory leverage ratio, which differs from the assets-to-
capital multiplier (ACM) currently enforced for regulated financial institutions
in Canada.

In addition to those measures, the regulator now requires that regulatory
capital instruments otherthan common equity have a non-viability contingent
capital clause to ensure that investors bear losses before taxpayers where
the government determines that it is in the public interest to rescue a
non-viable financial institution. Instruments issued before January 1, 2013
that do not contain that clause and that are Basel Ill compliant will be
grandfathered over a period of 10 years.

The proposed reforms represent a milestone to the standards set out
in the Basel Il Accord (2004) and will lead to major changes in capital ratio
calculations. Owing to its strong capital position combined with its internally
generated capital, the Bank is in a good position to face these new
requirements over the transition period that begins January 1, 2013, when
OSFl expects financial institutions to maintain a Common Equity Tier 1 ratio
of at least 7%.

Capital Managementin 2012

Management Activities

On May 31, 2012, the Bank announced the renewal of its normal course
issuer bid to repurchase for cancellation up to 2% of its outstanding common
shares, during the 12-month period from June 20, 2012 to June 19, 2013.
During fiscal 2012, the Bank repurchased for cancellation a total of 1.0 million
common shares for $75 million, representing 1% of the total of common
shares outstanding at the beginning of the fiscal year.

On April 2, 2012, the Bank completed the sale of the operations of its
subsidiary Natcan Investment Management Inc. (Natcan) to Fiera Capital
Corporation (Fiera). The total closing-date sale price was $275 million and
consisted of an $86 million cash payment and $169 million in Class A
subordinate voting shares representing 35% of all classes of Fiera’s issued
and outstanding shares.

On November 2, 2011, the Bank redeemed for cancellation a total of
$500 million of its Series 5 Medium-Term Notes maturing on November 2, 2016.
Conversely, on April 11, 2012 the Bank issued $1 billion of medium term
notes (the Series 7 Notes) constituting subordinated indebtedness and
qualifying for Tier 2 and total capital. The Series 7 Notes will mature on
April 11, 2022 paying semi-annual interest at 3.261% with a rate reset on
April 11, 2017.

Dividends

For 2012, the Bank declared a total of $498 million in the form of dividends
to common shareholders, representing 39% of available net income,
excluding specified items (2011: 39%). The Bank is slightly below its target
dividend payout range of 40% to 50%, but confidence is maintained regarding
the Bank’s growth and ability to increase earnings while being prudent about
the regulatory capital changes and the uncertain economic environment.

Capital

The Bank ensures that capital levels at all times exceed the minimum capital
requirements established by OSFI’s guidelines according to the standards of
the Bank for International Settlements (BIS). Basel Il rules apply at the
consolidated level of the Bank. Investments in non-consolidated entities for
capital purposes are deducted from regulatory capital, and the assets of
those entities are excluded from aggregate risk-weighted assets (RWA).

The definition adopted by the BIS distinguishes between two types of
capital. Tier 1 capital consists of common shareholders’ equity and
non-cumulative preferred shares, the eligible amount of innovative
instruments and non-controlling interests, less goodwill. Tier 2 capital consists
of preferred shares not eligible for Tier 1 capital, the eligible portion of
subordinated debt, the eligible collective allowance on non-impaired loans
for credit risk as well as the eligible amount of innovative instruments that
cannot be included in Tier 1 capital. Total regulatory capital is the sum of all
capital net of investments in associates and first-loss protection with respect
to asset securitization.

National Bank of Canada

2012 Annual Report 55



MANAGEMENT’S DISCUSSION AND ANALYSIS
CAPITAL MANAGEMENT

According to OSFI’s capital adequacy guidelines, financial institutions
can elect to phase-in the impact of converting to IFRS on their regulatory
capital reporting. The Bank has decided to make use of this election and has
thus been phasing in the IFRS-conversion impact on a straight-line basis over
a five-quarter period since the first quarter of 2012.

Risk-Weighted Assets

As required under Basel Il, Risk-Weighted Assets (RWA) are calculated for
each credit risk, market risk, and operational risk. The Bank uses the AIRB
Approach for credit risk to determine minimum regulatory capital requirements
fora majority of its portfolio. Certain portfolios considered to be non-material
are risk-weighted according to the Basel Il Standardized Approach for credit
risk. For operational risk, the Bank uses the Standardized Approach. Market
risk-weighted assets are primarily determined using the Internal Model-Based
Approach. Trading positions in foreign exchange, interest rate, equity,
commodity and credit trading have capital requirements calculated using
Value-at-Risk (VaR). Also, the Bank uses the standardized model approaches
to measure market risk capital for interest-rate-specific risk.

For externally-rated securitization exposures, the Bank uses the Rating-
Based Approach (RBA). The approach assigns risk weights to exposure using
external ratings. The Bank uses ratings assigned by one or more of Moody’s
Investors Service, Standard & Poor’s, Fitch Ratings and DBRS. The RBA also
takes into account additional factors, including the time horizon of the rating
(long-term or short-term), the amount of detail available on the underlying
asset pool and the seniority of the position. Under the RBA, exposures are
multiplied by risk weights prescribed by OSFI to calculate the risk-weighted
assets.

During the year, RWA increased by $5.5 billion, and totalled $55.9 billion
as at October31, 2012 compared to $50.4 billion one year earlier. The impact
of the move to IFRS on RWA was fully applied in the first quarter of fiscal 2012.
The Bank’s risk-weighted assets are presented in the Capital Adequacy Under
Basel Il table (Table 14, page 84).
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Regulatory Capital Ratios

OSFl considers financial institutions to be well-capitalized if they maintain a
Tier 1 capital ratio of 7% and a total regulatory capital ratio of 10%. Capital
ratios are calculated by dividing the tiers of capital described previously by
risk-weighted assets. Credit, market and operational risks are considered in
the calculation of risk-weighted assets for regulatory purposes.

The Tier 1 and total capital ratios under the BIS rules (Basel Il) were
respectively 12.0% and 15.9% as at October 31, 2012 compared to 13.6%
and 16.9% a year before. The slight decrease in the ratios was attributable
to capital management activities and internally generated capital. In addition
to regulatory capital ratios, OSFI also requires banks to meet an assets-to-
capital multiple test. The assets-to-capital multiple is calculated by dividing
the Bank’s total assets, including certain off-balance-sheet items, by its total
regulatory capital. As at October 31, 2012, the ratio was 18.3 versus 17.1 as
at October 31, 2011.

As of the beginning of fiscal 2011, the Bank discloses a pro forma
Common Equity Tier 1 ratio under Basel IIl. At October 31, 2012 the Bank’s
ratio stood at 7.3% compared to 7.6% a year earlier. This ratio includes
deductions applied in their entirety, as required starting in 2019.
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RISK MANAGEMENT

The Bank views risk as an integral part of its development and the
diversification of its activities and advocates a management approach
consistent with its business expansion strategy. The purpose of sound risk
management is to provide reasonable assurance that incurred risks do not
exceed acceptable thresholds and that risk-taking contributes to the creation
of shareholder value. For the Bank, this means striking a healthy balance
between return and risk.

The Bankis affected by risk in two ways. First, it exposes itself voluntarily
to certain categories of risk, especially credit and market risk, in order to
generate revenue. Second, it must assume risks that are inherent to its
activities to which it does not choose to expose itself and that do not generate
revenue, i.e., mainly operational risk. These risks may result in losses that
could adversely affect expected earnings from value-creating activities.

Risk Management Framework

Risk, in all its forms, must be rigorously managed. That means it is
identified, measured and controlled to ensure that the Bank’s operations
yield an adequate return for the level of risk assumed.

Managing risk requires a solid understanding of every type of risk found
across the Bank. In addition to providing assurance that risk levels do not
exceed acceptable thresholds, effective risk management can be used to
control the volatility of the Bank’s results.

Despite the exercise of stringent risk management and the mitigation
measures in place, risk cannot be suppressed entirely, and the residual risks
may occasionally cause significant losses.

In the normal course of business, the Bank is primarily exposed to the risks listed below.

Credit Market Liquidity
risk risk risk

To achieve its risk management objectives, the Bank has a risk management
framework that combines the following elements:

- risk management culture;

- governance structure;

—  definition of the Bank’s overall capacity to manage global risk and a
tolerance threshold;

- independent oversight by the Corporate Compliance Service;

- independent assessment by the Internal Audit Service;

- risk management policies;

- areview of risk decisions by independent professionals; and

- allocating capital to the business units based on the level of risk
assumed by each unit.

Operational

Reputation Environmental
risk risk

Risk Management Culture

The Bank’s management routinely promotes a risk management culture
through internal communications that advance a balanced model where
business development initiatives are coupled with a constant focus on sound
risk management.

The Bank’s risk management culture has a direct impact on its risk
appetite. Risk appetite refers to the nature of and exposure to risk the Bank
is prepared to accept to reach its objectives. The Bank cultivates a risk
management culture that is aligned with its risk appetite, doing so by setting
risk tolerance thresholds that determine its risk-taking capacity.
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Risk Appetite and Reporting
The Bank’s appetite for risk is defined both quantitatively and qualitatively STRATEGY RISK APPETITE
and requires:

- arisk-reward balance; - Economic capital
- a strong capital position; - Target market - Risk positioning
- aconsistent dividend amount; B Zifi::r;tlzns B ;icr:in‘:riosand

- atargetriskrating of at least A or equivalent; stress tests

— acredit portfolio quality in terms of loan losses;

- astable risk profile;

—  astrategic level of concentration aligned with approved targets;
— astrong liquidity position; ENTERPRISE

- alow tolerance to operational, regulatory and reputation risks; and STRATEGIC PLANNING
- amarketriskexposure thatis not outsized relative to total risk exposure.

The Bank’s management and business units are involved in the process FINANCIAL PLAN, CAPITAL
for setting the acceptable risk appetite and are responsible for adequately AND LIQUIDITY
monitoring the chosen key risk indicators. These needs are assessed by
means of the enterprise strategic planning process. The chart opposite shows — Corporate financial
that this process is continuous and iterative. The risk indicators are reported planning
on a regular basis to ensure an effective alignment of the Bank’s risk profile - iﬂs;gz;ﬁf‘
toits risk appetite; otherwise, appropriate actions could be taken, as needed. ~ Capital & Funding

management

Governance Structure
The following diagram shows the governance relationships that have been created for risk management. By consensus, the Risk Management Group establishes
the risk management rules, policies and guidelines to which the operating units must adhere and also ensures compliance therewith.
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Management
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Bank’s . .
Service Service
management
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National Bank of Canada

58 2012 Annual Report



MANAGEMENT’S DISCUSSION AND ANALYSIS
RISK MANAGEMENT

The governance structure at the Bank sets out the roles and responsibilities
of all levels of the organization.

The Board of Directors (Board)

The Board examines and approves the Bank’s overall risk philosophy and
risk appetite, acknowledges and understands the main risks faced by the
Bank, and makes sure appropriate systems are in place to effectively manage
and control these risks. It performs its mandate in this regard both directly
and through its committees, including the Audit and Risk Management
Committee.

The Audit and Risk Management Committee of the Board (ARMC)

The ARMC approves the main risk management policies and risk tolerance
limits. In addition, it ensures that the appropriate resources, processes and
procedures are in place to properly and effectively manage risk on an ongoing
basis, and examines and approves all significant aspects of risk assessment
systems.

The Office of the President

Composed of the President and Chief Executive Officer and the officers
responsible for the Bank’s main functions and business units, the Office of
the President ensures that risk management is effective and aligned with the
Bank’s pursuit of its objectives and strategies.

The Bank’s Management
The Bank’s Management promotes the risk management culture Bank-wide
and manages the primary risks to which it is exposed.

The Global Risk Committee

The Global Risk Committee defines the parameters of the policies that
determine risk tolerance and the overall risk strategy, for the Bank and its
subsidiaries as a whole, and sets limits as well as tolerance and intervention
thresholds enabling the Bank to properly manage the main risks to which it
is exposed. The Committee approves and monitors all large credit facilities.
Italso recommends forapproval by the Board the risk philosophy, the Bank’s
risk appetite and risk profile management. The Market Risk Management
Committee, the Operational Risk Management Committee and the
Asset/Liability Management Committee report to the Global Risk Committee.

The Information Disclosure Committee
The Information Disclosure Committee makes sure that financial reporting
disclosure controls and procedures are implemented and operating effectively.

The Risk Management Group

This group proposes risk management policies and implements tools and
models for identifying, measuring and monitoring risks. In addition to
instituting and applying various independent risk review and approval
procedures, this group also proposes risk limits that reflect the risk tolerance
thresholds established by the ARMC and informs management and the Board
of significant risks.

The Business Units

The business units manage risks related to their operations within established
limits and in accordance with risk management policies by identifying,
analyzing and understanding the risks to which they are exposed and
implementing risk mitigation mechanisms. The management of these units
must ensure that employees are adhering to current policies and to the limits
set out therein.

Risk Management Policies

Risk management policies, along with the related guidelines and procedures,
are the essential elements of the risk management framework. They define
and describe the main activity-related risks, specify the requirements that
the business units must meet in assessing and managing risk, stipulate the
authorization process for risk taking and set the risk limits to be adhered to.
These policies coverall the main risks defined in the Bank’s risk management
approach and are reviewed on a regular basis—in most cases, annually—to
ensure that they are still relevant given changes in the markets and the
business plans of the Bank’s business units. Other policies, standards and
procedures complementthe riskmanagement policies and cover more specific
aspects of management, such as business continuity, the launch of new
products, initiatives or activities, or financial instrument measurement. These
policies, standards and procedures generally apply across the Bank.

Independent Oversight by the Corporate Compliance Service

The Corporate Compliance Service is responsible for implementing a
Bank-wide regulatory risk management framework by relying on an
organizational structure that includes functional links to the main business
segments.

Corporate Compliance is an independent function within the Bank. Its
vice-president has direct access to the Chair ofthe ARMCand to the President
and Chief Executive Officer. Under the powers conferred on it, the Corporate
Compliance team can also communicate directly with officers and directors
of the Bank and its subsidiaries, obtain unrestricted access to files, reports,
records and data, and require employees of the Bank and each of its
subsidiaries to provide it with the information deemed necessary for effective
oversight.

Business unit managers must oversee the implementation of mechanisms
for daily control of regulatory risks arising from the operations under their
responsibility. Corporate Compliance exercises independent oversight to
assist managers in managing these risks effectively and to obtain reasonable
assurance that the Bank is compliant with regulatory requirements.

The control framework covers the following:

— identification, evaluation, communication, maintenance and updating
of regulatory requirements;

— information gathering and monitoring of regulatory changes;

— identification of the business units affected by these requirements;

— documentation of compliance and regulatory requirement controls
applicable to daily operations, including monitoring procedures,
remedial action plans and periodic reports produced by the business
units;

—  continuous training for all employees;

— information exchange between the business segments and units and
Corporate Compliance;

- independent oversight of the application of policies and procedures in
effect;

- quarterly reporting to the ARMC on the main results of compliance
oversight; and

— annual certification process.
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Independent Assessment by the Internal Audit Service

Internal Auditis an independent, objective assurance and consulting activity
within the Bank designed to improve its operations and add value. It helps
the Bank accomplish its objectives by bringing a systematic, disciplined
approach to evaluate and improve the effectiveness of risk management,
control and governance processes. Internal Audit is mandated to provide the
Board, through the ARMC, and the Office of the President with an evaluation
in that respect.

The Senior Vice-President of Internal Audit reports to the Chair of the
ARMC. The independence of the Senior Vice-President of Internal Audit is also
ensured through a direct line of communication with the President and Chief
Executive Officer. Moreover, the Senior Vice-President of Internal Audit may,
at any time, call an unscheduled ARMC meeting.

As Internal Auditis not mandated to institute internal control mechanisms
but rather to evaluate their effectiveness, it has no direct responsibility or
authority over the activities it reviews. Whenever recommendations are
issued, Internal Audit is mandated to independently evaluate the
appropriateness of the measures taken by the managers to resolve the issues.

Internal Audit has unrestricted jurisdiction overall of the Bank’s business
segment, corporate units and subsidiaries.

Regulatory Framework

Financial market transactions are becoming more diverse and, as a result,
the regulatory framework governing such activities is constantly changing.
The recommendations of the Basel Committee on Banking Supervision have
led to tighter regulatory risk management requirements (Basel Ill). In light of
the latest regulatory changes, particularly with respect to liquidity risk and
market risk, the Bank is paying special attention to the continuing adaptation
of its governance and risk management framework.

Credit Risk Management

Credit risk is the risk of a financial loss if an obligor does not fully honour its
contractual commitments to the Bank. Obligors may be borrowers, issuers,
counterparties or guarantors. Credit risk is the most significant risk facing the
Bankin the normal course of business. The Bank is exposed to credit risk not
only through its direct lending activities and transactions but also through
commitments to extend credit, letters of guarantee, letters of credit, over-the-
counter derivatives trading, available-for-sale debt securities, securities
purchased under reverse repurchase agreements, deposits with financial
institutions, brokerage activities and transactions carrying a settlement risk
forthe Bank such as irrevocable fund transfers to third parties via electronic
payment systems.
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A policy framework centralizes the governance of activities that generate
credit risk for the Bank as a whole and is supplemented by a series of
subordinate internal or sectoral policies and guidelines on specific
management issues such as credit limits, collateral requirements and risk
quantification orto provide more thorough guidance for given business lines.
For example, the institutional activities of the Bank and its subsidiaries on
financial markets and international commercial transactions are governed by
segment-specific directives that set out standards adapted to the specific
environment of these activities. This also applies to retail brokerage
subsidiaries. In isolated cases, a business unit or subsidiary may have its
own credit policy, and that policy must always fall within the spirit of the
Bank’s policy framework and be reviewed and approved by the management
of the Risk Management Group. The Risk Management Group is tasked with
defining the scope of the universe of subsidiaries carrying significant credit
risks and the magnitude of the risks incurred.

Credit risk is controlled through a rigorous process that comprises the
following elements:

—  credit application;

—  riskand rating assessment;

- assessment of capital at risk;

- credit decision and approval process;

- risk mitigation;

- account monitoring and recovery; and

- identification of impaired loans and provisioning for credit losses.

Credit Risk Assessment of Loans
Before a sound and prudent credit decision can be taken, the credit risk
represented by the borrower or counterparty must be accurately assessed.
This is the first step in processing credit applications. Each application is
analyzed and assigned one of 19 grades on a scale of 1 to 10 using a credit
rating system developed by the Bank for all portfolios exposed to credit risk.
As each grade corresponds to a borrower’s, counterparty’s or third party’s
probability of default, the credit risk can be determined for the Bank. The
credit risk assessment method varies according to portfolio type.

The main parameters used to measure the credit risk of loans outstanding
and undrawn amounts are as follows:

- probability of default (PD), which is the probability that the obligor in
question will default within one year;

- loss given default (LGD), which represents the magnitude of the expected
loss from the obligor’s default, expressed as a percentage of exposure
at default (EAD); and

—  EAD, which is the estimated amount potentially drawn at the time of the
obligor’s default.
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Personal credit portfolios

This category comprises credit portfolios composed of residential mortgage
loans, consumer loans and loans to certain small businesses. The credit risk
of these portfolios is measured using credit scoring models. The obligor’s
default risk rating for personal credit is determined using these models. The
assessment also takes product risk into account, for example, lines of credit
versus term loans. Personal credit risk assessments are based on a group of
borrowers with similar credit histories and behaviour profiles.

The credit scoring models are used to grant credit to new clients. These
models use proven statistical methods that measure applicants’ characteristics
and history based on internal and external historical information to estimate
the applicant’s future credit behaviour and assign a default risk rating. The
underlying data include client information such as current and past
employment, historical loan data in the Bank’s management systems and
information from external sources such as credit rating agencies.

The Bank also uses behaviour scoring models to manage and monitor
current commitments. The risk assessment is based on statistical analyses
of the past behaviour of obligors with which the Bank has a long-term
relationship in an effort to predict their future behaviour. The underlying
information includes the obligor’s cash flows and borrowing trends.
Information on characteristics that determine behaviourin these models also
comes from both internal sources on current commitments and external
sources.

Arisk analysis based on loan grouping in pools of homogeneous obligor
profiles is used for overall management of personal credit portfolios. This
personal credit assessment approach, which has proven particularly effective
for estimating loan defaults and losses, takes a number of factors into
account, namely:

- behaviour scoring;

-  loan product characteristics;

- collateral provided;

—  thelength of time on the Bank’s balance sheet; and
- loan status (active, delinquent or defaulted).

A mechanism like this will provide adequate risk measurement in as
much as it effectively differentiates risk levels by pool. Therefore, the results
are periodically reviewed and, if necessary, adjustments are made to the
models. Obligor migrations between pools are among the factors considered
in the credit risk assessment.

Loan pools are also established based on probability of default, loss
given default and exposure at default, which are measured based on the
characteristics of the obligor and the transaction itself. Loss given default is
estimated based on transaction-specific factors, including loan product
characteristics, loan-to-value ratio and types of collateral. Under the Bank’s
default and facility risk rating policies, as well as the review and renewal
policy and risk quantification policy, the default risk ratings must be reviewed
annually.

Business and government credit portfolios

This category comprises business (other than some small businesses that
are classified in personal credit portfolios), government, and financial
institution credit portfolios.

These credit portfolios are assigned a risk rating based on a detailed
individual analysis of the financial and non-financial aspects of the borrower,
including the borrower’s financial strength, sector of economic activity,
competitive ability, access to capital and management quality. The Bank has
risk rating tools and models enabling it to specifically assess the risk
represented by an obligor in relation to its industry and peers. The models
used are adapted to the obligor’s broad sector of activity. Models have been
set up for seven sectors: business/commercial, large business, banks-
brokerage, sovereigns, energy, real estate and agriculture.

This risk assessment method assigns a default risk rating to an obligor
that reflects its credit quality. For each credit risk rating corresponds a
probability of default (see the following table). This credit quality classification
enables the Bank to adequately differentiate its respective assessments of
an obligor’s ability to meet its contractual obligations. This kind of assessment
must be done independently of external circumstances, particularly adverse
economic or financial conditions likely to put stress on the Bank. Default risk
ratings are assigned according to an assessment of the obligors’ commercial
and financial risks, based on a solvency review. Various risk quantification
models, described below, are used to perform this assessment.

The business and government default risk rating scale used by the Bank
is similarin some ways to the systems used by major external rating agencies.
The following table groups 19 grades by major risk category and compares
them with the ratings of two major rating agencies.

Internal Default Risk Ratings — Business and Government

Ratings Standard & Poor's Moody's Description®
1-25 AAA to A- Aaa to A3 Excellent
3-4 BBB+ to BBB- Baal to Baa3 Good
4.5-6 BB+ to B+ Balto B1 Satisfactory
6.5-7.5 B to CCC+ B2 to Caal Special mention
8-8.5 CCCand CCC- Caa2 and Caa3 Substandard
9-10 CC,Cand D Ca, Cand D Default

(1)  Additional information is provided in the tables in Note 5 to the consolidated financial
statements.

The Bankalso uses individual assessment models by industry to assign
a risk rating to the credit facility based on the collateral and guarantees the
obligor is able to provide and, in some cases, based on other factors.
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The Bank consequently has a bi-dimensional risk-rating system that,
using internal and external historical data, establishes a default risk rating
foreach obligor, and models that assign a risk rating to the credit facility that
is independent of the risk rating assigned to the obligor.

The Bank’s default, and in some cases, facility risk-rating systems and
the associated risk parameters are used to estimate expected and unexpected
losses, risk-based pricing as well as to establish counterparty credit
concentration limits, assess economic capital and generally manage credit
portfolios.

Validation

The Risk Management Group monitors the effectiveness of the risk-rating
systems and associated parameters, which are also reviewed at least once
ayearin accordance with the Bank’s policies.

Backtesting is done atregularintervals to check the effectiveness of the
models used to measure probability of default, loss given default and
exposure at default. For probability of default in particular, this backtesting
takes the form of sequentially applied statistical tests designed to assess
the following criteria:

—  the model’s discriminatory power;
- overrides;

- model calibrating; and

—  the stability of the model’s output.

The credit risk quantification models are developed and tested by a
team of specialists and their performance is monitored by the applicable
business units and related credit risk management services. New models are
validated by a unit thatis independent of both the specialists that developed
the model and the concerned business units, and approved through an
escalation process established by the Model Risk Management Policy.
Furthermore, new models or changes to existing models that markedly impact
regulatory capital must be reported to the Board once a year.

Theriskrating systems, methods and models are also subject to periodic
independentvalidation, as often as required by the inherent risk of the activity
in question. Models that have a notable impact on regulatory capital must
be reviewed at least once a year, thereby further raising the certainty that
these quantification mechanisms are working as expected. The key aspects
to be validated are factors allowing accurate risk classification by level,
adequate quantification of exposure, use of assessment techniques that
include external factors such as economic conditions and credit status and,
lastly, compliance with internal policies and regulatory provisions.

The Bank’s credit risk assessment and rating systems are overseen by
the ARMC and the Global Risk Committee and are an integral part of a
comprehensive Bank-wide credit risk oversight framework. Along with the
above-mentioned elements, policies, definitions of responsibilities, resource
allocation and existing processes are documented and periodically reviewed.
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Assessment of Capital at Risk

The assessment of the Bank’s capital at risk, or economic capital, is based
on the credit risk assessments of various borrowers. These two activities are
therefore interlinked. The different models used to assess the credit risk of
a given portfolio type also enable the Bank to determine the default correlation
among borrowers. This information is a critical component in the evaluation
of potential losses for all portfolios carrying a credit risk. Potential losses,
whether expected or not, are based on past loss experience, portfolio
monitoring, market data and statistical modeling. The main risk factors are
as follows:

—  probability of default;

—  balance outstanding at the time of default;

—  expected loss in the event of default;

- correlation between transactions;

—  term of credit commitments; and

—  impact of economic and sector-based cycles on asset quality.

Expected and unexpected losses are factors in the assessment of capital
at risk for each business segment. The Bank also carries out stress tests to
evaluate its sensitivity to crisis situations in certain sectors of activity and
key portfolios (e.g., agriculture, construction, manufacturing, etc.). A global
stress test methodology covers most business and government credit
portfolios as well as personal credit portfolios to provide the Bank with an
overview of the situation. By simulating very specific extreme scenarios, these
tests enable the Bank to measure the level of regulatory capital necessary to
absorb potential losses and determine how solvent it would be if the scenarios
were to play out.

Credit Granting and Approval Process

Credit-granting decisions are based first and foremost on the results of the
risk assessment. Aside from a client’s solvency, credit-granting decisions are
alsoinfluenced by factors such as available collateral, transaction compliance
with policies, standards and procedures, and the Bank’s overall risk-adjusted
return objective. Each credit-granting decision is made by authorities within
the risk management teams and management who are independent of the
business units and are at a reporting level commensurate with the size of the
proposed credit transaction and the associated risk.

Decision-making authority is determined in compliance with the
delegation of authority set out in the Credit Risk Management Policy. A person
in a senior position in the organization approves credit facilities that are
substantial or carry a higher risk for the Bank. The Bank’s Global Risk
Committee approves and monitors all substantial credit facilities. Credit
applications that exceed management’s latitudes are submitted to the Board
forapproval. The credit-granting process demands a high level of accountability
from managers, who must proactively manage the credit portfolio.
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Mortgage loan underwriting
To mitigate the impact of an economic slowdown and ensure the long-term
quality of its portfolio, the Bank uses sound risk management when granting
residential mortgages to confirm: (i) the borrower’s intention to meet its
financial obligations (i) the borrower’s ability to repay its debts and (jii) the
quality of the collateral. In addition, the Bank takes a prudent approach to
client qualification by using, for example, a higher interest rate for terms less
than five years to mitigate the risk of short- or medium-term rate increases.

Nonetheless, the risk of economic slowdown is real and could adversely
affect the profitability of the mortgage portfolio. In stress test analyses, the
Bank considers a variety of scenarios to measure the impact of adverse market
conditions. In such circumstances, our analyses show significantly higher
loan losses, which would decrease profitability and reduce the Bank’s capital
ratios.

To counteract the negative impact of an economic slowdown, the Bank
has acted preventively by defining a contingency plan to guide its response
in such event.

Risk Mitigation

The Bank also controls credit risk using various risk mitigation techniques.
In addition to the standard practice of requiring collateral to guarantee
repayment of the credit it grants, the Bank also uses protection mechanisms
such as credit derivative financial instruments, syndication and loan
assignments as well as an orderly reduction in the amount of credit granted,
if required.

The most common method used to mitigate credit risk is to obtain quality
collateral from borrowers. In the Bank’s opinion, obtaining collateral cannot
replace a rigorous assessment of a borrower’s ability to meet its obligations,
but, beyond a certain risk threshold, itis an essential complement. Collateral
is not required in all cases; it depends upon the level of risk presented by
the borrower and the type of loan granted. However, if the level of risk to the
Bank is considered high, collateral will likely be required. The legal validity
of any collateral obtained and the Bank’s ability to correctly and regularly
measure the collateral’s value are critical for this mechanism to play its proper
role in risk mitigation. The Bank has established specific requirements in its
internal policies with respect to the appropriate legal documentation and
assessment for the kinds of collateral that business units may require in
guarantee of loans granted. The categories of eligible collateral and the
lending value of these assets have also been defined by the Bank. For the
most part, they include the following asset categories, as well as guarantees
(whether secured by collateral or unsecured) and government guarantees:

— accounts receivable;

— inventory;

—  machinery and equipment and rolling stock;

- real estate mortgages on residential, commercial and office buildings
and on industrial facilities; and

—  cash and marketable securities.

Portfolio diversification and management

The Bank is exposed to credit risk not only through outstanding loans and
undrawn amounts of commitments to a particular borrower, but also through
the sectoral distribution of loans outstanding, undrawn amounts, and the
exposure of its various credit portfolios to geographical, concentration and
settlement risks.

The Bank’s approach to controlling these diverse risks begins with
optimizing diversification of its exposures. The management criteria set out
initsinternal policies and procedures include measures designed to maintain
a healthy degree of diversification of credit risk in its portfolios. These
instructions are mainly reflected in the application of various limits on the
scope of its exposures: credit approval limits and country limits by hierarchal
level; limits on counterparty credit concentration; and credit concentration
limits by industry, country, region and type of financial instrument. Compliance
with these limits is monitored through periodic reports submitted by Risk
Management officers to the Board.

The criteria established for portfolio diversification and the specific
limits set for economic, industrial or geographical sectors are based on the
findings of sector-based studies and analyses conducted by economists and
the Risk Management Group and are approved by the Global Risk Committee.
Continuous analyses are performed in order to anticipate problems with a
sector or borrower before they materialize as defaulted payments.

Other risk mitigation methods
Credit risk mitigation measures for transactions in derivative financial
instruments, which are regularly used by the Bank, are described in detail in
the Counterparty Risk section.

Credit derivative financial instruments

To some extent, the Bank also reduces credit risk by using the protection
provided by credit derivative financial instruments such as credit default
swaps. When the Bank acquires credit protection, it pays a premium on the
swap to the counterparty in exchange for the counterparty’s commitment to
payifthe underlying entity defaults oranother eventinvolving the counterparty
and covered by the legal agreement occurs. Since, like borrowers, providers
of credit protection must receive a default risk rating, the Bank’s internal
policies set out all the criteria under which a counterparty may be judged
eligible to mitigate the Bank’s credit risk.

Loan syndication
For loan syndication, the Bank has developed specific instructions on the
appropriate objectives, responsibilities and documentation requirements.
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Account Monitoring and Recovery

Credit granted and borrowers are monitored on an ongoing basis and in a
manner commensurate with the related risk. Loan portfolio managers use an
array of methods to conduct a particularly rigorous follow-up on problem
loans. When loans continue to deteriorate and there is an increase in risk to
the point where monitoring has to be increased, a group specialized in
managing problem accounts steps in to maximize collection of the disbursed
amounts and tailor strategies to these accounts.

In these cases, loan portfolio managers prepare and submit, to the
concerned credit department, a detailed monitoring report each month to
track the status of at-risk obligors and the corrective measures undertaken.
The management of each credit department concerned performs follow-ups
on the reports, and each quarter a credit monitoring committee meets to
review the action plans and monitoring reports of obligors that have loans
disbursed and undrawn amounts of $2 million or more. The authority to
approve allowances for credit losses is attributed using limits delegated on
the basis of hierarchical level under the Credit Risk Management Policy.

Detailed information on the recognition ofimpaired loans and allowances
for credit losses are presented in Note 1 to the consolidated financial
statements.

Counterparty Risk

Counterparty risk is a credit risk that the Bank incurs on various types of
transactions involving financial instruments. The most significant risks are
those it faces when it trades derivative financial instruments with
counterparties on the over-the-counter market orwhen it purchases securities
under reverse repurchase agreements or sells securities under repurchase
agreements. Securities lending transactions and securities brokerage
activities are also sources of counterparty risk. Note 16 to the consolidated
financial statements provides a complete description of the credit risk for
derivative financial instruments by type of product traded. The Risk
Management Group has developed models by broad category of financial
instruments so that it can use an advanced methodology to calculate
economic capital and establish internal limits for the Financial Markets
segment.

Counterparty obligations related to the trading of contracts on derivative
financial instruments are frequently subject to credit risk mitigation measures.
The mitigation techniques are somewhat different from those used for loans
and advances and depend on the nature of the instrument or the type of
contract traded. The first of these, and the most widely used, is the signing
of International Swaps & Derivatives Association, Inc. (ISDA) master
agreements with the appropriate counterparties. These agreements make it
possible to apply full netting of the gross amounts of the market price
assessments, when one of the contracting parties defaults on the agreement,
foreach ofthe transactions covered by the agreement and in force at the time
of default. The amount of the final settlement is therefore the net balance of
gains and losses on each transaction, which reduces exposure when a
counterparty defaults. The Bank’s policies require signing an ISDA agreement
with most derivative and foreign exchange forward contracts trading
counterparties.
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Another mechanism for reducing credit risk complements the ISDA
masteragreement in many cases and provides the Bank and its counterparty
(or either of the parties, if need be) with the right to request collateral from
the counterparty when the net balance of gains and losses on each transaction
exceeds athreshold defined in the agreement. These agreements, also known
as Credit Support Annexes (CSAs), are common between financial institutions
active in international financial markets since they limit credit risk while
providing traders with additional flexibility to continue trading with the
counterparty. The Bank often uses this type of legal documentation in
transactions with financial institutions and governments. For business
transactions, the Bank prefers to use internal mechanisms set out in the credit
agreements. The Bank’s internal policies set the conditions governing the
implementation of such mitigation methods.

Requiring collateral as part of a securities lending transaction or reverse
repurchase agreement is not solely the result of an internal credit decision.
In fact, it is a mandatory market practice imposed by self-regulating
organizations in the financial services sector such as the Investment IIROC.

The Bank also has policies and guidelines governing the transfer of its
own collateral pledged to counterparties, given the potential impact of such
asset transfers on its liquidity. In accordance with its collateral pledging policy,
the Bank conducts simulations of potential counterparty collateral claims
under CSAs in effect, in the event of a Bank downgrade or other unlikely
occurrences. The simulations are based on various Bank downgrading
scenarios or market value fluctuations of transactions covered by CSAs.

The Bank has identified circumstances in whichitis likely to be exposed
to wrong-way risk, which is generally associated with exposure to counterparty
risk and increases as the counterparty’s probability of default increases
(unfavourable positive correlation). A common wrong-way risk arises from
the trading of derivatives contracts with counterparties where the underlying
assets may include equity securities issued by those counterparties.

Settlement Risk

Settlement risk potentially arises from transactions that feature reciprocal
delivery of cash or securities between the Bank and a counterparty. Foreign
exchange contracts are an example of transactions that can generate
significant levels of settlement risk. However, the implementation of
multilateral settlement systems that allow settlement netting among
participating institutions (e.g., CLS Settlement) has contributed greatly to
reducing the risks associated with the settlement of foreign exchange
transactions among banks. The Bank also uses financial intermediaries to
have access to established clearing houses in order to minimize settlement
risk for certain financial derivative transactions. In some cases, the Bank may
have direct access to established clearing houses for settling financial
transactions, such as repurchase agreements.

There are several other types of transactions that may generate
settlementrisk, in particular the use of electronic fund transfer services. This
risk refers to the possibility that the Bank may make a payment or settlement
on a transaction without receiving the amount owed from the counterparty,
and with no opportunity to recoverthe funds delivered (irrevocable settlement).
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The ultimate means for completely eliminating such ariskis forthe Bank
to complete no payments or settlements before receiving the funds due from
the counterparty. Such an approach cannot, however, be used systematically.
For several electronic payment services, the Bank is able to implement
mechanisms that allow it to make its transfers revocable or to debit the
counterparty in the amount of the settlements before it makes its own transfer.
On the other hand, the nature of transactions in financial instruments makes
it impossible for such practices to be widely used. For example, on foreign
exchange transactions involving a currency other than the U.S. dollar, time
zone differentials impose strict payment schedules on the parties. The Bank
cannot unduly postpone a settlement without facing significant penalties,
due to the large size of amounts involved.

The most effective way for the Bank to control settlement risks, both for
financial market transactions and irrevocable transfers, is to impose internal
risk limits based on the counterparty’s ability to pay.

Market Risk Management

Market risk is the risk of a financial loss resulting from adverse movements
in underlying market factors, namely, interest rates, foreign exchange rates,
equity prices, commodity prices, credit risk and market volatility. Market risk
is intrinsically interlinked with participation in financial markets. Managing
this risk is a core competency for the Bank in its trading, investing and
asset/liability management activities.

Assessing Market Risk

An integrated internal control framework is used to manage market risk, which
is overseen by the Market Risk Management Committee. The Bank is
continually adapting its market risk management and oversight framework
based on an ever-changing regulatory framework.

A comprehensive policy governs global market risk management across
the Bank’s units and subsidiaries that are exposed to this type of risk. The
policy describes the main mechanisms for identifying and measuring the
types of market risk to which the Bankis exposed, which includes both primary
risk factors (e.g., interest rates, foreign exchange rates, equity prices,
commodity prices and credit spreads) and additional risk factors (correlation
risk, specific risk, etc). Risk tolerance thresholds are established using a
hierarchy of varied limits (e.g., VaR, stop-loss) allocated by portfolio, trading
unit, unit manager and officer, and using an appropriate breach escalation
process. The policy also sets out basic principles and criteria for determining
whether a financial instrument is eligible for inclusion in a trading portfolio
versus an investment portfolio (available-for-sale financial assets). Lastly,
the Bank has implemented separate policies covering the independent
valuation of financial instrument positions and valuation adjustments on
trading portfolios.

The Risk Management Group uses a variety of market risk measurement
mechanisms to control and monitor exposure, the main one being the Value-
at-Risk (VaR) simulation model. VaR has the advantage of providing a uniform
measurement of financial instrument-related market risks based on a single
statistical confidence level and time horizon. One-day VaR is the maximum-—
in 99 cases out of 100—daily loss the Bank could incur in a given portfolio.
In other words, the loss could exceed that amount in only one out of
100 cases. Global VaR is measured by assuming a holding period of one day
(10 days for the calculation of regulatory capital). This assumption is used
to combine the VaR of various portfolios and yields an estimate of the daily
global risk incurred by the Bank. VaR is calculated on a daily basis both for
major classes of financial instruments (including derivative financial
instruments) and all portfolios of the Financial Markets segment and Corporate
Treasury of the Bank. The VaR calculation model is based on a historical
simulation methodology using two years of data.

Outstanding VaR is monitored daily in relation to established limits for
each type of market risk, portfolio, business unit, as well as major type of
activity: trading, investment and asset/liability management. Furthermore,
investment activities, i.e., available-for-sale securities, are governed by an
investment guideline in addition to the Market Risk Management Policy. In
addition, an overall VaR limit is set for asset and liability management, also
known as structural interest rate risk management. The overall VaR limits by
major portfolio and the Bank’s consolidated limit covering all financial market
operations are approved by the Board. The ARMC reviews VaR results on a
quarterly basis, including breaches of the overall limits set out in the policy.

The Bank also carries out backtesting, which is essential to verify the
capacity of its VaR model to adequately forecast the maximum risk of market
losses and thus validate, retroactively, the quality and accuracy of the results
obtained using the model. Other limits are used in tandem with VaR to control
sensitivity and additional risks related to concentration and liquidity, among
others.

Stress Tests and Sensitivity Analyses
The VaR model simulates losses in market situations similar to those revealed
by historical data, i.e., market conditions that are supposedly normal.

The Bank also simulates the impact of abnormal situations, i.e., rare
extreme events (such as a stock market crash) on the various portfolios of
the Financial Markets segment. It does this by carrying out daily stress tests
as well as sensitivity analyses for all risk categories: interest rate risk, equity
and commodity price risk, foreign exchange risk, market volatility risk and
credit spread risk.
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This battery of stress tests and sensitivity analyses simulate the results
that the portfolios of the Financial Markets segment would generate if the
extreme scenarios in question were to occur. Stress tests and sensitivity
analyses are subject to maximum potential loss limits, among which the
amounts applicable to the Bank’s global portfolios are approved by the Board.
These tests and analyses are jointly established by the Risk Management
Group and the management of the business units. They are regularly reviewed
in light of changes in market conditions, new products and trading strategies.

Trading Activities
The Bank holds trading portfolios for market making, trading on its own behalf,
liquidity for its institutional clients and the sale of financial products.
Securities present a specific risk, which is a particular variant of market
risk associated with adverse movements in market prices due to factors
specific to the issuer of a security. This risk may apply as much to debt
securities as to shares. Using an internal model, the Bank assesses the
specific risk related to share prices in its trading portfolios.

The following table shows daily trading revenues and VaR. The table showing the VaR distribution of trading portfolios by risk category, as well as correlation
effect, is presented in Note 5 to the consolidated financial statements in the Market Risk Management section. As shown in the table, the global VaR of trading
activities is usually lower than the VaR of the individual portfolios, which shows correlation effect.

Daily trading revenues were positive more than 97% of the days in the year ended October 31, 2012. Net daily trading losses in excess of $1 million were

recorded on four days. None of these losses exceeded the VaR limit.
Daily Trading Revenues

(millions of Canadian dollars)

20 |
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Structural Interest Rate Risk

As part of its non-trading banking activities, such as granting mortgage loans
and obtaining term deposits, the Bank is exposed to structural interest rate
risk. Interest rate movements cause changes in interest income and interest
expense and, although these changes move in the same direction, their
relative magnitude will have a favourable or unfavourable impact on annual
netinterestincome and the economic value (present value of estimated cash
flows) of equity. The extent of that impact depends on several factors,
including the following:

- amismatch between the maturities and rate adjustment dates of assets
and liabilities;

—  riskrelated to the level, form and slope of the interest rate curve based
on maturity, and changes in these characteristics;

- risk related to option privileges for products recorded on the balance
sheet, whether implicit (mortgage prepayments, deposit redemption)
or explicit (capped-rate mortgages); and

—  basicriskresulting from an imperfect correlation between different rate
curves.

Active management of this risk can significantly enhance the Bank’s
profitability and add shareholdervalue. By proactively covering balance sheet
risk, the Bank can change the risk profile and capitalize on expected interest
rate movements. The Bank’s goal is to proactively and effectively manage
exposure and optimize the impact of interest rate fluctuations based on
expected rate movements. This proactive management approach is based
on defining a benchmarkindex for risk exposure and enough strategic latitude
to deviate from thatindex in response to financial market conditions and the
dynamics of the asset/liability management portfolio.

Structural interest rate risk is managed by the Chief Financial Officerand
Executive Vice-President, Finance and Treasury and the Executive
Vice-President, Corporate Treasury, who oversees asset/liability management
within the Bank. An internal transfer pricing mechanism is used to allocate
the asset/liability portfolio under management to a centralized management
unit within the Bank’s Corporate Treasury. A senior committee, the Asset/
Liability Management Committee, and two subordinate management
committees are responsible for supervision and general oversight of this risk
and the underlying internal transfer pricing mechanism.

Interest rate risk management is managed under a specific, Board-
approved policy, the revision and application of which are overseen by the
various above-mentioned committees. The policy sets risk limits based on
theimpact of interest rate fluctuations on various parameters, mainly annual
net interest income (maximum loss) and economic value. In addition, the
duration of equity must be kept within certain limits.

Simulations are performed on a regular basis to assess the impact of
various scenarios on annual net interest income and on the economic value
of equity and to guide the management of structural interest rate risk.

The Interest Rate Sensitivity — Non-Trading Activities (Before Tax) table
presented in Note 5 to the consolidated financial statements in the Market
Risk Management section provides the potential before-tax impact of an
immediate and sustained 100-basis-point increase or decrease in interest
rates on net interest income and on the economic value of shareholders’
equity of the Bank’s non-trading portfolios, assuming no further hedging is
undertaken.

Structural Foreign Exchange Risk

The Bank’s structural foreign exchange risk arises from investments in foreign
operations denominated in currencies other than the Canadian dollar. This
risk is measured by assessing the impact of currency fluctuations. The Bank
uses financial instruments (derivative and non-derivative) to hedge structural
foreign exchange risk. In a hedge of a net investment in a foreign operation,
the financial instruments used will offset foreign exchange gains and losses
on the investments. Management of this risk is governed by a specific policy
submitted to the Board.

Available-for-Sale Securities Portfolios

The Bank has created available-for-sale securities portfolios in liquid or
non-liquid securities for strategic, long-term investment and liquidity
purposes. These investments carry not only market risk, but also credit risk,
liquidity risk, concentration risk and reputation risk as well as risk of
non-compliance with laws and regulations in effect.

The Investment Guidelines set out the guiding principles and general
management standards that must be followed by all those who manage
portfolios of available-for-sale securities included in the portfolios of the
Bank and its subsidiaries. Under these guidelines, business units that are
active in managing this type of portfolio must adopt internal investment
policies that set, among other things, targets and limits for the allocation of
assets in the portfolios concerned and internal approval mechanisms. The
primary objective is to reduce concentration risk by industry, issuer, country,
type of financial instrument and credit quality.

Overall limits in value and in proportion to the Bank’s equity are set on
the outstanding amount of liquid preferred shares, liquid equity securities
excluding preferred shares, and instruments classified as illiquid securities
inthe available-for-sale securities portfolios. The overall exposure to common
shares with respect to an individualissuer and the total outstanding amount
invested in hedge funds and private equity funds, for investment banking
services, are also subject to these limits. Restrictions are also set on
investments defined as special. Lastly, the Bank has a specific strategic
investment policy, approved by the Board, which defines strategic investments
as purchases of business assets or acquisitions of deemed material equity
stake in an entity for purposes of acquiring control or creating a long-term
relationship.
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Available-for-sale securities — Debt securities

In keeping with the Bank’s regulatory capital requirement commitments for
credit risk management, the Bank adopted the Advanced Internal Rating-
Based Approach (“Advanced IRB”) for credit risk effective November 1, 2009
and has applied this approach in assessing regulatory capital adequacy since
the first quarter of 2010. Under the Basel Il Accord, the Bank met OSFI’s
Advanced IRB Approach requirements and demonstrated that its presentation
of capital is accurate and of high quality.

Available-for-sale securities — Equity securities

For assets in the form of equity securities, which comprise common shares,
perpetual or convertible preferred shares, mezzanine debt with warrants and
mutual funds, the Bank adopted, on November 1, 2009, a method related to
the Advanced Approach for Capital Adequacy Requirements, namely the
simple risk-weight method under the “market-based” approach, as the term
is used in the Basel Il Accord. This approach requires proactive management
of the capital allocated to portfolios with equity securities since, beyond a
certain threshold, the cost of regulatory capital becomes prohibitive. The
prescribed risk factors are 24% for listed equity securities and 32% for
unlisted equity securities.

The Investment Guidelines require that the Bank’s investments in equity
securities in available-for-sale securities portfolios that exceed a certain
materiality threshold be approved by a higher authority than the one within
the business unit in question. In this way, the Bank ensures that any
investment decision whereby it acquires a significant interest in the equity
of a company or assumes a high monetary risk are known and approved by
management. These investments also significantly impact the Bank’s capital
requirements. Consequently, the Capital Management Group closely monitors
these portfolios on a consolidated basis to determine if they are profitable
in terms of regulatory capital cost and to ensure compliance with the
materiality clauses and internal overall limits the Bank has set for these
investments.

Liquidity Risk Management

Liquidity risk is the risk that the Bank will be unable to honour daily cash and
collateral pledging commitments without resorting to costly and untimely
measures. Liquidity risk arises when sources of funds become insufficient to
meet scheduled payments under the Bank’s commitments. Liquidity risk
stems from mismatched cash flows related to assets and liabilities as well
as the characteristics of certain products, such as credit commitments and
non-fixed term deposits.

The Bank’s primary objective as a financial institution is to manage
liquidity such that it supports the Bank’s business strategy and to enable it
to honourits commitments when they come due, even in extreme conditions.
This is done primarily by implementing a policy framework approved by the
Board, which establishes a risk tolerance threshold, monitoring structures
controlled by the various committees, risk indicators, reporting procedures,
delegation of responsibilities and segregation of duties. The Bank also
prepares and implements an annual funding plan that incorporates the
expected growth of assets and liabilities.
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In 2010, the Basel Committee on Banking Control issued a document
on establishing an international framework for liquidity risk measurement,
standards and monitoring. The new framework provides two liquidity ratios:
the liquidity coverage ratio (LCR), which is intended to see banks through
severe short-term stress, and the net stable funding ratio (NSFR), which is
intended to provide banks with the long-term liabilities needed to fund less
liquid assets. The ratios are scheduled forimplementation in 2015 (LCR) and
2018 (NSFR). The LCR rules should be ready in 2013. The Bank is already
monitoring both ratios regularly and plans to comply with the new standards
as soon as they take effect.

In February 2012, OSFl issued an update of its guidelines on liquidity
management by financial institutions. The revised guideline was developed
based on the publication Principles for Sound Liquidity Risk Management
and Supervision issued by the Basel Committee on Banking Control (BCBC).
The Bank intends to follow these new guidelines.

Roles and Responsibilities
Corporate Treasury manages liquidity and funding needs Bank-wide. Its
activities comprise:

—  managing day-to-day cash flow, collateral and short-term funding;

—  planning and issuing long-term funding and determining liquidity cost
transfer pricing;

- developing and implementing the liquidity management framework,
funding policy, annual funding plan and liquidity contingency plan;

—  monitoring, measuring and reporting on the Bank’s exposure to liquidity
risk, both overall and by individual currency; and

—  establishing and maintaining an adequate risk assessment process and
effective controls.

Governance

The Bank’s liquidity management and funding policy is, within the Bank’s
governance framework, a major policy that must be reviewed and adopted
by a Board committee, the ARMC. In this capacity, Board representatives not
only approve the supervision of day-to-day management and risk governance
submitted by senior management of Corporate Treasury, but also backup
plans in anticipation of emergency situations and liquidity crises. Senior
management of Treasury also submits to the ARMC a quarterly summary report
on liquidity risk management and Bank funding describing the Bank’s liquidity
position, which this committee must approve.
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If a limit has to be revised, Corporate Treasury and Risk Management
togethersubmitthe proposed revision to a higherrisk management committee,
the Global Risk Committee. Ifthe Global Risk Committee approves the request,
it submits it for Board approval.

Liquidity risk supervision at the Bank is mainly assigned to two
management committees. The Liquidity and Funding Committee, composed
of Corporate Treasury and the Risk Management Group representatives,
reviews and assesses the Bank’s liquidity position. The Asset and Liability
Management Committee, which reports to the Global Risk Committee,
oversees the Bank’s liquidity management and funding framework and
approves the funding plan. In accordance with their responsibilities under
theirrespective mandates, members of these two committees are also asked
for input in developing risk management and control mechanisms and
implementing policies.

Through the Liquidity and Funding Committee, Treasury management
regularly monitors changes in liquidity and funding indicators and compliance
with regulatory limits and levels. If control reports indicate non-compliance
with the limits and, generally, deterioration of liquidity indicators, Treasury
management takes remedial action. Exceptional situations are reported to
the management of Finance and Treasury and Risk Management and, if
deemed necessary, reported to the Asset/Liability Committee and the Office
of the President, as well as to the ARMC at its next meeting. The quarterly
report to the ARMC, referred to in the Governance section, informs the Board
of non-compliance with the limits and other rules noted during the reference
period and remedial action taken.

Liquidity Management

The Bank performs liquidity management and funding operations not only
from its head office and offices in Canada, but also through certain foreign
centres. Although these foreign centres play an important role in global
liquidity management, the Bank’s liquidity management is centralized. By
organizing liquidity monitoring and funding activities within Corporate
Treasury, the Bank can better coordinate enterprise-wide funding and risk
monitoring activities. All internal funding transactions between Bank entities
are controlled by Corporate Treasury, which sets the limits together with Risk
Management.

This centralized structure streamlines the allocation and control of
liquidity and funding limits and levels, since most (in particular the liquidity
ratios) apply only on a consolidated basis. Nonetheless, the liquidity
management and funding policy contains special provisions for the financial
centres that are most active in terms of institutional funding and sets limits
and alert thresholds for secured and unsecured short-term funding, both in
absolute value and materiality.

The Bank’s funds transfer pricing system prices liquidity by allocating
the cost or income to the various business segments. Liquidity costs are
allocated to liquidity-intensive activities, mainly long-term loans, commitments
to extend credit and less liquid securities as well as strategic investments.
The liquidity compensation is credited to the suppliers of funds, primarily
funding in the form of stable deposits from the Bank’s branch network.

Short-term day-to-day funding decisions are based on a daily cumulative
net cash position, which is controlled by means of limits set on liquidity ratios.
Among these ratios and measures, the Bank pays particular attention to the
funds obtained on the wholesale market and to cumulative cash flows over
various time horizons.

Moreover, the Bank’s collateral pledging activities related to secured
funding operations and to derivative financial instrument transactions are
tracked on a daily basis in relation to the global limit set by the Bank and are
subjected to monthly stress tests using a series of simulations. In particular,
the Bank uses various scenarios to estimate the potential amounts of
additional collateral that could be demanded from it in the event its credit
rating deteriorates.

The Bank also regularly tracks unencumbered securities outstanding in
proportion to unsecured institutional market funding due in less than one
year. The Bank must hold, after conservative haircuts are applied,
unencumbered liquid assets outstanding equal to at least the total amount
of unsecured institutional market funds maturing within one year.

The Bank’s survival period, an indicator designed to measure the number
of months it would take to utilize the Bank’s liquid assets if the Bank were
to lose deposits prematurely or if funds from the wholesale market were not
renewed at maturity, is measured monthly using six scenarios. These scenarios
were developed to assess the Bank’s sensitivity to a Bank-specific or systemic
crisis. Deposit loss simulations are carried out based on degree of stability,
while the value of certain assets is encumbered by an amount reflecting their
readiness for liquidation in a crisis. These stress test scenarios are reviewed
and submitted to the Board once a year for approval.

To protect depositers and creditors in unexpected crisis situations, the
Bank holds a portfolio of assets that can be immediately liquidated to meet
financial commitments. In the normal course of its financing and short-selling
activities, and in accordance with market practices, the Bank pledges liquid
assets as collateral. This portfolio consists of highly liquid securities, most
of which are government issued or guaranteed (Table 11, page 82). Lastly,
the Bank maintains an up-to-date liquidity contingency plan that describes
the measures to be taken in the event of a critical liquidity situation. This plan
is reviewed and approved annually by the Board.

Funding

The deposit liabilities of the Bank’s branch network are the Bank’s primary
and most stable source of funding. Stable funds are used to fund bank
activities, whereas funds from the wholesale markets are used to fund
financial market activities. In order to maintain the ideal funding profile, the
Bank seeks to minimize short-term funds borrowed on the institutional market
and is careful to diversify its funding sources. The Bank seeks to diversify its
funding sources by geographic location, currency, instrument, maturity and
depositor. The first table below shows the soundness of the funding structure.
In addition, the Bank is actively involved in securitization programs
(e.g., residential mortgages and credit card receivables) that diversify its
access to long-term funding. The second table on the next page shows the
maturity profile of long-term wholesale funding.
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Diversified Funding Base

Q12 BA 39% 15% 23%
Q312 HEA 37% 15% 24%
Q212 BA 39% 15% 22%
Q112 18% 24%
Q411 16% 24%
Q311 16% 23%
Q211 BA 36% 17% 22%
Q111 BA 37% 15% 22%
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Operational Risk Management

Operational risk is the risk of loss resulting from an inadequacy or a failure
ascribable to people, processes, technology or external events. Operational
risks are present in every activity of the Bank. Theft, fraud and unauthorized
activities, system failures, human error, changes to or failure to comply with
legal or regulatory requirements, legal proceedings, class actions or other
litigation and damage to physical property are just a few of the events which,
because they can result in financial losses for the Bank or adversely affect
its reputation, are considered operational risks.

In decisions related to authorizing credit or other transactions with
clients and third parties, the Bank may use information provided by them, in
particular their financial statements and other financial information. The Bank
may also refer to statements made by clients and third parties regarding the
accuracy and completeness of this information and the auditors’ reports on
their financial statements. In the event these financial statements are
misleading or do not present fairly, in all material respects, their financial
position or operating results, the Bank’s revenues could be adversely
impacted.

The Bank’s ability to maintain or increase market share depends, in
part, on how it adapts products and services in response to changes in
industry standards. There is increasing pressure on financial institutions to
provide products and services at lower prices, which could reduce the Bank’s
net interest income and revenues from fee-based products and services. In
addition, new technologies that may be implemented or existing technologies
that may be modified to be better adapted to the Bank’s products and services
could involve substantial expenditure without any guarantee as to the
successful deployment of the new products or services or as to the
development of a client base for them.

Although operational risk cannot be eliminated entirely, it can be
managed in a thorough, transparent mannerto keep it at an acceptable level.
Accordingly, each business unitis responsible for the identification and daily
management of risks inherent in its products, activities, agreements,
processes and systems, in accordance with Bank-wide principles. Monitoring
is carried out by employees in each business unit who have been assigned
specific risk management responsibilities. In addition, the business unit’s
management monitors losses and operational risks, as well as events
observed in other financial institutions. If necessary, action plans are drawn
up to improve the control environment.

The Operational and Reputation Risk Unit develops operational risk
identification, measurement, monitoring and reporting programs, methods,
tools and procedures, and provides the training and assistance the business
units need to implement them. This unit defines the operational risk
management framework and the appropriate governance structure.
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Operational Risk Management Framework

The operational risk management framework serves to identify, measure,
manage, mitigate, monitor and report significant operational risk exposure.
The main programs, methods and procedures developed for purposes of the
framework are described below.

Collection and Analysis of Data on Operational Losses at the Bank

The Operational and Reputation Risk Unit has a process for collecting
operational loss data compiled across the Bank, including its subsidiaries.
The information captured, namely the amount of each loss and a description
of the triggering events, is fed into a centralized loss event database, which
is used to better understand the root causes of operational losses and develop
risk mitigation strategies.

Collection and Analysis of Data on Operational Events Observed in the
Financial Industry

The Bank collects and analyzes information reported in the media on
operational events experienced by other financial institutions in order to
assess the effectiveness of its own risk management practices and reinforce
them, if necessary.

Operational Risk Self-Assessment

This formal self-assessment process gives each business unit the means to
proactively identify key operating risks, evaluate the effectiveness of
mitigating controls, and develop action plans to maintain such risks at
acceptable levels.

Key Risk Indicators

The Business Units and corporate functions define key indicators associated
with their main risks. The key indicators are used to monitor operational risk
profiles and are related to critical thresholds that, once reached, result in
action by management. The key risk indicators can be used to proactively
identify unfavourable changes in risk exposure.

Specialized Risk Assessment Programs

Certain specialized groups have implemented programs with their own
risk-specific policies and procedures as well as oversight mechanisms to
ensure they are adhered to. Such specialized programs exist for managing:

- financial reporting risk;

-  technological and information security risks;
—  business continuity management;

—  outsourcing risk;

- fraud; and

- information confidentiality.

Operational Risk Reports and Disclosures

The Operational and Reputation Risk Unit regularly reports on risk-related
actions and operational risk status across the Bank to the Operational Risk
Management Committee, the Global Risk Committee and the Audit and Risk
Management Committee to ensure management accountability and attention
is maintained over current and emerging issues. This reporting enhances the
transparency and proactive management of major operational risk factors.

Insurance Program

In order to protect itself against any material losses related to its exposure
to unforeseeable operational risks, the Bank also has adequate insurance,
the nature and amount of which meet its enterprise-wide coverage
requirements.

Regulatory Capital
The Bank received regulatory approval to use the Standardized Approach to
report regulatory capital for operational risk as of fiscal 2008.

Regulatory Risk Management

Regulatory risk is the risk related to the consequences of failing to meet
compliance obligations, i.e., when the Bank or one of its employees fails to
comply with regulatory requirements in effect where the Bank carries on its
operations, which could result in investigations or claims of a regulatory
nature and lead to penalties, sanctions and heavy financial losses.

The Bank operates in a highly regulated industry. The diversity of its
activities and its geographical reach in Canada and abroad add to this
complexity, since its operations are overseen by various regulatory bodies
and self-regulatory organizations.

Changes in the regulatory or legal framework are a significant potential
risk factor for the Bank. Various laws, regulations and other guidelines have
been introduced by governments and regulatory bodies to protect the interests
ofthe general public as wellas the Bank’s clients, employees and shareholders.
Changes to these laws, regulations and other guidelines, including those
that affect how they are interpreted and applied, could have an impact on
the Bank. In particular, they could limit its product and service offering or
enhance its competitors’ ability to rival the Bank’s offering with their own.
Also, in spite of the precautions the Bank takes to prevent such an eventuality,
failure to comply with laws, regulations and other guidelines could give rise
to penalties and fines likely to have an adverse impact on its financial results
and reputation.

The Bank ensures sound regulatory risk management by using a proactive
approach and emphasizing the integration of regulatory requirements in its
day-to-day operations, as well as ongoing communication to remind its
employees of the importance of complying with laws and regulations.
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Regulatory risk management ensures that events stemming from
regulatory non-compliance that could have an impact on the activities and
reputation of the Bank and its subsidiaries are proactively identified and
understood and that mitigating strategies are implemented. It also allows
the Bank to obtain reasonable assurance that it is in compliance with
legislation, regulations, principles, standards, directives, guidelines,
decisions, recommendations, codes of practice and voluntary commitments
relevant to its operations.

The implementation of a regulatory risk management framework across
the Bank is entrusted to the Corporate Compliance Service, which is
mandated to:

- make sure that policies and procedures that ensure compliance with
the regulations in effect in all territories where the Bank and its
subsidiaries operate, including regulations related to money laundering
and terrorist financing activities, are in place and operational;

- develop compliance training and information programs for employees
of the Bank and its subsidiaries;

- exercise independent oversight of compliance by the Bank and its
subsidiaries with policies and procedures; and

- referrelevant matters with respect to compliance and money laundering
and terrorist financing to the Bank’s Board of Directors.

The Bank has high regulatory risk management standards in order to
earn the trust of its clients, its shareholders, the market and the general public.

Reputation Risk Management

Reputation risk is the risk that the Bank’s operations or practices will be
judged negatively by the public, whether that judgment is with or without
basis, thereby adversely affecting the perception, image ortrademarks of the
Bank, potentially resulting in costly litigation or loss of income. Reputation
risk generally arises from a deficiency in managing another risk. The Bank’s
reputation may, for example, be adversely affected by non-compliance with
laws and regulations or by process failures. All risks must therefore be
managed effectively in order to protect the Bank’s reputation.

The Bank seeks to ensure that its employees are constantly aware of
the potential repercussions of their actions on the Bank’s reputation and
image. In addition to the previously discussed operational risk management
initiatives, a variety of mechanisms are in place to support sound reputation
risk management, including codes of professional conduct applicable to all
employees, policies regarding ethics and corporate governance and
appropriate training programs.
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The Bankalso has a policy, approved by the Board, that covers reputation
risk stemming from complex structured financing transactions and other
transactions that may give rise to reputation issues. The policy sets the
reputation risk management rules and practices applicable to these
transactions. The policy is complemented by the special provisions of the
new products and activities policy, which determines the approvals required
by the various committees that assess risk whenever new products or activities
are introduced within the business units. These provisions are intended,
among other things, to provide oversight for the management of reputation
risk, which may be material for such products or activities. The new products
and activities policy requires that any new product or activity for which the
reputation risk is determined to be high be submitted to the Global Risk
Committee for approval.

The activities of the Corporate Compliance Service, Legal Affairs
Department, Corporate Secretary’s Office, Public Relations Department and
Investor Relations Department complete the reputation risk management
framework.

Environmental Risk Management

Environmental risk is the risk of a loss or of injury to the Bank’s reputation,
arising from environmental concerns related to the Bank or its clients.
Environmental risk is often associated with credit risk and operational risk.

Environmental risk means any impact of environmental problems that
leads to a loss of financial or operational value or affects the Bank’s reputation.
This risk arises from commercial and operating activities. For example,
environmental issues related to the purchase or sale of contaminated
properties by clients of the Bank or the deployment of large-scale projects
could expose the Bank to credit and reputation risk. The Bank would also be
forced to deal with operationalrisk and the risk related to the legal environment
when environmental issues arise in its branches or administrative offices.

Inthis context, the Risk Management Group develops requirements that
are prescribed in its internal policies in order to reveal, assess, control and
monitor environmental risk. For their part, the operating segments and
corporate units must integrate requirements and controls related to the
management of environmental risk in their activities. The Risk Management
Group monitors its application and regularly reviews the standards.
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OTHER RISK FACTORS

In addition to the risks described in the Risk Management section, other
factors may have an impact on the Bank’s future results.

General Business and Economic Conditions

Although the Bank operates primarily in Canada, it also has business
operations in the United States and other countries. The economic and
business conditions in these countries can therefore affect the Bank’s
revenues. Such conditions include short and long-term interest rates, inflation,
fluctuations in debt securities markets and financial markets, exchange rates,
the debt crisis affecting certain European countries, volatility of the subprime
mortgage market in the United States and related markets, the tightening of
liquidity in various financial markets, the strength of the economy, and the
level of the Bank’s business activity. All of these factors affect the business
and economic conditions in a given geographic region and, consequently,
affect the Bank’s level of business activity and resulting earnings in that
region.

Currency rate movements in the United States and other countries in
which the Bank does business can significantly impact the Bank’s financial
position and future earnings as a result of foreign currency translation
adjustments. A rising Canadian dollar may therefore adversely affect the
earnings of the Bank’s SME and corporate clients, particularly if those clients
are present in export-oriented sectors.

The monetary policies of the Bank of Canada and the U.S. Federal Reserve
as well as other interventionist measures in capital markets by public
organizations have repercussions on the Bank’s revenues. Changes in the
money supply and the general level of interest rates can impact the Bank’s
profitability. The Bank has no control over changes in monetary policies or
capital market conditions.

Level of Competition

The extent of competition in the markets where the Bank operates has an
impact on its performance. Retaining clients hinges on several factors,
including the price of products and services, quality of service, and changes
to the products and services offered.

Acquisitions

The Bank’s ability to successfully complete an acquisition is often conditional
on regulatory approval, and the Bank cannot be certain when or under what
conditions, if any, approval will be granted. Acquisitions may affect future
results depending on any difficulties the Bank experiences in integrating the
acquired company. If the Bank or its subsidiary encounters difficulty in
integrating the acquired business, maintaining the appropriate level of
governance over the acquired business, or retaining key officers within the
acquired business, these factors could prevent the Bank from realizing
expected revenue growth, cost savings, market share gains and other
projected benefits from the acquisition.

Ability to Attract and Retain Key Officers

The Bank’s future performance depends largely on its ability to attract and
retain key officers. There is intense competition for the best people in the
financial services industry, and there is no assurance that the Bank, or any
entity it acquires, will be able to continue to attract and retain key officers.

Commercial Infrastructure and Outsourcing Agreements

Third parties provide the essential components of the Bank’s commercial
infrastructure, such as Internet connections and access to network and other
communications services. The Bank is also party to major outsourcing
agreements for IT support and for cash management and processing.
Interruptions in these services can adversely affect the Bank’s ability to
provide products and services to its clients and conduct its business.

Accounting Policies, Methods and Estimates Used by the Bank

The accounting policies and methods used by the Bank determine how the
Bank reports its financial position and operating results and may require
management to make estimates or rely on assumptions about matters that
are inherently uncertain. Any changes to these estimates and assumptions
may have a significant impact on the Bank’s operating results and financial
position.

Other Factors

Lastly, other factors that could affect the Bank’s future results include
amendments to tax legislation, unexpected changes in consumer spending
and saving habits, technological advances, the timely development and
launch of new products and services, the ability to successfully realign its
organizational structure, resources and processes, the ability to activate a
business continuity plan within a reasonable time, the potential impact of
international conflicts or natural catastrophes on the Bank’s activities, and
the Bank’s ability to foresee and effectively manage the risks associated with
these factors through rigorous risk management.
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QUARTERLY RESULTS

(millions of Canadian dollars, except per share amounts) 2012
Total Q4 Q3 Q2 Q1
Income Statement data
Net interest income 2,338 593 579 574 592
Otherincome 2,975 757 642 925 651
Total revenues 5,313 1,350 1,221 1,499 1,243
Provisions for credit losses 180 46 40 49 45
Operating expenses 3,173 869 752 793 759
Income taxes 326 84 50 104 88
Non-controlling interests
Net income 1,634 351 379 558 351
Non-controlling interests 73 18 19 17 19
Net income attributable to the Bank's shareholders 1,561 333 360 536 332
Earnings per common share
Basic S 9.40 S 199 S 216 S 3.25 S 2.00
Diluted 9.32 1.97 2.14 3.22 1.99
Dividends (per share)
Common S 3.08 S 0.79 S 0.79 S 075 S 0.75
Preferred
Series 15 1.4625 0.3656 0.3656 0.3657 0.3656
Series 16 1.2125 0.3031 0.3031 0.3032 0.3031
Series 20 1.5000 0.3750 0.3750 0.3750 0.3750
Series 21 1.3438 0.3360 0.3360 0.3359 0.3359
Series 24 1.6500 0.4125 0.4125 0.4125 0.4125
Series 26 1.6500 0.4125 0.4125 0.4125 0.4125
Return on common shareholders’ equity 24.5% 19.8% 21.7% 35.0% 21.9%
Total assets 177,903 179,823 176,463 175,252
Long-term financial liabilities® 2,470 2,479 2,461 1,496
Net impaired loans 179 158 130 159
Number of common shares outstanding (thousands)
Average — Basic 161,387 161,763 161,829 161,343 160,611
Average — Diluted 162,873 163,190 163,231 163,117 162,097
End of period 161,308 161,959 161,911 160,920
Per common share
Book value S 40.04 S 39.64 S 39.17 S 3691
Stock trading range
High 81.27 77.51 77.39 81.27 77.94
Low 63.27 73.89 71.05 75.05 63.27
Number of employees 19,920 20,183 19,785 19,990
Number of branches in Canada 451 449 449 447

(1)  These figures are presented in accordance with previous Canadian GAAP.
(2)  Subordinated debt.
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2011 2010?

Total Q4 Q3 Q2 Q1 Total Q4 Q3 Q2 Q1

2,330 586 569 560 615 1,933 507 502 444 480

2,336 583 588 618 547 2,351 580 561 606 604

4,666 1,169 1,157 1,178 1,162 4,284 1,087 1,063 1,050 1,084

184 50 29 50 55 144 37 28 36 43

2,911 764 742 710 695 2,822 719 684 663 756

275 63 50 91 71 221 28 64 76 53

63 16 16 14 17

1,296 292 336 327 341 1,034 287 271 261 215
72 18 18 17 19
1,224 274 318 310 322

$ 7.00 $ 1.63 $ 1.90 $  1.59 $ 1.88 $ 599 $ 167 $ 157 $ 151 $  1.23

6.92 1.62 1.87 1.57 1.86 5.94 1.66 1.56 1.50 1.22

$ 274 $ o071 $ o071 $ 0.66 $ 0.66 $ 248 $ 0.62 $ 0.62 $ 0.62 $ 0.62

1.4625 0.3656 0.3656 0.3657 0.3656 1.4625 0.3656 0.3656 0.3657 0.3656

1.2125 0.3031 0.3031 0.3032 0.3031 1.2125 0.3031 0.3031 0.3032 0.3031

1.5000 0.3750 0.3750 0.3750 0.3750 1.5000 0.3750 0.3750 0.3750 0.3750

1.3438 0.3360 0.3360 0.3359 0.3359 1.3438 0.3360 0.3360 0.3359 0.3359

1.6500 0.4125 0.4125 0.4125 0.4125 1.6500 0.4125 0.4125 0.4125 0.4125

1.6500 0.4125 0.4125 0.4125 0.4125 1.6500 0.4125 0.4125 0.4125 0.4125

20.2% 18.3% 21.4% 18.7% 22.2% 17.0% 18.0% 17.7% 18.0% 14.3%

166,854 163,599 165,231 162,754 145,302 146,333 150,705 134,321

2,000 1,989 1,974 1,985 2,033 2,019 1,976 2,022

175 162 173 194 162 176 246 259

162,425 161,112 162,164 163,414 163,044 162,054 162,372 162,133 161,978 161,730

164,255 162,771 164,365 165,520 164,811 163,337 163,751 163,259 163,298 163,036

160,474 162,298 162,740 163,593 162,772 162,340 162,228 161,810

$ 35.65 $ 35.19 $  34.96 $  34.75 $ 37.59 $ 36.01 $  34.48 $  34.63

81.44 73.51 81.44 80.56 71.49 67.87 67.87 62.69 64.01 64.62

64.86 66.65 74.05 69.99 64.86 54.45 55.53 54.45 56.62 56.51

19,431 19,217 18,492 18,407 18,322 18,438 18,248 17,946

448 442 441 441 442 442 444 444
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TABLE 1 — OVERVIEW OF RESULTS

Year ended October 31
(taxable equivalent basis)®

(millions of Canadian dollars) 2012 2011 2010? 2009? 2008?
Net interest income 2,510 2,506 2,139 2,109 1,980
Other income 2,975 2,336 2,351 2,172 2,062
Total revenues 5,485 4,842 4,490 4,281 4,042
Operating expenses 3,173 2,911 2,822 2,662 2,695
Contribution 2,312 1,931 1,668 1,619 1,347
Provisions for credit losses 180 184 144 305 144
Income before income taxes 2,132 1,747 1,524 1,314 1,203
Income taxes 498 451 427 400 375
Income before non-controlling interests 1,634 1,296 1,097 914 828
Non-controlling interests 63 60 52
Net income 1,634 1,296 1,034 854 776
Non-controlling interests 73 72
Net income attributable to the Bank's

shareholders 1,561 1,224
Average assets 181,344 165,942 140,360 140,978 128,319
(1)  Seethe Financial Reporting Method section on page 13.
(2)  These figures are presented in accordance with previous Canadian GAAP.
TABLE 2 — CHANGES IN NET INTEREST INCOME
Year ended October 31
(taxable equivalent basis)®
(millions of Canadian dollars) 2012 2011 2010%? 20092 20082
Personal and Commercial
Net interest income 1,629 1,572 1,515 1,413 1,390
Average assets 74,792 67,025 61,076 56,070 52,306
Net interest income as a % of average assets 2.18% 2.35% 2.48 % 2.52 % 2.66 %
Wealth Management
Net interest income 179 145 108 127 137
Average assets 1,157 1,026 940 873 693
Financial Markets
Net interest income 613 608 773 794 710
Average assets 78,385 73,998 65,469 97,805 87,196
Other
Net interest income 89 181 (257) (225) (257)
Average assets 27,010 23,893 12,875 (13,770) (11,876)
Total
Net interest income 2,510 2,506 2,139 2,109 1,980
Average assets 181,344 165,942 140,360 140,978 128,319

(1)  Seethe Financial Reporting Method section on page 13.

(2)  These figures are presented in accordance with previous Canadian GAAP.

(3)  Figures for 2009 and 2008 were not restated to reflect the transfer of Treasury activities from the Financial Markets segment to the Otherheading.
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TABLE 3 — OTHER INCOME

Year ended October 31
(taxable equivalent basis)®

(millions of Canadian dollars) 2012 2011 2010? 2009? 2008%
Underwriting and advisory fees 318 308 268 267 233
Securities brokerage commissions 343 327 301 282 319
Deposit and payment service charges 229 228 228 230 228
Trading revenues (losses) 233 (25) 93) 21 (249)
Gains (losses) on available-for-sale
securities, net 123 105 112 ©97) (88)
Card revenues 113 116 44 38 42
Credit fees 166 169 168 140 106
Insurance revenues 111 111 121 117 119
Revenues from acceptances, letters of
credit and guarantee 203 166 146 119 77
Securitization revenues - - 282 346 226
Foreign exchange revenues, other
than trading 94 105 109 110 121
Revenues from trust services and
mutual funds 480 426 375 327 354
Share in the net income of associates and
joint ventures 29 2 17 80 99
Other 533 298 273 192 475
2,975 2,336 2,351 2,172 2,062
Domestic 2,675 2,101 2,099 2,088 1,961
International
United States 223 185 160 5 240
Other 77 50 92 79 (139)
Otherincome as a % of total revenues
on a taxable equivalent basis® 54.2% 48.2 % 52.4 % 50.7 % 51.0 %
Otherincome as a % of total revenues
on a taxable equivalent basis and
excluding specified items® 50.7 % 48.1 % 52.2 % 53.6 % 50.8 %
(1)  Seethe Financial Reporting Method section on page 13.
(2)  These figures are presented in accordance with previous Canadian GAAP.
TABLE 4 — TRADING ACTIVITY REVENUES®™
Year ended October 31
(taxable equivalent basis)®
(millions of Canadian dollars) 2012 2011 20107 20099 @ 20089
Financial markets
Equities 249 241 243 205 148
Fixed-income securities 212 130 177 388 92
Commodities and foreign exchange 73 92 85 91 112
534 463 505 684 352
Other segments 154 (38) 28 9 36
Total 688 425 533 693 388

(1) Including net interest income and other income.
(2)  Seethe Financial Reporting Method section on page 13.

(3)  These figures are presented in accordance with previous Canadian GAAP.

(4)  Figures for 2009 and 2008 were not restated to reflect the transfer of Treasury activities from the Financial Markets segment to the Otherheading.
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TABLE 5 — PROVISONS FOR CREDIT LOSSES

Year ended October 31
(millions of Canadian dollars) 2012 2011 2010% 2009% 2008%

Provisions for credit losses on impaired loans

Personal 138 141 95 95 75

Commercial 35 63 42 53 59

Corporate 4 (5) 2 27 2

Real estate 3 - 5 - -

Other - - - 4 19

Loan secured by restructured notes

of the MAV conduits - - - - 4

Total 180 199 144 179 121
Collective allowance on non-impaired loans® - (15) - 126 23
Total provisions for credit losses 180 184 144 305 144
Average loans and acceptances 84,009 73,575 59,014 56,236 53,053
Provisions for credit losses on impaired loans as

a % of average loans and acceptances 0.21 % 0.27 % 0.24 % 0.32 % 0.22 %%

Provisions for credit losses on impaired
and non-impaired loans as a % of
average loans and acceptances 0.21 % 0.25 % 0.24 % 0.54 % 0.27 %

Allowances for credit losses

Balance at beginning 608 638 642 471 430
IFRS-conversion adjustment 58
Provisions for credit losses 180 199 144 305 144
Write-offs (154) (193) (134) (103) (119)
Write-offs on credit cards (78) 1) (103) (105) (75)
Recoveries® 21 12 89 74 91
Reversal® - (15) - - -
Balance at end 577 608 638 642 471
Composition of allowances:

Portion related to securities - - 2 2 2
Individual and collective allowances on

impaired loans 208 232 207 184 138
Collective allowance on non-impaired loans® 369 376 429 456 331

(1)  Thefigures are presented in accordance with previous Canadian GAAP.

(2)  Provisions taken (reversed) for credit facilities granted to clients holding restructured notes of the MAV conduits.

(3)  Excluding the provisions for losses on loans secured by restructured notes of the MAV conduits.

(4)  Including exchange rate fluctuations and the $2 million portion applicable to securities in 2011.

(5)  During the year ended October 31, 2011, a $15 million reversal of allowances for credit losses taken for loans and credit facilities secured by restructured notes of the MAV conduits had
been recorded to the provisions for credit losses.

(6)  The collective allowance on non-impaired loans was established taking into account the Bank’s overall credit portfolio, except for an amount of $3 million (2011: $10 million; 2010: $121 million;
2009: $148 million; 2008: $23 million) created for loans and credit facilities secured by restructured notes of the MAV conduits.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
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TABLE 6 — OPERATING EXPENSES

Year ended October 31

(millions of Canadian dollars) 2012 2011 2010% 2009® 2008®
Salaries and staff benefits® 1,953 1,729 1,607 1,538 1,454
Occupancy 162 151 138 153 137
Technology 303 323 328 356 400
Amortization — premises and equipment 43 39 40 38 39
Amortization — technology 111 82 79 71 94
Communications 70 74 71 76 78
Professional fees 195 185 162 143 165
Restructuring charges® - - 22 - 66
Advertising and external relations 64 58 55 53 48
Stationery 22 25 25 24 24
Travel 19 19 17 15 19
Security and theft 30 22 17 18 15
Capital and payroll taxes 57 63 60 50 54
Other 144 141 201 127 102
Total 3,173 2,911 2,822 2,662 2,695
Domestic 2,953 2,683 2,609 2,477 2,490
International

United States 167 167 150 122 131

Other 53 61 63 63 74
Operating expenses as a % of total

revenues on a taxable equivalent basis® 57.8% 60.1% 62.9% 62.2% 66.7%

Operating expenses as a % of total
revenues on a taxable equivalent basis
and excluding specified items® 59.3 % 58.8 % 60.5 % 59.7 % 61.7 %

(1)  These figures are presented in accordance with previous Canadian GAAP.

(2)  Salaries and staff benefits for 2012 included an amount of $80 million (2011: $27 million) for severance pay charges.

(3)  The restructuring charges for 2010 had included $21 million in salaries and staff benefits and $1 million in professional fees and those of 2008 had included $49 million in salaries and staff
benefits and $17 million in professional fees.

(4)  See the Financial Reporting Method section on page 13.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

ADDITIONAL FINANCIAL INFORMATION

TABLE 7 — CHANGE IN AVERAGE VOLUMES

Year ended October 31
(taxable equivalent basis)®

(millions of Canadian dollars) 2012 2011 2010? 2009? 2008?
Average Average Average Average Average
volume Rate volume Rate volume Rate volume Rate volume Rate
S % $ % $ % $ % $ %
Assets
Deposits with financial institutions 7,025 0.24 6,211 0.24 3,362 0.06 2,069 0.58 7,361 2.81
Securities 59,519 2.08 61,277 1.98 57,072 2.05 53,888 2.24 46,017 2.61
Securities purchased under reverse
repurchase agreements and
securities borrowed 15,929 0.69 10,868 1.45 - - - - - -
Residential mortgage loans 31,846 3.27 27,638 3.88 15,898 3.73 15,314 4.23 15,990 5.15
Personal loans and credit card
receivables 25,236 4.32 22,585 4.43 19,315 3.41 16,726 3.63 13,965 6.07
Business and government loans 19,394 3.72 17,318 3.91 26,712 2.38 29,523 2.50 29,021 4.37
Net impaired loans (185) (0.96) (226) 0.79) (212) (0.76) (116) (1.29) (164) 0.79)
Interest-bearing assets 158,764 2.66 145,671 2.84 122,147 2.51 117,404 2.74 112,190 3.87
Other assets 22,580 20,271 18,213 23,574 16,129
Total assets 181,344 2.32 165,942 2.49 140,360 2.18 140,978 2.28 128,319 3.39
Liabilities and equity
Personal deposits 41,044 1.51 38,100 1.58 32,657 1.50 33,427 1.89 30,758 2.65
Deposit-taking institutions 7,801 0.24 8,501 0.24 7,466 0.28 8,380 0.71 8,162 3.07
Other deposits 47,319 0.92 43,284 0.74 40,207 0.75 36,072 1.12 34,607 2.02
96,164 1.12 89,885 1.05 80,330 1.01 77,879 1.41 73,527 2.40
Subordinated debt 1,927 4.54 1,886 4.88 1,895 5.32 2,030 5.01 1,886 5.21
Obligations other than deposits 43,431 1.23 37,751 1.55 34,589 0.74 31,857 0.80 31,652 1.92
Interest-bearing liabilities 141,522 o221l 129,522 1.26 116,814 0.81 111,766 1.00 107,065 2.21
Other liabilities 31,859 28,878 16,739 23,092 16,133
Equity 7,963 7,542 6,807 6,120 5,121
Liabilities and equity 181,344 0.94 165,942 0.98 140,360 0.67 140,978 0.79 128,319 1.85
Gross margin 1.38 1.51 1.51 1.49 1.54

(1)  Seethe Financial Reporting Method section on page 13.

(2)  These figures are presented in accordance with previous Canadian GAAP. Securities purchased under reverse repurchase agreements and securities borrowed were presented under Securities.

TABLE 8 — DISTRIBUTION OF GROSS LOANS BY BORROWER CATEGORY

As at October 31
(millions of Canadian dollars) 2012 2011 2010® 2009® 2008®
S % $ % $ % $ % $ %
Residential mortgage 33,538 40.3 28,921 39.1 15,806 27.3 14,961 28.1 15,366 29.4
Personal® 26,529 31.9 24,274 32.8 20,549 35.5 18,313 34.3 15,695 30.1
Non-residential mortgage 1,300 1.6 1,275 1.7 1,348 2.3 1,318 2.5 1,350 2.6
Agricultural and fishing 2,314 2.8 2,115 2.9 2,017 3.5 1,911 3.6 1,952 3.7
Finance and insurance 987 1.2 361 0.5 3,557 6.2 3,022 5.7 3,428 6.6
Manufacturing 2,363 2.8 2,292 3.1 2,097 3.6 2,153 4.0 2,219 4.3
Construction and real estate 2,239 2.7 1,739 2.4 1,390 2.4 1,399 2.6 1,264 2.4
Transportation and communications 1,861 2.2 1,682 2.3 1,437 2.5 1,165 2.2 890 1.7
Mines, quarries and energy 1,988 2.4 1,349 1.8 728 1.3 1,109 2.1 1,456 2.8
Wholesale and retail 3,823 4.6 3,201 4.3 2,549 4.4 2,119 4.0 1,932 3.7
Services 3,485 4.2 3,704 5.0 3,567 6.2 3,253 6.1 4,190 8.0
Other 2,822 3.3 3,059 4.1 2,779 4.8 2,554 4.8 2,468 4.7
83,249 100.0 73,972 100.0 57,824 100.0 53,277 100.0 52,210 100.0

(1)  These figures are presented in accordance with previous Canadian GAAP.
(2)  Including home equity lines of credit, consumer loans, credit card receivables and other personal loans.
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TABLE 9 — IMPAIRED LOANS

As at October 31
(millions of Canadian dollars) 2012 2011 2010% 2009% 2008%

Net impaired loans - by segment

Personal® 60 57 47 56 47

Commercial 58 81 79 90 80

Corporate 43 16 15 72 32

Real estate 18 21 21 5 7

Other - - - - 3
Total net impaired loans, net® 179 175 162 223 169
Gross impaired loans 387 407 369 407 307
Individual and collective allowances

on impaired loans 208 232 207 184 138
Net impaired loans 179 175 162 223 169
Provisioning rate 53.7% 57.0% 56.1% 45.2% 45.0%
As a % of average loans and acceptances 0.2% 0.2% 0.4% 0.4% 0.3%
As a % of common shareholders’ equity 2.5% 2.7 % 2.6 % 4.1% 3.6 %

(1)  These figures are presented in accordance with previous Canadian GAAP.

(2)  Including $30 million in net consumer loans in 2012 (2011: $26 million; 2010: $23 million; 2009: $32 million; 2008: $23 million).

(3)  Whenever a payment is contractually 90 days past due, unless the loan is fully secured and collection efforts are reasonably expected to result in repayment of the debt within 180 days.
For credit card receivables, they are written off when payment is 180 days in arrears.

TABLE 10 — DEPOSITS

As at October 31
(millions of Canadian dollars) 2012 2011 2010 2009 2008
S % $ % $ % $ % $ %

Personal® 43,905 47.1 40,433 47.3 38,767 47.4 39,990 53.2 37,200 48.9
Commercial® 23,890 25.6 18,154 21.2 12,661 15.5 13,007 17.3 12,171 16.0
Purchased funds 25,454 27.3 26,975 31.5 30,357 37.1 22,173 29.5 26,651 35.1
Total 93,249 100.0 85,562 100.0 81,785 100.0 75,170 100.0 76,022 100.0
Domestic 82,593 88.6 74,865 87.5 71,872 87.9 65,461 87.1 68,887 90.6
International

United States 9,545 10.2 10,144 11.9 8,204 10.0 7,114 9.5 2,858 3.8

Other 1,111 1.2 553 0.6 1,709 2.1 2,595 3.4 4,277 5.6
Total 93,249 100.0 85,562 100.0 81,785 100.0 75,170 100.0 76,022 100.0
Personal deposits as a %

of total assets 24.7 24.2 26.7 30.3 28.8

(1)  These figures are presented in accordance with previous Canadian GAAP.
(2)  Deposits distributed through third-party channels were classified with personal deposits to align them with ultimate holders.
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TABLE 11 - LIQUID ASSET PORTFOLIO

As at October 31

(millions of Canadian dollars) 2012 2011
Foreign Foreign
S currencies®” Total $ currencies® Total
Cash and deposits with financial institutions 789 1,247 2,036 1,171 559 1,730
Securities

Issued or guaranteed by governments 21,505 742 22,247 23,942 2,098 26,040
Issued or guaranteed by provinces 12,583 736 13,319 11,412 780 12,192
Other® 15,757 3,683 19,440 15,279 3,357 18,636
50,634 6,408 57,042 51,804 6,794 58,598
Repo-style transactions® 7,771 1,651 9,422 7,645 1,506 9,151
Cash-backed securities loans® 1,318 4,560 5,878 957 2,686 3,643
9,089 6,211 15,300 8,602 4,192 12,794
Total assets 59,723 12,619 72,342 60,406 10,986 71,392
Encumbered assets® (38,913) (272) (39,185) (36,189) (4,706) (40,895)
Total eligible assets 20,810 12,347 33,157 24,217 6,280 30,497

(1)  Assets recognized in foreign currencies and translated into Canadian dollars on the reporting date.

(2)  Includes securities issued or guaranteed by municipalities, school boards, U.S. agencies, certain debt securities and equity securities.

(3)  Securities purchased under reverse repurchase agreements and securities borrowed.

(4)  In the normal course of its financing and short-selling activities, and in accordance with market practices, the Bank pledges liquid assets as collateral. The encumbered assets therefore
include obligations related to securities borrowed, obligations related to assets sold under repurchase agreements, encumbered collateral, security-backed loans and borrowings and
mortgage-backed securities.

TABLE 12 - RISK-WEIGHTED ASSETS®

As at October 31

(millions of Canadian dollars) 2012 2011 2010 2009 2008
Balance Risk- Risk-
sheet weighted weighted
amount balance balance
Basel Il Basel | Basel Il Basel | Basel Il Basel | Basel Il Basel | Basel Il Basel |

Balance sheet assets
Cash resources 2,843 422 415 604 489 435 392 386 386 589 575
Securities 52,989 1,222 1,178 1,716 1,169 2,041 2,510 1,413 2,672 2,957 2,957
Securitization 1,909 766 - 234 - 264 - 611 - - -
Secured mortgage loans 31,236 3,369 6,208 2,995 4,842 2,107 5,290 4,326 6,015 4,307 7,653
Other loans 66,964 20,120 31,971 18,011 33,845 18,610 28,438 23,298 25,712 22,653 23,095
Other assets 21,962 7,557 11,037 6,638 9,928 5,455 7,959 7,438 7,395 5,978 5,987

177,903 33,456 50,809 30,198 50,273 28,912 44,589 37,472 42,180 36,484 40,267

Collective allowance on
non-impaired loans = 369 - 318 - 429 456 456 331 331
Total balance sheet assets 177,903 33,456 51,178 30,198 50,591 28,912 45,018 37,928 42,636 36,815 40,598

Off-balance-sheet assets
Letters of guarantee and

documentary letters of credit 1,334 1,367 1,270 1,396 1,076 1,223 1,476 1,476 1,674 1,674
Commitments to extend credit 5,630 8,252 4,918 7,684 5,634 7,283 4,989 6,621 4,074 5,126
Securitization 735 - 346 - 262 - 474 - - -
Derivative financial instruments

Interest rate contracts 1,098 437 1,036 393 1,118 334 424 296 364 248

Foreign exchange contracts 522 305 336 219 347 218 444 253 755 433

Equities, commodities and credit

derivative contracts 408 769 382 728 592 1,992 2,854 1,535 1,827 1,046
Total off-balance-sheet assets 9,727 11,130 8,288 10,420 9,029 11,050 10,661 10,181 8,694 8,527
Market risk items 2,631 1,579 2,478 2,346 3,226 2,819 3,894 3,459 6,623 5,765
Operational risk items 8,057 - 7,665 - 6,794 - 6,124 - 5,937 -
Adjustment factor 1,998 = 1,791 - 1,870 - - - - -

55,869 63,887 50,420 63,357 49,831 58,887 58,607 56,276 58,069 54,890

(1)  Figures for 2011 and years prior have not been restated to reflect the changeover to IFRS.
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TABLE 13 — SOURCES OF REGULATORY CAPITAL®

As at October 31
(millions of Canadian dollars) 2012 2011 2010 2009 2008
Basel Il Basel | Basel Il Basel | Basel Il Basel | Basel Il Basel | Basel Il Basel |
Total regulatory capital at beginning 8,499 8,962 8,697 9,201 8,399 8,533 7,679 7,717 6,116 6,116
IFRS-conversion adjustment (1,207) (1,107)
Internally generated capital
Net income 1,561 1,561 1,213 1,213 1,034 1,034 854 854 776 776
Dividends on common
and preferred shares (541) (541) (498) (498) (465) (465) (457) (457) (426) (426)
1,020 1,020 715 715 569 569 397 397 350 350
External financing
Eligible subordinated debt 499 499 (11) (11) 3) 3) (255) (255) 512 512
Preferred shares - - - - - - 315 315 374 374
Innovative instruments - - - - - - - - 450 450
Common shares 97 97 275 275 82 82 80 80 81 81
Repurchase of common shares (75) (75) 473) 473) - - - -
Repurchase of preferred shares - - (361) (361) - - - - - -
Non-controlling interests in subsidiaries (5) (5) 3 3 6 6 1 1 - -
516 516 (567) (567) 85 85 141 141 1,417 1,417
Other
Unrealized foreign exchange
gains (losses), net 119 119 3 - (33) (33) 29) 29) 127 127
Other® (189) (164) (349) (387) (323) 47 211 307 (331) (293)
(70) (45) (346) (387) (356) 14 182 278 (204) (166)
Regulatory capital generated (used) 1,466 1,491 (198) (239) 298 668 720 816 1,563 1,601
Total regulatory capital at end 8,858 9,346 8,499 8,962 8,697 9,201 8,399 8,533 7,679 7,717

(1)  Figures for 2011 and years prior have not been restated to reflect the changeover to IFRS.
(2)  Represents the change in the eligible amount of the collective allowance on non-impaired loans, amounts of regulatory capital deducted for goodwill, the eligible deduction for intangible

assets, certain investments in associates and joint ventures and amounts related to securitization transactions.
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TABLE 14 — CAPITAL ADEQUACY UNDER BASEL II®

As at October 31
(millions of Canadian dollars) 2012 2011 2010 2009
Risk- Risk- Risk- Risk-
weighted weighted weighted weighted
assets assets assets assets
Exposure at | Standardized AIRB
default®? Approach® Approach Other Total Total Total Total
Credit risk
Loans - Retail
Residential mortgages 35,704 85 3,578 3,663 3,242 2,256 4,326
Qualifying revolving retail 4,433 - 1,343 1,343 1,386 1,123 -
Other retail 11,995 930 4,552 5,482 5,222 5,297 7,853
Loans — Non-retail
Business 44,769 5,225 17,460 22,685 20,002 20,608 26,557
Sovereign 28,180 - 558 558 564 366 -
Financial institutions 44,840 177 2,190 2,367 1,927 1,889 1,697
Banking book equities® 483 - 483 483 863 1,389 1,131
Trading portfolio 5,931 225 1,630 1,855 1,616 1,994 3,635
Securitization 4,868 - 1,500 1,500 580 526 1,085
181,203 6,642 33,294 39,936 35,402 35,448 46,284
Regulatory scaling factor 1,998 1,998 1,791 1,870 -
Other assets 11,919 3,247 3,247 3,084 2,493 2,305
Total - Credit risk 193,122 6,642 35,292 3,247 45,181 40,277 39,811 48,589
Market risk 1,009 1,622 2,631 2,478 3,226 3,894
Operational risk 8,057 8,057 7,665 6,794 6,124
Total risk-adjusted assets 193,122 15,708 36,914 3,247 55,869 50,420 49,831 58,607
Tier 1 capital ratio 12.0% 13.6% 14.0% 10.7%
Total capital ratio 15.9 % 16.9% 17.5% 14.3%

(1)  Figures for 2011 and years prior have not been restated to reflect the changeover to IFRS.

(2)  Exposure at default is the expected gross exposure upon the default of an obligor. This amount is before any allowances for credit losses or partial write-offs and does not reflect the impact
of credit risk mitigation and collateral held.

(3)  Risk-weighted assets under the Standardized Approach reflect the impact of credit risk mitigation and collateral held.

(4)  Allthe equities held in the banking book as at October 31, 2009 are grandfathered under Basel Il and thus subject to a 100% risk-weighting until the end of 2017.
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TABLE 15 — REGULATORY CAPITAL AND CAPITAL RATIOS®

As at October 31
(millions of Canadian dollars) 2012 2011 2010 2009 2008
Basel Il Basel | Basel Il Basel | Basel Il Basel | Basel Il Basel | Basel Il Basel |
Tier 1 capital
Common shareholders’ equity 6,366 6,366 6,432 6,432 5,934 5,934 5,282 5,282 4,797 4,797
Unrealized foreign exchange gains
(losses), net of hedging activities
and after taxes, included in
Accumulated other comprehensive
income (12) (12) (130) (130) (133) (133) (100) (100) 71) 71)
Accumulated net after-tax realized
losses on available-for-sale
equity securities included in
Accumulated other comprehensive
income - - (14) (14) - - 11 (11) (88) (88)
Non-cumulative permanent
preferred shares 762 762 762 762 1,089 1,089 1,089 1,089 774 774
Innovative instruments® 975 975 975 975 975 975 971 971 828 828
Non-controlling interests® 23 23 28 28 25 25 19 19 18 18
8,114 8,114 8,053 8,053 7,890 7,890 7,250 7,250 6,258 6,258
Goodwill (1,063) (1,063) (1,001) (1,001) (744) (744) (746) (746) (740) (740)
Intangible assets in excess
of limit - - - - - - (35) (35) - -
Gains on sales recorded
upon securitizations - - 41) - (40) - 36) - 38) -
Shortfall in allowance (50%) - - 17) - - - - - - -
Investment in associates (247) - 81 - 79 - (118) - - -
Deduction for
securitization (restructured notes
of the MAV conduits) (94) - (59) - (57) - (50) - - -
6,710 7,051 6,854 7,052 6,970 7,146 6,265 6,469 5,480 5,518
Tier 2 capital
Subordinated debt 2,382 2,382 1,883 1,883 1,894 1,894 1,897 1,897 2,153 2,153
Eligible collective allowance
for credit risk 68 369 48 318 79 429 456 456 331 331
Accumulated net after-tax
unrealized gains on available-for-sale
equity securities included in
Accumulated other comprehensive
income 39 39 - - 13 13 - - - -
Excess Tier 1 qualifying
innovative instruments® - - - - - - 4 4 147 147
2,489 2,790 1,931 2,201 1,986 2,336 2,357 2,357 2,631 2,631
Investments in associates and
capital of insurance companies (247) (495) (210) 291) (202) (281) 173) 293) 432) (432)
Shortfall in allowance (50%) - - 17) - - - - - - -
First-loss protection - - - - - - - - - -
Deduction for securitization
(restructured notes of
the MAV conduits) (94) - (59) - (57) - (50) - - -
2,148 2,295 1,645 1,910 1,727 2,055 2,134 2,064 2,199 2,199
Total capital 8,858 9,346 8,499 8,962 8,697 9,201 8,399 8,533 7,679 7,717
Regulatory capital ratios
Tier 1 capital ratio 12.0 % 11.0 % 13.6 % 111 % 14.0 % 12.1 % 10.7 % 11.5 % 9.4 % 10.1 %
Total capital ratio 15.9 % 14.6 % 16.9 % 14.1 % 17.5 % 15.6 % 14.3 % 15.2 % 13.2 % 14.1 %
Tangible common equity ratio 8.9 % 83 % 10.2 % 8.4 % 9.8 % 8.6 % 6.9 % 7.2 % 6.4 % 6.8 %
Assets-to-capital multiple® 18.3 19.2 17.1 17.6 15.9 16.0 15.4 15.2 16.7 16.6

]
@

3)
@)

Figures for 2011 and years prior have not been restated to reflect the changeover to IFRS.

400,000 NBC CapS Il - Series 1 and 350,000 NBC CapS Il — Series 2 issued by NBC Asset Trust and the 225,000 NBC CapS - Series 1 issued by NBC Capital Trust and presented in

Non controlling Interests.

In 2012: excluding items included in /nnovative instruments. For 2011 and years prior: excluding 400,000 NBC CapS Il — Series 1 and 350,000 NBC CapS Il - Series 2 issued by NBC Asset
Trust, mutual funds and other consolidated entities.
The assets-to-capital multiple corresponds to total balance sheet assets and direct credit substitutes divided by total capital as defined by capital adequacy requirements.
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DECLARATION OF MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL REPORTING

The consolidated financial statements of National Bank of Canada (the Bank) have been prepared in accordance with section 308(4) of the Bank Act (Canada),
which states that, except as otherwise specified by the Office of the Superintendent of Financial Institutions (OSFI), the financial statements are to be prepared
in accordance with the International Financial Reporting Standards (IFRS), as issued by the International Accounting Standards Board (IASB) and set out in
the Canadian Institute of Chartered Accountants Handbook. None of the OSFI accounting requirements are exceptions to IFRS.

Management maintains the accounting and internal controls necessary to discharging its responsibility, which is to provide reasonable assurance that the
financial accounts are accurate and complete and that the Bank’s assets are adequately safeguarded. Controls that are currently in place include quality
standards on staff hiring and training; the implementation of organizational structures with clear divisions of responsibility and accountability for performance;
the Code of Professional Conduct; and the communication of operating policies and procedures.

As Chief Executive Officer and as Chief Financial Officer, we have overseen the evaluation of the design and operation of the Bank’s internal controls over
financial reporting in accordance with National Instrument 52-109, Certification of Disclosures in Issuers’ Annual and Interim Filings of the Canadian Securities
Administrators. Based on the evaluation work performed, we have concluded that the internal controls over financial reporting were effective as at
October 31, 2012 and that they provide reasonable assurance that the financial information is reliable and that the Bank’s consolidated financial statements
have been prepared in accordance with IFRS.

The Board of Directors (the Board) is responsible for reviewing and approving the financial information contained in the Annual Report. Acting through the
Audit and Risk Management Committee (the ARMC), the Board also oversees the presentation of the consolidated financial statements and ensures that
accounting and control systems are maintained. Composed of directors who are neither officers nor employees of the Bank, the ARMC is responsible, through
Internal Audit, for performing an independent and objective review of the Bank’s internal control effectiveness, i.e., governance processes, risk management
processes and control measures. Furthermore, the ARMC reviews the consolidated financial statements and recommends their approval to the Board.

The control systems are supported by the presence of Corporate Compliance, which exercises independent oversight in order to assist managers in effectively
managing regulatory risk and to obtain reasonable assurance that the Bank is compliant with regulatory requirements.

The Senior Vice-President of Internal Audit and the Vice-President of Corporate Compliance have direct access to the Chair of the ARMC and to the President
and Chief Executive Officer.

In accordance with the Bank Act (Canada), OSFI regularly examines the operations of the Bank to ensure that it is in a sound financial condition and that
depositors are protected.

The independent auditor, Samson Bélair/Deloitte &Touche s.e.n.c.r.l., whose report follows, was appointed by the shareholders on the recommendation of
the Board. The auditor had full and unrestricted access to the ARMC to discuss audit and financial reporting matters.

Louis Vachon Ghislain Parent

President and Chief Executive Officer Chief Financial Officer and Executive Vice-President
Finance and Treasury

Montreal, Canada, December 5, 2012
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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of National Bank of Canada

We have audited the accompanying consolidated financial statements of National Bank of Canada (the Bank), which comprise the consolidated balance sheets
as at October 31, 2012, October 31, 2011 and November 1, 2010, the consolidated income statements, the consolidated statements of comprehensive
income, the consolidated changes in equity and the consolidated cash flows for the years ended October31, 2012 and 2011, as well as a summary of significant
accounting policies and other explanatory information.

Management’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with International Financial
Reporting Standards as issued by the International Accounting Standards Board, and for such internal control as management determines is necessary to
enable the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud or error.

The auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted our audits in accordance with
Canadian generally accepted auditing standards. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material misstatement.

An auditinvolves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The procedures
selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the consolidated financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Bank as at October 31, 2012, as at

October31, 2011 and as at November 1, 2010, and its financial performance and its cash flows for the years ended October 31, 2012 and 2011 in accordance
with International Financial Reporting Standards as issued by the International Accounting Standards Board.

- . —
SM Gig %O!D/‘%:f e “’Aéé.e.a.a/l 5

Samson Bélair/Deloitte & Touche s.e.n.c.r.l. !

Montreal, Canada, December 5, 2012

*CPA auditor, CA, public accountancy permit No. A104644
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED BALANCE SHEETS

(millions of Canadian dollars)

As at October 31, As at October31, AsatNovember1,
2012 2011 2010
ASSETS
Cash and deposits with financial institutions 3,249 2,851 2,384
Securities Note 6
At fair value through profit or loss 44,524 47,450 43,775
Available-for-sale 10,374 9,142 9,318
54,898 56,592 53,093
Securities purchased under reverse repurchase agreements
and securities borrowed 15,529 12,507 14,085
Loans Note 7
Residential mortgage 33,538 28,921 25,402
Personal and credit card 26,529 24,274 21,919
Business and government 23,182 20,777 18,262
83,249 73,972 65,583
Allowances for credit losses (577) (608) (694)
82,672 73,364 64,889
Other assets
Customers’ liability under acceptances 8,250 7,394 5,946
Fair value of derivative financial instruments Note 16 6,696 8,224 8,122
Due from clients, dealers and brokers 1,661 1,779 2,906
Investments in associates and joint ventures Note 9 625 201 187
Premises and equipment Note 10 440 418 404
Goodwill Note 11 1,063 983 744
Intangible assets Note 11 778 607 480
Other Note 12 2,042 1,934 1,508
21,555 21,540 20,297
177,903 166,854 154,748
LIABILITIES AND EQUITY
Deposits Notes 4, 5 and 13
Personal 43,905 40,433 38,767
Business and government 46,223 40,524 33,927
Deposit-taking institutions 3,121 4,605 5,463
93,249 85,562 78,157
Other liabilities
Acceptances 8,250 7,394 5,946
Obligations related to securities sold short 18,124 18,146 18,350
Obligations related to securities sold under repurchase agreements
and securities loaned 19,539 20,268 17,730
Fair value of derivative financial instruments Note 16 5,600 7,470 6,219
Due to clients, dealers and brokers 1,959 1,351 3,131
Liabilities related to transferred receivables Note 4 15,398 12,905 11,455
Other Note 14 5,074 4,253 4,266
73,944 71,787 67,097
Subordinated debt Note 15 2,470 2,000 2,033
EQUITY
Equity attributable to the Bank’s shareholders
Preferred shares Note 18 762 762 1,089
Common shares Note 18 2,054 1,970 1,777
Contributed surplus Note 22 58 46 39
Retained earnings 4,091 3,366 3,139
Accumulated other comprehensive income 255 337 395
7,220 6,481 6,439
Non-controlling interests Note 19 1,020 1,024 1,022
8,240 7,505 7,461
177,903 166,354 154,748
Louis Vachon Paul Gobeil
President and Chief Executive Officer Director
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED INCOME STATEMENTS

(millions of Canadian dollars)

Year ended October 31 2012 2011

Interest income

Loans 3,037 2,917
Securities at fair value through profit or loss 926 880
Available-for-sale securities 147 157
Deposits with financial institutions 17 15
4,127 3,969
Interest expense
Deposits 805 627
Liabilities related to transferred receivables 427 431
Subordinated debt 87 92
Other 470 489
1,789 1,639
Net interest income 2,338 2,330

Other income

Underwriting and advisory fees 318 308
Securities brokerage commissions 343 327
Deposit and payment service charges 229 228
Trading revenues (losses) Note 21 233 (25)
Gains on available-for-sale securities, net 123 105
Card revenues 113 116
Credit fees 166 169
Insurance revenues 111 111
Revenues from acceptances, letters of credit and guarantee 203 166
Foreign exchange revenues, other than trading 94 105
Revenues from trust services and mutual funds 480 426
Share in the net income of associates and joint ventures 29 2
Other Note 27 533 298

2,975 2,336
Total revenues 5,313 4,666
Provisions for credit losses Note 7 180 184

5,133 4,482

Operating expenses

Salaries and staff benefits 1,953 1,729
Occupancy 205 190
Technology 414 405
Communications 70 74
Professional fees 195 185
Other 336 328
3,173 2,911
Income before income taxes 1,960 1,571
Income taxes Note 24 326 275
Net income 1,634 1,296
Non-controlling interests Note 19 73 72
Net income attributable to the Bank's shareholders 1,561 1,224
Dividends on preferred shares Note 18 43 53
Premium paid on preferred shares repurchased for cancellation Note 18 - 34
Net income attributable to common shareholders 1,518 1,137
Number of common shares outstanding (thousands) Note 25
Average — Basic 161,387 162,425
Average - Diluted 162,873 164,255
Earnings per common share (dollars) Note 25
Basic 9.40 7.00
Diluted 9.32 6.92
Dividends per common share (dollars) Note 18 3.08 2.74
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(millions of Canadian dollars)

Year ended October 31 2012 2011

Net income 1,634 1,296

Other comprehensive income, net of income taxes

Items that will be reclassified subsequently to net income

Net unrealized foreign currency gains (losses) on translating financial statements of foreign operations (20) (34)

Impact of hedging net foreign currency translation gains (losses) 5 37
Net change in unrealized foreign currency translation gains (l ),

net of hedging activities (15) 3

Net unrealized gains (losses) on available-for-sale securities 63 118

Reclassification to net income of net (gains) losses on available-for-sale securities (79) (125)
Net change in unrealized gains (losses) on available-for-sale securities,

net of fair value hedge transactions (16) )

Net gains (losses) on derivative financial instruments designated as cash flow hedges ) 32

Reclassification to net income of net (gains) losses on designated derivative financial instruments (54) (87)
Net change in gains (losses) on derivative financial instruments

designated as cash flow hedges (56) (55)

Item that will not be reclassified subsequently to net income

Actuarial gains and losses on employee benefit plans (233) (65)
Share in the other comprehensive income of associates and joint ventures 1 1
Total other comprehensive income, net of income taxes (319) (123)
Total comprehensive income 1,315 1,173

Total comprehensive income attributable to:
Shareholders of the Bank 1,246 1,101
Non-controlling interests 69 72

INCOME TAXES — OTHER COMPREHENSIVE INCOME

The following table presents the income tax expense or recovery for each component of other comprehensive income:

Year ended October 31 2012 2011
Net unrealized foreign currency gains (losses) on translating financial statements of foreign operations (1) (5)
Impact of hedging net foreign currency translation gains (losses) 6 11
Net unrealized gains (losses) on available-for-sale securities 26 42
Reclassification to net income of net (gains) losses on available-for-sale securities (34) (43)
Net gains (losses) on derivative financial instruments designated as cash flow hedges (1) 4
Reclassification to net income of net (gains) losses on designated derivative financial instruments (20) (32)
Actuarial gains and losses on employee benefit plans (86) (24)
Total income taxes (recovery) (110) (47)
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(millions of Canadian dollars)

Year ended October 31 2012 2011
Preferred shares at beginning Note 18 762 1,089
Repurchase of Series 21, 24 and 26 preferred shares for cancellation - (327)
Preferred shares at end 762 762
Common shares at beginning Note 18 1,970 1,777
Issuances of common shares

Stock Option Plan 93 100

Acquisitions Note 27 2 169

Other 2 ()
Repurchase of common shares for cancellation Note 18 (13) (74)
Common shares at end 2,054 1,970
Contributed surplus at beginning 46 39
Stock option expense Note 22 15 17
Stock options exercised (10) 1)
Other 7 O]
Contributed surplus at end 58 46
Retained earnings at beginning 3,366 3,139
Net income attributable to the Bank's shareholders 1,561 1,224
Dividends Note 18

Preferred shares (43) (53)

Common shares (498) (445)
Premium paid on common shares repurchased for cancellation Note 18 (62) (399)
Premium paid on preferred shares repurchased for cancellation Note 18 - (34)
Share issuance and other expenses, net of income taxes - )
Actuarial gains and losses on employee benefit plans (233) (65)
Other - 1
Retained earnings at end 4,091 3,366
Accumulated other comprehensive income at beginning 337 395
Net change in unrealized foreign currency translation gains (losses), net of hedging activities (15) 3
Net change in unrealized gains (losses) on available-for-sale securities,

net of fair value hedge transactions (16) @)
Net change in gains (losses) on derivative financial instruments designated as cash flow hedges (52) (55)
Share in the other comprehensive income of associates and joint ventures 1 1
Accumulated other comprehensive income at end 255 337
Equity attributable to the Bank’s shareholders 7,220 6,481
Non-controlling interests at beginning 1,024 1,022
Net income attributable to non-controlling interests 73 72
Other comprehensive income attributable to non-controlling interests ) -
Change in non-controlling interests (73) (70)
Non-controlling interests at end 1,020 1,024
Equity 8,240 7,505
ACCUMULATED OTHER COMPREHENSIVE INCOME

As at October 31,  As at October 31,
2012 2011
Accumulated other comprehensive income
Unrealized foreign currency translation gains (losses), net of hedging activities (12) 3
Unrealized gains (losses) on available-for-sale securities, net of fair value hedge transactions 164 180
Gains (losses) on derivative financial instruments designated as cash flow hedges 101 153
Share in the other comprehensive income of associates and joint ventures 2 1
255 337
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF CASH FLOWS

(millions of Canadian dollars)

Year ended October 31 2012 2011
Cash flows from operating activities
Net income 1,634 1,296
Adjustments for:
Provisions for credit losses 180 184
Amortization of premises and equipment and intangible assets 143 127
Impairment of intangible assets 18 -
Gain on the sale of Natcan Investment Management Inc.'s operations Note 27 (271) -
Write-off of goodwill and intangible assets Notes 11 and 27 31 =
Deferred tax assets and liabilities 33 54
Losses (gains) on sales of available-for-sale securities, net (159) (144)
Impairment of available-for-sale securities 36 39
Stock option expense 15 17
Change in operating assets and liabilities:
Securities at fair value through profit or loss 2,926 (3,675)
Securities purchased under reverse repurchase agreements and securities borrowed (3,022) 1,578
Loans (9,488) (8,659)
Investments in associates and joint ventures (255) (14)
Deposits 7,687 7,405
Obligations related to securities sold short (23) (204)
Obligations related to securities sold under repurchase agreements
and securities loaned (729) 2,538
Fair value of derivative financial instruments, net (264) 1,233
Due from and to clients, dealers and brokers, net 726 (653)
Change in liabilities related to transferred receivables 2,553 1,466
Interest and dividends receivable and interest payable 55 B
Current tax assets and liabilities 100 (69)
Change in other items 251 (411)
2,177 2,077
Cash flows from financing activities
Issuances of common shares 85 98
Repurchase of common shares for cancellation (75) 473)
Repurchase of preferred shares for cancellation - 3B61)
Issuance of subordinated debt 1,000 -
Repurchase of subordinated debt (501) (10)
Dividends paid on shares (528) (490)
Change in other items (388) (125)
(407) (1,361)
Cash flows from investing activities
Acquisition of Wellington West Holdings Inc. Note 27 - (102)
Acquisition of the advisory business of HSBC Securities (Canada) Inc. Note 27 109 -
Sale of Natcan Investment Management Inc.'s operations Note 27 86 =
Purchases of available-for-sale securities (7,468) (13,775)
Sales of available-for-sale securities 6,269 13,895
Net change in premises and equipment (176) (136)
Net change in intangible assets (191) (132
(1,371) (250)
Impact of currency rate movements on cash and cash equivalents (1) 1
Increase in cash and cash equivalents 398 467
Cash and cash equivalents at beginning 2,851 2,384
Cash and cash equivalents at end® 3,249 2,851
Supplementary information about cash flows from operating activities
Interest paid 1,741 1,544
Interest and dividends received 4,120 4,095
Income taxes paid 150 297

(1)  This item is the equivalent of Consolidated Balance Sheet item Cash and deposits with financial institutions. The Bank is required to maintain balances with central banks and other
regulatory authorities. The total balances were $228 million as at October 31, 2012 ($427 million as at October 31, 2011). In addition, $11 million was held in escrow as at October 31,
2012 ($22 million as at October 31, 2011). For additional information, see Note 27.
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS

(millions of Canadian dollars)

Note 1  Basis of Presentation and Summary of Significant Accounting Policies 95 Note 18  Share Capital 157
Note 2 Future Accounting Policy Changes 108 Note 19  Non-Controlling Interests 162
Note 3  FairValue of Financial Instruments 109 Note 20  Capital Disclosure 164
Note 4  Financial Instruments Designated as at Fair Value Through Profit or Loss 119 Note 21  Trading Activity Revenues 165
Note 5 Management of the Risks Associated with Financial Instruments 120 Note 22  Share-Based Payments 166
Note 6  Securities 131 Note 23 Employee Benefits 169
Note 7 Loans 137 Note 24  Income Taxes 172
Note 8  Financial Assets Transferred But Not Derecognized 143 Note 25  Earnings Per Share 173
Note 9  Associates and Joint Ventures 144 Note 26  Guarantees, Commitments and Contingent Liabilities 174
Note 10  Premises and Equipment 146 Note 27  Acquisitions and Disposal 178
Note 11  Goodwill and Intangible Assets 147 Note 28  Special Purpose Entities 180
Note 12 Other Assets 149 Note 29  Related Party Disclosures 182
Note 13  Deposits 149 Note 30 Interest Rate Sensitivity Position 184
Note 14  Other Liabilities 149 Note 31  Segment Disclosures 185
Note 15  Subordinated Debt 150 Note 32  Events After the Consolidated Balance Sheet Date 186
Note 16  Derivative Financial Instruments 151 Note 33  First-Time Adoption of International Financial Reporting
Note 17  Hedging Activities 155 Standards (IFRS) 187

NOTE 1 — BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

National Bank of Canada (the Bank) is a financial institution incorporated and domiciled in Canada and whose shares are listed on the Toronto Stock Exchange.
Its head office is located at 600 De La Gauchetiére Street West in Montreal, Quebec, Canada. The Bank is a chartered bank under Schedule 1 of the Bank Act
(Canada) and is regulated by the Office of the Superintendent of Financial Institutions Canada (OSFI).

The Bank provides integrated financial services to consumers, small- and medium-sized enterprises, and large corporations and operates three business
segments, namely, the Personal and Commercial segment, the Wealth Management segment, and the Financial Markets segment. Its full line of services
include banking and investing solutions for individuals and business, securities brokerage, insurance and wealth management.

On December 5, 2012, the Board of Directors authorized the publication of the Bank’s audited annual consolidated financial statements (the consolidated
financial statements) for the year ended October 31, 2012.

Basis of Presentation

The consolidated financial statements of the Bank have been prepared in accordance with section 308(4) of the Bank Act (Canada), which states that, except
as otherwise specified by OSFI, the financial statements are to be prepared in accordance with the International Financial Reporting Standards (IFRS), as issued
by the International Accounting Standards Board (IASB) and set out in the Canadian Institute of Chartered Accountants Handbook. None of the OSFl accounting
requirements are exceptions to IFRS.

As these are the Bank’s first annual consolidated financial statements prepared in accordance with IFRS, the Bank applied /FRS 1 - First-Time Adoption of
International Financial Reporting Standards (IFRS 1). Previously, the Bank had been applying Canadian generally accepted accounting principles (previous
Canadian GAAP). The IFRS standards in effect as at October 31, 2012 have been applied retroactively, except for selected optional exemptions and mandatory
exceptions under IFRS 1. The accounting policies described below have been applied consistently to all periods presented, including the opening Consolidated
Balance Sheet as at November 1, 2010 (transition date). The impact of first-time adoption of IFRS on the Bank’s consolidated financial statements is explained
in Note 33.

Unless otherwise indicated, all amounts are expressed in Canadian dollars.
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS
NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS
(millions of Canadian dollars)

NOTE 1 — BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

Summary of Significant Accounting Policies

Judgments, Estimates and Assumptions

In preparing consolidated financial statements in accordance with IFRS, management must exercise judgment and make estimates and assumptions that
affect the reporting date carrying amounts of assets and liabilities, net income and related information. Furthermore, certain accounting policies require
complex judgments and estimates because they apply to matters that are inherently uncertain, in particular the accounting policies applicable to allowances
for credit losses, the fairvalue determination of financial instruments, the impairment of available-for-sale securities, the impairment of non-financial assets,
pension plans and other post-retirement benefits, income taxes, provisions, consolidation of special purpose entities and derecognition of financial assets.
As such, actual results could differ from these estimates, in which case the impact is recognized in the consolidated financial statements of future fiscal
periods. The accounting policies in this note provide greater detail about our use of estimates and assumptions and reliance on judgment.

Basis of Consolidation

Subsidiaries

The consolidated financial statements include all of the assets, liabilities, operating results and cash flows of the Bank and of all the subsidiaries and special
purpose entities controlled by the Bank, after elimination of intercompany transactions and balances.

Entities qualify as subsidiaries when the Bank has the power to govern their financial and operating policies so as to obtain benefits from their activities,
generally accompanying a shareholding of more than one-half of the voting rights. The existence and effect of potential voting rights that are currently exercisable
and the holding of instruments convertible into voting shares are taken into account when determining whether the Bank controls an entity.

Special purpose entities (SPEs) are entities created to accomplish a narrow and well-defined objective. An SPE is consolidated when the Bank concludes,
following an evaluation of the substance of the relationship and the risks and rewards of the entity, that it controls that entity. Indicators of control include,
among other factors, an assessment as to whether:

—  the activities of the SPE are being conducted on behalf of the Bank according to its specific business needs so that it obtains benefits from the SPE’s
operations;

—  the Bank has decision-making powers to obtain the majority of the benefits of the activities of the SPE;

—  the Bank has the rights to obtain the majority of the benefits of the SPE and therefore may be exposed to risks incident to the activities of the SPE; or

—  the Bank retains the majority of the residual or ownership risks related to the SPE or its assets in order to obtain the benefits from its activities.

The assessment of control is performed at the inception of the relationship with the entity and is based on existing arrangements. The Bank reassesses its
control over an entity whenever there is a change in its relationship with the entity.

Non-controlling interests

Non-controlling interests in subsidiaries represent the equity interests of third parties in the Bank’s subsidiaries and are presented in total Equity, separately
from the Equity attributable to the Bank’s shareholders. The non-controlling interests’ proportionate share in the netincome and other comprehensive income
of the Bank’s subsidiaries are presented in total net income and total comprehensive income, respectively.

With respect to units issued to third parties by mutual funds and certain other funds that are consolidated, they are presented at fair value in Other liabilities -
Otherof the Consolidated Balance Sheet if certain conditions are met and the units meet the definition of a liability.

Lastly, changes in ownership interests in subsidiaries that do not result in a loss of control are recognized as equity transactions. The difference between the
adjustmentin the carrying value of the non-controlling interest and the fairvalue of the consideration paid or received is recognized directly in equity attributable
to the Bank’s shareholders.

Investments in associates and joint ventures

The Bank exercises significant influence over a company when it has the power to participate in the financial and operating policy decisions of the investee.
The Bank exercises joint control over a company when it shares control over economic activities in accordance with a contractual arrangement and when the
strategic financial and operating decisions of the company require the unanimous consent of the parties sharing control.

National Bank of Canada

96 2012 Annual Report



AUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS
(millions of Canadian dollars)

Investments in associates, i.e., entities over which the Bank exercises significant influence, and investments in joint ventures, i.e., those over which it exercises
joint control, are accounted for using the equity method, whereby the investment is initially recorded at cost and the Bank’s share in the net income and in
the other comprehensive income following the acquisition are recognized in Otherincomein the Consolidated Income Statement and in Other comprehensive
income in the Consolidated Statement of Comprehensive Income, respectively. The carrying value of the investment is adjusted by an equivalent amount in
the Consolidated Balance Sheet.

Foreign Currencies
The consolidated financial statements are presented in Canadian dollars, which is the Bank’s functional and presentation currency. Each entity in the group
determines its own functional currency, and items included in the financial statements of each entity are measured using that currency.

Monetary assets and liabilities denominated in foreign currencies are translated into the functional currency using the rate in effect on the date of the
Consolidated Balance Sheet. Translation gains and losses are recognized in Other income in the Consolidated Income Statement. Revenues and expenses
denominated in foreign currencies are translated at the average exchange rates for the period. Non-monetary assets and liabilities are translated into the
functional currency at historical rates. Non-monetary items denominated in foreign currencies measured at fair value are translated using the exchange rate
in effect on the date fair value is determined, and the translation gains or losses are recognized in the Consolidated Income Statement. Translation gains or
losses on non-monetary items classified as available for sale are recognized in Other comprehensive income. Upon disposal or due to impairment of a
non-monetary item classified as available for sale, the deferred translation gains or losses are reclassified, in whole or in part, from Accumulated other
comprehensive incometo Other income of the Consolidated Income Statement.

In the consolidated financial statements, the assets and liabilities of all foreign operations are translated into the Bank’s functional currency using the rate
in effect on the Consolidated Balance Sheet date, whereas the revenues and expenses of such foreign operations are translated into the Bank’s functional
currency atthe average exchange rate for the period. Any goodwill resulting from the acquisition of a foreign operation, which does not have the same functional
currency as the parent company, and any fair value adjustments to the carrying amounts of assets and liabilities resulting from the acquisition, are treated as
assets and liabilities of the foreign operation and translated using the rate in effect on the Consolidated Balance Sheet date. Gains and losses on translating
the financial statements of foreign operations, along with related hedge and tax effects, are presented in Other comprehensive income. Upon disposal of an
operation, the deferred cumulative amount recognized in Accumulated other comprehensive incomerelating to that particular foreign operation is reclassified
to Other income of the Consolidated Income Statement.

Classification and Measurement of Financial Instruments

In accordance with the accounting framework for financial instruments, all financial assets and liabilities must be classified based on their characteristics,
management’s intention, or choice of category in certain circumstances. When initially recognized, all financial assets are classified as measured at fair value
through profit or loss, held to maturity, available for sale, or loans and receivables, while financial liabilities are classified as measured at fair value through
profit or loss or as financial liabilities at amortized cost. Debt securities that are not quoted in an active market can be classified as loans and receivables,
and impairment is determined using the same model as for loans. Loans and receivables that the Bank intends to sell immediately or in the near term must
be classified at fair value through profit or loss, whereas loans and receivables for which the Bank may not recover substantially all of its initial investment,
for reasons other than credit deterioration, must be classified as available for sale.

When they are initially recognized, all financial assets and liabilities, including derivative financial instruments, are recorded at fair value in the Consolidated
Balance Sheet. In subsequent periods, they are measured at fair value, except for items that are classified in the following categories, which are measured at
amortized cost using the effective interest rate method: financial assets held to maturity, loans and receivables, and financial liabilities at amortized cost.

Under the fair value option, a financial asset or liability may be irrevocably designated as at fair value through profit or loss when it is initially recognized.
Financial instruments thus designated are accounted for underthe fairvalue option, and any change in fairvalue is recorded in Otherincomein the Consolidated
Income Statement. Interest income and expenses resulting from these financial instruments are recorded in Net interest income in the Consolidated Income
Statement. The Bank may use the option in the following cases:

- If, consistent with a documented risk management strategy, using this option allows the Bank to eliminate or significantly reduce the measurement or
recognition disparity of measuring financial assets or liabilities on a different basis, and if the fair values are reliable; or

- Ifagroup of financial assets and financial liabilities to which an instrument belongs is managed and its performance is evaluated on a fair value basis,
in accordance with the Bank’s documented risk management or investment strategy, and information is provided on that basis to senior management.
Consequently, the Bank may use the fair value option if it has implemented a documented risk management strategy to manage the group of financial
instruments together on the fair value basis, if it can demonstrate that significant financial risks are eliminated or significantly reduced, and if the fair
values are reliable; or

- Forhybrid financial instruments with one or more embedded derivatives that would significantly modify the cash flows of the financial instruments and
that would otherwise be bifurcated and accounted for separately.

National Bank of Canada

2012 Annual Report 97



AUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS
(millions of Canadian dollars)

NOTE 1 — BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont)

Establishing Fair Value

The fair value of a financial instrument is the amount of consideration for which the financial instrument would be exchanged in an arm’s length transaction
between knowledgeable, willing parties who are under no compulsion to act. The best evidence of the fair value of a financial instrument at initial recognition
is the transaction price, i.e., the fair value of the consideration received or paid. It is not always possible to obtain the fair value of over-the-counter (OTC)
transactions or transactions executed on illiquid or inactive markets. If the market for a financial instrument is not active, the Bank establishes fairvalue using
a valuation technique that primarily makes use of observable market inputs. Such valuation techniques include using available information following recent
market transactions, reference to the current fair value of a comparable financial instrument, discounted cash flow analysis, option pricing models, and all
other valuation techniques commonly used by market participants where it has been demonstrated that the technique provides reliable estimates.

In cases where fair value is established using valuation models, the Bank makes assumptions about the amount, the timing of estimated future cash flows
and the discount rates used. These assumptions are based primarily on observable market inputs such as interest rate yield curves, foreign exchange rates,
credit curves as well as price and rate volatility factors. When one or more significantinputs are not observable in the markets, fairvalue is established primarily
on the basis of internal estimates and data that consider the valuation policies in effect at the Bank, the economic environment, the specific characteristics
of the financial asset or liability and other relevant factors.

Reclassification of Financial Instruments

A financial asset, other than a derivative financial instrument or a financial asset that, upon initial recognition, was designated as measured at fair value
through profit or loss, may be reclassified out of the fair value through profit or loss category in rare circumstances if the financial asset is no longer held for
the purpose of selling it in the near term. The financial asset must be reclassified at its fair value on the date of reclassification, and this fair value becomes
its new amortized cost, as applicable. No gain or loss previously recognized in the Consolidated Income Statement may be reversed.

Cash and Deposits With Financial Institutions

Cash and deposits with financial institutions consist of cash and cash equivalents, amounts pledged as collateral as well as amounts placed in escrow. Cash
comprises cash, bank notes and coin. Cash equivalents consist of deposits with the Bank of Canada, deposits with financial institutions, including net
receivables related to cheques and other items in the clearing process, as well as the net amount of cheques and other items in transit.

Securities at Fair Value Through Profit or Loss

Securities at fair value through profit or loss are generally purchased for sale in the near term or are part of portfolios of identified financial instruments that
are managed together and for which there is evidence of a recent actual pattern of short-term profit-taking. The Bank accounts for transactions in securities
at fair value through profit or loss on the settlement date in the Consolidated Balance Sheet. Changes in fair value between the trade date and the settlement
date are included in Other incomein the Consolidated Income Statement.

Securities at fairvalue through profit or loss are recognized at fairvalue, and the transaction fees are recognized directly in the Consolidated Income Statement.
Realized and unrealized gains and losses on such securities are recorded in Otherincomein the Consolidated Income Statement. Dividend and interestincome
are recorded in /nterest income in the Consolidated Income Statement.

Available-for-Sale Securities
Securities that are neither classified as at fair value through profit or loss nor as held to maturity nor in the loans and receivables category are classified as
available-for-sale securities. The Bank accounts for available-for-sale securities transactions on the trade date, and the related transaction costs are capitalized.

Available-for-sale securities are recognized at fair value. Unrealized gains and losses are recognized, net of income taxes, provided they are not hedged by
derivative financial instruments in a fair value hedging relationship, in Other comprehensive income. When the securities are sold, the realized gains or losses,
determined on an average cost basis, are reclassified to Otherincome in the Consolidated Income Statement on the transaction date.

The amortization of premiums and discounts, calculated using the effective interest rate method, as well as dividend and interest income, are recognized in
Interest income in the Consolidated Income Statement.
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NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS
(millions of Canadian dollars)

Held-to-Maturity Securities
Securities classified as held to maturity are financial assets with fixed or determinable payments and fixed maturities that the Bank intends and is able
to hold to the specified maturity. These securities are recognized at amortized cost using the effective interest rate method less impairment losses.

Securities Purchased Under Reverse Repurchase Agreements, Obligations Related to Securities Sold

Under Repurchase Agreements and Securities Borrowed and Loaned

Securities sold under repurchase agreements remain on the Consolidated Balance Sheet, whereas securities purchased under reverse repurchase agreements
are not recognized. Reverse repurchase agreements and repurchase agreements are treated as collateralized lending and borrowing transactions, which the
Bank recognizes on the settlement date at amortized cost using the effective interest rate method.

The Bank also borrows and lends securities. Securities loaned remain on the Consolidated Balance Sheet while securities borrowed are not recognized. As
part of these transactions, the Bank pledges or receives collateral in the form of cash or securities. Collateral pledged in the form of securities remain on the
Consolidated Balance Sheet. Collateral received in the form of securities does not appear on the Consolidated Balance Sheet. Collateral pledged or received
in the form of cash is recognized in financial assets or liabilities on the Consolidated Balance Sheet.

When the collateral is pledged or received in the form of cash, the interestincome and expense are recorded in Net interest incomein the Consolidated Income
Statement.

Loans

Loans, including transaction costs directly attributable to the granting of the loans, otherthan loans classified or designated as measured at fair value through
profit or loss, are presented in the Consolidated Balance Sheet at amortized cost using the effective interest rate method. Loans classified or designated as
measured at fair value through profit or loss are recognized at fair value.

Impairment of Financial Assets

At the end of each reporting period, the Bank determines whether there is objective evidence of impairment of a financial asset or group of financial assets.
There is objective evidence of impairment when one or more loss events occur after the initial recognition of the asset and prior to or on the balance sheet
date and these events adversely affect the estimated future cash flows of the financial assets in question. Management must use judgment to determine
whether events or circumstances are objective evidence of impairment and to estimate the timing of future cash flows.

Available-for-sale securities

Available-for-sale securities are assessed at each reporting date to determine whetherthere is objective evidence of impairment. In the case of debt securities,
the Bank considers all loss events, including the following: a significant financial difficulty of the issuer, a breach of contract such as a default, bankruptcy or
other financial reorganization. In the case of equity securities, the Bank considers all available objective evidence of impairment, including observable data
orinformation about events relating specifically to the securities in question. A significant or prolonged decline in the fair value below its cost is also objective
evidence of impairment.

If there is objective evidence of impairment, any amount previously recognized in Accumulated other comprehensive income is reclassified to Other income
inthe Consolidated Income Statement. This amount is determined as the difference between the acquisition cost (net of any capital repayments and amortization)
and the current fair value of the asset less any impairment loss on that investment previously recognized in the Consolidated Income Statement.

Once an impairment loss has been recognized for an available-for-sale security, the subsequent accounting treatment depends on whether the instrument is
a debt or equity security:

- foran available-for-sale debt security, a subsequent decline in fair value will be accounted for in Other income in the Consolidated Income Statement
when there is further objective evidence of impairment resulting from the other decreases to the estimated cash flows of the debt security. Impairment
losses recognized in income relating to an available-for-sale debt security must be reversed in income when, in a subsequent period, the fair value of
the security increases and the increase can be objectively associated with an event occurring after the loss was recognized;

- foranavailable-for-sale equity security, subsequent decreases in fair value are accounted for in the Consolidated Income Statement. Impairment losses
recognized are not reversed through the Consolidated Income Statement. All subsequent increases in fair value will be accounted for in Other
comprehensive income of the Consolidated Statement of Comprehensive Income.
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NOTE 1 — BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

Impaired loans
A loan, except credit card receivables, is considered impaired if there is objective evidence of impairment and, in management’s best estimate, the timely

collection of principal and interest is no longer reasonably assured, or when a payment is contractually 90 days past due, unless the loan is fully secured and
collection efforts are reasonably expected to result in repayment of the debt within 180 days. For credit card receivables, they are written off when payment
is 180 days in arrears. Loans that are insured or fully guaranteed by a Canadian government (federal or provincial) or by a Canadian government agency are
considered impaired when they are more than 365 days in arrears.

When a counterparty to a loan fails to make the payment when contractually due, that loan is considered past due but not impaired.

When a loan is deemed impaired, interest recognition ceases and the carrying amount of the loan is reduced to its estimated realizable amount by writing off
all or part of the loan or by taking an allowance for credit losses. The impairment loss is calculated by comparing the present value of expected future cash
flows, discounted at the initial effective interest rate of the loan, to its current carrying amount including accrued interest. The losses are recorded in Provisions
for credit losses in the Consolidated Income Statement.

A loan is returned to performing status when the timely collection of future interest and principal is reasonably assured and when all principal and interest
payments in arrears have been collected.

Aloan andits related allowance for credit losses is normally written off in whole or in part when the Bank considers the probability of recovery to be non-existent
and when all guarantees and other remedies available to the Bank have been exhausted or if the borrower is bankrupt, winding up and balances owing are
not likely to be recovered.

Allowances for credit losses

Allowances for credit losses are management’s best estimate of losses in its credit portfolio as at the balance sheet date. These allowances are primarily
related to loans but may also cover the credit risk associated with deposits with financial institutions, loan substitute securities, credit instruments such as
acceptances, and off-balance-sheet items such as commitments to extend credit, letters of guarantee and letters of credit.

Changes in the allowance for credit losses attributable to the passage of time are recorded in /nterest incomein the Consolidated Income Statement, whereas
changes attributable to a revision of expected payments are recorded in Provisions for credit losses in the Consolidated Income Statement.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event occurring after the allowance
was recognized, the previously recognized impairment loss is reversed directly in Provisions for credit losses in the Consolidated Income Statement.

The allowances for credit losses on impaired loans are calculated on a loan-by-loan basis and assessed either individually or collectively based on the
portfolio’s historical net loss experience. The allowances for credit losses on non-impaired loans are assessed collectively.

Individual allowances on impaired loans

An individual allowance on impaired loans is recognized following a detailed analysis of a borrower’s file. This type of allowance relates primarily to business
and government loan portfolios. These portfolios include loans to businesses (other than certain small businesses that are classified in the personal credit
portfolios) as well as loans to governments and financial institutions. As for personal loan portfolios, the Bank recognizes individual allowances for residential
mortgages and certain other loans. The credit risk for these loans is assessed individually and on an ongoing basis.

Collective allowances on impaired loans

Most personal loan portfolios—other than residential mortgages—which include consumer loans and loans to certain small businesses, are portfolios of loans
made up of many homogeneous balances that are managed together, for which a collective allowance is established on a loan-by-loan basis based on
historical net loss experience.

Collective allowance on non-impaired loans

The collective allowance on non-impaired loans includes two components for credit risk: the allocated collective allowance and the unallocated collective
allowance. The collective allowance reflects management’s best estimate of probable losses in the portion of the credit portfolio that has not yet been
specifically identified as impaired.
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The allocated collective allowance for the business and government loan portfolio is based on the application of expected default and loss factors, determined
by statistical loss migration analysis, delineated by loan type, to which is added an amount that takes into account the discovery period and migration risk.
For personal loans, the allocated collective allowance is calculated based on specific parameters by product and no discovery period is calculated. Losses
are determined by the application of loss ratios established through statistical analysis of loss migration over an economic cycle.

The unallocated collective allowance reflects management’s assessment of probable losses in the portfolio that have not been captured by the allocated
collective allowance. This assessment takes into account general economic and business conditions, recent credit loss data, and credit quality and concentration
trends when the collective allowance was created on the Consolidated Balance Sheet date. This allowance also reflects model and estimation
risks. The unallocated collective allowance does not represent future losses or serve as a substitute for the allocated collective allowance.

Derecognition of Financial Assets and Securitization

A financial asset is considered for derecognition when the Bank has transferred contractual rights to receive the cash flows or assumed an obligation to
transfer these cash flows to a third party. The Bank derecognizes a financial asset when it considers that substantially all of the risks and rewards of the asset
have been transferred or when the contractual rights to the cash flows of the financial asset expire. When the Bank considers that it has retained substantially
all of the risks and rewards of the transferred asset, it continues to recognize the financial asset and if applicable recognizes a financial liability in the
Consolidated Balance Sheet. If, due to a derivative financial instrument, the transfer of a financial asset does not result in derecognition, the derivative financial
instrument is not recognized in the Consolidated Balance Sheet.

When the Bank has neither transferred nor retained substantially all the risks and rewards related to a financial asset, it derecognizes the financial asset it no
longer controls. Any rights and obligations retained following the asset transfer are recognized separately as an asset or liability. If the Bank retains control of
the financial asset, it continues to recognize the asset to the extent of its continuing involvement in that asset, i.e., to the extent to which it is exposed to
changes in the value of the transferred asset.

In order to diversify its funding sources, the Bank participates primarily in two Canada Mortgage and Housing Corporation (CMHC) securitization programs:
the Mortgage-Backed Securities Program under the National Housing Act (Canada) (NHA) and Canada Mortgage Bond (CMB) program. Under the first program,
the Bank issues NHA securities backed by insured residential mortgages and, under the second, the Bank sells NHA securities to Canada Housing Trust (CHT).
As part of these transactions, the Bank retains substantially all of the risks and rewards related to ownership of the mortgage loans sold. Therefore, the insured
mortgage loans securitized under the CMB program continue to be recognized in the Loans item of the Bank’s Consolidated Balance Sheet and the liabilities
for the considerations received from the transfer are recognized in Liabilities related to transferred receivables of the Consolidated Balance Sheet. Moreover,
insured mortgage loans securitized and retained by the Bank continue to be recognized in Loans in the Consolidated Balance Sheet.

Derecognition of Financial Liabilities
A financial liability is derecognized when the obligation is discharged, cancelled or expires. The difference between the carrying value of the financial liability
transferred and the consideration paid is recognized in the Consolidated Income Statement.

Acceptances and Customers’ Liability Under Acceptances
The potential liability of the Bank under acceptances is recorded as a liability in the Consolidated Balance Sheet. The Bank’s potential recourse vis a vis clients
is recorded as an equivalent offsetting asset. Fees are recorded in Other incomein the Consolidated Income Statement.

Obligations Related to Securities Sold Short

This financial liability represents the Bank’s obligation to deliver the securities it sold but did not own at the time of sale. Obligations related to securities
sold short are recorded at fair value and presented as liabilities in the Consolidated Balance Sheet. Realized and unrealized gains and losses are recognized
in Other incomein the Consolidated Income Statement.

Derivative Financial Instruments
In the normal course of business, the Bank uses derivative financial instruments to meet the needs of its clients, enable it to generate income from its trading
activities, and manage its exposure to interest rate risk, foreign exchange risk, credit risk and other market risks.

All derivative financial instruments are recorded at fair value in the Consolidated Balance Sheet. Derivative financial instruments with a positive fair value are
included in assets, and derivative financial instruments with a negative fair value are included in liabilities in the Consolidated Balance Sheet.

Embedded derivative financial instruments

An embedded derivative financial instrument is a component of a financial instrument or another contract, the characteristics of which are similar to those of
a derivative product. Taken together, the financial instrument or contract is considered to be a hybrid instrument comprising a host contract and an embedded
derivative financial instrument.
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Embedded derivatives are bifurcated and accounted for separately if, and only if, the following three conditions are met: the economic characteristics and
risks of the embedded derivative are not closely related to those of the host contract, the embedded derivative is a separate instrument that meets the
definition of a derivative financial instrument, and the hybrid contract is not recorded at fair value.

An embedded derivative financial instrument is classified with the host contract on the Consolidated Balance Sheet and measured at its fair value. Realized
and unrealized gains and losses are recognized in Other income in the Consolidated Income Statement. For deposits whose return is based on portfolio
management, realized and unrealized gains and losses are recognized in Net interest income in the Consolidated Income Statement.

Held-for-trading derivative financial instruments
Derivative financial instruments are recognized at fairvalue, and the realized and unrealized gains and losses are recorded in Otherincomein the Consolidated
Income Statement.

Derivative financial instruments designated as hedging instruments

Policy

The purpose of a hedging transaction is to modify the Bank’s exposure to one or more risks by creating an offset between changes in the fair value of, or the
cash flows attributable to, the hedged item and the hedging instrument. Hedge accounting ensures that offsetting gains, losses, revenues and expenses are
recognized in the Consolidated Income Statement in the same period or periods.

Documenting and assessing effectiveness

The Bank designates and formally documents each hedging relationship, at its inception, by detailing the risk management objective and the hedging strategy.
The documentation identifies the specific asset, liability or cash flows being hedged, the related hedging instrument, the nature of the specific risk exposure
or exposures being hedged, the intended term of the hedging relationship and the method for assessing the effectiveness or ineffectiveness of the hedging
relationship. At the inception of the hedging relationship, and for every financial reporting period for which the hedge has been designated, the Bank ensures
that the hedging relationship is highly effective and consistent with its originally documented risk management objective and strategy. When a hedging
relationship meets the hedge accounting requirements, it is designated as either a fair value hedge, a cash flow hedge or a foreign exchange hedge of a net
investment in a foreign operation.

Fair value hedge

In a fair value hedge, the Bank mainly uses interest rate swaps to hedge changes in the fair value of a hedged item. The carrying amount of the hedged item
is adjusted based on the effective portion of the gains or losses attributable to the hedged risk, which are recognized in the Consolidated Income Statement,
and on the change in the fair value of the hedging instrument. The resulting ineffective portion is included in Other income in the Consolidated Income
Statement.

The Bank prospectively discontinues hedge accounting if the hedging instrument is sold or expires or if the hedging relationship no longer qualifies for hedge
accounting or if the Bank revokes the designation. When the designation is revoked, the hedged item is no longer adjusted to reflect changes in fair value,
and the amounts previously recorded as cumulative adjustments with respect to the effective portion of gains and losses attributable to the hedged risk are
amortized using the effective interest rate method and recognized in the Consolidated Income Statement over the remaining useful life of the hedged item.
If the hedged item is sold or terminated before maturity, the cumulative adjustments to the effective portion of gains and losses attributable to the hedged
risk are immediately recorded in the Consolidated Income Statement.

Cash flow hedge

In a cash flow hedge, the Bank mainly uses interest rate swaps and total return swaps to hedge variable cash flows attributable to the hedged risk related to
afinancial asset or liability (or to a group of financial assets or liabilities). The effective portion of changes in fairvalue of the hedging instrument is recognized
in Accumulated other comprehensive income and the ineffective portion in Other income of the Consolidated Income Statement.

The amounts previously recorded in Accumulated other comprehensive income are reclassified to the Consolidated Income Statement of the period or periods
during which the cash flows of the hedged item affect the Consolidated Income Statement. If the hedging instrument is sold or expires or if the hedging
relationship no longer qualifies for hedge accounting or if the Bank cancels that designation, then the amounts previously recognized in Accumulated other
comprehensive income are reclassified to the Consolidated Income Statement in the period or periods during which the cash flows of the hedged item affect
the Consolidated Income Statement.

Hedge of a net investment in a foreign operation

Derivative and non-derivative financial instruments are used to hedge foreign exchange risk related to investments made in foreign operations whose a
functional currency is not the Canadian dollar. The effective portion of the gains and losses on the hedging instrument is recognized in Other comprehensive
income and the ineffective portion in Other income in the Consolidated Income Statement. Upon the total or partial sale of a net investment in a foreign
operation, amounts reported in Accumulated other comprehensive income are reclassified, in whole or in part, to Other income in the Consolidated Income
Statement.
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Offsetting of Financial Assets and Liabilities
Financial assets and liabilities are offset and the net amount is presented in the Consolidated Balance Sheet when the Bank has a legally enforceable right to
set off the recognized amounts and intends to settle on a net basis or to realize the asset and settle the liability simultaneously.

Premises and Equipment
Premises and equipment, except for land, are recognized at cost less accumulated amortization and accumulated impairment losses. Land is recorded at cost
net of any impairment losses.

Premises and equipment and the significant components of a building that have different useful lives or that provide economic benefits at a different pace
are systematically amortized over their useful lives. Amortization methods and useful lives are reviewed on an annual basis. The amortization expense is
recorded in Operating expenses in the Consolidated Income Statement.

Methods Useful life
Significant components of a building
Exterior design Straight-line 20 years
Interior design, roofing and electromechanical system Straight-line 30 years
Structure Straight-line 75 years
Other buildings 5% declining balance
Equipment and furniture Straight-line 8 years
Computer equipment Straight-line 3-4 years
Leasehold improvements Straight-line 1)
Computer equipment leased under a finance lease Straight-line (1)

(1)  Amortization period is the lesser of the useful life or the lease term plus the first renewal option.

Goodwill and Business Combinations

The Bank uses the acquisition method to account for business combinations. The consideration transferred in a business combination is measured at the
acquisition-date fair value and the transaction costs related to the acquisition are expensed as incurred. When the Bank acquires control of a business, all of
the identifiable assets and liabilities of the acquiree, including intangible assets, are recorded at fair value. The interests previously held in the acquiree are
also measured at fair value. Goodwill represents the excess of the purchase consideration and all previously held interests over the fair value of identifiable
net assets of the acquiree. If the fair value of identifiable net assets exceeds the purchase consideration and all previously held interests, the difference is
immediately recognized as a gain on a bargain purchase.

Non-controlling interests in the net assets of consolidated subsidiaries are identified separately from the Bank’s ownership interest and can be initially
measured at either fair value or at the non-controlling interest’s proportionate share of the acquiree’s identifiable net assets. The measurement basis is
selected on a case-by-case basis. Following the acquisition, non-controlling interests consist of the value assigned to those interests at initial recognition plus
the non-controlling interests’ share of changes in equity since the date of the combination.

Intangible Assets

Intangible assets with finite useful lives

Software, internally-designed technological developments and certain other intangible assets are recognized at cost net of accumulated amortization and
accumulated impairment losses. These intangible assets are systematically amortized on a straight-line basis over their useful lives, which vary between four
and ten years. The amortization expense is recorded in Operating expenses in the Consolidated Income Statement.

Intangible assets with indefinite useful lives

The Bank’s intangible assets with indefinite useful lives come from the acquisition of subsidiaries or groups of assets and consist of management contracts
and trademarks. They are recognized at the acquisition-date fair value. Each financial reporting period, the Bank reviews the assets’ useful lives to determine
whether events and circumstances continue to support an indefinite useful life assessment.
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NOTE 1 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont)

Impairment of Non-Financial Assets

Premises and equipment and intangible assets with finite useful lives are tested for impairment when events or changes in circumstances indicate that their
carrying value may not be recoverable. At the end of each reporting period, the Bank determines whether there is an indication that premises and equipment
or intangible assets with finite useful lives may be impaired. Goodwill and intangible assets that are not yet available for use or that have indefinite useful
lives are tested for impairment annually or more frequently if there is an indication that the asset might be impaired.

An asset is tested forimpairment by comparing its carrying amount with its recoverable amount. The recoverable amount must be estimated for the individual
asset. Where it is not possible to estimate the recoverable amount of an individual asset, the recoverable amount of the cash-generating unit (CGU) to which
the asset belongs will be determined. A CGU is the smallest identifiable group of assets that generate cash inflows that are largely independent of the cash
inflows from other assets or groups of assets. The Bank uses judgment to identify CGUs.

An asset’s recoverable amount is the higher of fairvalue less costs to sell and the value in use of the asset or CGU. Value in use is the present value of expected
future cash flows from the asset or CGU. The recoverable amount of the CGU is determined using valuation models that consider various factors such as
projected future cash flows, discount rates and growth rates. The use of different estimates and assumptions in applying the impairment tests could have a
notable impact on income.

Corporate assets, such as the head office building and computer equipment, do not generate cash inflows that are largely independent of the cash inflows
from other assets or groups of assets. Therefore, the recoverable amount of an individual corporate asset cannot be determined unless management has
decided to dispose of the asset. However, if there is an indication that a corporate asset may be impaired, the recoverable amount is determined for the CGU
or group of CGUs to which the corporate asset belongs, and is compared with the carrying amount of this CGU or group of CGUs.

Goodwill is always tested forimpairment at the level of a CGU or groups of CGUs. Forimpairment testing purposes, from the acquisition date, goodwill resulting
from a business combination must be allocated to the CGU or group of CGUs expected to benefit from the synergies of the business combination. Each CGU
or group of CGUs to which goodwill is allocated must represent the lowest level for which the goodwill is monitored internally at the Bank and must not be
larger than an operating segment. The allocation of goodwill to a CGU or group of CGUs involves management’s judgment. If an impairment loss is to be
recognized, the Bank does so by first reducing the carrying amount of goodwill allocated to the CGU or group of CGUs and then reducing the carrying amounts
of the other assets of the CGU or group of CGUs in proportion to the carrying amount of each asset in the CGU or group of CGUs.

If the recoverable amount of an asset or a CGU is less than its carrying amount, the carrying amount is reduced to its recoverable amount and an impairment
loss is recognized in Operating expensesin the Consolidated Income Statement. An impairment loss recognized in prior periods for an asset other than goodwill
must be reversed if, and only if, there has been a change in the estimates used to determine the asset’s recoverable amount since the last impairment was
recognized. If this is the case, the carrying amount of the asset is increased, as the impairment loss was reversed, but shall not exceed the carrying amount
that would have been determined, net of amortization, had no impairment loss been recognized for this asset in previous years.

Provisions

Provisions are liabilities of uncertain timing and amount. A provision is recognized when the Bank has a present obligation (legal or constructive) arising from
a past event, when it is probable that an outflow of economic resources will be required to settle the obligation and when the amount of the obligation can
be reliably estimated. Provisions are based on the Bank’s best estimates of the economic resources required to settle the present obligation, given all relevant
risks and uncertainties, and, where it is significant, the effect of the time value of money. The provisions are reviewed at each balance sheet date and changes
in the estimates are reflected in the Consolidated Income Statement of the revaluation period. Provisions are presented in Other liabilities — Other of the
Consolidated Balance Sheet.

Revenue Recognition

Interest income and expense

Interest income and expense are recognized in the Consolidated Income Statement for financial instruments measured at amortized cost using the effective
interest rate method. The effective interest rate is the rate that discounts estimated future cash inflows and outflows through the expected life of the financial
instrument (or, when appropriate, a shorter period) to the net carrying amount of the instrument. When calculating the effective interest rate, the Bank estimates
cash flows considering all contractual terms of the financial instrument but without considering future credit losses and also includes all fees paid or received
related to the contract that are an integral part of the effective interest rate, transaction costs and all other premiums or discounts.
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Commission revenues

Loan origination fees, including commitment, restructuring and renegotiation fees, are considered an integral part of the yield earned on the loan. They are
deferred and amortized using the effective interest rate method, and the amortization is recognized in /nterest income over the term of the loan. Direct costs
for originating a loan are netted against the loan origination fees. If it is likely that a commitment will result in a loan, commitment fees receive the same
accounting treatment, i.e., they are deferred and amortized using the effective interest rate method and the amortization is recognized in /nterest income over
the term of the loan. Otherwise, they are recorded in Other income over the term of the commitment.

Loan syndication fees are recorded in Other income unless the yield on the loan retained by the Bank is less than that of other comparable lenders involved
in the financing. In such cases, an appropriate portion of the fees is deferred and amortized using the effective interest rate method, and the amortization is
recognized in /nterest income over the term of the loan. Certain mortgage loan prepayment fees are recognized as Credit fees in the Consolidated Income
Statement when earned.

Dividend income
Dividends from an equity instrument are recognized in the Consolidated Income Statement when the Bank’s right to receive payment is established.

Insurance revenues

Insurance contracts, including reinsurance contracts, are arrangements under which one party accepts significant insurance risk by agreeing to compensate
the policyholderif a specified uncertain future event were to occur. Gross premiums, net of premiums transferred under reinsurance contracts, are recognized
when they become due. Royalties received from reinsurers are recognized when earned. Claims are recognized when received and an amount is estimated as
they are being processed. All of these amounts are recognized in Other incomein the Consolidated Income Statement.

Upon recognition of a premium, a reinsurance asset and insurance liability are recognized, respectively, in Other assets - Otherand in Other liabilities -
Otherin the Consolidated Balance Sheet. Subsequent changes in the carrying value of the reinsurance asset and insurance liability are recognized in Other
incomein the Consolidated Income Statement.

Revenues from trust services and mutual funds
Revenues from trust services and mutual funds are recognized in the Consolidated Income Statement as they are earned.

Income Taxes
Income taxes include current taxes and deferred taxes and are recorded in net income except for income taxes generated by items recognized in Other
comprehensive income or directly in equity.

Current tax is the amount of income tax payable on the taxable income for a period. It is calculated using the enacted or substantively enacted tax rates
prevailing on the reporting date, and any adjustments recognized in the period for current tax of prior periods. Current tax assets and liabilities are offset and
the net balance is presented in the Consolidated Balance Sheet when the Bank has a legally enforceable right to set off the recognized amounts and intends
to settle on a net basis or to simultaneously realize the asset and settle the liability.

Deferred taxis established based on temporary differences between the carrying values and the tax bases of assets and liabilities, in accordance with enacted
or substantively enacted income tax laws and rates that will apply on the date the differences will reverse. Deferred tax is not recognized for temporary
differences related to:

- theinitial accounting of goodwill;

- theinitial accounting of an asset or liability in a transaction that is not a business combination and that, at the time of the transaction, affects neither
accounting income nor taxable income;

- investments in subsidiaries, associates and joint ventures when it is probable that the temporary difference will not reverse in the foreseeable future
and that the Bank controls the timing of the reversal of the temporary difference; and

- investments in subsidiaries, associates and joint ventures when it is probable that the temporary difference will not reverse in the foreseeable future
and that there will not be taxable income to which the temporary difference can be recognized.

Deferred tax assets represent the tax benefits related to deductions the Bank may claim to reduce its taxable income in future years. The carrying amount of
deferred tax assets is revised at the end of each reporting period and reduced to the extent that it is no longer probable that sufficient taxable income will be
available to allow the benefit of the deferred tax asset.
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Deferred tax assets and liabilities are offset and the net balance is presented in the Consolidated Balance Sheet when the Bank has a legally enforceable right
to set off the current tax assets and liabilities, and if the deferred tax assets and liabilities relate to taxes levied by the same taxation authority on the same
taxable entity, or on different taxable entities that intend to settle current tax assets and liabilities based on their net amount.

The Bank makes assumptions to estimate income taxes as well as deferred tax assets and liabilities. This process includes estimating the actual amount of
current taxes and evaluating tax loss carry forwards and temporary differences arising from differences between the values of the items reported foraccounting
and for income tax purposes. Deferred tax assets and liabilities presented in the Consolidated Balance Sheet are calculated according to the tax rates to be
applied in future periods. Previously recorded deferred tax assets and liabilities must be adjusted when the date of the future event s revised based on current
information. In the Bank’s opinion, based on the information at its disposal, it is probable that all deferred tax assets will be realized prior to their expiration.

Moreover, the Bankis subject to the jurisdiction of various tax authorities. In the normal course of its business, the Bank is involved in a number of transactions
forwhich the taximpacts are uncertain. As a result, the Bank accounts for provisions for uncertain tax positions that adequately represent the tax risk stemming
from tax matters under discussion or being audited by tax authorities or from other matters involving uncertainty. The amounts of these provisions reflect the
best possible estimates of the amounts that may have to be paid based on qualitative assessments of all relevant factors. The provisions are estimated at
each reporting period. However, it is possible that an adjustment to the provision needs to be recognized at a future date following an audit by the tax authorities.
When the final assessment differs from the initially provisioned amounts, the difference will impact the income taxes of the period in which the assessment
was made.

Financial Guarantee Contracts

Afinancial guarantee contractis a contract orindemnification agreement that could require the Bank to make specified payments (in cash, financialinstruments,
other assets, Bank shares, or provisions of services) to reimburse the beneficiary in the event of a loss resulting from a debtor failing to make a payment when
due in accordance with the original or amended terms of a debt instrument.

Aliability is recorded to reflect the fairvalue of the obligation assumed at the inception of a guarantee. Afterinitial recognition, the Bank must measure financial
guarantee contracts at the higher of the estimated amount needed to settle the financial obligation under the guarantee or the amount initially recognized
less, where applicable, the accumulated amortization that corresponds to revenue earned during the period.

Employee Benefits

The Bank offers defined benefit pension plans that cover substantially all salaried employees. These defined benefit plans are funded plans. The Bank also
offers its employees certain post-retirement and post-employment benefits, compensated leave and termination benefits (non-pension employee benefits)
that are generally not funded. These benefits include healthcare, life insurance and dental benefits. Employees eligible for post-retirement benefits are those
who retire at certain retirement ages and who meet certain conditions related to years of plan participation. Employees eligible for post-employment benefits
are those on long-term disability or maternity leave.

An actuarial valuation is performed periodically to determine the present value of plan obligations. The actuarial valuation of the accrued benefit obligations
and of the accrued post-retirement benefit obligations is based on the projected benefit method prorated on services using management’s assessment of the
most likely assumptions regarding future salary levels, increases in healthcare and other costs, employee retirement age, mortality rates and other actuarial
factors. The accrued benefit obligation is measured by using market rates as at the measurement date. The assumption regarding the discount rate is determined
using an interest rate curve that represents the yield for high-quality corporate bonds with terms nearing those of the Bank’s pension plan obligations. The
expected return on plan assets is based on the fair value of the plan assets as at October 31 of each year.

Assets and liabilities related to pension plans and other plans are recognized and presented respectively in Other assets — Otheror Other liabilities — Other
in the Consolidated Balance Sheet and represent the present value of the accrued benefit obligation less the fair value of plan assets.

The expense for the defined benefit pension plans and other benefit plans is composed of the following items: the current period accrued benefit cost, the
notional interest on the accrued benefit obligation, the expected return on plan assets based on fair value, and the amortization of past service costs if any.
Past service costs arising from amendments to the plans are amortized on a straight-line basis over the average vesting period. Vested past service costs are
immediately recognized in income.

Actuarial gains or losses arise from the difference between the actualand expected return on plan assets for a period, from experience adjustments on liabilities
orfrom changes in the actuarial assumptions used to determine the accrued benefit obligation. Actuarial gains and losses are recognized in Other comprehensive
income and will not be reclassified subsequently to net income; they are recognized in Retained earnings.
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Share-Based Payments
The Bank has several share-based compensation plans: the Stock Option Plan, the Stock Appreciation Rights (SAR) Plan, the Deferred Stock Unit (DSU) Plan,
the Restricted Stock Unit (RSU) Plan, the Performance Stock Unit (PSU) Plan, the Deferred Compensation Plan (DCP) of National Bank Financial and the Employee
Share Ownership Plan.

Under the Stock Option Plan, the Bank uses the fair value method to account for stock options awarded. The options vest at 25% per year, and each tranche
istreated as though it was a separate award. The fairvalue of each of the tranches is measured on the award date using the Black-Scholes modeland recognized
over its respective vesting period as an increase to Salaries and staff benefits and Contributed surplus. When the options are exercised, the Contributed
surplus amount is credited to Equity — Common shares in the Consolidated Balance Sheet. The proceeds received from the employees when these options
are exercised are also credited to Equity — Common shares in the Consolidated Balance Sheet.

SARs are recorded at fair value when awarded and their fair value is remeasured at the end of each reporting period until they are exercised. The cost is
recognized using a four-year graded vesting period in Salaries and staff benefits of the Consolidated Income Statement and in Other liabilities - Other of the
Consolidated Balance Sheet. The obligation that results from the change in fair value at each period is recognized in net income gradually over the vesting
period, and periodically thereafter, until the SARs are exercised. When a SAR is exercised, the Bank makes a cash payment equal to the increase in the stock
price since the date of the award.

The obligation that results from the award of a DSU, RSU, PSU and DCP unit is generally recognized to net income gradually over the vesting period, and the
corresponding amountisincluded in Other liabilities — Otherin the Consolidated Balance Sheet. Forthe DSU, RSU and DCP plans, the change in the obligation
attributable to variations in the share price and dividends paid on common shares for these plans is recognized in Salaries and staff benefits in the
Consolidated Income Statement for the period in which the variations occur. On the redemption date, the Bank makes a cash payment equal to the value of
the common shares on that date. For the PSU Plan, the change in the obligation attributable to changes in the stock price, adjusted upward or downward
depending on the relative result of the performance criteria, and the change in the obligation attributable to dividends paid on the shares awarded under the
plan, are recognized in Salaries and staff benefitsin the Consolidated Income Statement for the period in which the changes occur. On the redemption date,
the Bank makes a cash payment equal to the value of the common shares on that date, adjusted upward or downward according to the performance criteria.
This is based on the total shareholder return (TSR) achieved by the Bank compared to that of the S&P/TSX Banks Sub-index.

Compensation costs related to awards granted to employees eligible to retire at the award date are immediately recognized on the award date. Compensation
costs related to awards granted to employees who will become eligible to retire during the vesting period are recognized over the period from the award date
to the date the employee becomes eligible to retire.

For all of these plans, the expense is recognized starting upon the award and includes cancellation and forfeiture estimates. These estimates are revised
subsequently as necessary.

The Bank uses derivative financial instruments to hedge the risks associated with some of these plans. The compensation expense for these plans, net of
related hedges, is recognized in the Consolidated Income Statement.

The Bank’s contributions to the employee share ownership plan are expensed as incurred.
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NOTE 2 — FUTURE ACCOUNTING POLICY CHANGES

The IASB has issued revisions and changes to a number of standards, some of which may have an impact on the Bank. A summary of these standards and
the effective dates applicable to the Bank are presented below. According to a notice issued by OSFI, the Bank cannot early adopt these standards nor the
amendments. The Bank is currently assessing the impact that these standards will have on its future financial results.

Effective date - November 1, 2013

IFRS 7 — Financial Instruments - Disclosures
The amendments to IFRS 7 require disclosure about legally enforceable rights of set-off for financial instruments under master netting agreements or similar
arrangements.

IFRS 10 — Consolidated Financial Statements
IFRS 10 replaces the consolidation guidance provided in IAS 27, Consolidated and Separate Financial Statements and SIC-12 Consolidation - Special Purpose
Entities by introducing a single consolidation model for all entities based on control.

IFRS 11 - Joint Arrangements
IFRS 11 precludes proportionate consolidation for joint ventures and narrows the definition of a joint venture.

IFRS 12 — Disclosure of Interests in Other Entities
IFRS 12 requires enhanced disclosures about both consolidated and non-consolidated entities in which an entity has an economic interest.

IFRS 13 — Fair Value Measurement
IFRS 13 defines fair value, sets out in a single standard a framework for measuring fair value and requires disclosures about fair value measurements.

IAS 19 — Employee Benefits

The amendments to IAS 19 eliminate the corridor approach for amortizing actuarial gains and losses. Accordingly, actuarial gains and losses are recognized
in other comprehensive income when they occurand are not reclassified to the income statement of a subsequent period. The defined pension benefit expense
presented in the income statement consists of two components: current service cost and finance cost. Past-service costs are recognized when a plan is
amended with no deferral over the vesting period. Lastly, this standard includes disclosure amendments about the characteristics of defined benefit plans
and the associated risks.

Effective date - November 1, 2014

IAS 32 — financial Instruments: Presentation
IAS 32 was amended to clarify the requirements for offsetting financial assets and financial liabilities in order to reduce inconsistencies in current practice.

Effective date - November 1, 2015

IFRS 9 — Financial Instruments

IFRS 9, issued in November 2009 and amended in October 2010, is a three-phase project intended to replace the current standard on financial instruments.
The first phase addresses the classification and measurement of financial assets and financial liabilities. Under IFRS 9, financial assets must be measured
at either amortized cost or at fair value based on the business model that the entity uses to manage financial assets and the characteristics of the contractual
cash flows of the financial assets. The classification and measurement of financial liabilities remain unchanged. Amendments have been made to the recognition
of changes in the fairvalue of a financial liability that stem from changes in the credit risk of that liability. The other phases of this project are under development
and address impairment of financial assets and hedge accounting.
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NOTE 3 - FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair Value and Carrying Value of Financial Instruments by Category

Financial assets and financial liabilities are recognized in the Consolidated Balance Sheet at fair value or at amortized cost in accordance with the categories
set out in the accounting framework for financial instruments. The Bank did not classify any financial assets as held to maturity.

As at October 31, 2012

Carrying value and fairvalue | Carryingvalue Fair value
Financial Financial Loans Loans
instruments instruments and and
classified designated receivables receivables
at fair value at fair value and financial and financial Total Total
through profit through profit Available- liabilities at liabilities at carrying fair
or loss or loss for-sale | amortized cost amortized cost value value
FINANCIAL ASSETS
Cash and deposits with financial
institutions - - - 3,249 3,249 3,249 3,249
Securities 39,072 5,452 10,374 - - 54,898 54,898
Securities purchased under reverse
repurchase agreements and
securities borrowed - 54 - 15,475 15,475 15,529 15,529
Loans 1,017 39 - 81,616 82,233 82,672 83,289
Other assets
Customers' liability under acceptances - - - 8,250 8,250 8,250 8,250
Fair value of derivative financial instruments 6,696 - - - - 6,696 6,696
Due from clients, dealers and brokers - - - 1,661 1,661 1,661 1,661
Other — - - 490 490 490 490
FINANCIAL LIABILITIES
Deposits - 1,039 - 92,210 93,064 93,249 94,103
Other liabilities
Acceptances - - - 8,250 8,250 8,250 8,250
Obligations related to securities sold short 18,124 - - - - 18,124 18,124
Obligations related to securities sold under
repurchase agreements and securities
loaned - - - 19,539 19,539 19,539 19,539
Fair value of derivative financial instruments 5,600 - - - - 5,600 5,600
Due to clients, dealers and brokers - - - 1,959 1,959 1,959 1,959
Liabilities related to transferred receivables - 8,960 - 6,438 6,684 15,398 15,644
Other 110 - - 2,451 2,451 2,561 2,561
Subordinated debt — — — 2,470 2,479 2,470 2,479

(1) Including embedded derivative financial instruments.
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NOTE 3 — FAIR VALUE OF FINANCIAL INSTRUMENTS (cont.)

As at October 31, 2011

Carrying value and fair value Carrying value Fair value
Financial Financial Loans Loans
instruments instruments and and
classified designated receivables receivables
at fair value at fair value and financial and financial Total Total
through profit through profit Available- liabilities at liabilities at carrying fair
or loss or loss for-sale amortized cost amortized cost value value
FINANCIAL ASSETS
Cash and deposits with financial
institutions = = = 2,851 2,851 2,851 2,851
Securities 41,111 6,339 9,142 - - 56,592 56,592
Securities purchased under reverse
repurchase agreements and
securities borrowed - - - 12,507 12,507 12,507 12,507
Loans 231 8 - 73,1250 73,630 73,364 73,869
Other assets
Customers' liability under acceptances - - - 7,394 7,394 7,394 7,394
Fair value of derivative financial instruments 8,224 - - - - 8,224 8,224
Due from clients, dealers and brokers - - - 1,779 1,779 1,779 1,779
Other — - - 497 497 497 497
FINANCIAL LIABILITIES
Deposits - 623 - 84,9390 85,347 85,562 85,970
Other liabilities
Acceptances = = = 7,394 7,394 7,394 7,394
Obligations related to securities sold short 18,146 - - - - 18,146 18,146
Obligations related to securities sold under
repurchase agreements and securities
loaned - - - 20,268 20,268 20,268 20,268
Fair value of derivative financial instruments 7,470 - - - - 7,470 7,470
Due to clients, dealers and brokers - - - 1,351 1,351 1,351 1,351
Liabilities related to transferred receivables - 9,561 - 3,344 3,323 12,905 12,884
Other 88 = = 2,309 2,309 2,397 2,397
Subordinated debt — — — 2,000 1,962 2,000 1,962

(1)  Including embedded derivative financial instruments.
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As at November 1, 2010

Carrying value and fair value Carrying value Fair value
Financial Financial Loans Loans
instruments instruments and and
classified designated receivables receivables
at fair value at fair value and financial and financial Total Total
through profit through profit Available- liabilities at liabilities at carrying fair
or loss or loss for-sale amortized cost amortized cost value value
FINANCIAL ASSETS
Cash and deposits with financial
institutions = = = 2,384 2,384 2,384 2,384
Securities 42,276 1,499 9,318 = = 53,093 53,093
Securities purchased under reverse
repurchase agreements and
securities borrowed - 84 - 14,001 14,001 14,085 14,085
Loans - - - 64,889 65,574 64,889 65,574
Other assets
Customers' liability under acceptances - - - 5,946 5,946 5,946 5,946
Fair value of derivative financial instruments 8,122 - - - - 8,122 8,122
Due from clients, dealers and brokers - - - 2,906 2,906 2,906 2,906
Other = = = 371 371 371 371
FINANCIAL LIABILITIES
Deposits - 627 - 77,530% 78,268 78,157 78,895
Other liabilities
Acceptances - - - 5,946 5,946 5,946 5,946
Obligations related to securities sold short 18,350 - - - - 18,350 18,350
Obligations related to securities sold under
repurchase agreements and securities
loaned = = = 17,730 17,730 17,730 17,730
Fair value of derivative financial instruments 6,219 - - - - 6,219 6,219
Due to clients, dealers and brokers - - - 3,131 3,131 3,131 3,131
Liabilities related to transferred receivables - 9,930 - 1,525 1,555 11,455 11,485
Other 432 = = 2,690 2,690 3,122 3,122
Subordinated debt = = = 2,033 1,993 2,033 1,993

(1)  Including embedded derivative financial instruments.
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NOTE 3 — FAIR VALUE OF FINANCIAL INSTRUMENTS (cont.)

Establishing Fair Value
The Bank has policies governing the process for determining fair value. These policies are documented and periodically reviewed by the Risk Management
Group. All valuation models are validated, and controls have been implemented to ensure that they are applied.

As judgment is used in applying a large number of acceptable valuation techniques and estimates to calculate fair value, fair values are not necessarily
comparable among financial institutions. The estimated fair value reflects market conditions on a given date and, consequently, may not be indicative of
future fair value.

When a financial instrument is initially recognized, its fair value is the amount of consideration that would be paid for the financial instrument in an arm’s
length transaction between knowledgeable, willing parties who are under no compulsion to act. The best evidence of the fair value of a financial instrument
at initial recognition is the transaction price, i.e., the fair value of the consideration received or paid. In certain circumstances, the initial fair value may be
based on other observable current market transactions for the same instrument, without modification or repackaging, or based on a valuation technique
whose variables include only observable market inputs. When the Bank uses a valuation technique based on observable market inputs to determine the initial
fair value, or if the risks associated with the derivative contract are fully offset by other contracts entered into with third parties, the difference between the
transaction price and the initially determined fair value is recognized in the Consolidated Income Statement. In other cases, the difference between the fair
value of the consideration received or paid and the amount determined using the valuation technique is deferred in the Consolidated Balance Sheet. The
amount of the deferred gain or loss is recognized over the term of the financial instrument. The unamortized balance is immediately recognized in netincome
when (i) observable market inputs can be obtained and support the fairvalue of the transaction, (ii) the risks associated with the initial contract are substantially
offset by other contracts entered into with third parties, (iii) the gain or loss is realized through a cash receipt or payment, or (iv) the transaction matures or
is cancelled before maturity. As at October 31, 2012 and 2011 and as at November 1, 2010, the deferred amounts were negligible.

When financial instruments are to be subsequently remeasured, quoted market prices in an active market provide the best indication of fair value, and when
such prices are available, the Bank uses them to measure the financial instruments. A financial instrument is considered to be quoted in an active market
when quoted prices are readily and regularly available from an exchange, dealer, broker, industry group, pricing service, or regulatory agency and those prices
reflect actual market transactions on an arm’s length basis. The fair value of a financial asset traded in an active market generally reflects the bid price and,
that of a financial liability traded in an active market, the ask price. If the market for a financial instrument is not active, the Bank establishes fair value using
avaluation technique that primarily makes use of observable market inputs. Such valuation techniques include using available information concerning recent
market transactions, reference to the current fair value of a comparable financial instrument, discounted cash flow analysis, option pricing models, and all
other valuation techniques commonly used by market participants where it has been demonstrated that the technique provides reliable estimates.

In cases where fair value is established using valuation models, the Bank makes assumptions about the amount, the timing of estimated future cash flows
and the discount rates used. These assumptions are based primarily on observable market inputs such as interest rate yield curves, foreign exchange rates,
credit curves as well as price and rate volatility factors. When one or more significant inputs are not observable in the markets, fairvalue is established primarily
on the basis of internal estimates and data that consider the valuation policies in effect at the Bank, the economic environment, the specific characteristics
of the financial asset or liability and other relevant factors. In certain specific cases, the Bank makes adjustments to the fair value to account for system
limitations or measurement uncertainty in determining fairvalue. The Bank applies judgment when considering factors that could be used by market participants
but that are not included in the valuation model. These factors include, but are not limited to, the unobservable nature of inputs used in the valuation model,
assumptions about risk such as market risk, credit risk, or risk related to the valuation model, and future administrative expenses. The Bank may also take
market liquidity risk into account in determining the fair value of financial instruments when it believes that such instruments could be disposed of for a
consideration below the fair value otherwise determined due to a lack of market liquidity or an insufficient volume of transactions in a given market.

Valuation methods and assumptions

Financial instruments whose fair value is equal to their carrying value

The carrying value of certain financial assets and liabilities is a reasonable approximation of fair value. The Bank considers that the carrying value of cash;
deposits with financial institutions; securities purchased under reverse repurchase agreements and securities borrowed; securities sold under repurchase
agreements and securities loaned; customers’ liability under acceptances and acceptances; amounts due from and to clients, dealers and brokers; and of
certain other assets and liabilities corresponds to their fair value.
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Securities and obligations related to securities sold short

These financial instruments are presented at fair value in the Consolidated Balance Sheet. Their fair values are based on quoted prices in an active market or,
where quoted market prices in an active market are not readily available, quoted market prices of securities that are substantially the same. If such prices are
not available, fair value is determined by valuation techniques that incorporate assumptions based primarily on observable market inputs such as current
market prices and the contractual prices of the underlying instruments, the time value of money, interest rate yield curves and currency rates.

When one or more significant inputs are not observable in the markets, fair value is established primarily on the basis of estimates and internally obtained
data that considers the valuation policies in effect at the Bank, economic conditions, the specific characteristics of the financial asset or liability and other
relevant factors.

Information about the fair value determination of the restructured notes of the MAV conduits, designated as held for trading, is provided in Note 6.

Derivative financial instruments

The fair value of derivative financial instruments is based on quoted prices in an active market, where available. Otherwise, fair value is determined using
valuation models that incorporate assumptions based primarily on inputs observed in external markets such as current market prices and the contractual
prices of the underlying instruments, the time value of money, interest rate yield curves, credit curves, currency rates as well as price and rate volatility factors.
When one or more significant inputs are not observable in the markets, fair value is established primarily on the basis of internal estimates and data that
considers the valuation policies in effect at the Bank, economic conditions, the specific characteristics of the financial asset or liability and other relevant
factors. In establishing the fair value of derivative financial instruments, the Bank incorporates credit risk, taking into consideration the financial capacity of
the counterparties to the contracts, the measurement of the current or future market value of the transactions as well as credit risk mitigation measures such
as master netting arrangements and collateral agreements. The Bank also incorporates its own credit risk.

Loans
The fair value of loans is determined as at the balance sheet date by discounting expected future contractual cash flows, adjusted for prepayment options
using market interest rates currently offered for similar new financial instruments.

Deposits

The fairvalue of deposits is determined primarily as at the balance sheet date by discounting expected future contractual cash flows and using market interest
rates currently offered for financial instruments with similar terms. For certain deposits, fair value is established using market prices for similar instruments.
As for structured deposit notes, fair value is established using valuation models that maximize the use of observable inputs when available, such as
benchmark indices.

Liabilities Related to Transferred Receivables

These liabilities arise from two types of transactions: 1) the sale to Canada Housing Trust (CHT) of securities backed by insured residential mortgages and
other securities underthe Canada Mortgage Bond (CMB) program, and 2) the sale of insured residential mortgages to a mutual fund administered by the Bank.
These transactions do not qualify for derecognition and are recorded as guaranteed borrowings, which results in the recording of liabilities in the Bank’s
Consolidated Balance Sheet. As part of the sale to CHT, the fair value of the liability at the balance sheet date is established using valuation techniques based
on observable market inputs such as Canada Mortgage Bond prices. As for the sales to the mutual fund, the fairvalue of the liability is determined by discounting
expected future contractual cash flows, adjusted for prepayment options, using market interest rates currently offered for similar new financial instruments.

Subordinated debt
The fairvalue of subordinated debt is based on quoted market prices in an active market. If such prices are not available, fairvalue is determined by discounting
future contractual cash flows using market interest rates currently offered for similar financial instruments and that have the same term to maturity.
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NOTE 3 — FAIR VALUE OF FINANCIAL INSTRUMENTS (cont.)

Hierarchy of Fair Value Measurements

Financial instruments recorded at fair value on the Consolidated Balance Sheet are classified using a fair value hierarchy that reflects the significance of the
inputs used in making the measurements. The fair value hierarchy has the following levels:

- Level 1: valuation based on quoted prices (unadjusted) observed in active markets for identical assets or liabilities. These instruments consist primarily
of equity securities and derivative financial instruments traded in active markets and certain highly liquid debt securities actively traded in
over-the-counter markets;

—  Level 2: valuation techniques based on inputs that are quoted prices of similar instruments in active markets; quoted prices for identical or similar
instruments in markets that are not active; inputs other than quoted prices used in a valuation model that are observable for that instrument;
and inputs that are derived principally from or corroborated by observable market inputs by correlation or other means. These instruments
consist primarily of derivative financial instruments that are traded in over-the-counter markets, certain investment grade debt securities and
certain equity securities whose value is not directly observable in an active market; and

—  Level 3: valuation techniques with significant unobservable market inputs. The instruments consist primarily of investments in restructured notes of the
MAV conduits, certain investments in asset-backed securities, certain embedded derivative financial instruments related to the credit facilities
provided to clients holding restructured notes of the MAV conduits, and private equity securities.

The fair value hierarchy requires the use of observable market inputs whenever such inputs exist. A financial instrument is classified to the lowest level of the
hierarchy for which a significant input has been considered in measuring fair value. The following tables present the financial instruments recorded at fair
value in the Consolidated Balance Sheet on a recurring basis, classified using the fair value hierarchy described above. During fiscal years 2012 and 2011,
there were no significant transfers of financial instruments between Levels 1 and 2.

The categories of financial instruments whose fair values are classified in Level 3 consist mainly of the following products:

- financial instruments measured at fair value through profit or loss: investments in the restructured notes of the MAV conduits (for additional information,
see Note 6), certain investments in asset-backed debt securities, investments in hedge funds for which there are certain restrictions on unit or security
redemptions, as well as certain derivative financial instruments whose fair value is established using internal valuation models that are based on
significant unobservable market inputs;

— available-for-sale securities: investments in the restructured notes of the MAV conduits and private equity securities;

- embedded derivatives related to the credit facilities provided to clients holding restructured notes of the MAV conduits (for additional information, see
Note 6) and included in the collective allowance for loans and credit facilities secured by restructured notes of the MAV conduits (for additional information,
see Note 6); and

—  structured deposit notes classified in business and government deposits and whose fair value is established using internal valuation models that are
based on significant unobservable market inputs.

The Bank performs sensitivity analyses for fair value measurements of financial instruments classified in Level 3, substituting the unobservable inputs with
one or more reasonably plausible alternative assumptions. For the sensitivity analysis of investments in restructured notes of the MAV conduits, see Note 6.
For private equity securities classified in Available-for-sale securities, the Bank varies significant unobservable market inputs, such as net asset value or
projected future cash flows, and establishes a reasonable fair value range that could result in an $18 million increase or decrease in recorded fair value as at
October 31, 2012 (a $25 million increase or $28 million decrease as at October 31, 2011 and a $34 million increase or $37 million decrease as at
November 1, 2010). For other financial instruments classified in Level 3, sensitivity analyses result in a negligible change in fair value.
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The following tables present the financial instruments recorded at fair value in the Consolidated Balance Sheet.

As at October 31, 2012

Total financial

assets/
liabilities
Level 1 Level 2 Level 3 at fair value
Financial assets
Securities
At fair value through profit or loss
Securities issued or guaranteed by:
Canada 7,343 7,417 - 14,760
Provinces - 10,442 - 10,442
Municipalities or school boards - 412 - 412
U.S. Treasury and other U.S. agencies 899 = = 899
Other debt securities - 2,226 1,276 3,502
Equity securities 13,482 977 50 14,509
21,724 21,474 1,326 44,524
Available-for-sale
Securities issued or guaranteed by:
Canada 709 4,966 - 5,675
Provinces - 2,908 - 2,908
Municipalities or school boards - 294 - 294
U.S. Treasury and other U.S. agencies 341 - - 341
Other debt securities - 631 72 703
Equity securities 64 191 198 453
1,114 8,990 270 10,374
Securities purchased under reverse repurchase agreements and
securities loaned - 54 - 54
Loans - 1,056 3) 1,053
Other assets
Fair value of derivative financial instruments 407 6,242 47 6,696
Total 23,245 37,816 1,640 62,701
Financial liabilities
Deposits
Business and government - 1,090 73 1,163
Other liabilities
Obligations related to securities sold short 10,300 7,824 - 18,124
Fair value of derivative financial instruments 171 5,346 83 5,600
Liabilities related to transferred receivables - 8,960 - 8,960
Other = 110 = 110
Total 10,471 23,330 156 33,957
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NOTE 3 — FAIR VALUE OF FINANCIAL INSTRUMENTS (cont.)

As at October 31, 2011

Total financial
assets/
liabilities
Level 1 Level 2 Level 3 at fair value
Financial assets
Securities
At fair value through profit or loss
Securities issued or guaranteed by:
Canada 10,050 8,451 = 18,501
Provinces = 9,579 = 9,579
Municipalities or school boards = 677 = 677
U.S. Treasury and other U.S. agencies 1,676 - - 1,676
Other debt securities - 2,877 1,154 4,031
Equity securities 11,909 994 83 12,986
23,635 22,578 1,237 47,450
Available-for-sale
Securities issued or guaranteed by:
Canada 1,761 2,884 - 4,645
Provinces - 2,655 - 2,655
Municipalities or school boards - 278 - 278
U.S. Treasury and other U.S. agencies 340 = = 340
Other debt securities = 247 86 333
Equity securities 192 422 277 891
2,293 6,486 363 9,142
Loans = 239 (10) 229
Other assets
Fair value of derivative financial instruments 265 7,925 34 8,224
Total 26,193 37,228 1,624 65,045
Financial liabilities
Deposits
Business and government - 716 13 729
Other liabilities
Obligations related to securities sold short 10,471 7,675 - 18,146
Fair value of derivative financial instruments 211 7,237 22 7,470
Liabilities related to transferred receivables - 9,561 - 9,561
Other - 88 - 88
Total 10,682 25,277 35 35,994
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As at November 1, 2010

Total financial

assets/
liabilities
Level 1 Level 2 Level 3 at fair value
Financial assets
Securities
At fair value through profit or loss
Securities issued or guaranteed by:
Canada 9,604 2,421 = 12,025
Provinces - 6,982 - 6,982
Municipalities or school boards = 416 = 416
U.S. Treasury and other U.S. agencies 573 = = 573
Other debt securities - 2,727 1,180 3,907
Equity securities 18,496 1,271 105 19,872
28,673 13,817 1,285 43,775
Available-for-sale
Securities issued or guaranteed by:
Canada 801 3,876 - 4,677
Provinces - 2,537 - 2,537
Municipalities or school boards - 337 = 337
U.S. Treasury and other U.S. agencies 381 = = 381
Other debt securities = 314 56 370
Equity securities 175 475 366 1,016
1,357 7,539 422 9,318
Securities purchased under reverse repurchase agreements and
securities loaned - 84 - 84
Loans - - (110) (110)
Other assets
Fair value of derivative financial instruments 243 7,831 48 8,122
Total 30,273 29,271 1,645 61,189
Financial liabilities
Deposits
Business and government = 771 38 809
Other liabilities
Obligations related to securities sold short 12,694 5,656 - 18,350
Fair value of derivative financial instruments 302 5,903 14 6,219
Liabilities related to transferred receivables - 9,930 - 9,930
Other - 432 - 432
Total 12,996 22,692 52 35,740
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NOTE 3 — FAIR VALUE OF FINANCIAL INSTRUMENTS (cont.)

Changes in the Fair Value of Financial Instruments Classified in Level 3

The Bank classifies financial instruments in Level 3 when the valuation technique is based on at least one significant input that is not observable in the markets
ordueto alack of liquidity in certain markets. The valuation technique may also be based, in part, on observable market inputs. The gains and losses presented
hereafter may therefore comprise changes in fair value based on observable and unobservable inputs.

The Bank may hedge the fair value of financial instruments classified in the various existing levels through inverse hedge positions. Gains and losses for
financial instruments classified in Level 3 presented in the following tables do not reflect the inverse gains and losses on financial instruments used for
economic hedging purposes that may have been classified in Level 1 or 2 by the Bank. In addition, the Bank may hedge the fair value of financial instruments
classified in Level 3 using other financial instruments classified in Level 3. The effect of these hedges is not included in the net amount presented in the
following tables.

Year ended October 31 2012
Securities Fair value

at fair value Available- of derivative Business and

through profit for-sale financial government

or loss securities Loans instruments®” deposits

Fairvalue as at October 31, 2011 1,237 363 (20) 12 (13)
Total realized and unrealized gains (losses)

included in Net income® 142 54 - (15) (15)
Total realized and unrealized gains (losses)

included in Other comprehensive income - (58) - - -

Purchases 19 4 - - -

Sales (59) (61) - - -

Issuances - - = (26) (58)

Settlements and other (12) (33) 7 - -

Financial instruments transferred to or from Level 3¢ [€)) 1 - 7 13

Fair value as at October 31, 2012 1,326 270 3) (36) (73)

Change in unrealized gains and losses included in net
income with respect to financial assets and financial

liabilities held as at October 31, 2012% 142 2 - (15) (15)
Year ended October 31 2011
Securities Fair value

at fair value Available- of derivative Business and

through profit for-sale financial government

or loss securities Loans instruments® deposits

Fair value as at October 31, 2011 1,285 422 (110) 34 (38)
Total realized and unrealized gains (losses)

included in Net income® 2 15 15 (25) -
Total realized and unrealized gains (losses)

included in Other comprehensive income = 32 = = =

Purchases 58 50 - - -

Sales (94) (78) = - -

Issuances - - - 3 6)

Settlements and other (14) (78) 85 - -

Financial instruments transferred to or from Level 3¢ - - - - 31

Fair value as at October 31, 2012 1,237 363 (10) 12 (13)

Change in unrealized gains and losses included in net
income with respect to financial assets and financial
liabilities held as at October 31, 2012© (7) 16 = (25) =

(1)  The fairvalue of derivative financial instruments includes assets and liabilities presented on a net basis.

(2)  The total amount of net gains included in Other income was $166 million.

(3)  During the years ended October 31, 2012 and 2011, certain financial instruments were transferred to or from Level 3 due to changes in the availability of observable market inputs resulting
from changing market conditions.

(4)  Total unrealized gains included in Other income was $114 million.

(5)  The total amount of net gains included in Other income was $7 million.

(6) Total unrealized losses included in Other income was $16 million.
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NOTE 4 — FINANCIAL INSTRUMENTS DESIGNATED AS AT FAIR VALUE THROUGH PROFIT OR LOSS

Information about the financial assets and financial liabilities designated as at fair value through profit or loss is provided in the following tables:

Year ended October 31

2012

Carrying value as

Change in

the total fair value
(including the
change in the fair

Change in fair
value since the

at October 31, value attributable initial recognition of
2012 to credit risk) the instrument
Financial assets designated as at fair value through profit or loss
Securities 5,452 156 299
Securities purchased under reverse repurchase agreements 54 = =
Loans 39 3 3
Total 5,545 159 302
Financial liabilities designated as at fair value through profit or loss
Deposits® 1,039 (25) (58)
Liabilities related to transferred receivables 8,960 76 (376)
Total 9,999 51 (434)
Year ended October 31 2011
Change in

Carrying value as

the total fair value
(including the
change in the fair

Change in fair
value since the

at October 31, value attributable initial recognition of
2011 to credit risk) the instrument
Financial assets designated as at fair value through profit or loss

Securities 6,339 164 164
Loans 8 - -
Total 6,347 164 164

Financial liabilities designated as at fair value through profit or loss
Deposits® 623 20 34)
Liabilities related to transferred receivables 9,561 - (426)
Total 10,184 20 (460)

(1)  For the year ended October 31, 2012, the change in the fair value of deposits designated as at fair value through profit or loss attributable to credit risk resulted in a $7 million loss

($5 million gain for the year ended October 31, 2011).

The Bank chose to designate certain financial instruments as at fair value through profit or loss according to criteria presented in Note 1. In accordance with
its risk management strategy, which allows the Bank to eliminate or significantly reduce the measurement or recognition disparity resulting from measuring
financial assets and liabilities on different bases, the Bank designated certain debt securities, certain securities purchased under reverse repurchase
agreements, and certain liabilities related to transferred receivables as at fair value through profit or loss. The fair value of liabilities related to transferred
receivables does not include credit risk, as the holders of these liabilities are not exposed to the Bank’s credit risk.

The Bank also designated certain hybrid financial instruments with one or more embedded derivatives, such as restructured notes of the master asset vehicle

(MAV) conduits, certain deposits, and certain loans as at fair value through profit or loss. There is no exposure to credit risk on the loans to the extent that they

are fully collateralized.
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NOTE 5 — MANAGEMENT OF THE RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS

The Bank views risk as an integral part of its development and the diversification of its activities and advocates a management approach consistent with its
business expansion strategy. The purpose of effective risk management is to provide reasonable assurance that incurred risks do not exceed acceptable
thresholds and that risk-taking contributes to the creation of shareholder value. For the Bank, this means striking a healthy balance between return and risk.

Risk Management Framework

To achieve its risk management objectives, the Bank has a risk management framework that comprises the elements presented hereafter:

Risk Management Culture
The Bank’s management routinely promotes a risk management culture through internal communications that advance a balanced model where business
expansion initiatives are coupled with a constant concern for sound risk management.

Governance Structure
The governance structure at the Bank defines the roles and responsibilities of all levels of the organization.

The Board of Directors (Board)

The Board is responsible for examining and approving the Bank’s overall risk philosophy and risk appetite, acknowledging and understanding the main risks
faced by the Bank, and making sure appropriate systems are in place to effectively manage and control these risks. It performs its mandate in this regard both
directly and through its committees, in particular the Audit and Risk Management Committee.

The Audit and Risk Management Committee (ARMC)
The ARMC approves the main risk management policies and risk tolerance limits. In addition to ensuring that the appropriate resources and processes are in
place to properly and effectively manage risk on an ongoing basis, it examines and approves all significant aspects of risk assessment systems.

The Office of the President
Composed of the President and Chief Executive Officer and the officers responsible for the Bank’s main functions and business units, the Office of the
President ensures that risk management is effective and consistent with the Bank’s pursuit of its objectives and strategies.

The Bank’s Management
The Bank’s management promotes the risk management culture Bank-wide and manages the primary risks to which the Bank is exposed.

The Global Risk Committee

The Global Risk Committee is in charge of defining the parameters of the policies that determine risk tolerance and the overall risk strategy, for the Bank and
its subsidiaries as a whole, and setting limits as well as tolerance and intervention thresholds enabling the Bank to properly manage the main risks to which
itis exposed. The Committee approves and monitors all large credit facilities. It also recommends, for Board approval, the Bank’s risk philosophy, risk appetite,
and risk profile management. The Market Risk Management Committee, Operational Risk Management Committee, and Asset/Liability Management Committee
report to the Global Risk Committee.

The Information Disclosure Committee
The Information Disclosure Committee is responsible for making sure that financial reporting disclosure controls and procedures are implemented and
operating effectively.

The Risk Management Group

This group proposes risk management policies and implements tools and models for identifying, measuring and monitoring risks. In addition to instituting
and applying various independent risk review and approval procedures, this group also proposes risk limits that reflect the risk tolerance thresholds established
by the ARMC and informs management and the Board of significant risks.

The Business Units

The business units manage risks related to their operations within established limits and in accordance with risk management policies by identifying,
analyzing and understanding the risks to which they are exposed and implementing risk mitigation mechanisms. The management of these units must ensure
that employees are adhering to in-force policies and to the limits set out therein.
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Risk Management Policies

Risk management policies and the related guidelines and procedures are the essential elements of the risk management framework. They identify and describe
the main activity-related risks, specify the requirements that the business units must meet in assessing and managing risk, stipulate the authorization process
forrisk taking and set the risk limits to be adhered to. These policies cover all the main risks defined in the Bank’s risk management approach and are reviewed
on a regular basis—in most cases, annually—to ensure that they are still relevant given changes in the markets and the business plans of the Bank’s business
units. Other policies, standards and procedures complement the risk management policies and cover more specific aspects of management, such as business
continuity, the launch of new products, initiatives or activities, or financial instrument measurement. These policies, standards and procedures generally apply
across the Bank.

The Bank’s risk management policies and accompanying guidelines and procedures are presented in the Management’s Discussion and Analysis.

Credit Risk Management

Credit risk is the risk of a financial loss if an obligor fails to fully honour its contractual commitments to the Bank. Obligors may be borrowers, issuers,
counterparties or guarantors. Credit risk is the most significant risk facing the Bank in the normal course of business. The Bank is exposed to credit risk not
only through its direct lending activities and transactions but also through commitments to extend credit, letters of guarantee, letters of credit, over-the-counter
derivatives trading, available-for-sale debt securities, securities purchased under reverse repurchase agreements, deposits with financial institutions, brokerage
activities and transactions carrying a settlement risk for the Bank such as irrevocable fund transfers to third parties via electronic payment systems.

A policy framework centralizes the governance of activities that create credit risk for the Bank as a whole and is supplemented by a series of subordinate
internal or sectoral policies and guidelines on specific management matters such as credit limits, collateral requirements and risk quantification or to provide
more thorough guidance for given business lines.

Credit Risk Assessment and Rating of Loans

Before a sound and prudent credit decision can be taken, the credit risk represented by the borrower or counterparty must be accurately assessed. This is the
first step in processing credit applications. Each application is analyzed and assigned one of 19 grades on a scale of 1 to 10 using a credit rating system
developed by the Bank for all portfolios exposed to credit risk. As each grade corresponds to a borrower’s, counterparty’s or third party’s probability of default,
the credit risk can be determined for the Bank. The credit risk assessment methods vary according to portfolio type.

The main parameters used to measure the credit risk of loans outstanding and undrawn amounts are as follows:

- probability of default (PD), which is the probability that the obligor in question will default within one year;

- lossgiven default (LGD), which represents the magnitude of the expected loss from the obligor’s default, expressed as a percentage of exposure at default
(EAD); and

- EAD, which is the estimated amount potentially drawn at the time of the obligor’s default.

Personal credit portfolios

This category comprises credit portfolios composed of residential mortgage loans, consumer loans and loans to certain small businesses. The credit risk of
these portfolios is measured using credit scoring models. The obligor’s default risk rating for personal credit is determined using these models. The risk
assessment also takes product risk into account, for example, a line of credit versus a term loan. Personal credit risk assessments are based on a group of
borrowers with similar credit histories and behaviour profiles.

A risk analysis based on loan grouping in pools of homogeneous obligor profiles is used for overall management of personal credit portfolios. This personal
risk assessment approach, which has proven particularly effective for estimating loan defaults and losses, takes a number of factors into account, namely:

- behaviour scoring;

-  loan product characteristics;

—  collateral provided;

- the length of time on the Bank’s balance sheet; and
- loan status (active, delinquent or defaulted).
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NOTE 5 - MANAGEMENT OF THE RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (cont.)

Loan pools are also established based on probability of default, loss given default and exposure at default, which are measured based on the characteristics
of the obligor and the transaction itself. Loss given default is estimated based on transaction-specific factors including loan product characteristics, loan-to-
value ratio and types of collateral. In accordance with the Bank’s default risk-rating and facility risk-rating policies, the review and renewal policies, and the
risk quantification policy, the default risk ratings must be reviewed annually.

Business and government credit portfolios
This category comprises business (other than some small businesses that are classified in personal credit portfolios), government and financial institution
credit portfolios.

These credit portfolios are assigned a risk rating based on a detailed individual analysis of the financial and non-financial aspects of the borrower, including
the borrower’s financial strength, sector of economic activity, competitive ability, access to capital and management quality. The Bank has risk rating tools
and models enabling it to specifically assess the risk represented by an obligor in relation to its industry and peers. The models used are adapted to the
obligor’s broad sector of activity. Models have been set up for seven sectors: business — commercial, large business, banks-brokerage, sovereigns, energy,
real estate and agriculture.

This risk assessment method assigns a default risk rating to an obligor that reflects its credit quality. For each credit risk rating corresponds a probability of
default (see table below). This credit quality classification enables the Bank to adequately differentiate its respective assessments of an obligor’s ability to
meet its contractual obligations. This kind of assessment must be done independently of external circumstances, particularly adverse economic or financial
conditions likely to put stress on the Bank. Default risk ratings are assigned according to an assessment of the obligors’ commercial and financial risks, based
on a solvency review. Various risk quantification models, described below, are used to perform this assessment.

The business and government default risk rating scale used by the Bank is similar in some ways to the systems used by major external rating agencies. The
following table groups 19 grades by major risk category and compares them with the ratings of two major rating agencies.

Internal Default Risk Ratings — Business and Government

Ratings Standard & Poor's Moody's Description®
1-25 AAA to A- Aaato A3 Excellent
3-4 BBB+ to BBB- Baal to Baa3 Good
4.5-6 BB+ to B+ Balto B1 Satisfactory
6.5-7.5 B to CCC+ B2 to Caal Special mention
8-8.5 CCCand CCC- Caa2 and Caa3 Substandard
9-10 CC,Cand D Ca,Cand D Default

(1)  Additional information is provided in the tables on page 126.

The Bank also uses individual assessment models by industry to assign a risk rating to the credit facility based on the collateral and guarantees the obligor is
able to provide and, in some cases, based on other factors.

The Bank consequently has a bi-dimensional risk rating system that, using internal and external historical data, establishes a default risk rating for each obligor,
and models that assign a risk rating to the credit facility that is independent of the risk rating assigned to the obligor.
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Credit Decision and Approval Process

Credit-granting decisions are based first and foremost on the results of the risk assessment. In addition to the client’s solvency, credit-granting decisions are
also influenced by factors such as available collateral, transaction compliance with policies, standards and procedures, and the Bank’s overall risk-adjusted
return objective. Each credit-granting decision is made by authorities within the Risk Management teams and Management, who are independent of the
business units and are at a reporting level commensurate with the size of the proposed credit transaction and the associated risk.

Decision-making authority is determined in compliance with the delegation of authority set out in the credit risk management policy. A person in a senior
position in the organization approves credit facilities that are substantial or carry a higher risk for the Bank. The Bank’s Global Risk Committee approves and
monitors all substantial credit facilities. Credit applications that exceed management’s latitudes are submitted to the Board for approval. The credit granting
process demands a high level of accountability from managers, who must proactively manage the credit portfolio.

Risk Mitigation

The Bank also controls credit risk using various risk mitigation techniques. The most common method used to mitigate credit risk is to obtain quality collateral
from the borrower. In the Bank’s opinion, obtaining collateral cannot replace a rigorous assessment of a borrower’s ability to meet its obligations, but, beyond
a certain risk threshold, it is an essential complement. Collateral is not required in all cases; it depends upon the level of risk presented by the borrower and
the type of loan granted. However, if the level of risk to the Bank is considered high, collateral will likely be required. The legal validity of any collateral obtained
and the Bank’s ability to correctly and regularly measure the collateral’s value are critical for this mechanism to play its proper role in risk mitigation. The Bank
has established specific requirements in its internal policies with respect to the appropriate legal documentation and assessment for the kinds of collateral
that business units may require in guarantee of the loans granted. The categories of eligible collateral and the lending value of these assets have also been
defined by the Bank. For the most part, they include the following asset categories: accounts receivable, inventories, machinery and equipment, rolling stock,
mortgages on residential, commercial and office buildings and on industrial facilities, as well as cash, marketable securities, guarantees and government
guarantees.

Counterparty obligations related to the trading of contracts on derivative financial instruments are frequently subject to credit risk mitigation measures.
The mitigation techniques are somewhat different from those used for loans and advances and depend on the nature of the instrument or the type of contract
traded. The first of these, and the most widely used, is the signing of International Swaps & Derivatives Association, Inc. (ISDA) master agreements with the
appropriate counterparties. These agreements make it possible to apply full netting of the gross amounts of the market price assessments, when one of the
contracting parties defaults on the agreement, for each of the transactions covered by the agreement and in force at the time of default. The amount of the
final settlement is therefore the net balance of gains and losses on each transaction, which reduces exposure when a counterparty defaults. The Bank’s policies
require signing an ISDA agreement with most derivative and foreign exchange forward contracts trading counterparties.

Another mechanism for reducing credit risk complements the ISDA master agreement in many cases and provides the Bank and its counterparty (or both
parties, if need be) with the right to request collateral from the counterparty when the net balance of gains and losses on each transaction exceeds a threshold
defined in the agreement. These agreements, known as Credit Support Annexes (CSAs), are common between financial institutions active in international
financial markets since they make it possible to limit credit risk while providing traders with additional flexibility to continue trading with the counterparty.
The Bank often uses this type of legal documentation in transactions with financial institutions and governments. For business transactions, the Bank
prefers to use internal mechanisms set out in the credit agreements. The Bank’s internal policies set the conditions governing the implementation of such
mitigation methods.
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NOTE 5 - MANAGEMENT OF THE RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (cont.)

Portfolio diversification and management

The Bank is exposed to credit risk not only through outstanding loans and undrawn amounts of commitments to a particular borrower but also through
the sectoral distribution of loans outstanding, undrawn amounts, and the exposure of its various credit portfolios to geographical, concentration and
settlement risks.

The Bank’s approach to controlling these diverse risks begins with optimizing diversification of its exposures. The management criteria set out in its internal
policies and procedures include measures designed to maintain a healthy degree of diversification of credit risk in its portfolios. These instructions are mainly
reflected in the application of various limits on the scope of its exposures: credit approval limits and country limits by hierarchal level; limits on counterparty
credit concentration; and credit concentration limits by industry, country, region and type of financial instrument. Compliance with these limits is monitored
through periodic reports submitted by Risk Management officers to the Board.

The criteria established for portfolio diversification and the specific limits set for economic, industrial or geographical sectors are based on the findings of
sector-based studies and analyses conducted by economists and the Risk Management Group and are approved by the Global Risk Committee. Continuous
analyses are performed in order to anticipate problems with a sector or borrower before they materialize as defaulted payments.

Other risk mitigation methods

- Credit derivative financial instruments
To some extent, the Bank also reduces credit risk by using the protection provided by credit derivative financial instruments such as credit default swaps.
When the Bank acquires credit protection, it pays a premium on the swap to the counterparty in exchange for the counterparty’s commitment to pay if
the underlying entity defaults or another event involving the counterparty and covered by the legal agreement occurs. Since, like borrowers, providers of
credit protection must receive a default risk rating, the Bank’s internal policies set out all the criteria under which a counterparty may be judged eligible
to mitigate the Bank’s credit risk.

- Loan syndication
For loan syndication, the Bank has developed specific instructions on the appropriate objectives, responsibilities and documentation requirements.

Account Monitoring and Recovery

Credit granted by the Bank and borrowers are monitored on an ongoing basis and in a manner commensurate with the related risk. Loan portfolio managers
use an array of methods to conduct a particularly rigorous follow-up on problem loans. When loans continue to deteriorate and there is an increase in risk to
the point where monitoring has to be increased, a group specialized in managing problem accounts steps in to maximize collection of the disbursed amounts
and tailor strategies to these accounts.

In these cases, loan portfolio managers prepare and submit, to the concerned credit department, a detailed monitoring report each month to track the status
of at-risk obligors and the corrective measures undertaken. The management of each credit department concerned performs follow-ups on the reports, and
each quartera credit monitoring committee meets to review the action plans and monitoring reports of obligors that have loans disbursed or undrawn amounts
of $2 million or more. The authority to approve allowances for credit losses is attributed using limits delegated on the basis of hierarchical level under the
Credit Risk Management Policy.

Detailed information on the recognition of impaired loans and allowances for credit losses are presented in Note 1.
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Maximum Credit Risk Exposure

The amounts shown in the following tables represent the Bank’s maximum exposure to credit risk as at the financial reporting date without taking into account
any collateral held or any other credit enhancements. These amounts do not take into account allowances for credit losses nor amounts pledged as collateral.
The tables also exclude equity securities.

As at October 31, 2012
Maximum exposure to credit risk under the Basel Il asset categories

Other
Undrawn Repo-style oTC off-balance
Drawn commitments transactions®” derivatives sheet items? Total
Retail
Residential mortgages 31,235 4,469 - - - 35,704
Qualifying revolving retail 2,559 1,874 - - - 4,433
Other retail 10,883 1,096 - - 16 11,995
Total retail 44,677 7,439 = = 16 52,132
Non-retail
Corporate 30,605 10,246 1,884 23 2,011 44,769
Sovereign 14,120 3,002 10,873 75 110 28,180
Financial institutions 4,114 143 39,134 663 786 44,840
Total non-retail 48,839 13,391 51,891 761 2,907 117,789
Trading portfolio = = = 5,931 = 5,931
Securitization 1,909 - - - 2,959 4,868
Total — Credit risk 95,425 20,830 51,891 6,692 5,882 180,720
Standardized Approach 7,930 596 1,786 883 787 11,982
AIRB Approach 87,495 20,234 50,105 5,809 5,095 168,738
Total — Credit risk 95,425 20,830 51,891 6,692 5,882 180,720
As at October 31, 2011
Maximum exposure to credit risk under the Basel Il asset categories
Other
Undrawn Repo-style oT1C off-balance
Drawn commitments transactions® derivatives sheet items® Total
Retail
Residential mortgages 27,348 3,769 - - - 31,117
Qualifying revolving retail 2,560 1,828 = = = 4,388
Other retail 10,588 1,029 - - 18 11,635
Total retail 40,496 6,626 = = 18 47,140
Non-retail
Corporate 25,688 9,344 2,045 - 1,938 39,015
Sovereign 14,599 2,997 10,614 = 46 28,256
Financial institutions 4,302 49 37,332 635 681 42,999
Total non-retail 44,589 12,390 49,991 635 2,665 110,270
Trading portfolio = = = 5,184 = 5,184
Securitization 1,249 = = = 3,257 4,506
Total — Credit risk 86,334 19,016 49,991 5,819 5,940 167,100
Standardized Approach 6,882 514 2,021 711 761 10,889
AIRB Approach 79,452 18,502 47,970 5,108 5,179 156,211
Total - Credit risk 86,334 19,016 49,991 5,819 5,940 167,100

(1)  Securities purchased under reverse repurchase agreements and sold under repurchase agreements as well as securities loaned and borrowed.
(2)  Letters of guarantee, documentary letters of credit and securitized assets that represent the Bank’s commitment to make payments in the event that a client cannot meet its financial
obligations to third parties.
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NOTE 5 - MANAGEMENT OF THE RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (cont.)

Business and Government Credit Portfolio Subject to the Advanced Internal Rating-Based Approach

The following table presents the credit quality of the business and government credit portfolio subject to the Advanced Internal Rating-Based Approach,
according to the internal risk-rating categories assigned to borrowers.

Exposure at default
As at October 31, As at October 31,

2012 2011
Undrawn Other

Drawn® commitments? exposures® Total Total

Excellent 17,153 4,762 28,700 50,615 54,011
Good 11,292 5,891 19,758 36,941 31,126
Satisfactory 13,163 1,892 4,429 19,484 14,612
Special mention 1,891 241 66 2,198 2,269
Substandard 76 7 9 92 109
Default 252 2 2 256 354
Total — Credit risk 43,827 12,795 52,964 109,586 102,481

(1)  Amounts drawn represent certain deposits with financial institutions, available-for-sale debt securities, gross loans, customers’ liability under acceptances and other assets.

(2) Undrawn commitments represent unused portions of authorized credit facilities in the form of loans, acceptances, letters of guarantee and documentary letters of credit, excluding
investment banking activities.

(3)  Other exposures represent securities purchased under reverse repurchase agreements and securities borrowed as well as securities sold under repurchase agreements and securities
loaned, forwards, futures, swaps and options and also include letters of guarantee, documentary letters of credit, and securitized assets that represent the Bank’s commitment to make
payments in the event a client cannot meet its financial obligations to third parties.

Personal Credit Portfolio Subject to the Advanced Internal Rating-Based Approach

The following table presents the credit quality of the personal credit portfolio subject to the Advanced Internal Rating-Based Approach, according to the internal
risk-rating categories assigned to borrowers.

Exposure at default
As at October 31,  As at October 31,
2012 2011
Qualifying

Residential revolving Other
mortgages” retail® retail® Total Total
Excellent 15,380 1,974 2,509 19,863 17,392
Good 13,460 934 2,906 17,300 15,800
Satisfactory 5,316 1,007 3,510 9,833 9,309
Special mention 568 406 594 1,568 1,554
Substandard 218 89 125 432 482
Default 90 23 105 218 214
Total — Credit risk 35,032 4,433 9,749 49,214 44,751

(1) Includes home equity lines of credit.
(2)  Includes lines of credit and credit card receivables.
(3)  Includes consumer loans, credit card receivables, certain SME loans, and other personal loans.

Market Risk Management

Market risk is the risk of a financial loss resulting from adverse movements in underlying market factors, namely, interest rates, foreign exchange rates, equity
prices, commodity prices, credit risk and market volatility. Market risk is intrinsically interlinked with participation in financial markets. Managing this risk is

a core competency for the Bank in its trading, investing and asset/liability management activities.
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Assessing Market Risk
An integrated internal control framework, which is overseen by the Market Risk Management Committee, is used to manage market risk. The Bank is continually
adapting its market risk management and oversight framework in response to an ever-changing regulatory framework.

The Risk Management Group uses a variety of market risk measurement mechanisms to control and monitor exposure, the main one being the Value-at-Risk
(VaR) simulation model. VaR has the advantage of providing a uniform measurement of financial instrument-related market risks based on a single statistical
confidence level and time horizon. One-day VaR is the maximum—in 99 cases out of 100—daily loss the Bank could incur in a given portfolio. In other words,
the loss could exceed that amount in only one out of 100 cases. Global VaR is measured by assuming a holding period of one day (10 days for calculating
regulatory capital). This assumption is used to combine the VaR of various portfolios and yields an estimate of the daily global risk incurred by the Bank. VaR
is calculated on a daily basis both for major classes of financial instruments (including derivative financial instruments) and all portfolios of the Financial
Markets segment and Corporate Treasury of the Bank. The VaR calculation model is based on a historical simulation methodology using two years of data.

Outstanding VaR is monitored daily in relation to established limits for each type of market risk, portfolio, business unit, as well as major type of activity:
trading, investing and asset/liability management. Furthermore, investment activities, i.e., available-for-sale securities, are governed by an investment guideline
in addition to the Market Risk Management Policy. Moreover, the Bank also carries out backtesting which is essential to verify the capacity of the
Bank’s VaR model to adequately forecast the maximum risk of market losses and thus validate, retroactively, the quality and accuracy of the results obtained
using the model.

The VaR model simulates losses in market situations similar to those revealed by historical data, i.e., market conditions that are supposedly normal. The Bank
also simulates the impact of abnormal situations, i.e., rare extreme events (such as a stock market crash) on the various portfolios of the Financial Markets
segment. It does this by carrying out daily stress tests as well as sensitivity analyses for all risk categories: interest rate risk, equity and commodity price risk,
foreign exchange risk, market volatility risk and credit spread risk.

This battery of stress tests and sensitivity analyses simulate the results that the portfolios of the Financial Markets segment would generate if the extreme scenarios
in question were to occur. Stress tests and sensitivity analyses are subject to maximum potential loss limits, among which the amounts applicable to the Bank’s
global portfolios are approved by the Board. These tests and analyses are jointly established by the Risk Management Group and the management of the business
units. They are regularly reviewed in response to market conditions, new products and trading strategies.

Trading Activities

The first table below shows the VaR distribution of trading portfolios by risk category as well as the correlation effect. The second table shows the stressed VaR
distribution, i.e., the VaR of the Bank’s current portfolios obtained following the calibration of risk factors over a 12-month stress period.

Global VaR by Risk Category®

Year ended October 31 2012 2011

Low High Average Period end Period end
Interest rate (4.0) 9.3) (5.7) (5.4) 4.2)
Foreign exchange 0.2) (2.4) (1.1) (0.5) 0.3)
Equity (1.9) (7.3) (3.5) (4.5) 2.1)
Commodity (0.6) (2.3) (1.0) (0.8) 1.2)
Correlation effect® n.m. n.m. 5.6 5.3 3.8
Global VaR (3.9) (11.4) (5.7) (5.9) (4.0)

n.m. Computation of a correlation effect for the high and low is not meaningful as highs and lows may occur on different days and may be attributable to different types of risk.
(1)  Amounts are presented on a pre-tax basis and represent one-day VaR.
(2)  The correlation effect is the result of the diversification of types of risk.
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NOTE 5 - MANAGEMENT OF THE RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (cont.)

Stressed VaR®
Year ended October 31 2012
Low High Average Period end
Interest rate (5.9 (15.3) (10.2) (9.5)
Foreign exchange (0.3) (4.2) (1.4) (0.8)
Equity (2.0) (11.4) (5.2) 6.3)
Commodity (1.1) (6.6) (2.4) (1.5)
Correlation effect® n.m. n.m. 10.1 9.8
Global VaR (5.0) (18.9) 9.1) (8.3)

n.m. Computation of a correlation effect for the high and low is not meaningful as highs and lows may occur on different days and may be attributable to different types of risk.
(1)  Amounts are presented on a pre-tax basis and represent one-day VaR.
(2)  The correlation effect is the result of the diversification of types of risk.

Available-for-Sale Securities Portfolios

The Bank has created available-for-sale securities portfolios made up of liquid orilliquid securities for strategic, long-term investment and liquidity purposes.
These investments carry not only market risk but also credit risk, liquidity risk, concentration risk and reputation risk as well as risk of non-compliance with
current laws and regulations.

The Investment Guidelines set out the guiding principles and general management standards to be followed by all those who manage portfolios of available-
for-sale securities included in the portfolios of the Bank and its subsidiaries. Under these guidelines, business units that are active in managing this type of
portfolio are required to have internal investment policies that set, among other things, targets and limits for the allocation of assets in the portfolios
concerned and internal approval mechanisms. The primary objective is to reduce concentration risk by industry, issuer, country, type of financial instrument
and credit quality. Overall limits in value and in proportion to the Bank’s equity are set on the outstanding amount of liquid preferred shares, liquid equity
securities excluding preferred shares, and instruments classified as illiquid securities in the available-for-sale securities portfolios. The overall exposure to
common shares with respect to an individual issuer and the total outstanding amount invested in hedge funds and private equity funds, for investment
banking services, are also subject to these limits. Restrictions are also set on investments defined as special. Lastly, the Bank has a specific Board-approved
policy for strategic investments, which are defined as purchases of business assets or acquisitions of significant interests in an entity for the purposes of
acquiring control or creating a long-term relationship.

Structural Interest Rate Risk

As part of its banking activities, such as granting mortgage loans and obtaining term deposits, the Bank is exposed to structural interest rate risk. Interest rate
movements cause changes in interest income and interest expense and, although these changes move in the same direction, their relative magnitude will
have a favourable or unfavourable impact on annual net interest income and the economic value (present value of estimated cash flows) of equity. The extent
ofthatimpact depends on several factors, particulary the mismatch of asset and liability maturities and interest rate reset dates, the risk related to the interest
rate maturity curve level, form and slope, and to changes in those characteristics, the risk related to the privileges of options tied to capitalized revenues,
whether implicit (mortgage prepayments, deposit redemptions) or explicit (capped rate mortgages) and the basic risk resulting from an imperfect correlation
between various interest rate curves. The Bank’s objective is to ensure dynamic and efficient management of interest rate exposure and to optimize the impact
of interest rate movements in view of anticipated rate changes.

Interest rate risk management is managed under a specific Board-approved policy, the revision and application of which are overseen by various committees.
The policy sets risk limits based on the impact of interest rate fluctuations on various parameters, including annual net interest income (maximum loss) and
economic value. In addition, the duration of equity must be kept within certain limits.

Regular simulations are performed to assess the impact of various scenarios on annual net interest income and on the economic value of equity in order to
guide the management of structural interest rate risk.
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The following table presents the potential before-tax impact of an immediate and sustained 100-basis-point increase or decrease in interest rates on net
interest income and on the economic value of equity of the Bank’s non-trading portfolios, assuming no further hedging is undertaken.

Interest Rate Sensitivity — Non-Trading Activities (Before Tax)

As at October 31, As at October 31,

2012 2011
100-basis-point increase in the interest rate
Impact on net interest income (for the next 12 months) 10 20
Impact on equity (121) ©97)
100-basis-point decrease in the interest rate
Impact on net interest income (for the next 12 months) (20) (30)
Impact on equity 92 74

Liquidity Risk Management

Liquidity risk is the risk that the Bank will be unable to honour daily cash and collateral pledging commitments without resorting to costly and untimely
measures. Liquidity risk arises when sources of funds become insufficient to meet scheduled payments under the Bank’s commitments. Liquidity risk stems
from mismatched cash flows related to assets and liabilities as well as the characteristics of certain products such as credit commitments and non-fixed
term deposits.

The Bank’s primary objective as a financial institution is to manage liquidity such that it supports the Bank’s business strategy and enables it to honour its
commitments when they come due, even in extreme conditions. This is done primarily by implementing a policy framework approved by the Board, which
establishes a risk tolerance threshold, monitoring structures controlled by the various committees, risk indicators, reporting procedures, delegation of
responsibilities and segregation of duties.

Liquidity Management

The Bank carries out liquidity and funding management operations not only from its head office and branches in Canada but also through some of its foreign
centres. Although the volume of such operations abroad represents a sizable portion of its overall liquidity management, the Bank has a centralized approach
to liquidity management. By organizing liquidity and funding monitoring activities within Corporate Treasury, the Bank can better coordinate funding activities
and monitor risk. This approach also simplifies the process of allocating and controlling liquidity and funding limits and thresholds since most of them—
particularly liquidity ratios—apply solely on a consolidated basis. However, the liquidity and funding management policy contains specific provisions for the
Bank’s most active foreign centres in terms of funding on institutional markets and imposes certain limits and alert thresholds on those centres with respect
to short-term collateralized and unsecured funding, both in absolute and relative terms. Moreover, the Bank’s funds transfer pricing system prices liquidity
by allocating the cost to the various operating segments or by compensating them, as applicable. Liquidity costs are allocated to liquidity-intensive activities,
mainly less liquid long-term loans, commitments to extend credit or securities as well as strategic investments. The liquidity compensation is credited to the
suppliers of funds, primarily funding in the form of stable deposits from the Bank’s branch network.

Short-term day-to-day funding decisions are based on a daily cumulative net cash position, which is controlled by means of limits set on liquidity ratios.
Among these ratios and measures, the Bank pays particular attention to the funds obtained on the wholesale market and to cumulative cash flows based on
a variety of time periods.

Moreover, the Bank’s collateral pledging activities related to collateralized financing transactions and to derivative financial instrument transactions are
monitored on a daily basis in relation to the global limit set by the Bank and undergo monthly stress tests using a variety of simulations. The Bank also regularly
tracks unencumbered securities outstanding in proportion to unsecured institutional market funds due in less than one year. The Bank must hold,
after conservative haircuts are applied, unencumbered liquid assets outstanding equal to at least the total amount of unsecured institutional market funds
maturing within one year.

The Bank’s survival period, an indicator designed to measure how long (in months) it would take to utilize the Bank’s liquid assets if the Bank were to lose
deposits prematurely or if funds from the wholesale market were not renewed at maturity, is measured monthly using six scenarios. These scenarios are
prepared to assess the Bank’s sensitivity to a crisis that is either specific to the Bank or of a systemic nature. Deposit-loss simulations are performed according
to degree of stability, while certain asset items are charged an amount that takes into account the Bank’s ability to liquidate them in a crisis situation.
The stress test scenarios are reviewed and presented to the Board for approval once a year.
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NOTE 5 - MANAGEMENT OF THE RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (cont.)

Funding

The deposit liabilities of the Bank’s branch network are the Bank’s primary and most stable source of funding. Stable funds are used to fund bank activities,
whereas funds from the wholesale markets are used to fund financial market activities. To preserve the best possible funding profile, the Bank seeks to
minimize its short-term wholesale funding and ensure a variety of funding sources. The Bank seeks to diversify its funding sources by geographic location,
currency, instrument, maturity and depositor. In addition, the Bank is actively involved in securitization programs (e.g., residential mortgages and credit card
receivables) that diversify its access to long-term funding.

Residual Contractual Maturities of Financial Liabilities and Loan Commitments

As at October 31, Asat October31, AsatNovember1,
2012 2011 2010
Payable on Payable
demand ona
and after fixed
notice date
Less than 1to2 2to5 More than
1 year years years 5 years Total Total Total
Deposits
Personal 23,494 7,521 4,702 7,496 692 43,905 40,433 38,767
Other 23,080 13,545 1,850 10,302 567 49,344 45,129 39,390
46,574 21,066 6,552 17,798 1,259 93,249 85,562 78,157
Payable on
demand More
and after Less than 1to2 2to5 than No
notice 1 year years years 5 years maturity Total Total Total
Acceptances = 8,250 - = = = 8,250 7,394 5,946
Obligations related to securities
sold short = = = = = 18,124 18,124 18,146 18,350
Obligations related to securities
sold under repurchase
agreements and securities loaned 2,541 16,998 = - - - 19,539 20,268 17,730
Designated derivative financial
instruments
Fair value hedges - 1 - 8 198 - 207 178 193
Cash flow hedges - - - 23 5 - 28 32 19
Hedge of a net investmentin a
foreign operation - 1 - - - - 1 10 -
Total designated derivative financial
instruments - 2 - 31 203 - 236 220 212
Derivative financial instruments
held for trading = 1,220 684 1,652 1,808 = 5,364 7,250 6,007
Due to clients, dealers and brokers 1,959 - - - - - 1,959 1,351 3,131
Liabilities related to transferred
receivables - 3,032 1,579 5,956 4,831 - 15,398 12,905 11,455
Other liabilities - 1,559 6 851 35 110 2,561 2,397 3,122
Subordinated debt = 88 500 1,850 32 = 2,470 2,000 2,033
Loan commitments = 39,891 — - — — 39,891 36,106 33,442
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NOTE 6 — SECURITIES

Residual Contractual Maturities of Securities

As at October 31, As at October31, AsatNovember1,
2012 2011 2010
Less than 1to5 Morethan No
1 year years 5 years maturity Total Total Total
Securities at fair value through
profit or loss
Securities issued or guaranteed by:
Canada 3,749 6,714 4,297 = 14,760 18,501 12,025
Provinces 1215 4,219 5,008 - 10,442 9,579 6,982
Municipalities or school boards 156 220 36 = 412 677 416
U.S. Treasury and other U.S. agencies - 825 74 - 899 1,676 573
Other debt securities 868 860 1,774 - 3,502 4,031 3,907
Equity securities 1 14 - 14,494 14,509 12,986 19,872
Total 5,989 12,852 11,189 14,494 44,524 47,450 43,775
Available-for-sale securities
Securities issued or guaranteed by:
Canada 256 4,571 848 = 5,675 4,645 4,677
Provinces 1 542 2,365 - 2,908 2,655 2,537
Municipalities or school boards 12 50 232 = 294 278 337
U.S. Treasury and other U.S. agencies 341 - - - 341 340 381
Other debt securities 613 8 82 - 703 333 370
Equity securities - - - 453 453 891 1,016
Total 18228 5,171 3,527 453 10,374 9,142 9,318
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NOTE 6 — SECURITIES (cont.)

Gross Unrealized Gains (Losses) on Available-for-Sale Securities

As at October 31, 2012

Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses value
Securities issued or guaranteed by:
Canada 5,619 56 - 5,675
Provinces 2,658 250 - 2,908
Municipalities or school boards 270 24 - 294
U.S. Treasury and other U.S. agencies 341 - - 341
Other debt securities 670 35 ) 703
Equity securities 401 63 (11) 453
9,959 428 (13) 10,374
As at October 31, 2011
Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses value
Securities issued or guaranteed by:
Canada 4,621 30 6) 4,645
Provinces 2,454 202 1) 2,655
Municipalities or school boards 256 22 - 278
U.S. Treasury and other U.S. agencies 340 = = 340
Other debt securities 296 39 (#) 333
Equity securities 824 126 (59) 891
8,791 419 (68) 9,142
As at November 1, 2010
Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses value
Securities issued or guaranteed by:
Canada 4,582 95 - 4,677
Provinces 2,401 137 1) 2,537
Municipalities or school boards 315 22 - 337
U.S. Treasury and other U.S. agencies 381 = = 381
Other debt securities 352 18 - 370
Equity securities 860 200 (44) 1,016
8,891 472 (45) 9,318

Gross Unrealized Losses

As at October 31, 2012 and 2011 and as at November 1, 2010, the Bank concluded that the gross unrealized losses on available-for-sale securities were
mainly due to market price fluctuations and to changes in foreign exchange rates and that there is no objective evidence of impairment requiring an impairment
loss to be recognized in the Consolidated Income Statement.

Impairment Losses Recognized

At the end of each reporting period, the Bank determines whether there is objective evidence of impairment for each available-for-sale security. During
the year ended October 31, 2012, an amount of $36 million ($39 million for the year ended October 31, 2011) for impairment charges was recognized in
Gains (losses) on available-for-sale securities, netin the Consolidated Income Statement. In addition, during the years ended October 31, 2012 and 2011,
no amounts were reversed in the Consolidated Income Statement to recognize subsequent increases in the fair value of previously impaired debt securities.
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Master Asset Vehicles

As at October 31, 2012, the face value of the restructured notes of the master asset vehicle (MAV) conduits and of the other restructured notes held by the
Bank was $1,933 million ($2,015 million as at October 31, 2011 and $1,926 million as at November 1, 2010), of which $1,647 million was designated as
Securities at fair value through profit or loss under the fair value option, and an amount of $286 million was classified in Available-for-sale securities
($1,675 million designated as Securities at fair value through profit or loss and $340 million classified in Available-for-sale securities as at October 31, 2011;
$1,664 million designated as Securities at fair value through profit or loss and $262 million classified in Available-for-sale securities as at November 1, 2010).
The change in the face value of the restructured notes of the MAV conduits during the year ended October 31, 2012 is mainly due to the restructured notes
taken back from clients who had credit facilities backed by these notes, reduced by capital repayments, disposals and certain write-offs.

The following table provides a breakdown of the face value of the restructured notes of the MAV conduits held by the Bank:

As at October 31, As at October31, Asat November1,

2012 2011 2010
MAV |
Class A-1 597 599 601
Class A-2 552 552 553
Class B 94 94 94
Class C 39 39 39
IA tracking notes for ineligible assets 20 33 44
Total MAV I 1,302 1,317 1,331
MAV I
Class A-1 100 114 106
Class A-2 82 92 87
Class B 15 14 18
Class C 6 6 7
IA tracking notes for ineligible assets 21 32 12
Total MAV II 224 258 230
MAV Il
TA tracking notes for traditional assets 15 37 53
IA tracking notes for ineligible assets 243 252 171
Total MAV 11 258 289 224
Commercial paper not included in the Pan-Canadian restructuring plan 149 151 141
Total 1,933 2,015 1,926

The Bank has committed to contribute $910 million to a margin funding facility related to the MAV conduits in order to finance potential collateral calls. As at
October 31, 2012 and 2011 and as at November 1, 2010, no amount had been advanced by the Bank.
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NOTE 6 — SECURITIES (cont.)

Establishing Fair Value

The carrying value of the restructured notes of the MAV conduits and of the other restructured notes held by the Bank in an investment portfolio as at
October 31, 2012, designated as Securities at fair value through profit or loss, was $1,269 million, and $69 million was classified in Available-for-sale
securities ($1,150 million designated as Securities at fair value through profit or loss and $86 million classified in Available-for-sale securities as at
October 31, 2011; $1,147 million designated as Securities at fair value through profit or loss and $53 million classified in Available-for-sale securities as at
November 1, 2010). The notes held in an investment portfolio with one or more embedded derivatives were designated as Securities at fair value through
profit and loss under the fair value option, and the other notes were classified in Available-for-sale securities. The Bank took back restructured notes of the
MAV conduits related to credit facilities at a fair value of $8 million during the year ended October 31, 2012 ($73 million during the year ended October 31, 2011).

The following table provides a breakdown of the carrying value of the restructured notes held by the Bank:

As at October 31, As at October31, Asat November1,

2012 2011 2010

1to5 More than
years 5 years Total Total Total
MAV [ and MAV Il 9 1,187 1,196 1,118 1,118
MAV I = 62 62 77 44

Commercial paper not included in the Pan-Canadian

restructuring plan 80 - 80 41 38
Carrying value of the notes 89 1,249 1,338 1,236 1,200
Margin funding facilities (38) @7) (55)
Total 89 1,249 1,300 1,189 1,145

In establishing the fair value of the restructured notes of the MAV conduits and excluding ineligible assets, the Bank considered the quality of the underlying
assets. The Bank determined fair value using a valuation technique that incorporates discounted cash flows. The discount rate is based 80% on the CDX.IG
index tranches and 20% on a basket of securities backed by assets such as credit card receivables, Residential Mortgage-Backed Securities (RMBS),
Commercial Mortgage-Backed Securities (CMBS) and automobile loans. The fair valuation method also includes the effects of broker quotes and market
conditions on the MAV Il Class A-1, A-2, B and C notes. In 2012, the adjustment related to broker quotes represented 30% (20% in 2011) of the weighting
used to determine fair value. This change reflects market conditions. The credit ratings and coupons were based on the terms set out in the restructured notes
of the MAV conduits. Maturities are based on the anticipated cash flows of the underlying assets.

For ineligible assets, the fair value of the tracking notes is based on an analysis of the underlying assets of the notes and the market value of comparable
instruments. For RMBS, fair values were based on the ABX index; for CMBS, CMBS indices, including the CMBX index, were chosen. As for derivative financial
instruments, the Bank used valuation models which are commonly used by market participants with inputs that are based on factors observable in the markets
such as the CDX.IG indices and the base correlation and interest rates.

The Bank determines the value of the restructured notes of the MAV conduits it is holding by comparing the value obtained using the above-described
methodology against a range of values. The values situated in this range were obtained from adjusting various inputs to the discount rate and broker quotes,
incorporating third-party assessments and by applying various liquidity scenarios. As several assumptions may be used in determining fair value, this range
reflects the level of uncertainty associated with these models.

During the year ended October 31, 2012, revenues amounting to $111 million and $34 million were recorded to reflect, respectively, the change in the fair
value of restructured notes and the change in the fair value of commercial paper not included in the Pan-Canadian restructuring plan. These amounts were
recorded in Trading revenuesin the Consolidated Income Statement. The carrying value of the restructured notes, designated as Securities at fairvalue through
profit or loss, was within the range of the estimated fairvalue as at October 31, 2012. The credit ratings of the MAV | and MAV Il Class A-1 notes were upgraded
from “A (high) (sf)” to “AA (low) (sf)” and the credit ratings of the MAV | and MAV Il Class A-2 notes remained unchanged at “A (sf)” and “BBB (high) (sf).”
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The Bank’s valuation was based on its assessment of the conditions prevailing as at October 31, 2012, which may change in the future. The most significant
assumptions used to determine the fair value of the restructured notes are observable discount rates, the credit ratings of the notes and the broker quotes
on the MAV Il Class A-1, A-2, B and C notes. Furthermore, there may be valuation uncertainty resulting from the choice of the valuation model used. The
sensitivities of these assumptions on fair value as at October 31, 2012 are as follows:

- a10-basis-point change in the discount rate would result in a $6 million decrease or increase in the fair value;

- adecrease in the credit rating by one letter grade would result in a decrease in the fair value between a range of $20 million to $40 million;

- anincrease in the credit rating by one letter grade would result in an increase in the fair value between a range of $10 million to $20 million;

- a 1% change in the liquidity premium spread would result in a $14 million decrease or increase in the fair value;

- a10% change in the weighting used to determine the discount rate would result in a $9 million decrease or increase in the fair value;

— a 10% change in the weighting attributed to the discount rate and the broker quotes on the MAV Il Class A-1, A-2, B and C notes would result in a
$14 million decrease or increase in the fair value; and

- a1%change in the broker quotes on the MAV Il Class A-1, A-2, B and C notes would result in a $4 million decrease or increase in the fair value.

Determining the fair value of restructured notes of the MAV conduits is complex and involves an extensive process that includes the use of quantitative
modelling and relevant assumptions. Possible changes that could have a significantimpact on the future value include (1) changes in the value of the underlying
assets, (2) changes regarding the liquidity of the restructured notes of the MAV conduits which are not currently traded on an active market, (3) the impacts
of a marked and prolonged economic slowdown in North America and certain European countries, and (4) changes in legislation.

Credit Facilities to Clients Holding Restructured Notes of the MAV Conduits

As at October 31, 2012, credit facilities outstanding provided to clients holding restructured notes of the MAV conduits stood at $26 million ($51 million
asatOctober31, 2011 and $143 million as at November 1, 2010) and the allowances for credit losses were $3 million ($10 million as at October 31, 2011 and
$121 million as at November 1, 2010). As at October 31, 2012, credit facilities backed by restructured notes of the MAV conduits and those backed by
ineligible asset tracking notes totalled $100 million and $4 million, respectively ($332 million and $8 million as at October 31, 2011; $540 million and
$147 million as at November 1, 2010). In total, the collateral related to the credit facilities provided to clients is detailed in the following tables:

National Bank of Canada

2012 Annual Report 135



AUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS

(millions of Canadian dollars)

NOTE 6 — SECURITIES (cont.)

Collateral As at October 31, 2012
Credit
facilities
Credit backed by
facilities restructured
Face value backed by IA notes of the
of the notes tracking notes®” MAV conduits®
MAV I
Class A-1 57 - 38
Class A-2 80 - 52
Class B 10 - 5
Class C 3 - 2
IA tracking notes for ineligible assets - - -
Total MAV II 150 - 97
MAV Il
TA tracking notes for traditional assets 5 - 3
IA tracking notes for ineligible assets 4 4 -
Total MAV I 9 4 3
Total 159 4 100
Collateral As at October 31, 2011
Credit
facilities
Credit backed by
facilities restructured
Face value backed by IA notes of the
of the notes tracking notes®” MAV conduits?
MAV I
Class A-1 168 - 140
Class A-2 196 = 161
Class B 23 = 16
Class C 8 = 6
IA tracking notes for ineligible assets 3 3 =
Total MAV II 398 3 323
MAV Il
TA tracking notes for traditional assets 12 - 9
IA tracking notes for ineligible assets 5 5 =
Total MAV I 17 5 9
Total 415 8 332
Collateral As at November 1, 2010
Credit
facilities
Credit backed by
facilities restructured
Face value backed by IA notes of the
of the notes tracking notes®” MAV conduits?
MAV I
Class A-1 302 - 244
Class A-2 277 = 225
Class B 50 = 41
Class C 19 = 15
IA tracking notes for ineligible assets 105 68 =
Total MAV II 753 68 525
MAV Il
TA tracking notes for traditional assets 17 - 15
IA tracking notes for ineligible assets 110 79 =
Total MAV I 127 79 15
Total 380 147 540

(1) These credit facilities represent 75% of the face value of the notes and are guaranteed by the notes, less repayment of their capital.

(2)  These credit facilities represent 75% of the face value of the notes, of which 30% are full recourse to the borrower and 45% guaranteed by the notes, less repayment of their capital.
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NOTE 7 — LOANS

Residual Contractual Maturities of Gross Loans and Customers’ Liability Under Acceptances®™

As at October 31, As at October 31,
2012 2011
Less than 1to More than
1year 5 years 5 years Total Total
Retail

Residential mortgage® 23,587 19,326 313 43,226 37,639
Qualifying revolving retail® 3,918 - = 3,918 3,917
Other retail® 7,007 3,205 1,392 11,604 11,365
Total - Retail 34,512 22,531 1,705 58,748 52,921

Non-retail
Business 16,618 12,622 749 29,989 25,625
Sovereign 1,417 702 233 2,352 2,589
Financial institutions 410 - - 410 231
Total — Non-retail 18,445 13,324 982 32,751 28,445
52,957 35,855 2,687 91,499 81,366

(1)  Theinformation is presented according to Basel Il asset classes.

(2)  Includes home equity lines of credit.

(3)  Includes lines of credit and credit card receivables.

(4)  Includes consumer loans, credit card receivables, SME loans, and other personal loans.
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NOTE 7 — LOANS (cont.)

Credit Quality of Loans

As at October 31, 2012

Residential Personal and Business and
mortgage credit card government® Total
Neither past due® nor impaired 33,214 26,248 22,720 82,182
Past due® but not impaired 285 226 169 680
Impaired 39 55 293 387
Total gross loans 33,538 26,529 23,182 83,249
Less: Allowances on impaired loans
Individual allowances 7 7 173 187
Collective allowances - 18 3 21
Total allowances on impaired loans 7 25 176 208
33,531 26,504 23,006 83,041
Less: Collective allowance on non-impaired loans® 369
Loans, net of allowances 82,672
As at October 31, 2011
Residential Personal and Business and
mortgage credit card government® Total
Neither past due® nor impaired 28,597 23,950 20,250 72,797
Past due® but not impaired 286 275 207 768
Impaired 38 49 320 407
Total gross loans 28,921 24,274 20,777 73,972
Less: Allowances on impaired loans
Individual allowances 5 8 202 215
Collective allowances - 15 2 17
Total allowances on impaired loans 5 23 204 232
28,916 24,251 20,573 73,740
Less: Collective allowance on non-impaired loans® 376
Loans, net of allowances 73,364
As at November 1, 2010
Residential Personal and Business and
mortgage credit card government® Total
Neither past due® nor impaired 25,118 21,567 17,748 64,433
Past due® but not impaired 255 304 222 781
Impaired 29 48 292 369
Total gross loans 25,402 21,919 18,262 65,583
Less: Allowances on impaired loans
Individual allowances 4 9 175 188
Collective allowances = 16 3 19
Total allowances on impaired loans 4 25 178 207
25,398 21,894 18,084 65,376
Less: Collective allowance on non-impaired loans® 487
Loans, net of allowances 64,889

(1)  Business credit portfolios are closely monitored and a monthly watchlist of problem commitments is produced. The watchlist is analyzed by the loan portfolio managers concerned, who

must then submit a report to Credit Risk Management.

(2) Aloanis considered to be past due when the counterparty has not made a payment the day of the contractual expiry date.
(3)  The impairment for individually assessed loans for credit risk was created taking into account the Bank’s overall credit portfolio including an amount created for loans and credit facilities
secured by the restructured notes of the MAV conduits.
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Loans Past Due But Not Impaired

As at October 31, 2012

As at October 31, 2011

As at November 1, 2010

Residential Personaland Business and Residential ~ Personaland Business and Residential ~ Personaland Business and
mortgage credit card government mortgage credit card government mortgage credit card government

Past due but not

impaired

1 month late 166 82 70 143 91 98 118 116 96
2 months late 45 34 40 41 41 53 44 46 53

3 months late
and more® 74 110 59 102 143 56 93 142 73
Total 285 226 169 286 275 207 255 304 222

(1) Comprises fully secured loans for which, in the opinion of management, there is reasonable assurance that principal and interest will ultimately be collected. Credit card receivables are

included in this category because they are written off only when payment is 180 days in arrears.

Impaired Loans

As at October 31, 2012

Individual Collective
Gross allowances allowances Net
Loans
Residential mortgage 39 7 - 32
Personal and credit card 55 7 18 30
Business and government 293 173 3 117
Total 387 187 21 179
As at October 31, 2011
Individual Collective
Gross allowances allowances Net
Loans
Residential mortgage 38 5 = 33
Personal and credit card 49 8 15 26
Business and government 320 202 2 116
Total 407 215 17 175
As at November 1, 2010
Individual Collective
Gross allowances allowances Net
Loans
Residential mortgage 29 4 - 25
Personal and credit card 48 9 16 23
Business and government 292 175 3 114
Total 369 188 19 162
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NOTE 7 — LOANS (cont.)

Allowances for Credit Losses

Year ended October 31 2012
Residential Personal Business
mortgage and credit card and government Total Total
Individual  Collective Individual  Collective Individual  Collective Individual  Collective
allowances allowances allowances allowances allowances allowances allowances allowances
Allowances on impaired loans
Balance at beginning 5 - 8 15 202 2 215 17 232
Provisions for credit losses 5 - 104 31 35 5 144 36 180
Write-offs (©)] = (30) (30) (79) () (112) (35) (147)
Write-offs on credit cards - - (78) - - - (78) - (78)
Recoveries - - 3 2 15 1 18 3 21
Allowances at end 7 - 7 18 173 3 187 21 208
Collective allowance on
non-impaired loans®
Balance at beginning 376
Write-offs (@)
Allowance at end 369
Total allowances at end 577
Year ended October 31 2011
Residential Personal Business
mortgage and credit card and government Total Total
Individual  Collective Individual  Collective Individual  Collective Individual  Collective
allowances allowances allowances allowances allowances allowances allowances allowances
Allowances on impaired loans
Balance at beginning 4 - 9 16 175 3 188 19 207
Provisions for credit losses 3) - 115 26 58 3 170 29 199
Write-offs (1) = (26) (31) (35) (4) 62) (35) 97)
Write-offs on credit cards - - (91) - - - (91) = (1)
Recoveries 5 = 1 4 = 10 4 14
Allowances at end 5 - 8 15 202 2 215 17 232
Collective allowance on
non-impaired loans®
Balance at beginning 487
Write-offs 96)
Reversals (provisions) (15)
Allowance at end 376
Total allowances at end 608

(1) The collective allowance on non-impaired loans was established taking into account the Bank’s overall credit portfolio, except for an amount of $10 million as at October 31, 2011 and
$3 million as at October 31, 2012 for loans and credit facilities secured by the restructured notes of the MAV conduits.
(2)  The collective allowance on non-impaired loans was established taking into account the Bank’s overall credit portfolio, except for an amount of $121 million as at November 1, 2010 and
$10 million as at October 31, 2011 for loans and credit facilities secured by restructured notes of the MAV conduits.
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Allocation of Gross and Impaired Loans by Borrower Category Under the Basel Il Asset Classes

2012
As at October 31 Year ended October 31

Provisions

Gross Impaired Allowances for for credit
loans loans impaired loans losses Write-offs
Residential mortgage® 43,226 41 6 5 4
Qualifying revolving retail® 3,918 13 7 78 78
Other retail® 11,472 62 27 57 60
Total — Retail 58,616 116 40 140 142
Agriculture and fishing 2,314 19 11 1 7
Mines, quarries and energy 1,988 6 3 1 3
Construction and real estate® 3,539 33 10 ()] 4
Manufacturing 2,363 75 68 2 14
Wholesale and retail 3,823 15 12 7 23
Transportation 711 1 - - -
Communications 1,150 83 43 6 -
Financial institutions and insurance 987 1 - - -
Services 4,185 28 11 23 26
Governments 305 = = =
Other 3,268 10 10 2 6
Total — Non-retail 24,633 271 168 40 83
Total 83,249 387 208 180 225
2011
As at October 31 Year ended October 31

Provisions

Gross Impaired Allowances for for credit
loans loans impaired loans losses Write-offs
Residential mortgage® 37,639 39 5 3) 1
Qualifying revolving retail® 3,917 12 7 91 91
Other retail® 11,226 58 24 49 60
Total — Retail 52,782 109 36 137 152
Agriculture and fishing 2,115 30 16 2 3
Mines, quarries and energy 1,349 3 2 - 1
Construction and real estate® 3,015 44 14 2 2
Manufacturing 2,435 124 96 26 5
Wholesale and retail 3,240 17 13 7 11
Transportation 605 1 1 = =
Communications 1,078 43 29 1 -
Financial institutions and insurance 580 1 - - -
Services 3,317 20 12 25 13
Governments 408 = = = =
Other 3,048 15 13 (1) 1
Total — Non-retail 21,190 298 196 62 36
Total 73,972 407 232 199 188

(1) Includes home equity lines of credit.

(2) Includes lines of credit and credit card receivables.

(3) Includes consumer loans, credit card receivables, SME loans, and other personal loans.

(4)  Includes non-residential mortgages.
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NOTE 7 — LOANS (cont.)

As at November 1, 2010

Allowances

Gross Impaired forimpaired

loans loans loans
Residential mortgage® 33,205 31 5
Qualifying revolving retail® 3,926 15 9
Other retail® 10,207 53 22
Total — Retail 47,338 99 36
Agriculture and fishing 2,017 27 17
Mines, quarries and energy 728 4 2
Construction and real estate® 2,738 41 14
Manufacturing 2,097 117 81
Wholesale and retail 2,549 15 15
Transportation 503 1 -
Communications 934 40 23
Financial institutions and insurance 350 1 -
Services 3,135 10 5
Governments 432 - -
Other 2,762 14 14
Total — Non-retail 18,245 270 171
Total 65,583 369 207
(1) Includes home equity lines of credit.
(2)  Includes lines of credit and credit card receivables.
(3)  Includes consumer loans, credit card receivables, SME loans, and other personal loans.
(4)  Includes non-residential mortgages.
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NOTE 8 — FINANCIAL ASSETS TRANSFERRED BUT NOT DERECOGNIZED

In the course of its business, the Bank enters into transactions in which it transfers financial assets such as securities or loans directly to third parties,
including special purpose entities (SPEs). In some of those transactions, the Bank retains substantially all of the risks and rewards related to those financial
assets. The risks include credit risk, interest rate risk, foreign exchange risk, prepayment risk and other price risks, whereas the rewards include income
streams associated with the financial assets. As such, those financial assets are not derecognized and the transactions are treated as collateralized or secured
borrowings. The nature of those transactions is described below.

Securities Sold Under Repurchase Agreements and Securities Loaned

In sale of securities under repurchase agreements and lending of securities under securities lending agreements, the Bank transfers financial assets to third
parties in accordance with the standard terms for such transactions. These third parties may have an unlimited right to resell or repledge the financial assets
received. If cash collateral is received, the Bank records the cash along with an obligation to return the cash, which are included in Obligations related to
securities sold under repurchase agreements and securities loaned on the Consolidated Balance Sheet. Where securities are received as collateral, the Bank
does not record the collateral on the Consolidated Balance Sheet.

Financial Assets Transferred to SPEs

Under the Canada Mortgage Bond (CMB) program, the Bank sells securities backed by insured residential mortgages and other securities to Canada Housing
Trust (CHT), which finances the purchase through the issuance of insured mortgage bonds. Third party CMB investors have legal recourse only to the
transferred assets. The Bank also sells insured and non-insured residential mortgages to a mutual fund administered by the Bank. The cash received for
these transferred assets is treated as a secured borrowing and a corresponding liability is recorded in Liabilities related to transferred receivables in the
Consolidated Balance Sheet.

The following table provides additional information about the nature of the transferred financial assets that do not qualify for derecognition and the
associated liabilities.

As at October 31, As at October31, AsatNovember1,

2012 2011 2010
Carrying value of financial assets transferred but not derecognized
Securities® 29,527 27,973 28,244
Residential mortgages 13,619 11,260 9,555
Total 43,146 39,233 37,799
Carrying value of associated liabilities? 28,034 24,953 21,849
Fair value of financial assets transferred but not derecognized
Securities® 29,527 27,973 28,244
Residential mortgages 13,441 11,163 9,547
Total 42,968 39,136 37,791
Fair value of associated liabilities? 28,087 24,933 21,879

(1)  For securities lending, the amount related to the securities loaned represents the maximum amount of the Bank’s securities that can be lent, net of borrowings. For securities sold under
repurchase agreements, the amount includes the Bank’s own financial assets as well as those of third parties.

(2)  Associated liabilities include obligations related to securities sold under repurchase agreements and liabilities related to transferred receivables. Liabilities related to securities loaned are
not included, as the Bank can lend its own financial assets and those of third parties. The carrying value and fair value of liabilities related to securities loaned were $6,903 million as at
October 31, 2012 ($8,219 million and $7,336 million as at October 31, 2011 and November 1, 2010, respectively).

The following table specifies the nature of the transactions related to financial assets transferred but not derecognized.

As at October 31, As at October31, AsatNovember1,

2012 2011 2010
Carrying value of financial assets transferred but not derecognized
Securities backed by insured residential mortgage loans and other securities sold to CHT 14,672 11,896 10,408
Securities sold under repurchase agreements 12,472 12,097 10,508
Securities loaned 15,780 14,879 16,419
Residential mortgages transferred to a mutual fund 222 361 464
Total 43,146 39,233 37,799
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NOTE 9 — ASSOCIATES AND JOINT VENTURES

Major Investments in Associates and Joint Ventures

As at October 31, As at October31, AsatNovember1,
2012 2011 2010
Ownership
Name Business segment percentage Carrying value Carrying value Carrying value
Listed associates® @
TMX Group Limited Other 8.8% 228 - -
Fiera Capital Corporation® Wealth Management 35.0% 165 = =
Non-listed associates
Maple Financial Group Inc. Financial Markets 22.5% 149 134 143
Other non-listed associates 30 29 15
Joint ventures
National Bank General Insurance Inc. and
Innovassur, assurances générales inc. Personal and Commercial 50.0% 38 31 29
Innocap Investment Management Inc. Wealth Management 50.0% 7 7 -
Other joint ventures Financial Markets 8 - -
Total 625 201 187

(1)  The fairvalue of investments in associates based on published price quotations totalled $397 million as at October 31, 2012.
(2)  The Bank acquired interests in these associates in 2012, i.e., on April 2, 2012 for Fiera Capital Corporation and on August 1, 2012 for TMX Group Limited, and the interests have been

accounted for using the equity method since those dates.
(3)  Foradditional information, see Note 27.

The following tables present aggregate summarized financial information for the Bank’s associates and joint ventures.

Summarized Balance Sheet Information

As at October 31, As at October31, AsatNovember1,
2012® 2011@ 20102
Associates
Assets 23,499 13,495 11,111
Liabilities 19,658 12,821 10,371
Joint ventures
Assets 124 110 94
Liabilities 74 76 65

(1)  Certain amounts were prepared using the unaudited financial statements as at September 30, 2012.

(2)  Certain amounts were prepared using the audited financial statements as at December 31 and as at September 30 of the corresponding year.
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Summarized Income Statement Information

For the year ended October 31 20120 2011%
Associates
Assets 357 145
Liabilities 18 68
Joint ventures
Assets 59 55
Liabilities 7 3

(1)  Certain amounts were prepared using the unaudited financial statements as at September 30, 2012.
(2)  Certain amounts were prepared using the audited financial statements as at December 31 and as at September 30.

The associates and joint ventures had no contingent liabilities as at October 31, 2012 and 2011, nor as at November 1, 2010.

TMX Group Limited

On July 31, 2012, Maple Group Acquisition Corporation (Maple), now TMX Group Limited, a corporation whose investors comprise the Bank and 11 other
leading Canadian financial institutions and pension funds, announced that all of the conditions to Maple’s offer to acquire up to 80% of TMX Group Inc. (TMX)
shares for $50 cash per share were satisfied.

On August 1, 2012, Maple completed the acquisitions of Alpha Trading Systems Inc., Alpha Trading Systems Limited Partnership and The Canadian Depository
for Securities Limited. The Bank recognized a gain of $25 million ($18 million after taxes) on the sale of its interests in these three companies.

On August 1, 2012, as part of its commitments as an equity participant in Maple, the Bank, through a subsidiary, subscribed $190 million in Maple securities.
In addition, the Bank acted as co-underwriter, joint bookrunner and administrative agent on the acquisition financing. As a lender, the Bank granted a
$210 million unsecured loan to Maple. Concurrent to the financing, the Bank also arranged and executed interest rate swaps, retaining a total notional amount
of $300 million as at October 31, 2012.

On September 13, 2012, the court approved the plan of arrangement under which TMX shares not acquired by Maple at that date would be exchanged for
common shares of Maple on a one-for-one basis. On September 14, 2012, Maple held all of the shares in TMX.

The Bank has concluded that it exercises significant influence over Maple mainly because of its equity interest, debt financing, and presence on Maple’s board
of directors. The interest in Maple (now TMX Group Limited) has been accounted for using the equity method since August 1, 2012.
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NOTE 10 — PREMISES AND EQUIPMENT

Carrying

Cost Accumulated amortization value

As at As at As at As at As at

October 31, October 31, October 31, October 31, | October 31,

2011 Acquisitions Disposals 2012 2011 Acquisitions Disposals 2012 2012

Land 15 = = 15 15

Buildings 252 15 (4) 263 139 8 (4) 143 120

Computer equipment 91 31 3) 119 54 18 (1) 71 48

Equipment and furniture 333 16 ©9) 340 289 10 8) 291 49
Computer equipment

under a finance lease 85 - = 85 31 12 - 43 42

Leasehold improvements 522 37 (5) 554 367 26 (5) 388 166

1,298 99 (21) 1,376 880 74 (18) 936 440

Carrying

Cost Accumulated amortization value

As at As at As at As at As at

November 1, October 31, November 1, October 31, | October 31,

2010 Acquisitions Disposals 2011 2010 Acquisitions Disposals 2011 2011

Land 15 - - 15 15

Buildings 247 7 2 252 133 8 2 139 113

Computer equipment 78 15 )] 91 42 14 )] 54 37

Equipment and furniture 330 13 (10) 333 291 8 (10) 289 44
Computer equipment

under a finance lease 85 - = 85 19 12 - 31 54

Leasehold improvements 484 44 6) 522 350 23 6) 367 155

1,239 79 (20) 1,298 835 65 (20) 880 418

As at November 1, 2010, the carrying value of premises and equipment was $404 million.

Buildings Rented Under Operating Leases

The Bank is a lessor under operating lease agreements for certain buildings. The following table breaks down the future minimum payments receivable under
these leases:

As at October 31,

2012

Less than 1 year 15
1to 5years 52
More than 5 years 29
Total future minimum payments receivable 96
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NOTE 11 — GOODWILL AND INTANGIBLE ASSETS

Goodwill

The following table presents the change in the carrying amount of goodwill by cash-generating unit (CGU) and business segment for the years ended
October 31, 2012 and 2011.

Wealth Management®

Personal and Third-Party Securities Managed Financial
Commercial @ |  Solutions?® Brokerage®  Solutions® Total Markets @ @ Total
Balance as at November 1, 2010 51 114 74 285 473 220 744
Acquisition of Wellington West Holdings Inc. = = 187 = 187 51 238
CGU transfer® - (61) 61 - - - -
Acquisition of Montrusco Bolton
Investments Inc. - - - 2 2 - 2
Translation differences and other - - - - - 1) (1)
Balance as at October 31, 2011 51 53 322 287 662 270 983
CGU transfers® - 3) 14 - 11 (11) -
Acquisition of the full-service investment
advisory business of HSBC
Securities (Canada) Inc.® - - 104 - 104 - 104
Disposal of the operations of Natcan
Investment Management Inc. (Note 27) - - - (18) (18) - (18)
Disposal of a subsidary of Wellington
West Holdings Inc. - - (6) - (6) - (6)
Balance as at October 31, 2012 51 50 434 269 753 259 1,063

(1)  Constitutes a business segment of the Bank.

(2) Constitutes a CGU.

(3)  $61 million in goodwill was transferred between Third-Party Solutions and Securities Brokerage following the acquisition of Wellington West Holdings Inc.

(4)  As a result of changes to the structure of the Wealth Management segment, $2 million in goodwill was transferred between Securities Brokerage and Third-Party Solutions. An amount of
$11 million in goodwill was also transferred between the Financial Markets segment and Securities Brokerage upon finalization of the purchase price allocation of Wellington West Holdings Inc.
In addition, the acquisition of the full-service investment advisory business of HSBC Securities (Canada) Inc. resulted in $5 million in goodwill being transferred between Third—Party Solutions
and Securities Brokerage.

Goodwill Impairment Testing and Significant Assumptions

Forimpairment testing purposes, from the acquisition date, goodwill resulting from a business combination must be allocated to a CGU or the group of CGUs
expected to benefit from the synergies of the business combination. Goodwill is tested for impairment annually or more frequently if events or circumstances
indicate that the recoverable value of the CGU or group of CGUs has fallen below its carrying amount.

The recoverable value of a CGU or CGU group is calculated based on discounted pre-tax cash flows. Future pre-tax cash flows are estimated based on the
reference period used for the most recent financial forecasts approved by management. Cash flows beyond that period are extrapolated using a long-term
growth rate.

The discount rate used for each CGU or group of CGUs is calculated using the cost of debt financing and cost related to the Bank’s equity. This rate corresponds
to the Bank’s weighted average cost of capital. The long-term growth rate used in calculating discounted cash flow estimates is based on the forecasted growth
rate plus a risk premium. The rate is constant over the entire five-year period for which the cash flows were determined. Growth rates are determined, among
other factors, based on past growth rates, economic trends, inflation, competition and the impact of the Bank’s strategic initiatives. As at October 31, 2012,
for each CGU or CGU group, the discount rate used was 13.5% (13.4% as at October 31, 2011 and 13.6% as at November 1, 2010) and the long-term growth
rate ranged between 2.4% and 4.0%, depending on the CGU (range between 2.0% and 4.0% as at October 31, 2011 and as at November 1, 2010).

Goodwill was tested forimpairment as at November 1, 2010, and during the years ended October 31,2011 and 2012, and no impairment loss was recognized.
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NOTE 11 — GOODWILL AND INTANGIBLE ASSETS (cont.)

Intangible Assets

Carrying
Cost Accumulated amortization value
As at As at As at As at As at
October 31, Impairment October 31, October 31, Impairment  October 31, | October 31,
2011 Acquisitions Disposals losses? 2012 2011 Amortization losses? 2012 2012
Finite
useful lives
Software 154 16 = = 170 120 12 = 132 38
Internally
designed
technology
developments® 669 247 - (45) 871 310 49 27) 332 539
Other 46 3 (1) - 48 11 8 - 19 29
869 266 (1) (45) 1,089 441 69 27) 483 606
Indefinite
useful lives
Management
contracts 168 - (7) - 161 161
Trademarks 11 - - - 11 11
179 - (7) = 172 172
1,048 266 (8) (45) 1,261 441 69 (27) 483 778
Carrying
Cost Accumulated amortization value
As at As at As at As at As at
November 1, Impairment October 31, November 1, Impairment  October 31, | October 31,
2010 Acquisitions Disposals losses 2011 2010 Amortization losses 2011 2011
Finite
useful lives
Software 145 9 = = 154 102 18 = 120 34
Internally
designed
technology
developments® 531 139 - 1) 669 272 39 1) 310 359
Other 21 25 - - 46 6 5 = 11 35
697 173 - (1) 869 380 62 @) 441 428
Indefinite
useful lives
Management
contracts 152 16 - - 168 168
Trademarks 11 - - - 11 11
163 16 = = 179 179
860 189 = (1) 1,048 380 62 (1) 441 607

(1)  Theremaining amortization period for significant internally-designed technology developments is four years.
(2)  The Bank wrote off certain technology developments due to obsolescence and decided to discontinue them or replace them. The recoverable amount of those technology developments was
estimated to be nil. During the year ended October 31, 2012, an $18 million impairment loss was recognized and charged to the Otherheading.

As at November 1, 2010, the carrying value of intangible assets was $480 million.
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NOTE 12 — OTHER ASSETS

As at October 31, As at October31, AsatNovember1,
2012 2011 2010
Interest and dividends receivable 490 497 371
Prepaid expenses and deferred charges 756 680 329
Accrued benefit asset (Note 23) 47 142 135
Deferred tax assets (Note 24) 349 265 296
Current tax assets (Note 24) 31 12 31
Reinsurance assets 25 27 23
Other 344 311 323
2,042 1,934 1,508
NOTE 13 - DEPOSITS
As at As at As at
October 31, October31, November1,
2012 2011 2010
Payable
on demand Payable
and after on a fixed
notice date Total Total Total
Less than 3to6 6 months 1to 2to  More than
3 months months to 1 year 2 years 5 years 5 years
Personal 23,494 2,097 2,097 3,327 4,702 7,496 692 43,905 40,433 38,767
Other 23,080 7,998 2,427 3,120 1,850 10,302 567 49,344 45,129 39,390
Total deposits 46,574 10,095 4,524 6,447 6,552 17,798 1,259 93,249 85,562 78,157
NOTE 14 — OTHER LIABILITIES
As at October 31, As at October31, AsatNovember1,
2012 2011 2010
Subsidiaries' debts to third parties 1,466 1,502 2,000
Accounts payable and deferred income 1,418 1,180 520
Interest and dividends payable 739 676 573
Trade and other payables 356 219 549
Accrued benefit liability (Note 23) 327 181 158
Deferred tax liabilities (Note 24) 127 96 97
Current tax liabilities (Note 24) 196 77 165
Insurance liabilities 81 87 83
Other® 364 235 121
5,074 4,253 4,266

(1)  AsatOctober 31, 2012, the amount of $364 million included a $64 million provision for severance pay related to the optimization of certain organizational structures.
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NOTE 15 — SUBORDINATED DEBT

The subordinated debt represents direct unsecured obligations, in the form of notes and debentures, to the Bank’s debt holders. The rights of the holders of
the Bank’s notes and debentures are subordinate to the claims of depositors and certain other creditors. Approval from OSFl is required before the Bank can
redeem its subordinated notes and debentures in whole or in part.

During the yearended October 31, 2012, the Bankissued a total of $1 billion in notes maturing in April 2022 as part of its Canadian Medium Term Note Program.
During the year ended October 31, 2012, the Bank had repurchased for cancellation a total of $500 million in notes maturing in November 2016.

During the year ended October 31, 2012, the Bank repurchased for cancellation a total of US$1 million in subordinated debentures (US$10 million during the

year ended October 31, 2011) maturing in February 2087. A gain of $4 million had been recognized in Other income in the Consolidated Income Statement
during the year ended October 31, 2011.

As at October 31,  As at October 31, Asat November1,

2012 2011 2010
Maturity date Interest rate  Characteristics
November 2016 4.456% Y Redeemable® - 500 500
November 2018 5.55%% Redeemable® 500 500 500
December 2019 4.926%" Redeemable® 350 350 350
November 2020 4.70%" Redeemable® 500 500 500
April 2022 3.261% Redeemable® 1,000 - -
February 2087 Variable"? Redeemable at the Bank’s option since February 28, 1993 32 33 44

2,382 1,883 1,894
Fair value adjustment®? 94 120 143
Unamortized issuance costs®? (6) 3) (4)
Total 2,470 2,000 2,033

(1)  Bearinginterest at a rate of 4.456% until November 2, 2011, and thereafter at an annual rate equal to the 90-day bankers’ acceptance rate plus 1%.

(2)  The Bank may, at its option, redeem all or any portion of the notes at the following price: (i) if the notes are redeemed before November 2, 2011, the interest reset date, at the price based
on the Government of Canada yield (defined as the yield, compounded semi-annually, that non-callable Government of Canada Bonds would offer if they were issued at their nominal value
on the redemption date, in Canadian dollars, in Canada and for which the term to maturity would equal the term to the interest reset date) plus 12 basis points or the nominal value,
whichever of the two amounts is higher; (ii) if the notes are redeemed on or after November 2, 2011, at their nominal value.

(3)  Bearing interest at a rate of 5.55% until November 15, 2013, and thereafter at an annual rate equal to the 90-day bankers’ acceptance rate plus 2.64%.

(4)  The Bank may, at its option, redeem all or any portion of the notes at the following price: (i) if the notes are redeemed before November 15, 2013, the interest reset date, at the price based
on the Government of Canada yield (as defined in point 2 above) plus 55 basis points, or (ii) if the notes are redeemed on or after November 15, 2013, at their nominal value.

(5)  Bearing interest at a rate of 4.926% until December 22, 2014, and thereafter at an annual rate equal to the 90-day bankers’ acceptance rate plus 1%.

(6) The Bank may, at its option, redeem all or any portion of the notes at the following price: (i) if the notes are redeemed before December 22, 2014, the interest reset date, at the price based
on the Government of Canada yield (as defined in point 2 above) plus 17 basis points or the nominal value, whichever of the two amounts is higher; (ii) if the notes are redeemed on or after
December 22, 2014, at their nominal value.

(7)  Bearing interest at a rate of 4.70% until November 2, 2015, and thereafter at an annual rate equal to the 90-day bankers’ acceptance rate plus 1%.

(8)  The Bank may, at its option, redeem all or any portion of the notes at the following price: (i) if the notes are redeemed before November 2, 2015, the interest reset date, at the price based
on the Government of Canada yield (as defined in point 2 above) plus 16 basis points or the nominal value, whichever of the two amounts is higher; (ii) if the notes are redeemed on or after
November 2, 2015, at their nominal value.

(9)  Bearing interest at a rate of 3.261% until April 11, 2017 and thereafter at a floating rate equal to the rate on three-month CDOR plus 1.38%.

(10) The Bank may, at its option, redeem all or any portion of the notes at nominal value plus unpaid accrued interest.

(11) Debentures denominated in foreign currency totalling US$33 million as at October 31, 2012 (2011: US$34 million; 2010: US$44 million) bearing interest at an annual rate of 1/8% above LIBOR.

(12) The fairvalue adjustment is the adjustment made to the carrying value of the subordinated debt covered by a fair value hedge.

(13) The unamortized costs related to the issuance of the subordinated debt represent the initial cost, net of accumulated amortization calculated using the effective interest rate method.

The contractual maturities of the subordinated debt are as follows:

2013 to 2017 -
2018 to 2022 2,350

2023 and thereafter 32
2,382
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NOTE 16 — DERIVATIVE FINANCIAL INSTRUMENTS

Derivative financial instruments are financial contracts whose value is derived from an underlying interest rate, exchange rate, or equity, commodity or credit
instrument or index.

The main types of derivative financial instruments used are presented below.

Forwards and Futures

Forwards and futures are contractual obligations to buy or deliver a specified amount of currency, interest rates, commodities or financial instruments on a
specified future date at a specified price. Forwards are tailor-made agreements transacted in the over-the-counter market. Futures are traded on organized
exchanges and are subject to cash margining calculated daily by clearing houses.

Swaps
Swaps are over-the-counter contracts in which two parties agree to exchange cash flows. The Bank uses the following types of swap contracts:

- cross-currency swaps are transactions in which counterparties exchange fixed rate interest payments and principal payments in different currencies;

- interest rate swaps are transactions in which counterparties exchange fixed and floating rate interest payments, based on the notional principal value
in the same currency;

- commodity swaps are transactions in which counterparties exchange fixed and floating rate payments, based on the notional principal value of a single
product;

- equity swaps are transactions in which counterparties agree to exchange the return on one equity or group of equities fora payment based on a benchmark
interest rate; and

- credit default swaps are transactions in which one of the parties agrees to pay interest expenses to the other party so that the latter can make a payment
if a credit event occurs.

Options

Options are agreements between two parties in which the writer of the option conveys to the buyer the right, but not the obligation, to buy or sell, at or by a
predetermined date, at any time prior to a predetermined expiry date, a specific amount of currency, commodities or financial instruments at a price agreed
to when the option is sold. The writer receives a premium for selling this instrument.
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NOTE 16 — DERIVATIVE FINANCIAL INSTRUMENTS (cont.)

Notional Amounts

Notional amounts are not presented in assets or liabilities in the Consolidated Balance Sheet. They represent the set underlying principal of a derivative
financial instrument and serve as a point of reference in applying an exchange rate, interest rate, stock market price or other variable in order to determine
the amount of cash flows to be exchanged.

As at As at
October 31, October 31,
2012 2011
Term to maturity
Contracts
held for Contracts
Less than 3to12 1to5 More than Total trading  designated Total
3 months months years 5years contracts purposes as hedges contracts
INTEREST RATE CONTRACTS
OTC contracts
Guaranteed interest rate contracts 139 55,499 2,260 - 57,898 57,898 - 31,884
Swaps 55,312 65,835 131,817 44,627 297,591 274,721 22,870 287,601
Options purchased 4 3,266 792 47 4,109 4,059 50 4,267
Options written 3,008 524 1,626 223 5,381 5,304 77 3,131
58,463 125,124 136,495 44,897 364,979 341,982 22,997 326,883
Exchange-traded contracts
Futures
Long positions 95 1,921 391 - 2,407 2,407 - 2,902
Short positions 5,168 9,187 1,300 - 15,655 15,655 - 15,362
Options purchased 6,069 8,561 - - 14,630 14,630 - 61,588
Options written 4,917 161 = = 5,078 5,078 = 9,546
16,249 19,830 1,691 - 37,770 37,770 - 89,398
FOREIGN EXCHANGE CONTRACTS
OTC contracts
Forwards 5,786 3,182 1,266 133 10,367 10,321 46 9,558
Swaps 38,631 9,976 12,960 5,765 67,332 67,197 135 54,092
Options purchased 2,868 2,876 127 - 5,871 5,871 - 4,071
Options written 2,221 2,415 202 = 4,838 4,838 = 3,665
49,506 18,449 14,555 5,898 88,408 88,227 181 71,386
Exchange-traded contracts
Futures
Long positions 193 - - - 193 193 - 171
Short positions 41 - - - 41 41 - 113
Options purchased 64 - - - 64 64 = 65
Options written 71 - - - 71 71 - 62
369 = = = 369 369 - 411
EQUITY, COMMODITY AND
CREDIT DERIVATIVE CONTRACTS®
OTC contracts
Forwards 15 209 282 4 510 510 - 106
Swaps 4,962 8,070 12,063 1,888 26,983 26,941 42 26,271
Options purchased 1,330 840 1,070 57 3,297 3,297 - 3,187
Options written 1,294 168 1,030 25 2,517 2,517 - 2,991
7,601 9,287 14,445 1,974 33,307 33,265 42 32,555
Exchange-traded contracts
Futures
Long positions 630 353 344 59 1,386 1,386 - 2,115
Short positions 3,192 1,588 968 - 5,748 5,748 - 4,698
Options purchased 2,654 918 754 3 4,329 4,329 - 2,940
Options written 593 1 2 = 596 596 = 518
7,069 2,860 2,068 62 12,059 12,059 - 10,271
Total 139,257 175,550 169,254 52,831 536,892 513,672 23,220 530,904

(1) Includes precious metal contracts.
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Credit Risk

Credit risk on derivative financial instruments is the risk of financial loss that the Bank will have to assume if a counterparty fails to honour its contractual
obligations. Credit risk related to derivative financial instruments is subject to the same credit approval, credit limit and monitoring standards as those applied
to the Bank’s other credit transactions. Consequently, the Bank evaluates the creditworthiness of counterparties and monitors the size of the portfolios as
well as the diversification and maturity profiles of these financial instruments.

The Bank limits the credit risk of over-the-counter contracts by dealing with creditworthy counterparties and entering into contracts that provide for the exchange
of collateral between parties where the fair value of the outstanding transactions exceeds an agreed threshold. The Bank also negotiates master netting
agreements that provide for the simultaneous close-out and settling of all transactions with a given counterparty in the event of default. However, overall
exposure to credit risk, reduced through master netting agreements, may change substantially after the balance sheet date because it is affected by all
transactions subject to a contract as well as by changes in the market rates of the underlying instruments.

In the case of exchange-traded contracts, exposure to credit risk is limited because these transactions are standardized contracts executed on established
exchanges, each of which is associated with a well-capitalized clearing house that assumes the obligations of both counterparties and guarantees their
performance obligations. All exchange-traded contracts are subject to initial margins and daily settlement.

Terms Used

Replacement cost

The replacement cost represents the Bank’s maximum credit risk associated with derivative financial instruments as at the Consolidated Balance Sheet date.
This amount is the positive fair value of all over-the-counter derivative financial instruments, before all master netting agreements and collateral held.

Credit risk equivalent
The credit risk equivalent amount is the total replacement cost plus an amount representing the potential future credit risk exposure, as outlined in the
guidelines issued by OSFI.

Risk-weighted amount
The risk-weighted amount represents the credit risk equivalent multiplied by the risk-weighted factor for each counterparty, as outlined in the guidelines
issued by OSFI.

Credit Risk Exposure of the Derivative Financial Instrument Portfolio

As at October 31,2012 As at October 31, 2011

Risk- Risk-

Replacement Credit risk weighted  Replacement Credit risk weighted

cost”  equivalent amount cost®? equivalent amount

Interest rate contracts 4,272 5,628 1,823 4,576 5,746 2,079
Foreign exchange contracts 913 2,763 358 839 2,160 624
Equity, commodity and credit derivative contracts 1,104 3,572 1,072 2,536 5,336 1,998
6,289 11,963 3,253 7,951 13,242 4,701

Impact of master netting agreements (3,831) (6,395) (1,225) (5,657) (8,130) (2,947)
2,458 5,568 2,028 2,294 5,112 1,754

(1)  AsatOctober 31, 2012, the total positive fair value of the exchange-traded contracts, which amounted to $0.4 billion, was excluded ($0.2 billion as at October 31, 2011).

Credit Risk Exposure of the Derivative Financial Instrument Portfolio by Counterparty

As at October 31, 2012 As at October 31, 2011

Replacement Credit risk Replacement Credit risk

cost equivalent cost equivalent

OECD® governments 162 378 236 524
Banks of OECD member countries 881 2,565 857 2,387
Other 1,415 2,625 1,201 2,201
Total 2,458 5,568 2,294 5,112

(1)  Organization for Economic Co-operation and Development.
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NOTE 16 — DERIVATIVE FINANCIAL INSTRUMENTS (cont.)

Fair Value of Derivative Financial Instruments

As at October 31, 2012

As at October 31, 2011

As at November 1, 2010

Positive Negative Net Positive Negative Net Positive Negative Net
CONTRACTS HELD FOR TRADING PURPOSES
Interest rate contracts
Forwards 13 10 3 19 34 (15) 4 9 (5)
Swaps 3,575 3,163 412 3,878 3,380 498 3,392 2,751 641
Options 2 15 (13) 8 24 (16) 9 25 (16)
3,590 3,188 402 3,905 3,438 467 3,405 2,785 620
Foreign exchange contracts
Forwards 69 91 (22) 62 78 (16) 69 90 (1)
Swaps 796 675 121 733 968 (235) 689 601 88
Options 54 55} (2) 52 86 (34) 60 91 (B31)
919 821 98 847 1,132 (285) 818 782 36
Equity, commodity and credit derivative contracts
Forwards 341 131 210 204 148 56 175 266 91)
Swaps 860 942 (82) 2,229 2,241 (12) 2,922 1,894 1,028
Options 297 282 15 351 291 60 318 280 38
1,498 1,355 143 2,784 2,680 104 3,415 2,440 975
Total — Contracts held for trading purposes 6,007 5,364 643 7,536 7,250 286 7,638 6,007 1,631
CONTRACTS DESIGNATED AS HEDGES
Interest rate contracts
Forwards - - - - - - - - -
Swaps 685 235 450 681 210 471 482 212 270
Options 2 - 2 3 - 3 2 - 2
687 235 452 684 210 474 484 212 272
Foreign exchange contracts
Forwards - - - 2 10 8) - - -
Swaps - 1 (2) 2 - 2 - - -
Options - - - - - - - - -
- 1 (1) 10 (6) - - -
Equity, commodity and credit derivative
contracts
Forwards - - - - - - - - -
Swaps 2 - 2 - - - - - -
Options - - - - - - - - -
2 - 2 = = = = = =
Total — Contracts designated as hedges 689 236 453 688 220 468 484 212 272
Designated as fair value hedges 559 207 352 509 178 331 287 193 94
Designated as cash flow hedges 130 28 102 175 32 143 197 19 178
Designated as a hedge of a net investment in a
foreign operation - 1 (1) 4 10 (6) - - -
Total fair value 6,696 5,600 1,096 8,224 7,470 754 8,122 6,219 1,903
Impact of master netting agreements (3,831) (3,831) - (5,657) (5,657) - (3,710) (3,710) -
2,865 1,769 1,096 2,567 1,813 754 4,412 2,509 1,903
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NOTE 17 — HEDGING ACTIVITIES

Hedges of Net Investments in Foreign Operations

The Bank’s structural foreign exchange risk arises from investments in foreign operations denominated in currencies other than the Canadian dollar. This risk
is measured by assessing the impact of foreign currency fluctuations. The Bank uses financial instruments (derivative or non-derivative) to hedge structural
foreign exchange risk. In a hedge of a net investment in a foreign operation, the financial instruments used offset foreign exchange gains and losses on the
investments. When non-derivative financial instruments are designated as foreign exchange risk hedges, only the changes in fair value that are attributable
to foreign exchange risk are taken into account in assessing and calculating the effectiveness of the hedge.

Forthe years ended October 31,2012 and 2011, a negligible amount representing the ineffective portion was recognized in Otherincomein the Consolidated
Income Statement.

Fair Value Hedges

Fairvalue hedge transactions consist in using interest rate swaps to hedge changes in the fair value of a financial asset or financial liability caused by interest
rate fluctuations. The change in fair value of the derivative financial instruments used as hedging instruments offsets the change in fair value of the hedged
item. The Bank applies this strategy mainly to its portfolios of available-for-sale securities, fixed-rate deposits, liabilities related to transferred receivables
and subordinated debt.

Results of the Fair Value Hedges

Year ended October 31 2012 2011
Gains (losses) on hedging instruments (4) 153
Gains (losses) on hedged items attributable to the hedged risk 7 (150)
Ineffectiveness of fair value hedging relationships - 3

Cash Flow Hedges

Cash flow hedge transactions consist in using interest rate swaps to hedge the risk of changes in future cash flows caused by floating-rate assets or liabilities.
The Bank applies this strategy mainly to its loan, personal credit line and variable-rate deposit portfolios. The Bank also uses total return swaps to hedge the
risk of changes in future cash flows related to the Restricted Stock Unit (RSU) Plan. Some of these swaps are designated as part of a cash flow hedge against
a portion of the unrecognized obligation of the RSU Plan. In a cash flow hedge, the derivative financial instruments used as hedging instruments reduce the
variability of future cash flows related to the hedged item.

Results of the Cash Flow Hedges

Year ended October 31 2012 2011

Unrealized gains (losses) included in Other comprehensive income

as the effective portion of the hedging instrument 3) 36
Losses (gains) reclassified to Net interest income in the Consolidated Income Statement 74 119
Ineffectiveness of cash flow hedging relationships — 4
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NOTE 17 — HEDGING ACTIVITIES (cont)

The following table shows the periods during which the Bank expects the hedged cash flows to occur and have an impact on net income:

As at October 31, 2012

Less than 1to 2to More than

1year 2 years 5 years 5 years

Expected cash flows from hedged assets 71 60 116 52
Expected cash flows from hedged liabilities 15 13 22 -
Net exposure 56 47 94 52
As at October 31, 2011

Less than 1to 2to More than

1 year 2 years 5 years 5 years

Expected cash flows from hedged assets 108 67 134 88
Expected cash flows from hedged liabilities 14 11 34 3
Net exposure 94 56 100 35

Derivative and Non-Derivative Financial Instruments Designated as Hedging Instruments

As at October 31, 2012 As at October 31, 2011 As at November 1, 2010
Net
Fairvalue Cash flow investment Fairvalue  Cash flow Net investment  Fairvalue  Cash flow Net investment
hedge hedge hedge hedge hedge hedge hedge hedge hedge
Assets
Fair value of derivative
financial instruments 559 130 - 509 175 4 287 197 =
Liabilities
Fair value of derivative
financial instruments 207 28 1 178 32 10 193 19 -
Carrying value of
non-derivative financial
instruments = = 1,810 — — 1,713 — — 1,770
Notional amounts of
designated derivative
financial instruments 20,265 2,778 177 15,394 4,491 405 9,605 5,998 395
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NOTE 18 — SHARE CAPITAL

Authorized
Common shares
An unlimited number of shares without par value.

First preferred shares
An unlimited number of shares, without par value, issuable for a maximum aggregate consideration of $5 billion.

Characteristics of first preferred shares issued (amounts in dollars)

Series 15

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, since May 15, 2008, in whole or in part, at a price equal to $25.50 per share if
redeemed during the 12-month period preceding May 15, 2011, at a price equal to $25.25 per share if redeemed during the 12-month period preceding May
15,2012, and at a price equal to $25.00 per share if redeemed on or after May 15, 2012, plus, in all cases, all declared and unpaid dividends at the date
fixed for redemption. These shares carry a non-cumulative quarterly dividend of $0.365625.

Series 16

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, since May 15, 2010, in whole or in part, at a price equal to $26.00 per share if
redeemed before May 15, 2011, at a price equal to $25.75 per share if redeemed during the 12-month period preceding May 15, 2012, at a price equal to
$25.50 per share if redeemed during the 12-month period preceding May 15, 2013, at a price equal to $25.25 per share if redeemed during the 12-month
period preceding May 15, 2014, and at a price equal to $25.00 per share if redeemed on or after May 15, 2014, plus, in all cases, all declared and unpaid
dividends at the date fixed for redemption. These shares carry a non-cumulative quarterly dividend of $0.303125.

Series 20

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after May 15, 2013, in whole or in part, at a price equal to $26.00 per share
if redeemed before May 15, 2014, at a price equal to $25.75 per share if redeemed during the 12-month period preceding May 15, 2015, at a price equal to
$25.50 per share if redeemed during the 12-month period preceding May 15, 2016, at a price equal to $25.25 per share if redeemed during the 12-month
period preceding May 15, 2017, and at a price equal to $25.00 per share if redeemed on or after May 15, 2017, plus, in all cases, all declared and unpaid
dividends at the date fixed for redemption. These shares carry a non-cumulative quarterly dividend of $0.375.

Series 21

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after August 16, 2013 and August 16 every five years thereafter, in whole or
in part, at a price equal to $25.00 per share, plus all declared and unpaid dividends at the date fixed for redemption. Convertible into floating-rate non-cumulative
Series 22 First Preferred Shares of the Bank, subject to certain conditions, on August 16, 2013 and on August 16 every five years thereafter. These shares carry
anon-cumulative quarterly dividend of $0.33594 for the initial period ending August 15, 2013. Thereafter, these shares carry a non-cumulative quarterly fixed
dividend in an amount per share determined by multiplying the interest rate, equal to the sum of the Government of Canada yield on the calculation date of
the applicable fixed rate plus 2.05%, by $25.00.

Series 24

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after February 15, 2014 and February 15 every five years thereafter, in whole
or in part, at a price equal to $25.00 per share, plus all declared and unpaid dividends at the date fixed for redemption. Convertible into floating-rate
non-cumulative Series 25 First Preferred Shares of the Bank, subject to certain conditions, on February 15, 2014 and on February 15 every five years thereafter.
These shares carry a non-cumulative quarterly dividend of $0.4125 for the initial period ending February 15, 2014. Thereafter, these shares carry a non-cumulative
quarterly fixed dividend in an amount per share determined by multiplying the interest rate, equal to the sum of the Government of Canada yield on the
calculation date of the applicable fixed rate plus 4.63%, by $25.00.

Series 26

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after February 15, 2014 and February 15 every five years thereafter, in whole
or in part, at a price equal to $25.00 per share, plus all declared and unpaid dividends at the date fixed for redemption. Convertible into floating-rate
non-cumulative Series 27 First Preferred Shares of the Bank, subject to certain conditions, on February 15, 2014 and on February 15 every five years thereafter.
These shares carry a non-cumulative quarterly dividend of $0.4125 for the initial period ending February 15, 2014. Thereafter, these shares carry a non-cumulative
quarterly fixed dividend in an amount per share determined by multiplying the interest rate, equal to the sum of the Government of Canada yield on the
calculation date of the applicable fixed rate plus 4.79%, by $25.00.
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NOTE 18 — SHARE CAPITAL (cont)

Characteristics of first preferred shares, authorized but unissued (amounts in dollars)

Series 17

Each NBC CapS - Series 1 is exchangeable at any time, upon prior notice, for 40 Series 17 First Preferred Shares, which pay semi-annual non-cumulative cash
dividends and are redeemable at the Bank’s option, subject to the prior approval of OSFI, on or after June 30, 2011, but are not redeemable at the option of
the holders.

Series 18

Each NBC Cap$S - Series 1 can be exchanged automatically, without the consent of the holders, for 40 Series 18 First Preferred Shares, upon the occurrence
of any one of the following events: (i) proceedings are commenced for the winding-up of the Bank; (ii) OSFI takes control of the Bank; (iii) the Bank has a
Tier 1 capital ratio of less than 5% or a total capital ratio of less than 8%; or (iv) OSFI has directed the Bank to increase its capital or to provide additional
liquidity and the Bank elects such automatic exchange or the Bank fails to comply with such direction to the satisfaction of OSFI. Series 18 First Preferred
Shares pay semi-annual non-cumulative cash dividends and are redeemable at the option of the Bank, subject to the prior approval of OSFI, since June 30,
2011, but are not redeemable at the option of the holders.

Series 19

Each NBC CapS Il - Series 1 can be exchanged automatically, without the consent of the holders, for 40 Series 19 First Preferred Shares of the Bank upon the
occurrence of one of the following events: (i) proceedings are commenced for the winding-up of the Bank; (ii) OSFI takes control of the Bank; (iii) the Bank
posts a Tier 1 capital ratio of less than 5% or a total capital ratio of less than 8%; or (iv) OSFI has directed the Bank to increase its capital or to provide additional
liquidity and the Bank elects to cause such automatic exchange or the Bank does not comply with such direction to the satisfaction of OSFI. Series 19 First
Preferred Shares pay semi-annual non-cumulative cash dividends and are redeemable at the Bank’s option, subject to the prior approval of OSFI, on or after
June 30, 2013, but are not redeemable at the option of the holders.

Series 22

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after August 16, 2018 and August 16 every five years thereafter, in whole or
in part, at a price equal to $25.00 per share, plus all declared and unpaid dividends at the date fixed for redemption or at $25.50 per share, plus all dividends
declared and unpaid thereon for redemption on any other date on or after August 16, 2013. Series 22 First Preferred Shares pay quarterly floating-rate
non-cumulative dividends on or after August 16, 2013.

Series 23

Each NBC CapS Il - Series 2 can be exchanged automatically, without the consent of the holders, for 40 Series 23 First Preferred Shares of the Bank upon the
occurrence of one of the following events: (i) proceedings are commenced for the winding-up of the Bank; (ii) OSFI takes control of the Bank; (iii) the Bank
posts a Tier 1 capital ratio of less than 5% or a total capital ratio of less than 8%; or (iv) OSFI has directed the Bank to increase its capital or to provide additional
liquidity and the Bank elects to cause such automatic exchange or the Bank does not comply with such direction to the satisfaction of OSFI. Series 23 First
Preferred Shares pay semi-annual non-cumulative cash dividends and are redeemable at the Bank’s option, subject to the prior approval of OSFI, on or after
July 31, 2013, but are not redeemable at the option of the holders.

Series 25

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after February 15, 2019 and February 15 every five years thereafter, in whole
orin part, at a price equal to $25.00 per share, plus all dividends declared and unpaid thereon on the date fixed for redemption or at $25.50 per share, plus
all dividends declared and unpaid thereon on the date fixed for redemption on any other date on or after February 15, 2014. Series 25 First Preferred Shares
pay quarterly floating-rate non-cumulative dividends on or after February 15, 2014.

Series 27

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after February 15, 2019 and February 15 every five years thereafter, in whole
orin part, at a price equal to $25.00 per share, plus all dividends declared and unpaid thereon on the date fixed for redemption or at $25.50 per share, plus
all dividends declared and unpaid thereon on the date fixed for redemption on any other date on or after February 15, 2014. Series 27 First Preferred Shares
pay quarterly floating-rate non-cumulative dividends on or after February 15, 2014.

Series 28

Redeemable in cash at the Bank’s option, subject to prior approval of OSFI, on or after November 15, 2017 and November 15 every five years thereafter, in
whole or in part, at a price equal to $25.00 per share, plus all dividends declared and unpaid thereon on the date fixed for redemption. Convertible on a
one-for-one basis into floating-rate non-cumulative Series 29 First Preferred Shares of the Bank, subject to certain conditions, on November 15, 2017 and on
November 15 every five years thereafter. These shares carry a non-cumulative quarterly dividend of $0.2375 for the initial period ending November 15, 2017.
Thereafter, these shares carry a non-cumulative quarterly fixed dividend in an amount per share determined by multiplying the interest rate, equal to the sum
of the Government of Canada yield on the calculation date of the applicable fixed rate plus 2.43%, by $25.00.
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Series 29

Redeemable in cash at the Bank’s option, subject to prior approval of OSFl, on or after November 15, 2022 and November 15 every five years thereafter, in
whole orin part, at a price equal to $25.00 per share, plus all dividends declared and unpaid thereon on the date fixed for redemption or at $25.50 per share,
plus all dividends declared and unpaid thereon on the date fixed for redemption on any other date on or after November 15, 2017. The Series 29 First Preferred
Shares pay quarterly floating-rate non-cumulative dividends on or after November 15, 2017.

Second preferred shares

15 million shares without parvalue, issuable for a total maximum consideration of $300 million. As at October 31, 2012, no shares had been issued or traded.

Shares Outstanding and Dividends Declared

As at October 31, 2012

Year ended October 31, 2012

Shares Dividends
Number
of shares S S Per share
First Preferred Shares
Series 15 8,000,000 200 12 1.4625
Series 16 8,000,000 200 10 1.2125
Series 20 6,900,000 173 10 1.5000
Series 21 3,410,861 85 4 1.3438
Series 24 2,425,880 61 4 1.6500
Series 26 1,724,835 43 3 1.6500
Preferred shares and dividends 30,461,576 762 43
Common shares at beginning 160,474,334 1,970
Issued pursuant to:
Stock Option Plan 1,706,081 93
Acquisition of Wellington West Holdings Inc. (Note 27) 28,399 2
Impact of shares purchased or sold for trading 97,165 2
Repurchase of common shares for cancellation (1,000,000) (13)
Other 2,294 -
Common shares at end and dividends 161,308,273 2,054 498 3.0800
Total dividends 541

As at October 31, 2011

Year ended October 31, 2011

Shares Dividends
Number
of shares $ $ Per share
First Preferred Shares
Series 15 8,000,000 200 12 1.4625
Series 16 8,000,000 200 10 1.2125
Series 20 6,900,000 173 10 1.5000
Series 21 3,410,861 85 8 1.3438
Series 24 2,425,880 61 7 1.6500
Series 26 1,724,835 43 6 1.6500
Preferred shares and dividends 30,461,576 762 53
Preferred shares and dividends 162,771,816 1,777
Issued pursuant to:
Stock Option Plan 1,965,631 100
Acquisition of Wellington West Holdings Inc. (Note 27) 2,149,108 169
Impact of shares purchased or sold for trading (167,521) (@)
Repurchase of common shares for cancellation (6,244,700) (74)
Common shares at end and dividends 160,474,334 1,970 445 2.7400
Total dividends 498
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NOTE 18 — SHARE CAPITAL (cont.)

As at November 1, 2010

Number Shares
of shares $

First Preferred Shares
Series 15 8,000,000 200
Series 16 8,000,000 200
Series 20 6,900,000 173
Series 21 8,050,000 201
Series 24 6,800,000 170
Series 26 5,800,000 145
43,550,000 1,089
Common shares 162,771,816 1,777

Repurchase of Preferred Shares

On February 24, 2011, the Bank announced a normal course issuer bid to repurchase for cancellation all of the issued and outstanding non-cumulative 5-year
rate reset Series 21, 24 and 26 First Preferred Shares. Under the offer, the shares were to be repurchased at a premium to the pre-announcement closing price
plus the periodic dividend declared and unpaid. The offer expired on April 26, 2011. During the year ended October 31, 2011, the Bank had completed the
repurchase of 4,639,139 Series 21 preferred shares, 4,374,120 Series 24 preferred shares and 4,075,165 Series 26 preferred shares for a total amount of
$361 million, which reduced Preferred share capital by $327 million and Retained earnings by $34 million.

Issuances of Preferred Shares

On October 30, 2012, the Bank announced the issuance of 7 million non-cumulative 5-year rate reset Series 28 First Preferred Shares at a price equal to
$25.00 per share, for gross proceeds of $175 million. The Bank also granted the underwriters an option to purchase up to an additional one million
Series 28 preferred shares. If the option is exercised in whole, the gross proceeds will total $200 million. The Bank completed the issuance on
November 7, 2012. For additional information, see Note 32.

Repurchase of Common Shares

On May 31, 2012, the Bankfiled a normal course issuer bid to repurchase for cancellation up to 3,236,834 common shares over the 12-month period between
June 20, 2012 and June 19, 2013. Pursuant to the initial normal course issuer bid announced on January 27, 2011, the Bank was authorized to repurchase
up to 4,903,162 common shares over the 12-month period ending January 31, 2012. On July 28, 2011, the Bank received authorization from the Toronto Stock
Exchange and OSFl to amend the terms of its normal course issuer bid of January 27, 2011 and increase the maximum number of common shares that can be
repurchasedto 7,127,132 shares. The shares were repurchased on the free market at market prices through the Toronto Stock Exchange. Premiums paid above
the average book value of the common shares were recorded to Retained earnings.

During the year ended October 31, 2012, the Bank completed the repurchase of 1,000,000 common shares for an amount of $75 million, which reduced
Common share capitalby $13 million and Retained earnings by $62 million. During the year ended October 31, 2011, the Bank had completed the repurchase
of 6,244,700 common shares for an amount of $473 million, which reduced Common share capital by $74 million and Retained earnings by $399 million.
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Reserved Common Shares
As at October 31, 2012, 7,753,784 common shares were reserved under the Dividend Reinvestment and Share Purchase Plan, and 14,830,201 common
shares were reserved under the Stock Option Plan.

Common Shares Held in Escrow

As part of the acquisition of Wellington West Holdings Inc. (Wellington West) completed on July 15, 2011, the Bank had issued 2,149,108 common shares for
$169 million. During the valuation period ended July 15, 2012, the calculation of working capital adjustments resulted in an issuance of 28,399 additional
Bank common shares for an amount of $2 million. All of these common shares were placed in escrow in the name of the vendors and will be released contingent
on certain non-compete criteria being met. In July 2012, the Bank released a first payment of 375,670 common shares. In October 2012, as part of the sale
of one of Wellington West’s subsidiaries, Wellington West Financial Services Inc., the Bank released 12,083 common shares on an accelerated basis. The Bank
expects that the conditions will be met and that the remaining shares held in escrow will be released over the next three years.

During the year ended October 31, 2012, as part of the acquisition of Groupe Option Retraite Inc. completed on September 18, 2008, the Bank released the
remaining common shares held in escrow. The Bank also cancelled 11,935 common shares held in escrow for certain failures to satisfy a conditional level of
assets under management.

Restriction on the Payment of Dividends

The Bank is prohibited from declaring dividends on its common or preferred shares if there are reasonable grounds for believing that the Bank would, by so
doing, be in contravention of the regulations of the Bank Act (Canada) or the OSFI guidelines with respect to capital adequacy and liquidity. In addition, the
ability to pay common share dividends is restricted by the terms of the outstanding preferred shares pursuant to which the Bank may not pay dividends on
its common shares without the approval of the holders of the outstanding preferred shares, unless all preferred share dividends have been declared and paid
or set aside for payment. Moreover, if NBC Capital Trust or NBC Asset Trust failed to pay any required distribution on the trust units in full, the Bank could not
declare dividends on any of its preferred or common shares. For additional information, see Note 19.

Dividend Reinvestment Plan

The Bank has a dividend reinvestment plan for common and preferred shareholders. Participation in the plan is optional. Under the terms and conditions of
the plan, participants acquire shares through the reinvestment of cash dividends paid on the shares they hold orthrough optional cash payments. The common
shares are issued for an amount equal to the average of the closing prices of shares traded on the Toronto Stock Exchange during the five business days
immediately preceding a dividend payment date.
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NOTE 19 — NON-CONTROLLING INTERESTS

As at October 31, As at October31, AsatNovember1,

2012 2011 2010

Trust units issued by NBC Capital Trust (NBC CapS — Series 1)@ 229 229 229
Trust units issued by NBC Asset Trust (NBC CapS II)

Series 1@ 409 409 409

Series 20 359 359 359

Other 23 27 25

Total 1,020 1,024 1,022

(1) Includes $4 million in accrued interest ($4 million as at October 31, 2011 and $4 million as at November 1, 2010).
(2)  Includes $9 million in accrued interest ($9 million as at October 31, 2011 and $9 million as at November 1, 2010).
(3)  Includes $9 million in accrued interest ($9 million as at October 31, 2011 and $9 million as at November 1, 2010).

Trust Units Issued by NBC Capital Trust

On June 15, 2006, through special purpose entity NBC Capital Trust (the Trust), an open-end trust established under the laws of the Province of Ontario, the
Bank issued transferable non-voting trust units called “Trust Capital Securities — Series 1,” or “NBC Cap$S — Series 1.” These securities are not redeemable at
the option of the holder. The gross proceeds of $225 million from the offering were used by the Trust to acquire a deposit note from the Bank.

The main terms and characteristics of the NBC CapS — Series 1 trust units are presented below:

Semi-annual Date of Date of
distribution per conversion at the redemption
NBC CapS - option of the at the option
Number Issuance date Annual yield Distribution date Series 1® holder® of the Trust®
June 30, June 30,
Series 1 225,000 June 15, 2006 5.329% December 31 $26.6459 Anytime December 31

(1) For each unit with a face value of $1,000.

(2)  Holders of NBC CapS — Series 1 may exchange, subject to prior notice, each NBC CapS — Series 1 for 40 Series 17 First Preferred Shares of the Bank. This exchange right will be effected
through the conversion by the Trust of the corresponding amount of the deposit note of the Bank. The NBC Cap$S - Series 1 exchanged for the Bank’s Series 17 First Preferred Shares will be
cancelled by the Trust.

(3)  The Trust may, at its option, redeem the NBC Cap$S — Series 1, in whole or in part, on the dates indicated in the table above, upon the occurrence of predetermined regulatory or tax events.
Any redemption may be carried out without the consent of the holders, subject to prior written notice and OSFI approval.

(4)  Foreach distribution date after June 30, 2016, the distribution will be paid at the rate corresponding to one-half of the applicable 180-day bankers’ acceptance rate in effect plus 1.50%.

Distribution

No cash distributions will be payable by the Trust on NBC CapS — Series 1 if the Bank fails to declare regular dividends on its preferred shares or, if no preferred
shares are then outstanding, on its outstanding common shares. In this case, the net distributable funds of the Trust will be paid to the Bank in its capacity
as holder of the Special Trust Securities, representing the residual interest in the Trust. Should the Trust fail to pay the semi-annual distributions in full on the
NBC CapS — Series 1, the Bank will not declare dividends on any of its preferred shares and common shares for a specified period of time.

Automatic exchange
Each NBC CapS — Series 1 will be exchanged automatically, without the consent of the holders, for 40 Series 18 First Preferred Shares of the Bank, upon the

occurrence of certain predetermined events. Foradditional information, see Note 18. On an automatic exchange, the Bank will hold all outstanding trust capital
securities of the Trust.

Purchase for cancellation

Since June 30, 2011, the Trust may, at the direction of the Bank and with OSFI approval, purchase any outstanding NBC CapS — Series 1 at any time, in whole
orin part, in the open market or by tender or private contract at any price. The NBC CapS — Series 1 purchased by the Trust, if any, will be cancelled and will
not be reissued.

Regulatory capital
The $225 million in NBC CapS — Series 1 qualifies as an innovative capital instrument and is therefore eligible as Tier 1 capital.
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Trust Units Issued by NBC Asset Trust

The Bank issued non-voting transferable trust units called “Trust Capital Securities”, or “NBC CapS 11", through its special purpose entity NBC Asset Trust
(the Trust), a closed-end trust established under the laws of Ontario. These securities are not redeemable or exchangeable for Bank preferred shares at the
option of the holder. The gross proceeds from the investments were used by the Trust to finance the acquisition of mortgage loans from the Bank.

The main terms and characteristics of the NBC CapS Il trust units are presented below:

Date of

Semi-annual redemption

distribution at the option

Number Issuance date Annual yield Distribution date by NBC CapS IV of the Trust®

June 30,

Series 1 400,000 January 22, 2008 7.235% December 31 $36.175% June 30, 2013
June 30,

Series 2 350,000 June 30, 2008 7.447% December 31 $37.235@ July 31, 2013

(1)  Foreach unit with a face value of $1,000.

(2)  On the redemption date indicated above (or on any subsequent distribution date), or prior to those dates upon the occurrence of predetermined regulatory or tax events, the Trust may, at its
option, redeem the NBC Cap$S Il in whole (but not in part) without the consent of the holders, with prior written notice and OSFI approval.

(3)  Foreach distribution date after June 30, 2018, the distribution will be paid at the rate equal to one-half the 180-day bankers’ acceptance rate in effect plus 3.79%.

(4)  Foreach distribution date after June 30, 2020, the distribution will be paid at the rate corresponding to one-half the 180-day bankers’ acceptance rate in effect plus 4.09%.

Distribution

No cash distributions will be payable by the Trust on NBC CapS Il if the Bank fails to declare regular dividends on its preferred shares or, if no preferred shares
are then outstanding, on its outstanding common shares. In this case, the net distributable funds of the Trust will be paid to the Bank as the sole holder of
the special trust securities, representing the residual interest in the Trust. Should the Trust fail to pay the semi-annual distributions in full on the NBC CapS I,
the Bank will withhold from declaring dividends on any of its preferred and common shares during a determined period.

Automatic exchange
Each NBC CapS Il - Series 1 can be exchanged automatically, without the consent of the holders, for 40 Series 19 First Preferred Shares of the Bank, and each

NBC CapS — Series 2 can be exchanged automatically, without the consent of the holders, for 40 Series 23 First Preferred Shares of the Bank, upon the
occurrence of certain predetermined events. For additional information, see Note 18. On an automatic exchange, the Bank will hold all outstanding trust capital
securities of the Trust.

Purchase for cancellation
For each series, starting from the fifth anniversary of the issuance, the Trust may, with OSFI approval, purchase NBC CapS Il in whole or in part on the open
market or by tender or private contract at any price. The NBC CapS Il purchased by the Trust, if any, will be cancelled and will not be reissued.

Regulatory capital
The NBC CapS Il qualify as innovative instruments and are eligible as Tier 1 capital. According to OSFI guidelines, innovative instruments may consist of a
portion representing up to 15% of net Tier 1 capital and an additional portion of 5% eligible as Tier 2B capital.
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NOTE 20 — CAPITAL DISCLOSURE

Capital Management Objectives, Policies and Procedures
Capital management has the dual role of ensuring a competitive return to the Bank’s shareholders while maintaining the solid financial foundation needed to
cover the risks inherent to the Bank’s business and to support its business segments in order to protect its clients.

Each year, the Board, on the recommendation of the ARMC, approves a detailed capital management policy and the Bank’s capital plan. This policy sets out
the principles and practices the Bank incorporates into its capital management strategy and the basic criteria it adopts to ensure that the Bank has sufficient
capital at all times and that it is prudently managing such capital in view of its future capital requirements. In addition, stress tests are performed to ensure
that the Bank has sufficient capital even in crisis situations. A capital plan sets operational targets taking into account expected levels for risk-weighted assets,
determined under the regulatory approach. Moreover, the capital plan presents the different strategies available to the Bank to optimize capital management,
including the issuance and repurchase of shares and subordinated debt securities as well as the dividend policy.

Capital Management

The capital ratio is the ratio expressed as a percentage of regulatory capital to risk-weighted assets. Risk-weighted assets are calculated in accordance with
the rules established by OSFI for balance sheet and off-balance-sheet risks. Credit, market and operational risks are taken into account in calculating risk
assets for regulatory purposes. The definition adopted by the Bank for International Settlements (BIS) distinguishes between two types of capital: Tier 1 capital
consists of common shareholders’ equity and non-cumulative preferred shareholders’ equity, the eligible amount of innovative instruments and non-controlling
interests, less goodwill; Tier 2 capital consists of preferred shares not eligible for Tier 1 capital, the portion of subordinated debt, the collective allowance on
non-impaired loans for credit risk as well as the amount of innovative instruments that cannot be included in Tier 1 capital. Total regulatory capital is the sum
of all capital net of investments in associates and first-loss protection with respect to asset securitization.

The Bank has complied with the Basel Il regulatory framework since November 1, 2007. On November 1, 2009, the Bank received authorization from OSFI to
use the Basel Il Advanced Internal Rating-Based (AIRB) Approach to calculate credit risk capital for consolidated regulatory reporting purposes. The Bank uses
the Standardized Approach for operational risk. For market risk, it primarily uses an approach based on internal models but uses the Standardized Approach
for certain exposures. On November 1, 2011, OSFl implemented changes to the regulatory framework for market risk, requiring banks to include an additional
charge in their risk-weighted assets for the Stressed VaR and an incremental risk capital charge for the trading book.

OSFI considers financial institutions to be well-capitalized if they maintain a Tier 1 capital ratio of 7% and a total regulatory capital ratio of 10%. The Bank
maintained ratios that satisfied these requirements in both 2012 and 2011. The new Basel Ill capital standards will gradually come into force from
January 1, 2013 to January 1, 2019. Starting in 2013, the Bank will be required to maintain a Common Equity Tier 1 ratio under Basel Ill of at least 7%,
including 4.5% attributable to a minimum Common Equity Tier 1 ratio and a capital conservation buffer of 2.5%. Since the beginning of fiscal 2011, the Bank
presents a pro-forma Common Equity Tier 1 ratio under Basel lll. This ratio includes deductions applied in their entirety, as required by year-end 2018.

In addition to regulatory capital ratios, OSFI also requires banks to meet an assets-to-capital multiplier test. The assets-to-capital multiplier is calculated by
dividing the Bank’s total assets, including certain off-balance-sheet items, by its total regulatory capital. The Bank met the assets-to-capital multiplier test in
both fiscal years 2012 and 2011.

According to OSFI’s Capital Adequacy Guidelines, financial institutions can elect to phase-in the impact of converting to IFRS on their regulatory capital reporting.
The Bank has decided to make use of this election and has been phasing in the IFRS-conversion impact on a straight-line basis over a five-quarter period since
the first quarter of 2012.
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Regulatory Capital According to Basel Il

As at October 31, As at October 31,
2012 2011%

Tier 1 capital
Common shares 2,054 2,016
Contributed surplus 58 55
Retained earnings 4,091 4,361
IFRS transition 163 =
Unrealized currency translation exchange gains (losses), net of hedging activities and after tax, included

in Accumulated other comprehensive income (12) (130)
Accumulated net after-tax unrealized losses on available-for-sale equity securities included

in Accumulated other comprehensive income - (14)
Non-cumulative permanent preferred shares 762 762
Innovative instruments® 975 975
Non-controlling interests® 23 28
Trading in short positions of own shares - -
Gross Tier 1 capital 8,114 8,053
Goodwill (1,063) (1,001)
Net Tier 1 capital 7,051 7,052
Gains on sales recorded upon revolving securitization transactions - (41)
Other deductions (341) (157)
Adjusted Net Tier 1 capital 6,710 6,854
Tier 2 capital
Subordinated debt 2,382 1,883
Eligible collective allowance on non-impaired loans for credit risk 68 48
Accumulated net after-tax unrealized gains on available-for-sale equity securities included

in Accumulated other comprehensive income 39 =
Tier 2 capital 2,489 1,931
Other deductions (341) (286)
Adjusted Tier 2 capital 2,148 1,645
Total capital 8,858 8,499

(1)  The October 31, 2011 figures are presented in accordance with previous Canadian GAAP, as OSFI did not require their restatement for regulatory purposes.

(2) 400,000 NBC CapS Il — Series 1 and 350,000 NBC Cap$S Il — Series 2 issued by NBC Asset Trust and the 225,000 NBC CapS - Series 1 issued by NBC Capital Trust presented in

Non-controlling interests.

(3)  Excluding 400,000 NBC CapS Il — Series 1 and 350,000 NBC CapS Il — Series 2 issued by NBC Asset Trust and the 225,000 NBC CapS — Series 1 issued by NBC Capital Trust.

NOTE 21 — TRADING ACTIVITY REVENUES

Trading activity revenues consist of the net interestincome from trading activities and trading revenues recognized in Otherincomein the Consolidated Income

Statement.

Net interest income comprises interest and dividends related to financial assets and liabilities associated with trading activities, net of interest expenses and

interest income related to the financing of these financial assets and liabilities.

Other income consists of the realized and unrealized gains and losses on securities classified as measured at fair value through profit or loss, income from
held-for-trading derivative financial instruments, and the change in fair value of financial instruments designated as at fair value through profit or loss.

Year ended October 31 2012 2011
Net interest income 284 274
Other income 233 (25)
Total 517 249
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NOTE 22 — SHARE-BASED PAYMENTS

The information below on compensation expense excludes the impact of hedging.

Stock Option Plan

The Bank offers a Stock Option Plan to officers and other designated persons of the Bank and its subsidiaries. Under the Plan, options are awarded annually
and provide participants with the right to purchase common shares at an exercise price equal to the closing price of the Bank’s common share on the Toronto
Stock Exchange on the day preceding the award. The options vest evenly over a four-year period and expire 10 years from the award date or, in certain
circumstances set out in the Plan, within specified time limits. The Stock Option Plan contains provisions for retiring employees that allow a participant’s rights
to continue vesting in accordance with the terms of the grant agreement. The maximum number of common shares that may be issued under the Stock Option
Plan was 14,830,201 as at October 31, 2012 (10,804,954 as at October 31, 2011). The maximum number of common shares reserved for a participant may
not exceed 5% of the total number of Bank shares issued and outstanding.

As at October 31, 2012 As at October 31, 2011
Weighted Weighted
Number of average Number of average
options exercise price options exercise price
Stock Option Plan
Outstanding at beginning 7,903,735 $54.58 8,485,086 $50.92
Awarded 1,761,548 $68.17 1,623,808 $68.67
Exercised (1,706,081) $49.55 (1,965,631) $50.41
Cancelled® (164,984) $58.35 (239,528) $55.13
Outstanding at end 7,794,218 $58.66 7,903,735 $54.58
Exercisable at end 3,615,009 $54.39 3,536,087 $52.99
(1)  No options expired during the years ended October 31, 2012 and 2011.
Options Options
Exercise price outstanding exercisable Expiry date
$30.95 53,675 53,675 December 2012
$41.00 101,900 101,900 December 2013
$48.20 138,750 131,250 December 2014
$61.44 291,650 291,650 December 2015
$65.90 631,048 631,048 December 2016
$53.85 861,919 861,919 December 2017
$34.87 1,149,860 643,886 December 2018
$58.49 1,373,144 561,300 December 2019
$68.67 1,465,484 338,381 December 2020
$68.17 1,726,788 - December 2021
Total 7,794,218 3,615,009

During the year ended October 31, 2012, the Bank awarded 1,761,548 stock options (1,623,808 during the year ended October 31, 2011) with an average
fair value of $8.89 per option ($11.42 for the year ended October 31, 2011).

The average fair value of options awarded was estimated on the award date using the Black-Scholes model as well as the following assumptions:

As at October 31, As at October 31,

2012 2011
Risk-free interest rate 1.53% 2.69%

Expected life of options 6 years 6 years
Expected volatility 24.29% 24.92%
Expected dividend yield 4.4 % 3.8%
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The expected life of the options is based on historical data and is not necessarily representative of how options will be exercised in the future. Expected
volatility is extrapolated from the implied volatility of the Bank’s share price and observable market inputs, which are not necessarily representative of actual
results. The return on dividends represents the annualized dividend divided by the Bank’s share price at the award date. The risk-free interest rate is based
on the Canadian dollar swap curve at the award date. The exercise price is equal to the Bank’s share price at the award date. No other market parameter has
been included in the fair value measurement of the options.

The compensation expense recorded forthese options forthe year ended October 31, 2012 was $15 million ($17 million forthe year ended October 31, 2011).

Stock Appreciation Rights (SAR) Plan

The Bank offers an SAR Plan to officers and other designated persons of the Bank and its subsidiaries. Under the Plan, participants receive, upon exercising
the right, a cash amount equal to the difference between the closing price of the Bank’s common share on the Toronto Stock Exchange on the day preceding
the exercise date and the closing price on the day preceding the award date. SARs vest evenly over a four-year period and expire 10 years after the award date
or, in certain circumstances set out in the Plan, within specified time limits. The SAR Plan contains provisions for retiring employees that allow a participant’s
rights to continue vesting in accordance with the stated terms of the grant agreement. The compensation expense recognized for the year ended October 31,
2012 with respect to the Plan was $1 million ($1 million for the year ended October 31, 2011).

As at October 31, 2012 As at October 31, 2011
Weighted Weighted
average average
Number exercise Number exercise
of SARs price of SARs price
SAR Plan
Outstanding at beginning 175,770 $55.47 160,699 $51.41
Awarded 17,580 $68.17 39,392 $68.67
Exercised (10,127) $48.78 (20,369) $47.17
Cancelled® (3,197) $48.64 (3,952) $64.26
Outstanding at end 180,026 $57.22 175,770 $55.47
Exercisable at end 98,942 $54.50 64,897 $55.14
(1) No SARs expired during the years ended October 31, 2012 and 2011.
SARs SARs
Exercise price outstanding exercisable Expiry date
$48.20 2,850 2,850 December 2014
$61.44 2,300 2,300 December 2015
$65.90 23,140 23,140 December 2016
$53.85 19,552 19,552 December 2017
$34.87 36,325 23,435 December 2018
$58.49 38,887 17,817 December 2019
$68.67 39,392 9,848 December 2020
$68.17 17,580 - December 2021
Total 180,026 98,942

Deferred Stock Unit (DSU) Plans

The DSU Plans are for officers and other designated persons of the Bank and its subsidiaries as well as directors. These plans allow the Bank to tie a portion
of the value of the compensation of participants to the future value of the Bank’s common shares. A DSU is a right that has a value equal to the closing price
of a common share of the Bank on the Toronto Stock Exchange on the day preceding the award. DSUs generally vest evenly over four years. Additional DSUs
are credited to the account of participants equal in amount to the dividends paid on common shares of the Bank and vest evenly over the same period as the
reference DSUs. DSUs may only be cashed when participants retire or leave the Bank, or for directors, when their term ends. The DSU Plan contains provisions
for retiring employees that allow the participant’s units to continue vesting in accordance with the stated terms of the grant agreement.

During the year ended October 31, 2012, the Bank awarded 49,308 DSUs at a weighted average price of $68.17 (84,656 DSUs at a weighted average price
of $68.67 for the year ended October 31, 2011). A total of 362,961 DSUs were outstanding as at October 31, 2012 (336,078 DSUs as at October 31, 2011).
A compensation expense of $8 million was recognized for the year ended October 31, 2012 with respect to these plans ($5 million for the year ended
October 31, 2011).
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NOTE 22 — SHARE-BASED PAYMENTS (cont.)

Restricted Stock Unit (RSU) Plan

The RSU Plan is for certain officers and other designated persons of the Bank and its subsidiaries. The objective of the Plan is to ensure that the compensation
of certain officers is competitive and to foster retention. An RSU is a right that has a value equal to the closing price of a common share of the Bank on the
Toronto Stock Exchange on the day preceding the award. RSUs generally vest evenly over three years, although some RSUs vest on the last day of the 35th
month following the date of the award, the date on which all RSUs expire. Additional RSUs are credited to the account of participants equal in amount to the
dividends declared on the common shares of the Bank and vest evenly over the same period as the reference RSUs. The RSU Plan contains provisions for
retiring employees that allow the participant’s units to continue vesting in accordance with the stated terms of the grant agreement.

During the year ended October 31, 2012, the Bank awarded 1,119,173 RSUs at a weighted average price of $68.17 (846,497 RSUs at a weighted average
price of $68.68 for the year ended October 31, 2011). As at October 31, 2012, a total of 2,594,150 RSUs were outstanding (2,375,558 RSUs as at
October 31, 2011). A compensation expense of $78 million was recognized for the year ended October 31, 2012 with respect to the Plan ($76 million for the
year ended October 31, 2011).

Performance Stock Unit (PSU) Plan

The PSU Plan is for certain members of senior management of the Bank. The objective of the Plan is to tie a portion of the value of the compensation of these
members of senior management to the future value of the Bank’s common shares. A PSU is a right that has a value equal to the closing price of a common
share of the Bank on the Toronto Stock Exchange on the day preceding the award, adjusted upward or downward according to performance criteria, which is
based on the total shareholder return (TSR) achieved by the Bank compared to that of the S&P/TSX Banks Sub-index. PSUs vest on the last day of the 35th
month following the date of the award, the date on which all PSUs expire. Additional PSUs are credited to the account of participants in an amount equal to
the dividends declared on the common shares of the Bank and vest evenly over the same period as the reference PSUs. The PSU Plan contains provisions for
retiring employees that allow the participant’s units to continue vesting in accordance with the stated terms of the award agreement.

During the year ended October 31, 2012, the Bank awarded 118,087 PSUs at a weighted average price of $68.17 (58,108 PSUs at a weighted average price
of $68.67 for the year ended October 31, 2011). As at October 31, 2012, a total of 263,746 PSUs were outstanding (139,486 PSUs as at October 31, 2011).
A compensation expense of $9 million was recognized for the year ended October 31, 2012 with respect to the Plan ($4 million for the year ended
October 31, 2011).

Deferred Compensation Plan of National Bank Financial (NBF)

This Plan is exclusively for key employees of Individual Investor Services of NBF. The purpose of the Plan is to foster the retention of key employees and promote
the growth in income and the continuous improvement in profitability at Individual Investor Services. Under the Plan, participants can defer a portion of their
annual compensation and NBF may pay a contribution to key employees when certain financial objectives are met. Amounts awarded by NBF and the
compensation deferred by participants are invested in, among others, Bank share units. These share units represent a right, the value of which corresponds
to the closing price of the Bank’s common share on the Toronto Stock Exchange on the award date. Additional units are paid to the participant’s account equal
in amount to the dividends declared on the common shares of the Bank. Share units representing the amounts awarded by NBF vest evenly over four years.
When a participant retires, orin certain cases when the participant’s employment is terminated, the participant receives a cash amount representing the value
of the vested share units.

During the year ended October 31, 2012, NBF awarded 133,787 share units at a weighted average price of $71.26 (28,299 share units at a weighted average
price of $69.51 for the year ended October 31, 2011). As at October 31, 2012, 569,575 units were outstanding (428,725 as at October 31, 2011). During the
year ended October 31, 2012, an $8 million compensation expense was recognized for this Plan ($4 million for the year ended October 31, 2011).

Employee Share Ownership Plan

Under the Bank’s Employee Share Ownership Plan, employees who meet the eligibility criteria can contribute up to 8% of their annual gross salary by way of
payroll deductions. The Bank matches 25% of the employee contribution, to a maximum of $1,500 per annum. Bank contributions vest to the employee after
one year of uninterrupted participation in the Plan. Subsequent contributions vest immediately. The Bank’s contributions, amounting to $8 million for the
yearended October 31, 2012 ($8 million for the year ended October 31, 2011), were charged to Salaries and staff benefitswhen paid. As at October 31, 2012,
a total of 2,975,711 common shares were held for this Plan (2,894,419 common shares as at October 31, 2011).

Plan shares are purchased on the open market and are considered to be outstanding for earnings per share calculations. Dividends paid on the Bank’s common
shares held for the Employee Share Ownership Plan are used to purchase other common shares on the open market.

Total liabilities arising from the Bank’s share-based compensation plans amounted to $294 million as at October 31, 2012 ($235 million as at
October 31, 2011 and $172 million as at November 1, 2010). The intrinsic value of liabilities that had vested as at October 31, 2012 was $139 million
($110 million as at October 31, 2011).
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NOTE 23 — EMPLOYEE BENEFITS

The Bank offers defined benefit pension plans that cover substantially all salaried employees. These defined benefit plans are funded plans. The Bank also
offers its employees certain post-retirement benefits and post-employment benefits, compensated leave and termination benefits (non-pension employee
benefits) that are generally not funded.

The Bank’s employee pension plans provide for the payment of benefits that are based on the length of service and final average earnings of the employees
covered by the plans. The date used to measure plan assets is October 31 of each year.

Accrued Benefit Obligation, Plan Assets and Funded Status

As at October 31, As at October 31, As at October 31, As at October 31,
2012 2011 2012 2011
Pension Other
plans plans
Accrued benefit obligation
Balance at beginning 2,234 2,131 178 158
Current service cost 42 43 6 5
Interest cost 129 124 10 9
Employee contributions 31 26 - =
Benefits paid (111) (101) (8) ®)
Actuarial losses (gains) 371 11 11 14
Balance at end 2,696 2,234 197 178
Plan assets
Fair value at beginning 2,373 2,266 - -
Expected return on plan assets 167 162 - -
Actuarial gains (losses) 63 (64) - -
Bank contributions® 90 84 - -
Employee contributions 31 26 - =
Benefits paid (111) (101) - -
Fair value at end 2,613 2,373 - -
Accrued benefit asset (liability) at end (83) 139 (197) (178)
Experience® adjustment on plan obligation - 11) (2) (14)
Experience? adjustment on plan obligation as a % of the obligation - % (0.5)% (0.5)% (7.9%
Experience®? adjustment on plan assets 63 (64)
Experience® adjustment on plan assets as a % of assets 2.4 % (2.7)%

(1)  The Bank expects to pay an employer contribution of $89 million to the defined benefit pension plans for fiscal 2013.
(2)  Experience adjustments consist of all the actuarial gains and losses that do not result from changes made to actuarial assumptions from one year to another.

Accrued Benefit Asset (Liability)

As at October 31, As at October31, AsatNovember1, AsatOctober31, AsatOctober31, AsatNovember1,

2012 2011 2010 2012 2011 2010
Pension Other
plans plans
Accrued benefit asset included

in Other assets — Other 47 142 135 = = =

Accrued benefit liability included
in Other liabilities — Other (130) 3) - (197) (178) (158)
Net amount (83) 139 135 (197) (178) (158)
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NOTE 23 — EMPLOYEE BENEFITS (cont.)

Pension Plan Assets

As at October 31, As at October 31, As at October 31, As at October 31,

2012 2011 2012 2011

Expected rate of

% of the fair value return

of the asset of the asset

categories categories

Asset category
Bonds 42 37 3.75% 4.15%
Equities 49 55 7.75% 8.00%
Other 9 8

The expected rates of return on the asset categories are related to the asset mix. Generally speaking, the expected rates of return on the plan asset categories
are calculated by weighting the expected returns of each asset category by their respective weighting in the target asset allocation in the investment policy.
To determine the expected rate of return on pension plan assets, an additional value must be used for the leverage effect and periodic rebalancing of the
asset categories.

Pension plan assets include investment securities issued by the Bank. As at October 31, 2012, these investments totalled $168 million ($144 million as at
October 31, 2011 and $118 million as at November 1, 2010).

Infiscal 2012, the Bank and its related parties received close to $4 million ($4 million during 2011) in management fees for related management, administration
and custodial services for pension plans.

Expense Components of the Pension Plans and Other Plans

Year ended October 31 2012 2011 2012 2011

Pension Other

plans plans

Current service cost 42 43 6 5

Interest cost 129 124 10 9
Expected return on plan assets (167) (162)
Pension plan expense 4 5

Other plan expense 16 14

Actuarial Gains and Losses Recognized in Other Comprehensive Income™

Year ended October 31 2012 2011 2012 2011
Pension Other

plans plans

Cumulative actuarial gains (losses) at beginning — Retained earnings (75) - (14) -
Actuarial gains (losses) for the year — Other comprehensive income (308) (75) (11) (14)
Cumulative actuarial gains (losses) at end — Retained earnings (383) (75) (25) (14)

(1)  The amounts are presented on a pre-tax basis.
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Significant Actuarial Assumptions (Weighted Average)

As at October 31, As at October31, AsatOctober31, AsatOctober 31,
2012 2011 2012 2011
Pension Other
plans plans
% % % %
Accrued benefit obligations
Discount rate 4.50 5.75 4.50 5.75
Rate of compensation increase 3.00 3.00 3.00 3.00
Health care cost trend rate 6.00 5.40
Year ended October 31 2012 2011 2012 2011
Pension Other
plans plans
% % % %
Pension plan expense
Discount rate 5.75 5.75 5.75 5.75
Rate of compensation increase 3.00 3.00 3.00 3.00
Expected long-term rate of return on plan assets 7.25 7.50
Health care cost trend rate 6.00 5.40

For measurement purposes, a 6.0% annual rate of increase in the per capita cost of covered healthcare benefits was assumed for 2012 (5.4% in 2011). The
rate was assumed to decrease gradually to reach 3.0% in 2032 and remain steady thereafter.

Sensitivity of Key Assumptions for 2012

Other plans Change in obligation Change in expense
Impact of a 1.00% increase in the expected healthcare cost trend rate 18.2 1.6
Impact of a 1.00% decrease in the expected healthcare cost trend rate (14.9) (1.3)

The sensitivity analysis presented in the above table must be used with caution given that the changes are hypothetical and the changes in each significant
assumption may not be linear.

Benefits Payment Projection

Year ended October 31 Pension plans Other plans
2013 101 9
2014 106 9
2015 112 10
2016 121 10
2017 127 11
2018 and thereafter 687 66
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NOTE 24 - INCOME TAXES

The Bank’s income tax expense reported in the consolidated financial statements is as follows:

Year ended October 31 2012 2011
Consolidated Income Statement
Current taxes
Current year 329 243
Prior period adjustments (36) 22
293 221
Deferred taxes
Inception and reversal of temporary differences 33 51
Change in income tax rates - 1
Prior period adjustments - 2
33 54
326 275
Consolidated Statement of Changes in Equity
Share issuance and other expenses (1) 1
Consolidated Statement of Comprehensive Income
Actuarial gains and losses on employee benefit plans (86) (24)
Other (24) (23)
(110) 47)
Totalincome taxes 215 229
The income tax expense breaks down as follows:
Year ended October 31 2012 2011
Current taxes 268 199
Deferred taxes (53) 30
215 229

The temporary differences and carryforwards resulting in deferred tax assets and liabilities are as follows:

Consolidated
Balance Sheet

Consolidated

Income Statement

Consolidated
Statement of
Comprehensive Income

As at Year ended Year ended
October 31, October31, November1, | October31, October31, | October31, October31,
2012 2011 2010 2012 2011 2012 2011
Deferred tax assets
Allowances for credit losses and other liabilities 251 218 223 33 (5) - -
Accrued benefit liability — Pension plans 30 = = 19 = 49 =
Accrued benefit liability — Other plans 53 47 42 3 1 3 4
Deferred revenue 31 29 22 2 7 - =
Tax loss carryforwards 6 14 24 8) (10) - -
Other 66 103 116 (37) (13) -
437 411 427 (26) (20) 52 4
Deferred tax liabilities
Premises and equipment (102) (121) ©7) 19 24) - -
Accrued benefit asset — Pension plans - (34) (35) - (19) 34 20
Investments in associates (66) 37 37 (29) - - -
Other (47) (50) (59) 3 9 = =
(215) (242) (228) 7) (34) 34 20
Net deferred tax assets (liabilities) 222 169 199 (33) (54) 86 24

National Bank of Canada

172 2012 Annual Report



AUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS
(millions of Canadian dollars)

Net deferred tax assets are included in Other assets — Otherand net deferred tax liabilities are included in Other liabilities — Other.

As at October 31, As at October31, AsatNovember1,

2012 2011 2010

Deferred tax assets 349 265 296
Deferred tax liabilities (127) (96) 97)
222 169 199

As at October 31, 2012, the total amount of temporary differences, unused tax losses and unused tax credits for which no deferred tax asset has been recognized
was $139 million ($155 million as at October 31, 2011).

As at October 31, 2012, the total amount of temporary differences related to investments in subsidiaries, associates, joint ventures and investments in
branches for which no deferred tax liability has been recognized was $457 million ($448 million as at October 31, 2011).

The following table provides a reconciliation of the Bank’s income tax rate:

Year ended October 31 2012 2011
S % $ %
Income before income taxes 1,960 100.0 1,571 100.0
Income taxes at Canadian statutory income tax rate 529 27.0 456 29.0
Reduction in income tax rate due to:
Tax-exempt income from securities, mainly dividends from Canadian corporations (126) (6.4) (128) 8.1)
Non-taxable portion of the gain realized on the sale of the operations
of the subsidiary Natcan Investment Management Inc. (16) (0.8) - -
Tax rates of subsidiaries, foreign entities and associates 42) 2.2 33) 2.1)
Other items (19) (1.0) (20) (1.3)
(203) (10.4) (181) (11.5)

Income taxes reported in the Consolidated Income Statement and
effective income tax rate 326 16.6 275 17.5

NOTE 25 — EARNINGS PER SHARE

Diluted earnings per share is calculated by dividing net income attributable to common shareholders by the weighted average number of common shares
outstanding after taking into account the dilution effect of stock options using the treasury stock method and any gain (loss) on repurchases of preferred shares.

Year ended October 31 2012 2011

Basic earnings per common share

Net income attributable to the Bank’s shareholders 1,561 1,224
Dividends on preferred shares 43 53
Premium paid on preferred shares repurchased for cancellation - 34
Net income attributable to common shareholders 1,518 1,137
Weighted average basic number of common shares outstanding (thousands) 161,387 162,425
Basic earnings per common share (dollars) 9.40 7.00

Diluted earnings per common share

Net income attributable to common shareholders 1,518 1,137
Average basic number of common shares outstanding (thousands) 161,387 162,425
Adjustment to average number of common shares (thousands)

Stock options 1,486 1,830
Weighted average diluted number of common shares outstanding (thousands) 162,873 164,255
Diluted earnings per common share (dollars) 9.32 6.92

For the years ended October 31, 2012 and 2011, as the exercise price of the options was less than the average price of the Bank’s common shares, no option
was excluded from the diluted earnings per share calculation.
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NOTE 26 — GUARANTEES, COMMITMENTS AND CONTINGENT LIABILITIES

Guarantees

The maximum potential amount of future payments represents the maximum risk of loss if there were a total default by the guaranteed parties, without
consideration of recoveries under recourse provisions, insurance policies or from collateral held or pledged. The maximum potential amount of future payments
for significant guarantees issued by the Bank and in effect as at October 31 is presented in the following table:

2012 2011
Letters of guarantee 3,093 2,754
Backstop liquidity and credit enhancement facilities 2,849 2,347
Securities lending 311 1,248
Other guarantee 31 33

Letters of Guarantee

In the normal course of business, the Bank issues letters of guarantee. These letters of guarantee represent irrevocable commitments that the Bank will make
payments in the event that a client cannot meet its financial obligations to third parties. The Bank’s policy for requiring collateral security with respect to letters
of guarantee is similar to that for loans. Generally, the term of these letters of guarantee is less than two years. The collective allowance on non-impaired loans
covers all credit risks, including those relating to letters of guarantee. As at October 31, 2012 and 2011, no amount has been recorded in the Consolidated
Balance Sheet with respect to these letters of guarantee.

Backstop Liquidity and Credit Enhancement Facilities

Facilities to a multi-seller conduit

The Bank administers a multi-seller conduit that purchases financial assets from clients and finances those purchases by issuing asset-backed commercial
paper. The Bank provides a backstop liquidity facility to this multi-seller conduit. As at October 31, 2012, the committed notional amount of the global-style
backstop liquidity facility totalled $2.1 billion ($2.4 billion as at October 31, 2011), representing the total amount of the commercial paper outstanding.

This backstop liquidity facility can be drawn if the conduit is unable to access the commercial paper market, without there necessarily being a general market
disruption. This facility has a term of less than one year and can be periodically renewed. The terms and conditions of this backstop liquidity facility do not
require the Bank to advance money to the conduit if the conduit is insolvent or involved in bankruptcy proceedings or to fund non-performing assets beyond
the amount of the available credit enhancement. The backstop liquidity facility provided by the Bank has not been drawn to date.

Since May 2009, the Bank has provided a credit enhancement facility to this multi-seller conduit that is limited to certain assets. This facility has a term of
less than one year and is automatically renewable unless the Bank sends a non-renewal notice. As at October 31, 2012, the committed notional value for this
facility was $30 million ($30 million as at October 31, 2011). To date, the credit enhancement facility provided by the Bank has not been drawn.

The maximum risk of loss for the Bank cannot exceed the total amount of commercial paper outstanding. As at October 31, 2012, the Bank held $12 million
($7 million as at October 31, 2011) of this commercial paper and, consequently, the maximum potential amount of future payments was $2.0 billion ($2.3 billion
as at October 31, 2011).

CDCC overnight liquidity facility

Canadian Derivatives Clearing Corporation (CDCC) acts as a central clearing counterparty for multiple financial instrument transactions in Canada. Certain
fixed-income clearing members of CDCC have provided an equally shared committed and uncommitted global overnight liquidity facility for the purpose of
supporting CDCC in its clearing activities of securities purchased under reverse repurchase agreements or sold under repurchase agreements. The objective
of this facility is to maintain sufficient liquidity in the event of a clearing member’s default. As a fixed-income clearing member providing support to CDCC, the
Bank has provided a liquidity facility. As at October 31, 2012, the notional amount of the committed and uncommitted overnight liquidity facility amounted
to $200 million and $600 million, respectively (nil as at October 31, 2011). As at October 31, 2012 and 2011, no amounts were drawn.
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Securities Lending

Under securities lending agreements the Bank has entered into with certain clients who have entrusted it with the safekeeping of their securities, the Bank
lends the securities to third parties and indemnifies its clients in the event of loss. In order to protect itself against any contingent loss, the Bank obtains, as
security from the borrower, a cash amount or extremely liquid marketable securities with a fair value greater than that of the securities loaned. No amount
has been accrued in the Consolidated Balance Sheet with respect to potential indemnities resulting from these securities lending agreements.

Other Guarantee

Pursuant to a mutual guarantee agreement required by a regulatory authority, a subsidiary of the Bank has agreed to guarantee all commitments, debts and
liabilities of an associate to the maximum of its regulatory capital. This guarantee expires no later than the date the investment in the associate is sold, or
soonerif deemed appropriate by the regulatory authority. As at October 31, 2012 and 2011, this guarantee remains undrawn and no amount has been accrued
in the Consolidated Balance Sheet with respect to this agreement.

Other Indemnification Agreements

In the normal course of business, including securitization transactions and discontinuances of businesses and operations, the Bank enters into numerous
contractual agreements under which it undertakes to compensate the counterparty for costs incurred as a result of litigation, changes in laws and regulations
(including tax legislation), claims with respect to past performance, incorrect representations or the non-performance of certain restrictive covenants. The
Bank also undertakes to indemnify any person acting as a director or officer or performing a similar function within the Bank or one of its subsidiaries or
another entity, at the request of the Bank, for all expenses incurred by that person in proceedings or investigations to which he or she is party in that capacity.
Moreover, as a member of a securities transfer network and pursuant to the membership agreement and the regulations governing the operation of the network,
the Bank granted a movable hypothec to the network that can be used in the event another member fails to meet its contractual obligations. The durations of
the indemnification agreements vary according to circumstance; as at October 31, 2012 and 2011, given the nature of the agreements, the Bank is unable to
make a reasonable estimate of the maximum potential liability it could be required to pay to counterparties. No amount has been recorded in the Consolidated
Balance Sheet with respect to these agreements.

Master Asset Vehicles

Margin funding facilities

The Bank has committed to contribute $910 million to a margin funding facility related to the MAV conduits in order to finance potential collateral calls. As at
October 31, 2012 and 2011, no amount had been advanced by the Bank. Note 6 to the consolidated financial statements provides additional information on
this topic.

Credit facilities to clients holding restructured notes of the master asset vehicle (MAV) conduits

In 2008, the Bank had offered improved credit facilities to commercial and corporate clients holding restructured notes of the MAV conduits for their liquidity
needs. These credit facilities covered up to 75% of the face value of the notes. The credit agreements also provided for an option in favour of the borrower
allowing the borrower to assign to the Bank, on or after the maturity date of the credit facility, the restructured notes in payment of the principal of the credit
facility. These credit facilities were available for a period of two to three years and could be extended by the Bank if borrowers maintained a normal banking
relationship with the Bank during the period of the credit facility. As at October 31, 2012, credit facilities outstanding provided to clients holding restructured
notes of the MAV conduits stood at $26 million ($51 million as at October 31, 2011) and the allowances for credit losses were $3 million ($10 million as at
October 31, 2011). As at October 31, 2012, credit facilities backed by restructured notes of the MAV conduits and those backed by ineligible asset tracking
notes totalled $100 million and $4 million, respectively ($332 million and $8 million as at October 31, 2011). For additional information, see Note 6.
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NOTE 26 — GUARANTEES, COMMITMENTS AND CONTINGENT LIABILITIES (cont.)

Commitments

Credit Instruments
In the normal course of business, the Bank enters into various off-balance-sheet commitments. The credit instruments used to meet the financing needs of
its clients represent the maximum amount of additional credit the Bank could be obligated to extend if the commitments were fully drawn.

As at October 31,  As at October 31,

2012 2011

Letters of guarantee® 3,093 2,754

Documentary letters of credit® 73 95

Credit card receivables® 5,523 5,540
Commitments to extend credit®

Original term of one year or less 16,089 13,446

Original term over one year 18,279 17,120

(1)  See Letters of guarantee on page 174.

(2)  Documentary letters of credit are documents issued by the Bank and used in international trade to enable a third party to draw drafts on the Bank up to an amount established under specific
terms and conditions; these instruments are collateralized by the delivery of the goods to which they are related.

(3)  Credit card receivables and commitments to extend credit represent the undrawn portions of credit authorizations granted in the form of loans, acceptances, letters of guarantee and
documentary letters of credit. The Bank is required at all times to make the undrawn portion of the credit authorization available, subject to certain conditions.

Lease Commitments
The Bank has minimum future commitments under leases for premises, equipment and furniture, contracts for outsourced IT services and other contracts.
Most of these commitments are related to operating leases.

As at October 31, 2012, the minimum future commitments® are as follows:

2013 454
2014 368
2015 302
2016 221
2017 185
2018 and thereafter 589

(1) Anamount of $2 million in implicit interest on a finance lease is included in the minimum future commitments.

Financial Assets Received as Collateral

As at October 31, 2012, the fairvalue of financial assets received as collateral that the Bank was authorized to sell or repledge totalled $20 billion ($21 billion
as at October 31, 2011). These financial assets received as collateral were obtained as a result of transactions involving securities purchased under reverse
repurchase agreements, securities borrowing and lending agreements, and derivative financial instrument transactions. These transactions are concluded in
accordance with standard terms and conditions for such transactions.

Other Commitments

The Bank acts as an investor in investment banking activities where it enters into agreements to finance external private equity funds and investments in
equity and debt securities at market value at the time the agreements are signed. In connection with these activities, the Bank has commitments to invest up
to $85 million as at October 31, 2012 ($102 million as at October 31, 2011).
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Pledged Assets
In the normal course of business, the Bank pledges securities and other assets as collateral for various liabilities it incurs. A breakdown of assets pledged as
collateral is provided in the following table. These transactions are concluded in accordance with standard terms and conditions for such transactions.

As at October 31,  As at October 31,

2012 2011
Assets pledged to:
Bank of Canada 25 25
Direct clearing organizations 16,956 16,068
Assets pledged in relation to:
Derivative financial instrument transactions 626 976
Borrowing, securities lending and securities sold under reverse repurchase agreements 35,206 28,457
Securitization transactions 16,492 13,801
Covered bonds® 3,233 2,592
Other 110 110
Total 72,648 62,029

(1)  During the year ended October 31, 2012, the Bank issued US$0.6 billion in covered bonds (US$2.4 billion as at October 31, 2011). A special purpose entity was created to guarantee the
payments of principal and interest due to the bondholders. During fiscal 2012, the Bank sold insured residential mortgages to this special purpose entity and granted it a loan to facilitate
the acquisition of these assets. The Bank controls this special purpose entity and thus consolidates it. The Bank has limited access to the assets owned by this special purpose entity
according to the terms of the agreements related to this transaction. The assets owned by this entity totalled $4.0 billion as at October 31, 2012 ($3.0 billion as at October 31, 2011), of
which $3.8 billion ($2.8 billion as at October 31, 2011) is presented in the Residential mortgage item of the Consolidated Balance Sheet. The covered bonds, totalling $3.0 billion as at
October 31, 2012 ($2.4 billion as at October 31, 2011), are presented in the Deposits — Business and government item of Consolidated Balance Sheet. The assets pledged as collateral for this
transaction amounted to $3.2 billion as at October 31, 2012 ($2.6 billion as at October 31, 2011).

Contingent Liabilities

Litigation

In the normal course of business, the Bank and its subsidiaries are involved in various claims relating, among other matters, to loan portfolios, investment
portfolios and supplier agreements, including court proceedings, investigations or claims of a regulatory nature, class actions or other legal remedies of varied
natures. Several of the court proceedings are related to lending activities, which generally occur when the Bank takes steps to recover its claims.

The Bank is more specifically involved as a defendant in class actions instituted by consumers who contest, inter alia, certain transaction fees or who wish to
avail themselves of certain legislative provisions relating to consumer protection. All of these involve several complex issues and their resolution could thus
extend over several years. These class actions are defended vigorously by the Bank, which has serious grounds of contestation.

Itisimpossible to determine the outcome of the claims instituted or which may be instituted against the Bank and its subsidiaries; however, while the amounts
of contingent liabilities pertaining to these claims, taken individually orin the aggregate, could have an impact on the Bank’s operating income for a particular
period, they would not have a material adverse impact on the Bank’s consolidated financial position.
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NOTE 27 — ACQUISITIONS AND DISPOSAL

Acquisitions

HSBC Securities (Canada) Inc.

On January 1, 2012, the Bank completed the acquisition of the full-service investment advisory business of HSBC Securities (Canada) Inc., as well as certain
assets related to the segregated fund and the insurance portfolio of HSBC Insurance Agency (Canada) Inc. One of the primary goals of the acquisition is to
expand the Bank’s wealth management activity across Canada. The purchase price amounted to $108 million and is subject to an adjustment based on the
retention of investment advisors to be determined one year after the closing date. The net assets acquired include intangible asset client lists totalling
approximately $3 million. The purchase price exceeded the fair value of the net assets acquired by $104 million. This excess amount was recorded in the
Consolidated Balance Sheet as goodwill and mainly represents the synergies expected from combining the acquired operations with those of National Bank
Financial, the Bank’s investment dealer. The tax deductible portion of the goodwill is $78 million. The acquired receivables, consisting mainly of funds held
in trust and loans to clients for the purchase of securities, had an acquisition-date fair value of $147 million. The Bank expects to recover all gross contractual
amounts receivable, i.e., $147 million.

An amount of $1 million in acquisition-related costs was included in Operating expensesin the Consolidated Income Statement. These consolidated financial
statements include the results of the acquired business as of January 1, 2012. During the year ended October 31, 2012, the acquired business contributed
approximately $54 million to the Bank’s total revenues and $5 million to its netincome (excluding integration costs). If the Bank had completed the acquisition
on November 1, 2011, it would have had total revenues of approximately $5,324 million and net income of approximately $1,634 million for the year ended
October 31, 2012, including the amortization of the intangible assets for the additional months.

As at October 31, 2012, the purchase price allocation process had not yet been finalized.

The estimated fair values of the assets acquired and the liabilities assumed at the date of acquisition are as follows:

Cash and cash equivalents 217
Goodwill 104
Intangible assets 3
Due from clients, dealers and brokers 147
Other assets 65
Total assets 536
Due to clients, dealers and brokers 423
Other liabilities 5
Total liabilities 428
Purchase price 108

Cash flows related to the acquisition:

Cash to be transferred by HSBC 217
Purchase price 108
Net cash amount transferred 109

As at October 31, 2012, the adjustment related to working capital was finalized and settled.
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Wellington West Holdings Inc.

On July 15, 2011, the Bank finalized the acquisition of all the shares it did not own (82%) in Wellington West Holdings Inc. (Wellington West), the parent
company of several companies operating in the Wealth Management and Financial Markets segments. The acquisition came as part of the Bank’s strategy to
raise its presence in markets outside Quebec and strengthen its leadership position in wealth management. The $273 million purchase price consisted of
$102 million in cash ($22 million in escrow; as at October 31, 2012, the amount in escrow was $11 million) and of 2,177,507 Bank common shares valued
at $171 million issued and placed in escrow in the name of the vendors. These shares will be released contingent on certain non-compete conditions being
met. The Bank expects the conditions to be met and that the shares in escrow will be released over the four years following the acquisition date. Wellington
West’s net assets had included intangible asset client lists totalling $18 million. The purchase price and the fairvalue of the previously held interest exceeded
the fair value of the net assets by $238 million. This excess amount was recognized as goodwill in the Consolidated Balance Sheet and mainly represents the
synergies expected from combining the operations of Wellington West and National Bank Financial. Goodwill from this acquisition was not deductible for tax
purposes. Wellington West’s receivables, which consisted mainly of loans to clients for the purchase of securities and funds held in trust, had an acquisition-date
fair value of $491 million. The Bank expects to recover all gross contractual amounts receivable, i.e., $491 million.

Forthe year ended October 31, 2011, $4 million in acquisition-related costs had been included in Operating expensesin the Consolidated Income Statement.
The Bank had also recognized a $9 million gain on the revaluation of its previously held interest in Wellington West in Gains (losses) on available-for-sale
securities, netin the Consolidated Income Statement. The results of Wellington West had been included in the Bank’s consolidated financial statements as
of July 15, 2011. During the year ended October 31, 2011, Wellington West had contributed approximately $32 million to the Bank’s total revenues and
$2 million to its net income (excluding integration costs). If the Bank had completed the acquisition on November 1, 2010, it would have had total revenues
of approximately $4,816 million and net income of approximately $1,301 million for the year ended October 31, 2011, including the amortization of the
intangible assets and the financing costs for the additional months.

During the measurement period ended July 15, 2012, the finalization of the valuation of Wellington West’s net assets and the final calculation of the working
capital adjustments did not have a significant impact on goodwill.

The following table summarizes the final acquisition-date fair values of all Wellington West assets and liabilities:

2011

Cash and cash equivalents 71
Goodwill 238
Intangible assets 18
Due from clients, dealers and brokers 491
Other assets 2
Total assets 820
Due to clients, dealers and brokers 480
Other liabilities 6
Total liabilities 486
Purchase price (82%) 273
Previously held interest (18%) 61
334

Disposal

On April 2, 2012, the Bank completed the sale of the operations of its subsidiary, Natcan Investment Management Inc. (Natcan), to Fiera Capital Corporation
(Fiera). The total closing-date sale price was $275 million and consisted of an $86 million cash payment, $169 million in Class A subordinate voting shares
representing 35% of all classes of Fiera’s issued and outstanding shares, and an estimated additional netamount of $20 million that is subject to an adjustment
to the sale price. This net amount will be receivable over seven years according to terms and conditions regarding performance and the level of assets under
management of the Bank and its subsidiaries. A before-tax gain of $246 million ($212 million after taxes) on the sale, including a $25 million write-off of
goodwill and intangible assets and $4 million in direct charges, was recognized under Other income — Otherin the Consolidated Income Statement for the
year ended October 31, 2012, and presented in the Wealth Management segment.
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NOTE 28 — SPECIAL PURPOSE ENTITIES

Special purpose entities (SPEs) are entities that are created to accomplish a specific and well-defined objective. SPEs are assessed for consolidation in
accordance with the accounting policy set out in Note 1. The Bank’s maximum exposure to loss resulting from economic interests consists primarily of the
investments in these entities, the fair value of the derivative contracts entered into with them, and the backstop liquidity and credit enhancement facilities
granted to one of them. The following table presents the Bank’s exposure to consolidated and non-consolidated SPEs.

As at October 31, 2012 As at October 31, 2011 As at November 1, 2010
Investments Investments Investments
and other Total and other Total and other Total
assets assets assets assets assets assets
Non-consolidated special purpose entities
Multi-seller asset-backed commercial paper conduit
administered by the Bank® 12 2,067 7 2,358 5 1,152
National Bank hedge fund managed accounts
(Innocap platform)® 105 513 193 797 34 316
Restructured notes of the MAV conduits® 1,338 - 1,236 - 1,200 -
Private capital funds and investments® 186 2,562 251 2,690 192 2,524
1,641 5,142 1,687 5,845 1,431 3,992
Consolidated special purpose entities
Securitization entity for the Bank’s credit
card receivables® © 321 1,615 246 1,559 301 1,615
National Bank hedge fund managed
accounts (Innocap platform)®© 529 624 562 635 802 1,216
Mutual funds®© @ 587 602 646 662 571 577
Covered bonds® 3,856 3,978 2,841 2,958 - -
Building® 85 78 89 82 93 86
Private investments®® 10 21 28 28 22 22
NBC Capital Trust®? 4 248 4 247 2 224
NBC Asset Trust®? 750 1,528 600 1,383 300 1,067
6,142 8,694 5,016 7,554 2,091 4,807
7,783 13,836 6,703 13,399 3,522 8,799
(1)  The main underlying assets, located in Canada, are residential mortgages, automobile loans, automobile inventory financings, and other receivables. As at October 31, 2012, the notional

)
(€)

@
©)
)
@)
®)
©
(10)
(11)
(12)

committed amount of the global-style liquidity facility totalled $2,061 million ($2,354 million as at October 31, 2011 and $1,148 million as at November 1, 2010), representing the total
amount of commercial paper outstanding. The Bank also provides a series-wide credit enhancement facility that is limited to certain asset classes for a notional committed amount of
$30 million ($30 million as at October 31, 2011 and $30 million as at November 1, 2010). The maximum exposure to loss cannot exceed the amount of commercial paper outstanding.
As at October 31, 2012, the Bank held $12 million in commercial paper ($7 million as at October 31, 2011 and $5 million as at November 1, 2010) and, consequently, the maximum potential
amount of future payments as at October 31, 2012 was limited to $2,049 million ($2,347 million as at October 31, 2011 and $1,143 million as at November 1, 2010), which represents the
undrawn liquidity and credit enhancement facilities.

The underlying assets are various financial instruments (trading portfolio). The total assets of the Innocap platform are presented on a net asset basis.

See the Master Asset Vehicles section in Note 6. The total amount outstanding of restructured notes of the MAV conduits was $27 billion as at October 31, 2012 ($28 billion as at October 31,
2011 and $29 billion as at November 1, 2010). The undrawn margin funding facilities amounted to $910 million as at October 31, 2012 ($910 million as at October 31, 2011 and $911 million
as at November 1, 2010).

The underlying assets are private investments. The amount of total assets of the special purpose entities corresponds to the amount for the most recent available period.

The underlying assets are credit card receivables.

The Bank’s exposure is presented net of third-party holdings.

The underlying assets are various financial instruments and are presented on a net asset basis. Certain mutual funds are in a trading portfolio.

The underlying assets are insured residential mortgage loans. The average maturity of the underlying assets is three years. See Note 26.

The underlying asset is a building located in Canada.

The underlying assets are private investments.

The underlying asset is a deposit note from the Bank. See Note 19.

See Note 19. The underlying assets are insured and uninsured residential mortgage loans of the Bank. As at October 31, 2012, insured loans amounted to $377 million ($230 million as at
October 31, 2011 and $949 million as at November 1, 2010). The average maturity of the underlying assets is two years.

Non-Consolidated Special Purpose Entities

Multi-seller conduit

The Bank administers a multi-seller conduit that purchases financial assets from clients and finances those purchases by issuing asset-backed commercial
paper. Clients use this multi-seller conduit to diversify their funding sources and reduce borrowing costs, while continuing to manage their assets and provide
some amount of first-loss protection. Notes issued by the conduit and held by third parties provide additional credit loss protection. The Bank acts as a financial
agent and provides this conduit with administrative and transaction structuring services as well as backstop liquidity and credit enhancement facilities under
the commercial paper program. These facilities are presented and described in Note 26. The Bank has concluded derivative contracts with this conduit, the
fair value of which is presented in the Bank’s Consolidated Balance Sheet. The Bank is not required to consolidate this conduit, as it does not control the
conduit nor is it exposed to the majority of risks and rewards of the conduit.
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Master asset vehicles (MAV)
The Bank holds economic interests in MAVs in the form of restructured notes and the margin funding facility provided. The Bank is not required to consolidate
these MAVs as it does not control them and is not exposed to the majority of the risks and rewards inherent to these assets.

Private capital funds and investments

As part of its investment banking operations, the Bank invests in several limited liability partnerships and other incorporated entities. These investment
companies in turn invest in operating companies with a view to reselling these investments at a profit over the medium or long term. The Bank does not
intervene in the operations of these entities; its only role is that of an investor. The Bank is not required to consolidate these entities as it does not control
them.

Consolidated Special Purpose Entities

Securitization entity for the Bank’s credit card receivables

The Bank established the Canadian Credit Card Trust (CCCT) to securitize its credit card receivables. The Bank has used this entity for capital management and
financing purposes. The Bank acts as an administrative agent and holds certificates issued by CCCT. From this portfolio of sold receivables, the Bank retains
the excess spread, i.e., the residual interest income after all the expenses related to this structure have been paid: it thus provides first loss protection.
The Bank controls this special purpose entity and thus consolidates it.

National Bank hedge fund managed accounts (Innocap Platform)

Innocap Investment Management Inc. (Innocap), a company under joint control, offers hedge fund account programs for fund sponsors seeking a platform
that gives them a high degree of transparency and leading-edge tools to manage liquidity and control assets and risk. The Bank can hold economic interests
in certain hedge funds of the platform and consolidates those it controls and in which it is exposed to the majority of the risks and rewards inherent to the
funds.

Covered bonds
The Bank issued covered bonds and created an entity to guarantee the payment of principal and interest due to bondholders. The Bank has sold insured
residential mortgages to this entity and granted it a loan to facilitate the acquisition of these assets. The Bank controls this special purpose entity and thus
consolidates it.

Mutual funds and private investments
The Bank invests in mutual funds and private investment funds and consolidates those over which it has control and in which it is exposed to the majority of
the risks and rewards inherent to the mutual funds.

The Bank enters into derivative contracts with third parties to provide them with the desired exposure to certain mutual funds. The Bank economically hedges
the risks related to these derivatives by investing in those mutual funds. The Bank consolidates those over which it has control and in which it is exposed to
the majority of the risks and rewards inherent to the mutual funds.

NBC Capital Trust
The Bank created NBC Capital Trust forits financing and capital management needs. The securities issued by this trust qualify as innovative capital instruments

and are therefore eligible as Tier 1 capital. The gross proceeds from the securities issued by this trust were used to acquire a deposit note from the Bank.
The Bank also holds all of the trust’s equity and has committed to lend it the liquidity it needs in the normal course of business. The Bank acts as the trust’s
administrative agent and manages its day-to-day operations. The Bank controls this trust and thus consolidates it. Note 19 provides a description of the trust
units issued by NBC Capital Trust.

NBC Asset Trust

The Bank created NBC Asset Trust for its financing and capital management needs. The securities issued by this trust qualify as innovative capital instruments
and are therefore eligible as Tier 1 capital. The issuance proceeds were used to acquire the Bank’s residential mortgage loans. The Bank continues to administer
these loans and is committed to repurchase from NBC Asset Trust the capital balance and unpaid accrued interest on any loan that is 90 days past due.
The Bank also holds the special voting securities of the trust. After the distribution has been paid to the holders of the trust capital securities, the Bank, as
the sole holder of the special trust securities, is entitled to receive the balance of net residual funds. The Bank acts as the trust’s administrative agent, controls
this Trust and thus consolidates it. Note 19 provides a description of the trust units issued by NBC Asset Trust.
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NOTE 29 — RELATED PARTY DISCLOSURES

In the normal course of business, the Bank provides various banking services to related parties and enters into contractual agreements and other operations
with related parties. The Bank considers the following to be related parties:

its key officers and directors and members of their immediate family, including spouses and children under 18 living in the same household;

entities over which its key officers and directors and theirimmediate family have control and/or significant influence through their significant voting power;
the Bank’s associates and joint ventures; and

the Bank’s pension plans (for additional information, see Note 23).

According to the established definition, the Bank’s key officers are those persons having authority and responsibility for planning, directing and controlling
the Bank’s activities, directly or indirectly.

Transactions With Related Parties

As at October 31, As at October31, AsatOctober31, AsatOctober 31,

2012 2011 2012 2011
Key officers and
directors® Related entities®

Assets
Loans and mortgages® 17 20 384 110
Other - - 15 2
Liabilities
Deposits 60 47 170 35

(1)  The key officers as well as the directors and their inmediate family own common and preferred shares of the Bank for an amount of $29 million as at October 31, 2012 ($26 million as at
October 31, 2011).

(2)  Foradditional information on associates and joint ventures, see Note 9.

(3)  No allowance or provision for credit losses were recognized by the Bank during 2012 and 2011.

The agreements and other transactions with related entities as well as with directors and key officers are entered into under conditions similar to those offered
to non-related third parties. These agreements did not have a significantimpact on the Bank’s results. Loans are granted to eligible key officers with the same
conditions granted to any other Bank employee. The principal conditions are as follows: the employee must meet the same credit requirements as a client;
mortgage loans are granted at the posted rate less 2%; personal loans bear interest at the client rate divided by two; credit card advances bear interest at a
prescribed fixed rate in accordance with Bank policy; and personal lines of credit bear interest at the Canadian prime rate less 3%, but never lower than
Canadian prime divided by two. For personal loans and personal lines of credit, employees may not borrow more than 50% of their annual gross base salary
at the reduced rate. The Canadian prime rate is applied to the remainder. In accordance with the Bank Act (Canada), the aggregate of loans granted to key
officers of the Bank, excluding mortgage loans granted on their principal residence, cannot exceed twice the officer’s base salary. Moreover, the Bank offers
a deferred stock unit plan to directors who are not Bank employees. For additional information, see Notes 9 and 22.
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Compensation of Key Officers and Directors

As at October 31, As at October 31,

2012 2011
Salaries and other short-term and long-term benefits 23 18
Share-based payments 11 13

Other

The Bank analyzes all contracts and commitments that the Bank has signed with related parties. These transactions were executed at the market conditions

prevailing at the time of the transactions.

Principal Subsidiaries of the Bank

Name Principal office address Voting and participating shares

2012 2011
National Bank Acquisition Holding Inc. Montreal, Canada 100% 100%
National Bank Life Insurance Company Montreal, Canada 100% 100%
National Bank Insurance Firm Inc. Montreal, Canada 100% 100%
1261095 Ontario Limited Toronto, Canada 100% 100%
National Bank Group Inc. Montreal, Canada 100% 100%
National Bank Financial & Co. Inc. Montreal, Canada 100% 100%
National Bank Financial Inc. Montreal, Canada 100% 100%
Natcan Insurance Company Limited Bridgetown, Barbados 100% 100%
Natcan Trust Company Montreal, Canada 100% 100%
FMI Acquisition Inc. Montreal, Canada 100% 100%
National Bank Trust Inc. Montreal, Canada 100% 100%
CABN Investments Inc. Montreal, Canada 100% 100%
Natcan Acquisition Holdings Inc. Montreal, Canada 100% 100%
National Bank Securities Inc. Montreal, Canada 100% 100%
9130-1564 Quebec Inc. Montreal, Canada 100% 53%
Natcan Investment Management Inc. Montreal, Canada 100% 86%
National Bank Direct Brokerage Inc. Montreal, Canada 100% 100%
3562719 Canada Inc. Montreal, Canada 100% 100%
National Bank Realty Inc. Montreal, Canada 100% 100%
Assurances générales Banque Nationale (Gestion) Inc. Montreal, Canada 90% 90%
National Bank General Insurance Inc. Montreal, Canada 90% 90%
Natcan Global Holdings Ltd. Sliema, Malta 100% 100%
NatBC Holding Corporation Hollywood, United States 100% 100%
Natbank, National Association Hollywood, United States 100% 100%
NBC Trade Finance Limited Hong Kong, China 100% 100%
NBC Alternative Investments Inc. Montreal, Canada 100% 100%

NBC Asset Trust® Montreal, Canada

NBC Financial Services Inc. Montreal, Canada 100% 100%

NBC Capital Trust®
Canadian Credit Card Trust®
NBC Covered Bond GP Inc.®”

Montreal, Canada
Toronto, Canada
Toronto, Canada

(1)  Constitutes a special purpose entity, for which additional information can be found in Note 28.
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NOTE 30 — INTEREST RATE SENSITIVITY POSITION

The Bank offers a range of financial products whose cash flows are sensitive to interest rate fluctuations. Interest rate risk arises from on- and off-balance
sheet cash flow mismatches. The degree of exposure is based on the magnitude and direction of interest rate movements and on the extent of the mismatch
of the maturities. Analyzing interest rate sensitivity gaps is one of the techniques used by the Bank to manage interest rate risk.

The following table illustrates the sensitivity of the Bank’s Consolidated Balance Sheet to interest rate fluctuations as at October 31.

2012 2011
Non-
Floating Less than 3 3to12 1to5 More than interest
rate months months years 5 years sensitive Total Total
Assets
Cash and deposits with financial institutions 418 287 1 - - 2,543 3,249 2,851
Effective yield 0.5 % 1.2 % - -
Securities 4 5,946 4,391 15,631 13,956 14,970 54,898 56,592
Effective yield 1.4 % 0.9 % 1.6 % 3.0 %
Loans 26,532 31,007 9,234 22,637 1,532 7,259 98,201 85,871
Effective yield 2.9 % 3.6 % 4.1 % 3.5 %
Other assets 5,796 8,250 - - - 7,509 21 555 21,540
32,750 45,490 13,626 38,268 15,488 32,281 177,903 166,854
Liabilities and equity
Deposits 39,025 14,531 8,736 22,342 1,185 7,430 93,249 85,562
Effective yield 0.7 % 1.7 % 2.4 % 2.3 %
Other debt® - 14,426 398 4,884 7,824 10,131 37,663 38,414
Effective yield 2.7 % 1.2 % 1.3 % 2.9 %
Subordinated debt - - - 2,350 32 88 2,470 2,000
Effective yield - % - % 4.3 % 0.9 %
Acceptances and other liabilities 8,315 9,585 2,105 6,729 4,514 5,033 36,281 33,373
Equity - 200 458 104 - 7,478 8,240 7,505
47,340 38,742 11,697 36,409 13,555 30,160 177,903 166,854
On-balance sheet gap (14,590) 6,748 1,929 1,859 1,933 2,121 - -
Derivative financial instruments - (38,422) 25,268 10,121 3,033 - - -
Total (14,590) (31,674) 27,197 11,980 4,966 2,121 - -
Position in Canadian dollars
On-balance-sheet total (15,873) 11,393 3,905 5,574 1,300 (3,876) 2,423
Derivative financial instruments - (33,266) 18,181 9,453 2,838 - (2,794)
Total (15,873) (21,873) 22,086 15,027 4,138 (3,876) (371
Position in foreign currency
On-consolidated-balance-sheet total 1,283 (4,645) (1,976) (3,715) 633 5,997 (2,423)
Derivative financial instruments - (5,156) 7,087 668 195 - 2,794
Total 1,283 (9,801) 5,111 (3,047) 828 5,997 371
Total (14,590) (31,674) 27,197 11,980 4,966 2,121 =

(1)  Obligations related to securities sold short and related to securities sold under repurchase agreements and securities loaned.

The effective yield represents the weighted average effective yield based on the earlier of contractual repricing and maturity dates.
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NOTE 31 — SEGMENT DISCLOSURES

The Bank carries out its activities in three business segments, which are defined below. For presentation purposes, other operating activities are grouped in
the Otherheading. Each reportable segment is distinguished by services offered, type of clientele and marketing strategy.

Personal and Commercial
The Personal and Commercial segment comprises the branch network, intermediary services, payment solutions, insurance, business banking services and
real estate.

Wealth Management
The Wealth Management segment comprises full-service retail brokerage, direct brokerage, mutual funds, intermediary services, trust services and third-party
financial services.

Financial Markets
The Financial Markets segment encompasses corporate financing and lending, trading activities, corporate brokerage and investing activities.

Other
This heading comprises treasury operations, including the Bank’s asset and liability management activities, certain non-recurring items and the unallocated
portion of corporate services.

The presentation of segment disclosures is consistent with the presentation adopted by the Bank for the year beginning November 1, 2011. It reflects the fact
thattreasury operations, including the Bank’s asset and liability management activities, which had previously been presented in the Financial Markets segment,
are now presented in the Otherheading. The Bank made this change to align the monitoring of its activities with its management structure.

The segment disclosures have been prepared in accordance with the accounting policies described in Note 1, except for the net interest income and income
taxes (recovery) of the operating segments, which are presented on a taxable equivalent basis. Taxable equivalent basis is a calculation method that consists
in grossing up certain tax-exempt income by the amount of income tax that would have otherwise been payable. The effect of these adjustments is reversed
under the Otherheading. Head office expenses are allocated to each operating segment presented in the segmented results. The Bank assesses performance
based on the netincome attributable to the Bank’s shareholders. Intersegment revenues are recognized at the exchange amount. Segment assets correspond
to average assets used in segment operations.

Results by Business Segment

Year ended October 31 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011
Personal and Wealth Financial
Commercial Management Markets Other Total
Net interest income® 1,629 1,572 179 145 613 608 (83) 5 2,338 2,330
Otherincome 962 939 1,050 766 752 649 211 (18) 2,975 2,336
Total revenues 2,591 2,511 1,229 911 1,365 1,257 128 (13) 5,313 4,666
Operating expenses 1,484 1,437 818 679 712 672 159 123 3,173 2,911
Contribution 1,107 1,074 411 232 653 585 31) (136) 2,140 1,755
Provisions for credit losses 176 204 - - 4 (5) - (15) 180 184
Income before income taxes
(recovery) 931 870 411 232 649 590 (31) (121) 1,960 1,571
Income taxes (recovery)® 249 243 80 59 176 175 (179) (202) 326 275
Net income 682 627 331 173 473 415 148 81 1,634 1,296
Non-controlling interests - - 1 4 3 1) 69 69 73 72
Net income attributable to the
Bank's shareholders 682 627 330 169 470 416 79 12 1,561 1,224
Average assets 74,792 67,025 1,157 1,026 78,385 73,998 27,010 23,893 181,344 165,942

(1)  For the operating segments as a whole, Net interest income was grossed up by $172 million ($176 million in 2011). An equivalent amount was added to /ncome taxes (recovery). The effect
of these adjustments is reversed under the Otherheading.
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NOTE 31 — SEGMENT DISCLOSURES (cont.)

Results by Geographic Segment

Year ended October 31 2012 2011 2012 2011 2012 2011 2012 2011
United

Canada States Other Total
Net interest income 2,377 2,348 7) ©9) (22) ©9) 2,338 2,330
Otherincome 2,675 2,101 223 185 77 50 2,975 2,336
Total revenues 5,052 4,449 206 176 55 41 5,313 4,666
Operating expenses 2,953 2,683 167 167 53 61 3,173 2,911
Contribution 2,099 1,766 39 9 2 (20) 2,140 1,755
Provisions for credit losses 179 188 1 (4) - - 180 184
Income before income taxes (recovery) 1,920 1,578 38 13 2 (20) 1,960 1,571
Income taxes (recovery) 309 271 17 4 - - 326 275
Net income 1,611 1,307 21 9 2 (20) 1,634 1,296
Non-controlling interests 69 73 4 1) - - 73 72
Net income attributable to the Bank's shareholders 1,542 1,234 17 10 2 (20) 1,561 1,224
Average assets 170,538 154,204 9,233 9,035 1,573 2,703 181,344 165,942

NOTE 32 — EVENTS AFTER THE CONSOLIDATED BALANCE SHEET DATE

Issuance of Preferred Shares

On October 30, 2012, the Bank announced the issuance of 7 million non-cumulative 5-year rate reset Series 28 First Preferred Shares at a price equal to
$25.00 per share, for gross proceeds of $175 million. The Bank also granted the underwriters an option to purchase up to an additional one million Series
28 preferred shares. Before the offering closed, the underwriters agreed to purchase an additional one million shares under the terms of this option, bringing
the total issuance to 8 million shares and $200 million in gross proceeds. On November 7, 2012, the Bank completed this issuance.

Repurchase of Preferred Shares
On December 5, 2012, the Bank’s Board of Directors approved the repurchase of all of the issued and outstanding non-cumulative fixed-rate Series 15 First
Preferred Shares. This repurchase is subject to the approval of the Office of the Superintendent of Financial Institutions.
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NOTE 33 - FIRST-TIME ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

The Bank adopted IFRS for its fiscal year beginning November 1, 2011 and applied the recommendations of IFRS 1 — First-Time Adoption of International
Financial Reporting Standards. In accordance with IFRS 1, the Bank prepared an opening Consolidated Balance Sheet as at November 1, 2010, i.e., the Bank’s
transition date.

Under IFRS 1, first-time adopters must retrospectively apply all IFRS standards in effect at the end of the first annual period, which is October 31, 2012 for the
Bank, except for certain optional exemptions and mandatory exceptions. Adjustments resulting from this initial application were recognized directly in
Retained earnings or in other components of equity, as prescribed by IFRS 1. The accounting methods described in Note 1, except for selected optional
exemptions and mandatory exceptions, have been applied consistently to all periods presented in these consolidated financial statements.

Optional Exemption Choices

Presented below are the exemptions chosen for the Bank’s opening Consolidated Balance Sheet at the IFRS transition date.

a) Employee Benefits

Where actuarial gains and losses on employee benefits are concerned, the Bank has two options upon adoption of IFRS. The first option is to recognize all
unamortized gains and losses as at November 1, 2010 to Retained earnings and the second is to calculate the expense from the time the Bank’s plans were
implemented as if the expense had always been calculated according to IAS 19 Employee Benefits. The Bank has decided to apply the first option, the impact
of which is a reduction to Retained earnings on the transition date.

b) Business Combinations
IFRS 1 permits first-time adopters to prospectively or retrospectively apply IFRS 3 — Business Combinations. The Bank has chosen to prospectively apply IFRS 3.
As a result, business combinations completed before November 1, 2010 have not been restated.

c) Share-Based Payments

The Bank chose to use the exemption granted under IFRS 1 and apply IFRS 2 — Share-based Payment only to grants of stock options made after
November 7, 2002 and that had not yet vested as at November 1, 2010 and, with respect to grants settled in cash, to all those that had not been settled as
at November 1, 2010.

d) Translation Differences

Under IFRS 1, cumulative currency translation differences can be reclassified to Retained earnings. As at November 1, 2010, the Bank chose to apply this
optional exemption and reclassified to Retained earningsthe unrealized foreign currency translation losses, net of hedging activities, that had been presented
in Accumulated other comprehensive income as at October 31, 2010.

e) Designation of Previously Recognized Financial Instruments

IFRS 1 offers an option whereby entities may, at the transition date, irrevocably designate any financial instrument as measured at fair value through profit or
loss provided that certain criteria are met on that date. As at November 1, 2010, the Bank designated securities that had been classified as available for sale
under previous Canadian GAAP at fair value through profit or loss. The Bank also designated certain liabilities related to transferred receivables at fair value
through profit or loss.

f) Deemed Cost

The Bank chose to apply the exemption granted under IFRS 1 and use fair value as the deemed cost for an item of premises and equipment on the transition
date. The fair value of this asset was $163 million as at November 1, 2010, resulting in a $48 million increase in carrying value. The impact of this choice was
an increase to Retained earnings on the transition date.
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NOTE 33 — FIRST-TIME ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS) (cont.)

Mandatory Exceptions

Presented below are the exceptions that were applied to the Bank’s opening Consolidated Balance Sheet as at the transition date.

g) Derecognition of Financial Assets

Under IFRS 1, an entity may apply the derecognition requirements in IAS 39 Financial Instruments: Recognition and Measurement, either prospectively as of
November 1, 2010 for the Bank or retrospectively. However, in February 2011, OSFl issued an advisory requiring the derecognition requirements to be
retrospectively applied to transactions made since January 1, 2004. The Bank retrospectively applied the derecognition requirements for all transactions that
had occurred since January 1, 2004, i.e., all of the Bank’s outstanding transactions on the transition date.

h) Hedge Accounting
The Bank continued to apply hedge accounting to hedging relationships that qualify for hedge accounting under IFRS.

i) Estimates
As at November 1, 2010, the estimates made by the Bank in accordance with IFRS were consistent with the estimates made in accordance with previous
Canadian GAAP on the same dates, after adjustments to reflect the differences in accounting standards.

Changes in Accounting Policies

In accordance with the provisions of IFRS 1, and aside from the exemptions and exceptions, the Bank retrospectively applied the IFRS standards in effect as
at October 31, 2012. The main differences between previous Canadian GAAP accounting standards and IFRS accounting standards that had an impact for the
Bank are described below. These differences are not an exhaustive list of all the differences between the two accounting frameworks but they describe the
differences that apply to the Bank’s consolidated financial statements and for which there is a significant impact.

j) Employee Benefits

Actuarial gains and losses

Under previous Canadian GAAP, the portion of net actuarial gains and losses that exceeds 10% of either the accrued benefit obligation or the fair value of plan
assets (market-related value for certain plans), whichever is higher, was amortized over the average remaining service period of active employees. Under IFRS,
the Bank has chosen to recognize actuarial gains and losses in Other comprehensive income when they occur, without a subsequent reclassification to net
income. The Bank eliminated the amortization of actuarial gains and losses previously recognized in fiscal 2011, thus reducing the expense, and recognized
actuarial gains and losses in Other comprehensive income.

Past service

The Bank offers defined benefit pension plans that cover substantially all salaried employees. Under previous Canadian GAAP, past service cost is amortized
over the average remaining service life of employees, whereas under IFRS, the vested past service cost is recognized immediately in the Consolidated Income
Statement. Accordingly, as at November 1, 2010, the Bank reversed the unamortized vested past service cost in Retained earnings and eliminated, in 2011,
the amortization of vested past service cost that had been recognized under previous Canadian GAAP.

Other
Under IFRS, fair value must be used to determine the expected return on plan assets. Under previous Canadian GAAP, the Bank used a market-related value
for certain assets. Consequently, the pension expense was adjusted to reflect this difference.
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k) Business Combinations
In July 2011, the Bank finalized the acquisition of all the shares it did not own (82%) in Wellington West Holdings Inc. (Wellington West). The differences
between the two accounting frameworks, which required IFRS adjustments to net income as of the third quarter of 2011, are described below.

Value of the investment in Wellington West prior to obtaining control

Under IFRS, the 18% interest that the Bank owned in Wellington West prior to obtaining control must be remeasured at fairvalue at the time control is obtained
(acquisition of the remaining 82% of shares it didn’t already own). A revaluation gain on the investment in Wellington West was recognized in net income as
an IFRS adjustment.

Acquisition-related costs and restructuring costs

Under previous Canadian GAAP, the acquisition-related costs of Wellington West that satisfy certain criteria had to be included in the purchase price. Under
IFRS, these costs must be expensed as incurred. Under previous Canadian GAAP, restructuring costs that satisfy certain criteria had to be recognized as
liabilities on the date control is obtained and be included in the purchase price allocation. Under IFRS, these costs must be expensed. Operating expenses
have been adjusted accordingly to reflect these differences.

Measurement of consideration paid in shares

Under previous Canadian GAAP, the fair value of consideration paid in shares is measured based on the share price over an interval of a few days before and
after the acquisition is announced. Under IFRS, the fair value of the consideration paid in shares is measured based on the share price on the date control is
obtained. The Bank adjusted Equity — Common shares in the Consolidated Balance Sheet to reflect this difference.

1) Available-for-Sale Securities

Impairment

Under previous Canadian GAAP and IFRS, an entity must determine whether there is objective evidence of impairment. Under previous Canadian GAAP, an
impairment loss would be recognized in the Consolidated Income Statement only if it was considered other than temporary. Unlike what is set out in previous
Canadian GAAP, the notion of other-than-temporary impairment does not exist under IFRS and an impairment loss is recorded in IFRS when there is objective
evidence of impairment. Consequently, impairment losses are generally recorded earlier in IFRS. At the transition date, the impairment losses that qualified
as an impairment under IFRS were reclassified from Accumulated other comprehensive income to Retained earnings.

During fiscal 2011, impairment losses subsequent to the transition date that qualified as impairment under IFRS were reclassified from Accumulated other
comprehensive income in the Consolidated Income Statement to Gains on available-for-sale securities, net. Moreover, an adjustment to Gains on available-
for-sale securities, net of the Consolidated Income Statement had to be made upon the disposal of the available-for-sale securities for which impairment had
been recognized under IFRS.

Fair value measurement of equity securities with no active market

Under previous Canadian GAAP, investments in available-for-sale equity securities without a quoted price on an active market had to be, afterinitial recognition,
measured at cost. Under IFRS, these securities must be measured at fairvalue, unless fairvalue cannot be reliably determined. Accordingly, the Bank measured
atfairvalue equity securities that had been recognized at cost under previous Canadian GAAP and recognized unrealized gains and losses from these securities
in Accumulated other comprehensive income at the transition date and in Other comprehensive income during fiscal 2011.
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NOTE 33 — FIRST-TIME ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS) (cont.)

m) Mortgage Loan Securitization

Under previous Canadian GAAP, the Bank had to derecognize financial assets using a model based on control and the legal form. Under IFRS, derecognition
must satisfy more restrictive criteria, which are based largely on the notion of the transfer of substantially all of the risks and rewards related to ownership of
the transferred assets. Consequently, several financial asset transfers through mortgage loan securitizations that had qualified for derecognition under previous
Canadian GAAP no longer qualify under IFRS, and these securitization transactions represent financing transactions instead of sale transactions.

Consequently, insured mortgage loans securitized under the Canada Mortgage Bond (CMB) program and liabilities related to transferred receivables are
presented in the Consolidated Balance Sheet under IFRS. Also, mortgage loans that are securitized and retained as mortgage-backed securities and that had
been classified in securities under previous Canadian GAAP are reclassified to loans under IFRS. Furthermore, as permitted by IFRS, the Bank has designated
at fairvalue through profit or loss certain liabilities related to transferred receivables and certain securities that had been classified as available for sale under
previous Canadian GAAP. Lastly, the hedging relationship strategies associated with these financial instruments were also modified accordingly.

The Bank made the following adjustments to reflect the appropriate IFRS accounting treatment:

- the securitization gains and servicing revenues recognized under previous Canadian GAAP were eliminated from net income;
- the change in fair value of swaps between the Bank and Canada Housing Trust (CHT) was eliminated from net income;

— theinterestincome and expenses from loans and liabilities related to transferred receivables were recognized in net income;
- the change in fair value of financial instruments designated at fair value was recognized in net income; and

- adjustments related to hedge accounting were recognized in Other comprehensive income and net income.

n) Consolidation

Previous Canadian GAAP had required the consolidation of variable interest entities (VIEs) by their primary beneficiary. Furthermore, previous Canadian GAAP
had provided an exemption for the consolidation of qualifying special purpose entities, eligible under certain conditions, that does not exist in IFRS. Under
IFRS, application of the principle of control requires special purpose entities to be consolidated. As a result, Canadian Credit Card Trust (CCCT), NBC Capital
Trust and certain other funds that had not been consolidated under previous Canadian GAAP are consolidated under IFRS.

At the transition date and thereafter, the Bank consolidated the financial statements of these entities. As at November 1, 2010, cumulative results prior to
the transition date were recognized in the Bank’s opening Retained earnings.

More specifically, the consolidation of CCCT’s financial statements gave rise to an increase in interestincome and expense, commission revenues and provisions
for credit losses taken for credit card receivables. In addition, securitization gains and servicing revenues were eliminated from net income on consolidation
of CCCT’s financial statements.

0) Share-Based Payments

Graded vesting

Under previous Canadian GAAP, the Bank had elected to treat a stock option award with a graded vesting schedule, such as an award vesting at the rate of
25% per year over four years, as a single award. Accordingly, the Bank recognized the fair value of the award on a straight-line basis over the vesting period.

Under IFRS, each tranche (i.e. the 25% that vests each year) must be treated as a separate award and its fair value recognized over the respective
vesting period.

Forfeiture and cancellation
Under previous Canadian GAAP, forfeiture and cancellation could be either estimated when the compensation cost was measured or recognized as they
occurred. Under IFRS, forfeiture and cancellation must be estimated upon the award date and revised thereafter if necessary.
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p) Interests in Joint Ventures

Under IAS 31, Interests in Joint Ventures, interests in joint ventures may be presented using the equity method or the proportionate consolidation method.
The Bank chose to apply the equity method to all its interests in joint ventures, whereas under previous Canadian GAAP, interests in joint ventures had been
presented using the proportionate consolidation method.

q) Other Adjustments
The adoption of IFRS had other impacts that, taken individually, are not significant. These impacts result from, among other things, the revaluation of an
investment, the accounting related to premises and equipment and the loyalty program.

Revaluation of an investment
During 2011, the Bank sold part of its investment in a subsidiary, thus reducing its interest. Under IFRS, when control is lost, any interest retained must be
remeasured at fair value upon disposal. A revaluation gain on the retained interest was recognized to net income as an IFRS adjustment.

Premises and equipment — Significant components of a building

Under IFRS, when an item of premises and equipment is made up of individual components that have significant costs in relation to total cost and that are
amortized using different methods or rates, each of these significant components must be recognized separately. Under previous Canadian GAAP, recognition
by component also had to be applied, but in contrast to IFRS, no guidance was provided regarding the cost of a component or the replacement of a component
and there was less detailed guidance than IFRS on the required level of recognition by component. As at November 1, 2010, the Bank applied component
accounting to a building and recognized the adjustment in Premises and equipment and Retained earnings of the opening Consolidated Balance Sheet.
Subsequently, during fiscal 2011, the Bank adjusted the amortization expense of each component with a significant cost.

Customer loyalty program

The Bank offers a loyalty program to the holders of certain types of credit cards. Unlike IFRS, previous Canadian GAAP did not specifically address the accounting
treatment of loyalty programs. Under previous Canadian GAAP, the Bank would record a provision equal to the cost of the future award. In principle, clients
paid for the points they accumulated when making purchases and, consequently, a portion of the revenues realized during purchases had to be deferred.

Under IFRS, a portion of the interchange revenues is deferred based on the estimated fair value of the points awarded. When points are exchanged against
rewards, the deferred revenues are recognized in the Consolidated Income Statement and a corresponding expense is recognized based on actual costs
incurred.

Tax Impacts of the IFRS-Conversion Adjustments

Upon the conversion to IFRS, deferred and current taxes were adjusted to reflect the adjustments recorded in the consolidated financial statements for 2011 in
accordance with IFRS.

Reclassifications

In addition to the impact of the changes to accounting standards, certain items in the consolidated financial statements are affected by presentation changes.
The IFRS items that had to be reclassified are presented below.

r) Insurance Contracts
Concerning life insurance contracts, IFRS prohibits offsetting reinsurance assets and the related insurance liabilities, as opposed to previous Canadian GAAP.
As a result, the Bank has reclassified its reinsurance assets from Other liabilities — Otherto Other assets — Otherin the Consolidated Balance Sheet.
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NOTE 33 — FIRST-TIME ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS) (cont.)

s) Non-Controlling Interests

Consolidated Balance Sheet

Under previous Canadian GAAP, non-controlling interests in a consolidated subsidiary had to be presented in the Consolidated Balance Sheet under a separate
heading between liabilities and equity. Under IFRS, non-controlling interests are presented under a separate heading in equity.

Consolidated Income Statement and Consolidated Statement of Comprehensive Income

Under previous Canadian GAAP, the portion of net income attributable to non-controlling interests had to be deducted prior to the presentation of netincome
in the Consolidated Income Statement and in the Consolidated Statement of Comprehensive Income. Under IFRS, net income presented in both financial
statements includes the net income attributable to the Bank’s shareholders and non-controlling interests.

t) Financial Instruments - Presentation

Under previous Canadian GAAP, units issued by mutual funds and certain other funds had been presented in equity in the financial statements of the funds.
Forthe consolidated financial statements of the entity that controls the funds, the units issued and owned by third parties had been presented in Non-controlling
interests. Under IFRS, if certain conditions are met and the units meet the definition of a liability, they are presented at fair value in liabilities. On the transition
date and thereafter during fiscal 2011, the fairvalue of these units was reclassified from Non-controlling intereststo Other liabilities — Otherin the Consolidated
Balance Sheet.

Reconciliations Required Under IFRS

The tables on the subsequent pages present the reconciliations of equity, net income, and comprehensive income from previous Canadian GAAP to IFRS, as
required by IFRS 1. The Bank’s adoption of IFRS had no significant impact on cash flows from operating, financing or investing activities.

Other Reconciliations

The previous Canadian GAAP-to-IFRS reconciliation of the Consolidated Balance Sheet as at the November 1, 2010 transition date and the reconciliations of
the Consolidated Balance Sheet as at October 31, 2011 and of the Consolidated Income Statement for the year ended October 31, 2011 are presented on
pages 195to 197.

Certain figures in the consolidated financial statements as at October 31, 2010 and October 31, 2011, prepared in accordance with previous Canadian GAAP,
have been reclassified to conform to the presentation adopted at the transition date.

Under assets, amounts of $3,207 million as at October 31, 2010 and of $3,119 million as at October 31, 2011 were reclassified from Loans to Securities
purchased under reverse repurchase agreements and securities borrowed.

Under liabilities, as at October 31, 2010, amounts of $3,376 million in Depositsand $3,960 million in Other liabilities — Otherwere reclassified to Obligations
related to securities sold under repurchase agreements and securities loaned. As at October 31, 2011, amounts of $1,263 million in Deposits and
$6,956 million in Other liabilities — Other were reclassified to Obligations related to securities sold under repurchase agreements and securities loaned.
Also, amounts of $4,655 million as at October 31, 2010 and of $4,738 million as at October 31, 2011 in Business and government Deposits were reclassified
to Personal Deposits.

An amount of $34 million in Professional fees was reclassified to the Technology heading in the Consolidated Income Statement for the year ended
October 31, 2011.
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Reconciliation of Equity

As at October 31, As at November 1,
Reference 2011 2010
Equity under previous Canadian GAAP 7,336 7,208
Equity attributable to the Bank’s shareholders
IFRS-conversion adjustments, net of income taxes:
Common shares
Share-based payments ¢), 0) (44) 27
Business combination k) )] -
(46) (27)
Contributed surplus
Share-based payments ), 0) © 7)
Retained earnings
Employee benefits a, j) (422) (381)
Mortgage loan securitization e), m) (329) (325)
Translation differences d) (133) (133)
Available-for-sale securities 0 (70) (82
Share-based payments ¢), 0) 53 54
Consolidation n) (56) (49)
Deemed cost bj] 35 35
Business combination k) (19) =
Other adjustments q) (54) (61)
(995) (942
Other comprehensive income
Translation differences d) 133 133
Available-for-sale securities ) 93 98
Consolidation n) 7 3)
Mortgage loan securitization e), m) (38) )
Other adjustments q) - 1
195 227
Non-controlling interests
Reclassification of the balance of non-controlling interests under
previous Canadian GAAP s) 975 1,217
Consolidation n 228 229
Financial instruments — presentation t) (179) (424)
1,024 1,022
Equity under IFRS 7,505 7,461
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NOTE 33 — FIRST-TIME ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS) (cont.)

Reconciliation of Net Income

For the year

ended
October 31,
Reference 2011
Net income under previous Canadian GAAP 1,213
Non-controlling interests under previous Canadian GAAP s) 54
1,267
IFRS-conversion adjustments, net of income taxes:

Employee benefits i 24
Mortgage loan securitization m) (4)
Available-for-sale securities ) 12
Share-based payments 0) 1)
Consolidation n 5
Business combination k) 19
Financial instruments — presentation t) 6
Other adjustments q) 6
29
Net income under IFRS 1,296

IFRS-conversion adjustments for non-controlling interests:
Consolidation n 12
Financial instruments — presentation t) 6
18
Non-controlling interests under previous Canadian GAAP s) 54
Net income attributable to the Bank's shareholders under IFRS 1,224

Reconciliation of Comprehensive Income

For the year

ended

October 31,

Reference 2011

Total comprehensive income under previous Canadian GAAP 1,187

Non-controlling interests under previous Canadian GAAP s) 54

IFRS-conversion adjustments related to net income 29
Adjustments to other comprehensive income related to the IFRS conversion, net of income taxes:

Mortgage loan securitization m) 36)

Available-for-sale securities ) (5)

Actuarial gains and losses — employee benefits i (65)

Consolidation n) 10

Other adjustments q) 1)

97)

Total comprehensive income under IFRS 1,173

National Bank of Canada

194 2012 Annual Report



AUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS

(millions of Canadian dollars)

Reconciliation of the Consolidated Balance Sheet as at November 1, 2010

Balance
under

previous Balance

Canadian Presentation under IFRS

GAAP as at IFRS- and as at

October 31, conversion reclassification November 1,
Items under previous Canadian GAAP 2010  adjustments adjustments 2010 Items under IFRS
ASSETS ASSETS
Cash and deposits with financial institutions 2,274 110 - 2,384 Cash and deposits with financial institutions
Securities Securities
Held-for-trading 43,271 504 = 43,775 At fair value through profit or loss
Available-for-sale 10,997 (1,679) - 9,318 Available-for-sale

54,268 (1,175) - 53,093
Securities purchased under reverse repurchase Securities purchased under reverse repurchase

agreements and securities borrowed 14,085 = = 14,085 agreements and securities borrowed

Loans Loans
Residential mortgage 15,806 9,596 = 25,402 Residential mortgage
Personal and credit card 20,549 1,370 = 21,919 Personal and credit card
Business and government 18,262 - - 18,262 Business and government

54,617 10,966 - 65,583
Allowances for credit losses (636) (58) - (694) Allowances for credit losses

53,981 10,908 - 64,889
Other assets Other assets
Customers’ liability under acceptances 5,946 = = 5,946 Customers’ liability under acceptances
Fair value of derivative financial instruments 8,120 2 - 8,122 Fair value of derivative financial instruments
Due from clients, dealers and brokers 2,909 3) - 2,906 Due from clients, dealers and brokers
= 187 = 187 Investments in associates and joint ventures
Premises and equipment 381 23 = 404 Premises and equipment
Goodwill 744 = = 744 Goodwill
Intangible assets 480 = = 480 Intangible assets
Other 2,114 (629) 23 1,508 Other

20,694 (420) 23 20,297

145,302 9,423 23 154,748
LIABILITIES AND SHAREHOLDERS’ EQUITY LIABILITIES AND EQUITY
Deposits Deposits
Personal 38,767 = = 38,767 Personal
Business and government 33,954 27) - 33,927 Business and government
Deposit-taking institutions 5,463 = = 5,463 Deposit-taking institutions

Deposit from NBC Capital Trust 225 (225) - -

78,409 (252) - 78,157
Other liabilities Other liabilities
Acceptances 5,946 = = 5,946 Acceptances
Obligations related to securities sold short 18,292 58 = 18,350 Obligations related to securities sold short
Obligations related to securities sold under repurchase Obligations related to securities sold under repurchase

agreements and securities loaned 19,849 2,119) - 17,730 agreements and securities loaned

Fair value of derivative financial instruments 6,631 412) = 6,219 Fair value of derivative financial instruments
Due to clients, dealers and brokers 3,131 - - 3,131 Due to clients, dealers and brokers
= 11,455 = 11,455 Liabilities related to transferred receivables
Other 2,586 1,233 447 4,266 Other

56,435 10,215 447 67,097
Subordinated debentures 2,033 = = 2,033 Subordinated debt

Non-controlling interests 1,217 - (1,217) -
Shareholders’ Equity Equity
Equity attributable to the Bank’s shareholders
Preferred shares 1,089 = = 1,089 Preferred shares
Common shares 1,804 27) - 1,777 Common shares
Contributed surplus 66 27) - 39 Contributed surplus
Retained earnings 4,081 (942) - 3,139 Retained eamings
Accumulated other comprehensive income 168 227 - 395 Accumulated other comprehensive income

7,208 (769) - 6,439
- 229 793 1,022 Non-controlling interests

7,208 (540) 793 7,461

145,302 9,423 23 154,748
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NOTE 33 — FIRST-TIME ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS) (cont.)

Reconciliation of the Consolidated Income Statement for the Year Ended October 31, 2011

Balance
under
previous IFRS-
Canadian conversion Balance
Items under previous Canadian GAAP GAAP  adjustments under IFRS Items under IFRS
Interest income Interest income
Loans 2,308 609 2,917 Loans
Held-for-trading securities 770 110 880 Securities at fair value through profit or loss
Available-for-sale securities 289 (132) 157 Available-for-sale securities
Deposits with financial institutions 15 = 15 Deposits with financial institutions
3,382 587 3,969
Interest expense Interest expense
Deposits 808 (181) 627 Deposits
= 431 431 Liabilities related to transferred receivables
Subordinated debentures 92 = 92 Subordinated debt
Other 524 (35) 489 Other
1,424 215 1,639
Net interest income 1,958 372 2,330 Net interest income
Other income Other income
Underwriting and advisory fees 308 = 308 Underwriting and advisory fees
Securities brokerage commissions 327 = 327 Securities brokerage commissions
Deposit and payment service charges 228 = 228 Deposit and payment service charges
Trading revenues (losses) 12 37) (25) Trading revenues (losses)
Gains on available-for-sale securities, net 85 20 105 Gains on available-for-sale securities, net
Card service revenues 40 76 116 Card revenues
Lending fees 166 3 169 Credit fees
Insurance revenues 127 (16) 111 Insurance revenues
Revenues from acceptances, letters of credit and guarantee 166 = 166 Revenues from acceptances, letters of credit and guarantee
Securitization revenues 338 (338) -
Foreign exchange revenues 105 = 105 Foreign exchange revenues, other than trading
Revenues from trust services and mutual funds 427 1) 426 Revenues from trust services and mutual funds
Share in the net income of associates and
- 2 2 joint ventures
Other 305 @) 298 Other
2,634 (298) 2,336
Total revenues 4,592 74 4,666 Total revenues
Provisions for credit losses 119 65 184 Provisions for credit losses
4,473 9 4,482
Operating expenses Operating expenses
Salaries and staff benefits 1,750 21) 1,729 Salaries and staff benefits
Occupancy 186 4 190 Occupancy
Technology 398 7 405 Technology
Communications 74 = 74 Communications
Professional fees 187 (@) 185 Professional fees
Other 327 1 328 Other
2,922 (11) 2,911
Income before income taxes and
non-controlling interests 1,551 20 1,571 Income before income taxes
Income taxes 284 ©9) 275 Income taxes
1,296 Netincome
Non-controlling interests 54 18 72 Non-controlling interests
Netincome 1,213 11 1,224 Net income attributable to the Bank’s shareholders
Dividends on preferred shares 53 = 53 Dividends on preferred shares
Premium paid on preferred shares repurchased for cancellation 34 = 34 Premium paid on preferred shares repurchased for cancellation
Net income available to common shareholders 1,126 11 1,137 Net income attributable to common shareholders
Number of common shares outstanding (thousands) Number of common shares outstanding (thousands)
Average — Basic 162,425 - 162,425 Average — Basic
Average - Diluted 164,230 25 164,255 Average - Diluted
Earnings per common share (dollars) Earnings per common share (dollars)
Basic 6.93 0.07 7.00 Basic
Diluted 6.85 0.07 6.92 Diluted
Dividends per common share (dollars) 2.74 = 2.74 Dividends per common share (dollars)
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Reconciliation of the Consolidated Balance Sheet as at October 31, 2011

Balance
under Presentation
previous IFRS- and
Canadian conversion reclassification Balance
Items under previous Canadian GAAP GAAP  adjustments adjustments under IFRS Items under IFRS
ASSETS ASSETS
Cash and deposits with financial institutions 2,858 @) = 2,851 Cash and deposits with financial institutions
Securities Securities
Held-for-trading 42,295 5,155 = 47,450 At fair value through profit or loss
Available-for-sale 15,884 (6,742) - 9,142 Available-for-sale
58,179 (1,587) - 56,592
Securities purchased under reverse repurchase Securities purchased under reverse repurchase
agreements and securities borrowed 12,507 - - 12,507 agreements and securities borrowed
Loans Loans
Residential mortgage 17,569 11,352 = 28,921 Residential mortgage
Personal and credit card 22,906 1,368 - 24,274 Personal and credit card
Business and government 20,777 = = 20,777 Business and government
61,252 12,720 = 73,972
Allowances for credit losses (550) (58) - (608) Allowances for credit losses
60,702 12,662 = 73,364
Other assets Other assets
Customers’ liability under acceptances 7,394 = = 7,394 Customers’ liability under acceptances
Fair value of derivative financial instruments 8,225 1) = 8,224 Fair value of derivative financial instruments
Due from clients, dealers and brokers 1,780 (1) = 1,779 Due from clients, dealers and brokers
= 201 = 201 Investments in associates and joint ventures
Premises and equipment 395 23 - 418 Premises and equipment
Goodwill 1,001 18) - 983 Goodwill
Intangible assets 608 1) - 607 Intangible assets
Other 2,648 (741) 27 1,934 Other
22,051 (538) 27 21,540
156,297 10,530 27 166,854
LIABILITIES AND SHAREHOLDERS’ EQUITY LIABILITIES AND EQUITY
Deposits Deposits
Personal 40,433 = = 40,433 Personal
Business and government 40,588 (64) = 40,524 Business and government
Deposit-taking institutions 4,605 = = 4,605 Deposit-taking institutions
Deposit from NBC Capital Trust 225 (225) - -
85,851 (289) = 85,562
Other liabilities Other liabilities
Acceptances 7,394 = = 7,394 Acceptances
Obligations related to securities sold short 18,181 (35) = 18,146 Obligations related to securities sold short
Obligations related to securities sold under repurchase Obligations related to securities sold under repurchase
agreements and securities loaned 22,056 (1,788) = 20,268 agreements and securities loaned
Fair value of derivative financial instruments 7,984 (514) - 7,470 Fair value of derivative financial instruments
Due to clients, dealers and brokers 1,351 = = 1,351 Due to clients, dealers and brokers
= 12,905 = 12,905 Liabilities related to transferred receivables
Other 3,169 878 206 4,253 Other
60,135 11,446 206 71,787
Subordinated debentures 2,000 - - 2,000 Subordinated debt
Non-controlling interests 975 - 975) =
Shareholders’ Equity Equity
Equity attributable to the Bank’s shareholders
Preferred shares 762 - - 762 Preferred shares
Common shares 2,016 (46) - 1,970 Common shares
Contributed surplus 55 ©) - 46 Contributed surplus
Retained earnings 4,361 (995) = 3,366 Retained earnings
Accumulated other comprehensive income 142 195 = 337 Accumulated other comprehensive income
7,336 (855) = 6,481
— 228 796 1,024 Non-controlling interests
7,336 (627) 796 7,505
156,297 10,530 27 166,854
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SUPPLEMENTARY INFORMATION

STATISTICAL REVIEW®

As at October 31 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003

Consolidated Balance Sheet data

(millions of Canadian dollars)
Cash and deposits with financial institutions 3,249 2,851 2,274 2,228 3,660 3,328 10,879 10,314 5,777 7,047
Securities 54,898 56,592 54,268 50,233 46,185 39,270 38,678 33,052 28,007 26,179
Securities purchased under reverse

repurchase agreements and

securities borrowed 15,529 12,507 10,878 7,637 7,868 5,966 7,592 7,023 4,496 3,955
Loans 82,672 73,364 57,188 52,637 51,741 47,960 46,945 44,069 41,498 38,381
Customers' liability under acceptances 8,250 7,394 5,946 5,733 4,274 4,085 3,725 3,242 3,076 3,334
Premises and equipment and other assets 13,305 14,146 14,748 13,670 15,604 12,476 8,982 10,270 5,643 5,730
Total assets 177,903 166,854 145,302 132,138 129,332 113,085 116,801 107,970 88,497 84,626
Deposits 93,249 85,562 81,785 75,170 76,022 70,798 71,917 62,219 53,432 51,463
Other liabilities 73,944 71,787
Other liabilities and non-controlling interests 54,276 48,474 45,546 36,045 38,647 40,052 29,453 27,550
Subordinated debt 2,470 2,000 2,033 2,017 2,255 1,605 1,449 1,102 1,408 1,516
Share capital

Preferred 762 762 1,089 1,089 774 400 400 400 375 375

Common 2,054 1,970 1,804 1,729 1,656 1,575 1,566 1,565 1,545 1,583
Contributed surplus 58 46 66 48 31 32 21 13 7 2
Retained earnings 4,091 3,366 4,081 3,515 3,110 2,793 2,893 2,645 2,287 2,131
Accumulated other comprehensive

income (loss) 255 337 168 96 62) (163) 92) 26) (10) 6
Non-controlling interests 1,020 1,024
Total liabilities and equity 177,903 166,854 145,302 132,138 129,332 113,085 116,801 107,970 88,497 84,626
Average assets 181,344 165,942 140,360 140,978 128,319 125,964 106,192 90,794 78,553 71,810
Average capital funds®@ 9,345 8,574 7,779 7,198 6,416 5,840 5,568 5,268 5,238 5,216

Consolidated Income Statement data
(millions of Canadian dollars)

Net interest income 2,338 2,330 1,933 1,961 1,772 1,116 1,284 1,441 1,363 1,311
Otherincome 2,975 2,336 2,351 2,172 2,062 2,301 2,511 2,226 2,155 2,033
Total revenues 5,313 4,666 4,284 4,133 3,834 3,417 3,795 3,667 3,518 3,344
Provisions for credit losses 180 184 144 305 144 103 77 33 86 177
Operating expenses 3,173 2,911 2,822 2,662 2,695 2,626 2,538 2,463 2,361 2,239
Income taxes 326 275 221 252 167 79 277 291 318 277
Non-controlling interests 63 60 52 68 32 25 28 27
Net income 1,634 1,296 1,034 854 776 541 871 855 725 624
Non-controlling interests 73 72
Net income attributable to the Bank's

shareholders 1,561 1,224

(1)  Figures for 2010 and years prior are presented in accordance with previous Canadian GAAP.

(2)  Average capital funds include common shareholders’ equity, redeemable preferred shares and subordinated debt.

(3)  In 2008, the Bank adopted the rules of the Basel Il Accord and, since November 1, 2009, it has been applying the Advanced Internal Rating-Based Approach for credit risk, whereas prior to
that date, it had been using the Standardized Approach under Basel | for 2007 and years prior.

(4)  Taking into account the issuance of $500 million in subordinated debt on November 2, 2006.

(5)  Taking into account the issuance of $500 million in subordinated debt on November 2, 2005.

(6) Infull-time equivalent.
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As at October 31 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003

Numer of common shares

(thousands) 161,308 160,474 162,772 161,201 159,447 157,806 161,512 165,335 167,430 174,620
Number of common

shareholders on record 23,180 23,588 23,598 23,970 24,354 24,780 25,531 26,235 26,961 27,865
Basic earnings per share S 940 $ 700 $ 599 $ 496 $ 469 $ 325 $ 522 $ 498 $ 410 $ 337
Diluted earnings per share S 932 $ 692 $ 594 $ 494 $ 467 $ 322 $ 513 $ 490 $ 405 $ 334
Dividend per share S 308 $ 274 $ 248 $ 248 $ 248 $ 228 $ 196 $ 172 $ 142 $ 1.08
Stock trading range

High S 8127 $ 8144 $ 6787 $ 6208 $ 5463 $ 6659 $ 6560 $ 61.47 $ 4878 $ 41.19

Low S 6327 $ 6486 $ 5445 $ 2562 $ 4225 $ 5050 $ 5614 $ 4639 $ 4017 $ 29.95

Close S 77.18 $ 71.14 $ 6713 $ 56.39 $  45.21 $ 54.65 $ 61.25 $ 59.14 $ 48.78 $  40.91
Book value S 4004 $ 3565 $ 3759 $ 3343 $ 2970 $ 26585 $ 2717 $ 2539 $ 2287 $ 21.32
Dividends on preferred shares
Series 12 - - - - - - - - - $ 0.8125
Series 13 - - - - - - - $ 1.2000 $ 1.6000 $ 1.6000
Series 15 S 1.4625 $ 1.4625 $ 1.4625 $ 1.4625 $ 1.4625 $ 1.4625 $ 1.4625 $ 1.4625 $ 1.4625 $ 1.1480
Series 16 $ 1.2125 $ 1.2125 $ 1.2125 $ 1.2125 $ 1.2125 $ 1.2125 $ 1.2125 0.8089 - -
Series 20 $ 1.5000 $ 1.5000 $ 1.5000 $ 1.5000 $ 0.8692 - - - - -
Series 21 S 1.3438 $ 1.3438 $ 1.3438 $ 1.3438 $ 0.5596 - - - - -
Series 24 S 1.6500 $ 1.6500 $ 1.6500 $ 1.3765 - - - - - -
Series 26 $ 1.6500 $ 1.6500 $ 1.6500 $ 1.3042 - - - - - -
Financial ratios
Return on common

shareholders' equity 24.5% 20.2% 17.0% 15.6% 16.4% 11.5% 20.1% 20.7% 18.8% 16.5%
Return on average assets 0.90% 0.78% 0.74% 0.61% 0.60% 0.43% 0.82% 0.94% 0.92% 0.87%
Return on average

capital funds 18.3% 16.8% 13.3% 11.9% 12.1% 9.3% 15.6% 16.2% 13.8% 11.9%
Capital ratios®

Tier 1 12.0% 13.6% 14.0% 10.7% 9.4% 9.0% 9.9% 9.6% 9.6% 9.6%

Total 15.9% 16.9% 17.5% 14.3% 13.2% 12.4% 14.0%% 12.8%" 13.0% 13.4%
Other information
Net impaired loans

(millions of dollars) S 179 $ 175 $ 162% $ 223 $ 169 $ 129 $ 116 $ 117 $ 160 $ 251
Number of employees® 16,636 16,217 15,298 14,851 14,420 14,484 14,381 14,372 14,122 14,328
Branches in Canada 451 448 442 445 446 447 451 457 462 477
Banking machines 923 893 869 866 858 836 801 788 770 817
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INFORMATION FOR SHAREHOLDERS

DESCRIPTION OF SHARE CAPITAL

The authorized share capital of the Bank consists of an unlimited number of
common shares, without par value, an unlimited number of first preferred
shares, without par value, issuable for a maximum aggregate consideration
of $5 billion; and 15 million second preferred shares, without par value,
issuable for a maximum aggregate consideration of $300 million. As at
October31, 2012, the Bank had a total of 161,308,273 common shares and
30,461,576 first preferred shares issued and outstanding. On November 7,
2012, the Bank issued 8,000,000 Series 28 First Preferred Shares.

STOCK EXCHANGE LISTINGS
The Bank’s common shares and Series 15, 16, 20, 21, 24, 26 and 28 First
Preferred Shares are listed on the Toronto Stock Exchange.

Issue or class

Ticker symbol  Newspaper abbreviation

Common shares NA Nat Bk or Natl Bk

First Preferred Shares
Series 15 NA.PR.K  Nat Bk s15 or Natl Bk s15
Series 16 NA.PR.L NatBks16 or Natl Bks16
Series 20 NA.PR.M  Nat Bk s20 or Natl Bk s20
Series 21 NA.PR.N  Nat Bk s21 or Natl Bk s21
Series 24 NA.PR.O  Nat Bk s24 or Natl Bk s24
Series 26 NA.PR.P  Nat Bk s26 or Natl Bk s26
Series 28 NA.PR.Q Nat Bk s28 or Natl Bk s28

NUMBER OF REGISTERED SHAREHOLDERS
As at October 31, 2012, there were 23,180 common shareholders recorded
in the Bank’s common share register.

DIVIDENDS
Dividend dates in 2013

(subject to approval by the Board of Directors of the Bank)
Ex-dividend date

Record date Payment date

Common shares
December 21, 2012
March 26, 2013
June 18, 2013
September 24, 2013

December 27, 2012
March 28, 2013
June 20, 2013
September 26, 2013

February 1, 2013
May 1, 2013
August 1, 2013
November 1, 2013

Preferred shares, Series 15
16, 20, 21, 24, 26 and 28

January 9, 2013

April 10, 2013

July 3, 2013

October 9, 2013

January 11, 2013
April 12,2013
July 5, 2013
October 11, 2013

February 15, 2013@
May 15, 2013
August 15,2013
November 15, 2013

(1) Except for Series 15 preferred shares, the dividend for which will be paid on January 15,
2013, following the repurchase approved by the Board December 5, 2012.
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Dividends declared on common shares during 2012

Dividend
Ex-dividend date Record date Payment date per share ($)
December 27, 2011 December 29,2011  February 1, 2012 0.75
March 27, 2012 March 29, 2012 May 1, 2012 0.75
June 26, 2012 June 28, 2012 August 1, 2012 0.79
September 25,2012  September 27,2012 November 1, 2012 0.79
Dividends declared on preferred shares during 2012

Dividend per share ($)

Ex-dividend
date Record date ~ Payment date Series 15 Series 16 Series 20 Series 21 Series 24  Series 26

Jan.11,2012 Jan.13,2012 Feb. 15,2012 0.365625 0.303125 0.375 0.33594  0.4125  0.4125
Apr. 11,2012 Apr.13,2012 May 15,2012 0.365625 0.303125 0.375 0.33594  0.4125  0.4125
Jul.11,2012  Jul. 13,2012 Aug. 15,2012 0.365625 0.303125 0.375 0.33594  0.4125  0.4125
Oct. 10,2012 Oct. 12,2012 Nov. 15,2012 0.365625 0.303125 0.375 0.33594  0.4125  0.4125

Dividends paid are “eligible dividends” in accordance with the /ncome Tax
Act (Canada).

DIVIDEND REINVESTMENT AND SHARE PURCHASE PLAN

National Bank has a Dividend Reinvestment and Share Purchase Plan for
Canadian holders of its common and preferred shares under which they can
acquire common shares of the Bank without paying commissions or
administration fees. Canadian participants acquire common shares through
the reinvestment of cash dividends paid on the shares they hold or through
optional cash payments of at least $500 per payment, up to a maximum of
$5,000 per quarter.

Foradditional information, shareholders may contact National Bank’s registrar
and transfer agent, Computershare Trust Company of Canada, at
1-888-838-1407. To participate in the plan, National Bank’s beneficial or
non-registered common shareholders must contact their financial institution
or broker.

Direct Deposit

Shareholders may elect to have their dividend payments deposited directly
via electronic funds transfer to their bank account at any financial institution
thatis a member of the Canadian Payments Association. To do so, they must
send a written request to the Transfer Agent, Computershare Trust Company
of Canada.
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Head Office

National Bank of Canada

National Bank Tower

600 De La Gauchetiére Street West, 4th Floor
Montreal, Quebec H3B 4L2 Canada

514-394-5000
nbc.ca

Telephone:
Website:

Annual Meeting

The Annual Meeting of Holders of Common Shares of the Bank will be held
on Wednesday, April 24, 2013, at the Capitol Theatre in Moncton, New
Brunswick, Canada.

Public Accountability Statement
The 2012 Social Responsibility Report will be available in March 2013 on the
Bank’s website at nbc.ca.

Communication with Shareholders

For information about stock transfers, address changes, dividends, lost
certificates, tax forms and estate transfers, shareholders of record may contact
the Transfer Agent at the following address:

Computershare Trust Company of Canada
Share Ownership Management

1500 University Street, 7th Floor
Montreal, Quebec H3A 3S8 Canada

Telephone: 1-888-838-1407
Fax: 1-888-453-0330

E-mail: service@computershare.com
Website: computershare.com

Shareholders whose shares are held by a market intermediary are asked to
contact the market intermediary concerned.

Other shareholder inquiries can be addressed to:
Investor Relations

National Bank of Canada

National Bank Tower

600 De La Gauchetiére Street West, 7th Floor
Montreal, Quebec H3B 4L2 Canada

Telephone: 1-866-517-5455

Fax: 514-394-6196

E-mail: investorrelations@nbc.ca
Website: nbc.ca/investorrelations

Caution Regarding Forward-Looking Statements

From time to time, National Bank of Canada makes written and oral forward-
looking statements, included in this Annual Report, in other filings with
Canadian regulators, in reports to shareholders, in press releases and in
other communications. All such statements are made pursuant to the Canadian
and American securities legislation and the provisions of the United States
Private Securities Litigation Reform Act of 1995.

Additional information about these statements can be found on page 12 of
this Annual Report.

Trademarks

The trademarks used in this report include National Bank of Canada,
National Bank Private Wealth 1859, One client, one bank, CashPerformer,
Meritage Portfolios, NBC CapS, NBC CapS II, NBC Asset Trust, NBC Capital
Trust, Altamira, Horizons Alphapro and their respective logos, which are
trademarks of National Bank of Canada used under licence by National Bank
of Canada or its subsidiaries. All other trademarks mentioned in this report,
which are not the property of National Bank of Canada, are owned by their
respective holders.

Pour obtenir une version francaise du rapport annuel,
veuillez vous adresser a :

Relations avec les investisseurs

Banque Nationale du Canada

600, rue De La Gauchetiére Ouest, 7¢ étage

Montréal (Québec) H3B 4L2 Canada

Téléphone :  1-866-517-5455

Télécopieur : 514-394-6196

Courriel : relationsinvestisseurs@bnc.ca
Legal Deposit

ISBN 978-2-921835-35-0
Legal deposit — Bibliothéque et Archives nationales du Québec, 2012
Legal deposit — Library and Archives Canada, 2012
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National Bank and our 20,000 employees are proud to support
more than one hundred causes dedicated to helping young people.

commitment.nationalbank.ca




