Stronger
than ever
and always
as agile.

Laurentian Bank
0000000000000000



With 156 branches, 408 automated banking
machines, over $22 billion in assets, and over
3,500 employees, Laurentian Bank is firmly rooted
in Québec, where it operates the third largest
branch network. Elsewhere in Canada, the Bank
has secured a choice position in certain specific
market segments. Moreover, with 39% of its loans
originating from other provinces, the Bank enjoys
the benefits of nationwide geographical diversification.
Established in 1846, Laurentian Bank is widely
recognized today for its exceptional service, simplicity
and proximity. The Bank offers varied financial
services to individuals and to small- and medium-
sized enterprises. It also provides products to an
extensive external network of independent financial
advisors through B2B Trust, as well as full-service
brokerage services via Laurentian Bank Securities.

Stock symbole: LB on TSX
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Presentation of Business Segments
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RETAIL AND
SME QUEBEC

bmcmemeend

REAL ESTATE
AND COMMERCIAL

B2B
TRUST

LAURENTIAN BANK
SECURITIES

CONTRIBUTION TO THE BANK'S NET INCOME (EXCLUDING THE OTHER SEGMENT)

-- Personal Banking: transactional,
financing and investment products
and services

-- Small and Medium-Sized
Enterprises: financing solutions
and services such as exchange
transactions, electronic banking
and processing of international

-- Real estate financing for
developers, namely for condo-
miniums, office buildings
and shopping centres

-- Commercial financing for
medium-sized enterprises
in Québec and Ontario

Personal banking products

such as investment loans,
mortgage loans, high yield
investment accounts and
self-directed accounts

distributed through a network

of more than 15,000 independent
financial advisors

Full-service brokerage services

-- Institutional brokerage
—Fixed income

-- Institutional brokerage
—Equity

-- Retail brokerage

-- Discount brokerage

-- Institutional services

transactions f f H

PRESENCE PRESENCE PRESENCE PRESENCE
-- 156 branches -- 7 real estate financing -- 4 sales offices -- 15 offices in Québec
-- 408 automatic teller machines centres in Canada across Canada and Ontario
-- 12 commercial business centres | -- 4 commercial financing H H
-- 7 agricultural business centres : centres in Ontario : :

-- 2 commercial financing
centres in Québec
AVERAGE TOTAL LOANS AVERAGE TOTAL LOANS AVERAGE TOTAL LOANS TOTAL ASSETS UNDER
$10.8 billion © $2.2 billion i $4.3billion i MANAGEMENT
$2.0 billion

AVERAGE TOTAL DEPOSITS AVERAGE TOTAL DEPOSITS AVERAGE TOTAL DEPOSITS

$7.9 billion $0.2 billion $7.9 billion

POSITIONING POSITIONING POSITIONING POSITIONING

3rd largest branch
network in Québec

Widely recognized leadership
and expertise in the area of real
estate financing within Canada

Canadian leader in the
financial intermediary market

Recognized and choice
provider of fixed income
institutional brokerage
services in Canada

1 Excluding discontinued operations
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2009 Performance
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NET INCOME

DILUTED NET INCOME PER COMMON SHARE

EFFICIENCY RATIO

(in millions of dollars) (in dollars) (non-interest expenses as a percentage of total revenue)
945 102.5 113.1 3.48 3.80 4.23 732 70.7 70.8
2007 2008 2009 2007 2008 2009 2007 2008 2009

LOAN PORTFOLIO MIX
(as a percentage)

DEPOSIT PORTFOLIO MIX
(as a percentage)

GEOGRAPHIC DISTRIBUTION OF LOANS
(as a percentage)

35.5.

24 .9.

534.

\J

57.8.

39.

61.

Commercial and other loans (Including bankers’ acceptances)
® Personal loans
@® Mortgages

Business, banks and other deposits
® Personal notice and demand deposits
@ Personal term deposits

® Other Canadian provinces
@ Québec

CAPITAL RATIO
(as a percentage)

LOAN AND DEPOSITS GROWTH IN 2009
(in millions of dollars)

9.1 13.0 11.0

(40) 1341 352 208 2,709 258
TANGIBLE TOTAL TIER | PERSONAL RESIDENTIAL COMMERCIAL COMMERCIAL PERSONAL BUSINESS,
COMMON EQUITY BIS CAPITAL BIS CAPITAL LOANS MORTGAGES MORTGAGES AND OTHER DEPOSITS BANKS
AS A PERCENTAGE RATIO RATIO (INCLUDING LOANS (INCLUDING AND OTHER
OF RISK-WEIGHTED SECURITIZED BANKERS' DEPOSITS
ASSETS

LOANS)

ACCEPTANCES)
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MESSAGE FROM THE CHAIRMAN OF THE BOARD

In his message to shareholders, Laurentian
Bank President and Chief and Executive
Officer, Mr. Réjean Robitaille, announced the
Bank’s great financial results for the fiscal
year 2009, despite major instability in the
economy and the financial and economic
markets. The Board of Directors is very
pleased with the results, made all the more
satisfying as the Bank's performance has
improved consistently over each of the last
five years.

The recent financial crisis not only revealed
unsuspected weaknesses in our economy,
it also provoked important changes in the
international banking environment, and
triggered several discussions on the topic
of ethics. As well, it also highlighted the
importance of stringent rules for governance
within public organizations.

Boards of directors are responsible for
finding practical and logical solutions to
preserve shareholder interests, while keeping
in mind the particularities of their industry.
Boards of directors, particularly in the finan-
cial sector, now have to also exercise very
alert risk management practices.

The attention given to governance is
nothing new to the Laurentian Bank; our
Board of Directors makes it a priority. For
many years, we've made it a point of honour
to act with the greatest of transparency. We
work closely with the Bank’s management to
better understand the risks of the business
as well as the idiosyncrasies of the operations,
all the while maintaining the distance needed
to exercise proper judgment.

COMMITTEE WORKS
Throughout the fiscal year, the Board of
Directors’ committees have conducted their
work with great diligence. Certain issues have
demanded closer attention than others

given the current economic environment.

As such, the Human Resources Committee
carefully reviewed the question of executive
compensation programs. Even though the
Bank’s programs are in line with recognized
best practices, it seemed important to explore
if whether those programs could be further
improved. The Committee also discussed
actions that will be in place for the next annual
meeting in order to present a proposal
regarding executive compensation to
shareholders for a consultative vote.

As for the Management Risk Committee,
it continued to be vigilant regarding risks
which could impact the Bank. Systems
and procedures were put into place to more
efficiently manage risks. This year, the
Committee was particularly watchful of credit
risks. The relative stability of the Bank's loan
portfolio during the year is testimony to the
legitimacy of the prudent approach adopted
by the Bank.

Moreover, the Audit Committee analyzed
the impact that the International Financial
Reporting Standards (IFRS) will have when
they go into effect on November 1, 2011.
The Committee also continues to follow up
on the rules regarding internal control of
financial information and its certification by
the Bank's management.

OUTSTANDING FEMALE REPRESENTATION,
WITHIN A STRONG BOARD OF DIRECTORS
During 2009, Mr. Pierre Michaud announced
that he would be leaving the Board of
Directors. Mr. Michaud was a Board member
for almost 20 years. His exceptional contri-
bution deserves special mention. Having
worked closely with him, | can say that his
excellent judgment and extensive knowledge
have been of great benefit to us throughout
the years. | would like to extend my sincere
gratitude to Mr. Michaud for his devotion
to our organisation.

Ms. Marie-France Poulin will be replacing
Mr. Michaud on the Board. Ms. Poulin has
an impressive background and is well-known
for her eagerness when taking on new chal-
lenges. We are convinced that her valuable
input will contribute to the upholding of
judicious decisions.
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With the nomination of Ms. Poulin, the
Laurentian Bank now counts five women
within its 13-member Board of Directors.
We are proud to say that this is the largest
representation of women on any board in
the Canadian banking industry.

During the annual shareholders meeting
in March 2009, Mr. Michel Labonté was
elected administrator. His vast and valuable
experience in the banking industry has already
enriched our competencies as a group. | thank
him for his already very significant contribution
to the work of the Board thus far.

The men and women who make up our
Board of Directors have a solid experience
and recognized skills which when combined,
produce an outstanding team. With the
increasingly demanding responsibilities
of the Bank’s Board of Directors, it is impe-
rative that its members be highly competent
individuals. | would like to take this opportunity
to thank the members of the Board for their
excellent work.

My thanks are also extended to the
members of the Bank’'s Management
Committee. They have spared no effort to
mobilize the resources necessary to reach
the objectives that have been set, while
maintaining their firm commitment to the
Bank's business plan. Their close collabo-
ration with the members of the Board is
further evidence to the Bank's dedication
to its shareholders.

- S—

DENIS DESAUTELS, O.C., FCA
CHAIRMAN OF THE BOARD
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A FEW

NOTEWORTHY

EVENTS

038

11/08

Carlos Leitao, Chief Economist
at Laurentian Bank Securities,
is ranked second among the
world’s best economists in
Bloomberg News’ annual review
of economic forecasting.

A new financial services boutique
opens in St-Jérdme.

12/08
Record net income of $102.5 million
is announced for 2008.

Michel C. Lauzon assumes the position

of Chief Financial Officer following
the retirement of Robert Cardinal.

For the 5% year, over 1,000 Laurentian

Bank employees participate actively
in the Media's Big Food Drive by
organizing 70 street collections
across Québec.

01/09
A new financial services boutique
opens in Terrebonne.

The financial services boutique

in Gatineau moves to new premises.

Two new investment products
are launched as part of the RRSP
campaign—the Income Action GIC
and the Extra Multi-Rater GIC.

02/09

Laurentian Bank is recognized
as the second most admired
financial institution by Québecers
according to a Léger Marketing
survey published in Commerce
magazine.

Réjean Robitaille is named the
second most influential person
in Québec'’s financial industry.

Laurentian Bank receives a prize
at the ELIXIR Gala highlighting
excellence in the implementation

of its technology modernization and
operational enhancement project.

03/09

Michel Labonté is appointed

to the Bank’s Board of Directors
during the annual meeting

of shareholders.

A promotional campaign is
launched offering consumers
up to 5% cash back on

their mortgages.

04/09

B2B Trust signs a distribution
agreement with Guardian
Group of Funds Ltd. and BMO
Investments for its investment
loans and RRSPs.

The Association of Québec

Women in Finance awards Laurentian
Bank’s Dana Ades-Landy, Senior
Vice-President, Major Accounts,

the Engagement within the
Association prize.

05/09

Laurentian Bank ranks among

the top 20 best corporate citizens in
Québec, in a study performed by the
Responsible Investment Group.

06/09

Laurentian Bank wins the call

for tenders and becomes exclusive
supplier of automatic teller machines
for the Montreal subway system.

07/09
Laurentian Bank raises $42,000
for the Fondation Marie Vincent.

08/09

Laurentian Bank announces a
donation of $300,000 to Concordia
University in Montréal.

09/09

B2B Trust launches a new reduced
rate investment loan campaign.

10/09

Marie-France Poulin is appointed
to Laurentian Bank’s Board of
Directors, following monsieur
Pierre Michaud’s departure.

Laurentian Bank is inducted into
the Fédération des chambres de
commerce du Québec’s hall of fame
for Québec businesses.
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Management’s
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Discussion and Analysis

FOR THE YEAR ENDED OCTOBER 31, 2009

Summary of
financial results

OVERVIEW OF FISCAL 2009

For the year ended October 31, 2009, the Bank reported net income
of $113.1 million, or diluted net income of $4.23 per common share,
compared with $102.5 million, or diluted net income of $3.80 per
common share in 2008. Return on common shareholders’ equity
was 11.4% in 2009, compared with 11.0% in 2008.

Net income in 2009 includes income from discontinued
operations of $11.5 million, or $0.48 diluted per common share,
related to the sale of asset management activities in fiscal 2005.
Net income in 2008 included income from discontinued operations
of $4.4 million, or $0.19 per common share—diluted. Income from
continuing operations was $101.7 million in 2009, or $3.75 per

common share—diluted, compared with $98.1 million, or $3.61
per common share—diluted in 2008.

The Bank continued to deliver solid performance in 2009.
Record growth in personal and commercial loan and deposit
portfolios significantly improved revenues, while tight cost control
contributed to improve efficiency. However, higher loan losses
resulting from poor economic conditions throughout the year
and losses on securities dampened the Bank'’s results. With solid
liquidity and capital levels, the Bank maintained a strong financial
position throughout the year and is well positioned at the outset
of fiscal 2010.

NET INCOME RETURN ON COMMON SHAREHOLDERS’ EQUITY DILUTED NET INCOME PER COMMON SHARE

(in millions of dollars) (as a percentage) (in dollars)

65.3 703 945 102.5 1131 7.8 8.2 11.0 11.4 2.26 248 3.48 3.80 423
2005 2006 2007 2008 2009 2005 2006 2008 2009 2005 2006 2007 2008 2009
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i NET INCOME HIGHLIGHTS OF 2009 i

$ - NET INCOME UP 10% TO $113.1 MILLION

i | -- TOTAL OPERATING REVENUE UP 6% TO $666.5 MILLION i

i | --RETURN ON COMMON SHAREHOLDERS’ EQUITY OF 11.4% i
--RECORD LOAN AND DEPOSIT GROWTH

M I I_ I_ I ON -- SOLID CAPITAL AND LIQUIDITY POSITIONS

TABLE 1
CONSOLIDATED RESULTS
For the years ended October 31 (in millions of dollars, except per share and percentage amounts)

VARIANCE

2009 2008 2007 09/08

Net interest income $ 4238 $ 4053 $ 3902 5%
Other income 242.7 2252 1937 8
Total revenue 666.5 6305 5839 6
Provision for loan losses 56.0 485 40.0 15
Non-interest expenses 4720 446.0 4274
Income from continuing operations before income taxes 1385 136.0 1165
Income taxes 36.9 379 264 3)
Income from continuing operations 101.6 98.1 90.1 4
Income from discontinued operations, net of income taxes 115 44 44 161
Net income $ 1131 $ 1025 $ 945 10%
Preferred share dividends, including applicable taxes $ 121 $ 118 $ 119 3%
Net income available to common shareholders $ 1010 $ 907 $ 826 11%
Average number of common shares outstanding (i thousands)

Basic 23,858 23837 23678

Diluted 23,876 23,880 23,728
Income per common share from continuing operations

Basic $ 375 $ 362 $ 330 4%

Diluted $ 375 $ 361 $ 329 4%
Net income per common share

Basic $ 423 $ 381 $ 349 11%

Diluted $ 423 $ 380 $ 348 11%
Return on common shareholders’ equity 11.4% 11.0% 10.9%
Return on common shareholders’ equity for continuing operations 10.1% 105% 10.3%

2009 Financial performance

The Bank met or exceeded all of its published objectives for fiscal 2009, as illustrated in the table below. Considering the prevailing economic
conditions, this is a significant achievement. In addition, the Bank has continued to generate strong internal growth and maintained a solid
financial position through the year.

TABLE 2
PERFORMANCE INDICATORS

2008 RESULTS 2009 OBJECTIVES 2009 RESULTS

Return on common shareholders’ equity 11.0% 10.0% to 12.0% 11.4%
Diluted net income per common share $3.80 $3.70 to $4.40 $4.23
Total revenue +8% + 2% to 5% + 6%
$630 million $645 to $665 million $667 million

Efficiency ratio 70.7% 73% to 70% 70.8%

Tier | BIS capital ratio 10.0% minimum of 9.5% 11.0%
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Corporate
priorities for 2010
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THE BANK’S THREE MAIN
PRIORITIES WILL REMAIN
AT THE FOREFRONT OF
STRATEGIC DEVELOPMENT
FOR 2010.

Increase

our profitability

Ensure sustained growth in each
business segment, by focusing on
markets in which we have strong
competitive advantages

Continue implementing strategies
to develop our sales culture, while
maintaining top-flight customer
service—the cornerstone of

our reputation

Improve
our efficiency
-- Continue optimizing
key processes
-- Ensure excellence
in execution

Develop our

human capital

Reinforce hiring strategies and
talent management to support
sustained growth

Support business segment
initiatives to enhance employee
performance

Review of 2009 business segment
operations and 2010 priorities

This section outlines the Bank’s operations according to its organizational 1. Retail & SME Québec Record increases in loan and
structure. Services to individuals, businesses, financial intermediaries and 2. Real Estate & Commercial deposit portfolios, solid core
institutional clients are offered through the following business segments: 3. B2B Trust operating revenue growth and
4. Laurentian Bank Securities stringent cost control contributed
5. Other to sound performance from our
business segments in 2009.
TABLE 3
NET INCOME CONTRIBUTIONS
For the years ended October 31 (in millions of dollars, except percentage amounts)
LAURENTIAN
RETAIL & SME REAL ESTATE & BANK
QUEBEC COMMERCIAL B2B TRUST SECURITIES OTHER TOTAL
2009
Net income $51.1 $34.1 $32.1 $8.6 $(12.8) $113.1
Growth 2009/ 2008 13% 20% (8)% 399% n.a. 10%
2008
Net income $454 $28.6 $349 $17 $(8.1) $1025
Growth 200872007 (4)% 33% 14% (76)% na. 8%
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BUSINESS SEGMENTS
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Retail & SME Québec

The Retail & SME Québec business
segment’s contribution to net income improved
$5.7 million, or 13%, to $51.1 million in 2009,
compared with $45.4 million in 2008. Net
income for 2009 includes income from
discontinued operations of $11.5 million
related to the sale of asset management
activities in fiscal 2005, while earnings for
2008 included income from discontinued

operations of $4.4 million. Income from

continuing operations was $39.6 million in

2009, compared with $41.0 million in 2008.
Total revenue increased by 3% or

$10.7 million, from $415.2 million in 2008

to $425.9 million in 2009, as a result of

continued growth in loan and deposit volumes.

Loan losses were higher, at $41.9 million in

2009, compared with $33.6 million in 2008,

reflecting ongoing weaker credit conditions.
Non-interest expenses rose $6.6 million
or 2% to $333.5 million in 2009 from
$326.9 million in 2008, due mainly to
higher salaries and advertising expenses.

Real Estate & Commercial

The Real Estate & Commercial business
segment’s contribution to net income
improved by $5.5 million or 20% to
$34.1 million in 2009, compared with
$28.6 million in 2008.

Total revenue rose $19.1 million or 27%

to $90.5 million in 2009 from $71.4 million
in 2008, driven by strong loan growth and
recent initiatives to grow deposits, as well
as sound pricing strategies. Loan losses,
essentially in commercial lending, were

up $9.8 million in 2009, compared with

$5.4 million in 2008. Non-interest
expenses grew 33% or $7.7 million to
$31.0 million in 2009 from $23.3 million
in 2008, due mainly to higher salaries
and variable compensation and provisions
for specific operational issues.

B2B Trust

The B2B Trust business segment’s contribution
to net income declined by $2.8 million, or 8%,
to $32.1 million in 2009, compared with

$34.9 million in 2008.

Total revenue rose $2.5 million to $100.3 mil-

lion in 2009 from $97.8 million in 2008. Net
interest income was up $3.4 million year-over-

year, driven primarily by loan and deposit growth.

While net interest income was under pressure

at the beginning of the year, the relative easing
of funding conditions during the last six months
of 2009 and the gradual reduction of the

introductory promotional interest rate on

B2B Trust’s High Interest Investment Account
(HIIA) boosted net interest margin in the latter
part of the year. However, deposit pricing has
remained historically tight.

Deposits totalled $9.1 billion as at
October 31, 2009, up $3.0 billion since the
beginning of the year. The sharp increase
resulted mainly from our new HIIA, which
added a reliable funding source to support
retail growth initiatives. Loans also continued
their expansion, increasing the average level

by $410 million over the last twelve months,
mostly in mortgage lending.

The provision for loan losses was up
$4.3 million in 2009, compared with $1.5 million
in 2008, reflecting the impact of the recent
economic slowdown on borrowers’ ability to
fully service their debt in most loan portfolios.
However, loan losses remain low considering
the size of the underlying portfolios. In line with
increased activity, non-interest expenses rose
$5.3 million to $49.0 million in 2009 from
$43.7 million in 2008.

Laurentian Bank Securities

The Laurentian Bank Securities (LBS)
business segment’s contribution to net
income rose sharply to $8.6 million in
2009 from $1.7 million in 2008. The
strong performance of the Institutional
Fixed Income division and improved
results in the Institutional Equity and
Retail Brokerage activities contributed
to this excellent revenue performance.

Non-interest expenses increased
markedly to $41.6 million in 2009 from
$29.7 million in 2008, primarily due to
higher employee compensation.

The Other segment includes the activities

of the Bank’s various corporate support
departments, mainly Treasury, Credit, Finance
and Strategic Development, Risk Management,
Technology, Operations, Corporate Affairs and
Human Resources. However, the segment’s
results primarily reflected Treasury activities,
since expenses from the other corporate
support departments are generally charged
back to other business segments.

The Other segment posted a negative net
income contribution of $12.7 million in 2009,
compared with $8.0 million in 2008. Total
revenue decreased by $18.5 million, as a result
of the lower overall interest rate environment,
higher funding costs at the beginning of the year
and higher net losses on securities incurred in
2009. Treasury and financial market revenues
for 2008 included a $12.9 million gain on the
sale of Montréal Exchange shares.

Results for 2008 also included an additional
general provision for loan losses of $8.0 million
and a $5.6 million income tax charge arising
from a reduction in federal income tax rates,
partly offset by the lower income taxes on
certain capital gains.
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SEGMENT CONTRIBUTION

For the years ended October 31 (in millions of dollars, except percentage amounts)
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Retail & SME Québec

TABLE 4 2009 2008 2007
N 63060 s2008  sosas FINANCIAL HIGHLIGHTS 2009 R - d - I
et interest income 306.0 $299.3 $284.2 : 0
Other income 119.9 1159 1137 1. Net income up 13% esidentia
Total revenue 4259 4152 397.9 2. Residential mortgage loan mortgage loan
Provision for loan losses 419 336 29.2 portfolio up 15% -
Non-interest expenses 3335 3268 3105 ! ) 0 po rtfoliou P
Income from continuing operations 3. Commercial loan pOI’th|IO up 14%
before income taxes 505 54.8 58.2 4. Average deposit up 6%
Income taxes 109 138 15.2 A 0,
Income from continuing operations 396 410 430 5. Revenues up $10.7 million or 3%
Income from discontinued operations,
net of income taxes 115 4.4 4.4
Net income $ 511 $ 454 $ 474
Efficiency ratio 78.3% 78.7% 78.0%
Average loans $10,836 $9,900 $9,119
Average deposits $ 7882 $7,461 $7,060
N 2009 2008 2007 Real Estate & Commercial
FINANCIAL HIGHLIGHTS 2009
Net int_erest income $ 676 $ 552 $ 459 1. Net income up 20%
Other income 229 16.2 16.1 2. Average loan growth of 13%
Total revenue 905 L4 620 3. Revenues up $19.1 million or 27%
Provision for loan losses 9.8 54 6.7 . . . .
Non-interest expenses 310 233 229 4. Sustained credit quality as evidenced
Income before income taxes 497 427 324 by the low level of loan losses
Income taxes 15.6 14.1 10.8
Net income $ 341 $ 286 $ 216 INCREASE
Efficiency ratio 34.3% 32.7% 36.9% 1IN revenues
Average loans $ 2234 $1,984 $1,670
Average deposits $ 298 $ 180 $ 150
TABLE 6 2009 2008 2007 B2B Trust
"""" FINANCIAL HIGHLIGHTS 2009
Net interest income $ 907 $ 87.3 $ 810 1. Deposits up more than $3 billion
Other income 96 105 115 2. Continued revenue growth of
Total. rgvenue 100.3 97.8 925 $2.5 million or 3%
Provision for loan losses 4.3 15 4.1 . o
Non-interest expenses 490 437 424 3. Investment loan portfolio up 4%
Income before income taxes 470 52.6 46.0 4. Residential mortgage loans up 21%
Income taxes 14.9 177 155 5. Low level of loan losses, despite the
Net income $ 321 $ 349 $ 305 recent economic slowdown
Efficiency ratio 48.9% 44.6% 45.8%
Average loans $ 4,255 $3,845 $3,089
Average deposits $ 7893 $6,059 $5,476
TABLE s 2009 2008 2007 Laurentian Bank Securities
"""" FINANCIAL HIGHLIGHTS 2009
Total_revenue $ 548 $ 324 $ 396 1. Sharp increase in revenues
Non-interest expenses 416 29.7 30.7 2. Fivefold growth in net income
Income before income taxes 132 2.7 89 3. Strong performance of the
Income taxes 4.6 1.0 18 L . P
- Institutional Fixed Income division
Net income $ 86 $ 17 $ 71 4. Improved results in the
Efficiency ratio 76.0% 91.6% 775% ! p. . | u : d i
Clients’ brokerage assets $ 1,970 $1,643 $1,995 Institutiona I_Equ_lty and Retai
Brokerage divisions
TABLE 8 2009 2008 2007 Other
FINANCIAL HIGHLIGHTS 2009
Net intferest income $(42.8) $(39.5) $ (229 1. Securitization revenues
onerncone 18 552 148 of $34.4 milion CAREFULLY
Total revenue (5.0) 137 (8.1) L if f
Provision for loan losses - 8.0 - 2. .Slgmﬂlfantl;lmprovements I l l an ag e d
Non-interest expenses 16.9 225 20.9 in marketable security
Income before income taxes (21.9) (16.8) (29.0) portfollos < R E D I I
Income taxes recovery (9.1) (8.7) (16.9)
Net loss $(12.8) $ (81) $ (12.1)

RISK
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Retail & SME Québec

2009 KEY ACCOMPLISHMENTS

-- Obtained the exclusive contract to operate the ATM network
in the Montréal Metro subway system

-- Increased our residential mortgage volumes significantly

-- Expanded mobile banking teams

-- Developed a successful strategy to offer a suite of banking
products and services targeted at specific industries within
the Québec SME market

-- Continued leveraging our business intelligence
to drive development

PRIORITIES FOR 2010

-- Increase our share of wallet per customer

-- Diversify our revenue streams

-- Improve branch operating efficiency

-- Expand distribution channels, particularly our mobile bankers

and investment advisors

Pursue investments in our branch and ATM network infrastructure
Continue building specialist teams to serve the Québec SME market

Real Estate & Commercial

2009 KEY ACCOMPLISHMENTS

-- Captured market opportunities to significantly grow the loan
portfolio while maintaining prudent underwriting standards

-- Generated a more balanced portfolio between interim lending
and term lending through growth

-- Diversified funding sources by growing commercial deposits

-- Enhanced the Bank’s sound reputation in the real estate market
and syndicated loan market

PRIORITIES FOR 2010

-- Expand real estate financing while upholding our prudent approach
to risk management

-- Grow commercial loans and deposits in selected market segments

-- Invest in human capital and selectively expand the team

-- Cross-sell the Bank’s products and services to our existing clientele

B2B Trust

2009 KEY ACCOMPLISHMENTS

-- Launched High Interest Investment Account with great success

-- Introduced preferred mortgage partner program for mortgage brokers

-- Improved our online loan application (EASE) by streamlining the process
for advisors

-- Extended our investment loan product line-up with the launch
of the 3 For 1 loan and the B2B Trust Select loans

-- Broadened the distribution alliance program with the addition
of 4 new distribution alliances, now totalling 66

PRIORITIES FOR 2010

-- Maximize distribution by continuously enhancing our products
and services and expanding our distribution channels
Enhance advisor and consumer loyalty to develop
cross-selling opportunities

Achieve operational excellence

Invest in training and coaching to improve our leadership
bench strength

Laurentian Bank Securities

2009 KEY ACCOMPLISHMENTS

-- Delivered strong performance and market share gains in the Institutional
Fixed Income business

-- Continued to expand the Institutional Equity, Investment Banking
and Retail Brokerage operations

-- Participated in a growing number of corporate and government
syndicates owing to our growing presence and reputation

- Expanded our distribution network as investors and issuers sought new
financial relationships

PRIORITIES FOR 2010

-- Manage our balance sheet effectively and efficiently

-- Continue to differentiate ourselves as a Bank-owned small
cap investment dealer and capitalize on ensuing synergies
Expand our Fixed Income presence in Canada

-- Develop our human capital and selectively hire key personnel

Other

2009 KEY ACCOMPLISHMENTS
-- Effectively managed high excess liquidity amid challenging markets
- Maintained prudent asset-liability management in a challenging
low-interest rate environment
-- Carefully managed credit risks in a deteriorating
underwriting environment
-- Continued implemeting performance management model
-- Continued investing in technology to support growth
and strengthen processes
-- Raised visibility and profile in core markets

PRIORITIES FOR 2010

-- Continue optimal liquidity management

-- Maintain prudent asset-liability management

-- Ensure tight credit management to limit loan losses and

maximize recovery

Improve and strengthen processes through information

technology developments

-- Implement ongoing improvements to our human resources practices
-- Maintain our rigorous risk management approach
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Outlook and
objectives for 2010

TIMID RECOVERY IN 2010 IS STILL THE MOST LIKELY SCENARIO

A policy-driven global economic rebound is underway, following
the Great Recession of 2008-09. As is well known now, this
recession was triggered by a massive financial panic that started
in the United States and quickly spread globally via trade channels
and intertwined financial markets. In Canada, the economy is also
returning into positive territory in the fall of 2009 and is expected
to expand by about 2.5% in 2010 after having stalled in 2008
and declined by an estimated 2.6% in 2009. While such a rebound
is obviously welcome news, it must be pointed out that 2.5%
real GDP growth is a significantly slower pace of expansion than
in previous cycles.

Activity in the export-oriented, goods-producing industries has
plunged sharply and is slow to revive owing, in a large part, to
weak U.S. demand for consumer and capital goods and also to the
unusual strength of the Canadian dollar (unusual in the sense that
coming out of recession, the currency had typically been relatively
weak). The United States is still Canada’s largest trading partner
by far, a well-known fact worth recalling in times of great volatility
and uncertainty. In fact, unlike Australia for example, Canadian real
GDP logged a sharp 4.2% decline from July 2008 to September
2009. Among other things, this resulted in a major shift from large
“twin surpluses” (i.e. fiscal and current account) in the 2004-2008
period, to widening “twin deficits” that will extend well into 2011.

To offset export weakness, the Bank of Canada has kept policy
interest rates very low (0.25%) since April 2009, where they should
stay at least until the end of June 2010; if anything, the timing of
monetary policy normalization might be pushed back if external
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demand for Canada’s exports does not recover convincingly. Those
low interest rates and a well-functioning banking system have allowed
for moderate domestic demand growth, thus offsetting some of the
external weakness. This pattern will likely persist into 2010, although
it would become increasingly difficult to maintain it in the absence of
a self-sustaining economic recovery in the United States. Housing
market activity in particular is vulnerable to moderate “reset” risk, i.e.
higher interest rates later in 2010, and deteriorating affordability in
an environment of relatively high rates of unemployment (just under
9% on average in 2010 from 8.4% in 2009).

South of the border, there still is great uncertainty as to consumers’
ability to drive the recovery given high rates of unemployment, the
near-absence of income growth and an overriding desire to rebuild
savings. Furthermore, there is also growing concern about the size
of the U.S. budget deficit and the process through which that
deficit would return to balance. Fiscal uncertainty, therefore, could
well put additional pressure on monetary policy and constitutes the
key risk hanging over North American financial markets into the
medium term.

How we will measure our performance in 2010

As discussed above, the economic outlook remains a significant
source of uncertainty. However, as shown in 2009, the Bank has
the capacity to adapt its business plan to take advantage of market
opportunities in an unsettled environment. Accordingly, the following
objectives for 2010 clearly reflect management'’s confidence in the
Canadian economy and its conviction that the Bank has the ability
to deliver.

TABLE 9
2010 FINANCIAL OBJECTIVES

Revenue growth

5% to 10%

Efficiency ratio

70% to 67%

Return on common shareholders’ equity

10.0% to 12.0%

Diluted net income per common share

$4.00 to $4.70

Tier | BIS capital ratio

minimum of 9.5%
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Key assumptions supporting the Bank’s objectives

The following assumptions are the most significant items
considered in setting the Bank'’s strategic priorities and financial
objectives. Other factors such as those detailed in the Caution
Regarding Forward-Looking Statements and Integrated Risk
Management Framework sections of this MD&A could also
cause future results to differ materially from these objectives.

Analysis of
consolidated results

Net income totalled $113.1 million in 2009, as compared with
$102.5 million last year. Net income in 2009 includes income from
discontinued operations of $11.5 million related to the sale of asset
management activities in fiscal 2005, while earnings for 2008
included income from discontinued operations of $4.4 million.
Income from continuing operations amounted to $101.7 million
in 2009, compared with $98.1 million in 2008.

Discontinued Operations—Sale of BLC-Edmond

de Rothschild Asset Management Inc.

In fiscal 2005, the Bank sold its interest in the joint-venture

BLC-Edmond de Rothschild Asset Management Inc. to Industrial

Alliance Insurance and Financial Services Inc. As part of this

transaction, a portion of the proceeds was subject to recovery

clauses, based on net annual mutual fund sales, and therefore, the

sale resulted in the recognition of a $26.2 million deferred gain.
During fiscal 2009, the Bank recognized the $5.2 million

remainder of the selling price in income, in light of net sales to date.

Also in 2009, the Bank recognized a final adjustment to the selling
price of $8.3 million in relation to a cumulative net sales threshold
for the first five years of the agreement. Note 27 to the annual
consolidated financial statements provides additional information
regarding this transaction.

TOTAL REVENUE

Total revenue was $666.5 million in 2009, up $36.0 million or
6%, compared to $630.5 million in 2008. Net interest income
improved by $18.5 million and other income grew $17.5 million,
as detailed hereafter.
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The objectives on the previous page for 2010 assume that the
Canadian economy will return to growth cycle in 2010, but that
unemployment will remain high and maintain pressure on loan losses.
These objectives also assume continued loan growth at a rate similar
to 2009, slimmer securitization gains and the lack of future income
from discontinued operations. Generating core operating income
growth remains at the forefront of the Bank's strategies for 2010.

TOTAL REVENUE MIX
(as a percentage)

A. Net interest income 63.6%
B. Fees and commissions

on loans and deposits 15.2%
C. Income related to financial markets®  14.5%
D. Others 6.7%

v

(1) Including income related to brokerage operations, income from treasury
and financial market operations and securitization income.

Net interest income

Net interest income rose $18.5 million to $423.8 million in 2009
from $405.3 million in 2008, as shown in Table 10. This
improvement essentially reflects the record growth in retail and
commercial loans and deposits, as detailed on page 29 of this
MD&A. Net interest margin narrowed 14 basis points to 2.07% in
2009, compared with 2.21% in 2008. During the first six months
of 2009, the combined effect of a lower overall interest rate
environment, the introductory promotional interest rate on

B2B Trust HIIA and sustained competition for retail term deposits
has particularly impacted net interest margins. However, strategic
repricing initiatives launched in early 2009, the gradual reduction in
the introductory promotional interest rate on the HIIA and a relative
easing in pricing conditions during the latter portion of the year
fuelled a sharp recovery in net interest margins, which amounted
to 219% for the fourth quarter.
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LAURENTIAN BANK PRIME RATE AND BANKERS' ACCEPTANCE RATE
(As at October 31, in percentage)
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As shown in the accompanying graph, short-term interest rates
reached record lows in fiscal 2009.

The Bank uses derivative financial instruments to manage the
interest rate risk associated with some of its loan and deposit
portfolios. In 2009, interest rate swaps generated revenues of
$137.3 million and effectively compensated lower interest income
stemming from variable rate loan portfolios in the context of the
unusually low interest rate environment. Depending on interest
rate fluctuations and on the portfolio mix in terms of maturity and
product types, actual return on portfolios can vary substantially.
The Bank uses models to quantify the potential impact of various
rate scenarios on future revenues and equity, as explained in the
Asset and Liability Management Activities section on page 43
of this MD&A.

TABLE 10
CHANGES IN NET INTEREST INCOME
For the years ended October 31 (in millions of dollars, except percentage amounts)

2009 2008
AVERAGE AVERAGE AVERAGE AVERAGE AVERAGE AVERAGE
VOLUME IN % VOLUME INTEREST RATE VOLUME IN % VOLUME INTEREST RATE
Assets
Cash resources and securities 205% $ 4,193 $ 753 1.80% 190% $ 3488 $ 872 250%
Assets purchased under
reverse repurchase agreements 3.4 702 4.0 057 32 588 114 194
Loans
Personal 27.7 5,668 279.7 494 29.8 5454 359.2 6.59
Residential mortgages 319 6,531 3104 475 329 6,041 3291 545
Commercial mortgages 51 1,055 55.2 524 44 813 491 6.04
Commercial and other 7.9 1,609 70.2 4.36 77 1411 850 6.02
Derivate financial instruments - - 137.3 - — - 340 -
Other assets 35 726 - — 30 545 - -
Total—assets 100.0% $20484 $932.1 4.55% 1000% $18,340 $9550 521%
Liabilities and shareholders’ equity
Demand and notice deposits $ 4,753 $ 352 0.74% $ 2759 $ 173 0.63%
Term deposits 12,318 458.6 3.72 11,910 4911 412
Obligations related to assets sold short
or under repurchase agreements 1,489 6.8 0.45 1,994 274 137
Derivative financial instruments - - - - 6.2 -
18,560 500.6 2.70 16,663 542.0 325
Acceptances 155 - - 97 - -
Other liabilities 495 - - 393 — -
Subordinated debentures 150 7.7 5.16 150 77 516
Shareholders’ equity 1,124 - - 1,037 - -
Total—liabilities and shareholders’ equity $20,484 $508.3 2.48% $18,340 $549.7 3.00%
Net interest income $423.8 2.07% $4053 221%
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NET INTEREST INCOME
(in millions of dollars)

NET INTEREST MARGIN
(as a percentage of average assets)

325.7 357.2 390.2 405.3 4238

1.99 214 231 221 2.07

2005 2006 2007 2008 2009

2005 2006 2007 2008 2009

Other income

Other income totalled $242.7 million in 2009, compared with
$225.2 million in 2008. The increase resulted mainly from fees
and commissions on loans and deposits and brokerage revenues,
as detailed below.

Fees and commissions on loans and deposits rose to $101.4 million
for fiscal 2009 from $91.9 million in 2008. The increase was mainly
attributable to overall lending business growth.

Income from brokerage operations grew markedly to $51.8 million
for fiscal 2009 from $28.7 million in 2008, driven by continued
strong performance from the Institutional Fixed Income division of
Laurentian Bank Securities and recovering equity markets. Results
for 2008 included an additional $3.0 million charge related to
securities issued by conduits covered by the Montréal Accord.

Revenues from securitization remained relatively unchanged
at $34.4 million for fiscal 2009, compared with $35.9 million for
fiscal 2008. During the year, the securitization of $1.0 billion in
residential mortgages generated gains on sale of $37.4 million,
up $7.7 million compared with last year. This result stems from
the favourable market conditions prevailing early in the year and
the Bank's ability to grow its loan portfolio. In addition, servicing
revenues of $7.3 million for fiscal 2009 were more than offset by
changes in fair value of certain retained interests, seller swaps
and financial instruments held as economic hedges related to
securitization activities, as further detailed in Note 6 to the
annual consolidated financial statements.

Credit insurance revenues are mainly generated by insurance
programs related to loans disbursed by the Bank. These revenues
grew 17% to $16.0 million for fiscal 2009, owing mainly to strong
growth in mortgage loan portfolios.

Revenues from the sale of mutual funds fell $1.7 million to
$12.4 million in fiscal 2009. These revenues were impacted
mainly at the beginning of the year by lower market value of
the mutual fund portfolio under administration.

Income from treasury and financial market operations was
down $14.0 million to $10.5 million for fiscal 2009. Treasury and
financial market revenues for fiscal 2009 were particularly affected
by net losses on securities amounting to $9.0 million, including
$5.2 million in impairment charges. Revenues for 2008 included
a $12.9 million gain on sale of Montreal Exchange shares and
offsetting net losses of $10.3 million, mainly on certain U.S. and
international financial institution's fixed-income securities. Additional
information related to the Bank's security portfolios is presented
in Note 4 to the annual consolidated financial statements.

Revenues from registered self-directed plans fell to $8.0 million
for fiscal 2009 from $8.7 million in 2008. This result is linked to
changes in market conditions, weighing down the number of regis-
tered self-directed plans. See the Off-Balance Sheet Arrangements
section on page 31 of this MD&A for additional information.
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TABLE 11
OTHER INCOME
For the years ended October 31 (in millions of dollars, except percentage amounts)

2009 2008 2007 09/08
Fees and commissions on loans and deposits
Deposit service charges $ 534 $ 523 $ 507 2%
Lending fees 300 230 234 30
Card service revenues 18.0 16.6 146 8
Sub-total —fees and commissions on loans and deposits 1014 919 887 10
As a % of average assets 0.50% 050% 053%
Other
Income from brokerage operations 518 287 324 80
Securitization income 34.4 359 6.4 (4)
Credit insurance income 16.0 137 126 17
Income from sales of mutual funds 124 142 134 (13)
Income from treasury and financial market operations 105 245 193 (57)
Income from registered self-directed plans 8.0 87 9.6 (8)
Trust services 1.0 12 13 a7)
Gain on disposal and on modification in ownership interest - - 40 na
Other 7.2 6.4 6.0 13
Sub-total —other 1413 1333 105.0 6
As a % of average assets 0.69% 0.73% 062%
Total - other income $242.7 $2252 $1937 8%
As a % of average assets 1.18% 123% 115%

OTHER INCOME
(in millions of dollars)

PROVISION FOR LOAN LOSSES
The provision for loan losses amounted to $56.0 million for
fiscal 2009, compared with $48.5 million for fiscal 2008, which
included an $8.0 million increase in general provisions. The

1843 1826 1937 2252 242.7 increase generally reflects ongoing credit market challenges
owing to a weaker economy and higher unemployment, as well
as larger loan volumes. The following table details the provision
for loan losses from 2007 to 2009.

2005 2006 2007 2008 2009

TABLE 12

PROVISION FOR LOAN LOSSES
For the years ended October 31 (in millions of dollars, except percentage amounts)

2009 2008 2007
Personal loans $37.1 $295 $27.7
Residential mortgages 15 06 13
Commercial mortgages 10 05 02
Commercial and other loans 16.4 99 108
Sub-total 56.0 405 400
Increase in general allowances - 80 -
Total —provision for loan losses $56.0 $485 $40.0
As a % of average loans, bankers’ acceptances and assets

purchased under reverse repurchase agreements 0.36% 0.34% 0.30%
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Increases in provisions for loan losses for personal loans have
remained well under control considering economic conditions.
However, unsecured lines of credit and credit card receivable
portfolios were predictably the hardest hit compared with last
year. Losses stemming from the point-of-sale financing portfolio
increased in the latter part of the year, despite measures aimed
at reducing the Bank's exposure. However, impaired loans for this
portfolio decreased during the latter part of the year. Losses

on investment loans also increased in 2009, but have remained
relatively low to date.

NON-INTEREST EXPENSES

Non-interest expenses totalled $472.0 million for fiscal 2009,
compared with $446.0 million for fiscal 2008. Salaries and
employee benefits grew $13.4 million compared with fiscal 2008.
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This increase resulted primarily from higher employee compen-
sation, partially offset by lower pension costs.

Premises and technology costs remained relatively unchanged
at $120.0 million for fiscal 2009, compared with $119.2 million for
fiscal 2008. The slightly higher amortization expense, arising from
strategic investments to support growth initiatives and optimize
processes was offset by tight cost controls in other areas.
Technology costs for 2008 included a $2.2 million write-off of
technology development costs.

Other expenses stood at $102.3 million in 2009, compared
with $90.5 million in 2008. This increase is mainly attributable
to higher advertising expenses and adjustments to capital tax
charges, as well as provisions related to specific operational
issues. Table 13 illustrates the changes in non-interest expenses
from 2007 to 2009.

TABLE 13
NON-INTEREST EXPENSES
For the years ended October 31 (in millions of dollars, except percentage amounts)

VARIANCE

2009 2008 2007 09/08

Salaries and employee benefits

Salaries $166.3 $155.7 $146.9

Employee benefits 46.6 50.1 531

Performance-based compensation 36.8 305 293
Sub-total—salaries and employee benefits 249.7 236.3 2293 6%
As a % of average assets 122% 129% 1.36%
Premises and technology

Equipment and computer services 459 452 425

Rent and property taxes 35.3 345 345

Depreciation 324 299 274

Maintenance and repairs 47 55 54

Public utilities 14 13 13

Other 0.3 28 04
Sub-total—premises and technology 120.0 1192 1115 1%
As a % of average assets 0.59% 0.65% 0.66%
Other

Fees and commissions 214 211 19.0

Advertising and business development 211 180 16.8

Taxes and insurance 20.7 176 188

Communications and travelling expenses 181 189 183

Stationery and publications 5.9 6.3 6.2

Recruitment and training 36 37 28

Other 115 4.9 4.7
Sub-total —other 102.3 905 86.6 13%
As a % of average assets 0.50% 049% 052%
Total—non-interest expenses $472.0 $446.0 $4274 6%
As a % of average assets 2.30% 243% 254%
As a % of total revenue (efficiency ratio) 70.8% 70.7% 732%
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EFFICIENCY RATIO
(non-interest expenses as a percentage of total revenue)

76.4 76.1 732 70.7 70.8

2005 2006 2007 2008 2009
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EFFICIENCY RATIO

The efficiency ratio remained relatively unchanged at 70.8% for

fiscal 2009, compared with 70.7% for fiscal 2008, as the Bank's

earning momentum was, to some extent, affected during the year

by unfavourable economic conditions and lower interest rates.
The accompanying graph plots the Bank’s performance in this

regard over the last few years.

INCOME TAX EXPENSE

For fiscal 2009, income tax expense totalled $36.8 million and
the effective income tax rate stood at 26.6%, compared with
$37.9 million and 27.9%, respectively, for fiscal 2008. Results
for fiscal 2008 included the effect of a $5.6 million unfavourable
tax adjustment resulting from lower federal income tax rates,
partly offset by lower income taxes on certain capital gains.
Note 17 to the consolidated financial statements provides
further information on income tax expense.

TABLE 14
RECONCILIATION OF THE INCOME TAX EXPENSE FROM CONTINUING

OPERATIONS TO THE DOLLAR AMOUNT OF INCOME TAX USING THE STATUTORY RATE

For the years ended October 31 (in millions of dollars, except percentage amounts)

2009 2008
Income taxes at statutory rates $433 31.3% $429 31.6%
Change resulting from:

Income related to foreign credit insurance operations (4.5) 32) (38) (2.8)

Tax-exempt dividends (1.6) 1.2) (1.9) (1.4)

37.2 26.9 372 274

Resolution of income tax exposures (2.4) @7 1.8) a3)
Tax rate changes - - 56 42
Non taxable portion of capital gains - - 27) (2.0)
Other 2.0 14 (04) (0.4)
Income taxes from continuing operations, as reported

in the consolidated statement of income and effective tax rate $36.8 26.6% $379 27.9%

OVERVIEW OF FISCAL 2008
For the year ended October 31, 2008, Laurentian Bank reported
net income totalling $102.5 million or diluted net income per
common share of $3.80, compared with $94.5 million or $3.48,
respectively, in 2007. Return on common shareholders’ equity
was 11.0% in 2008, compared with 10.9% in 2007.

Income from continuing operations grew to $98.1 million
or $3.61 per common share—diluted for 2008, excluding an
after-tax gain of $4.4 million on the 2005 sale of BLC-Edmond

de Rothschild Asset Management Inc., as detailed on page 21 of
this MD&A. For fiscal 2007, income from continuing operations
stood at $90.1 million or $3.29 per common share—diluted,
excluding a similar after-tax gain of $4.4 million.

Results for 2008 included a number of significant offsetting
items as detailed on the following page. In addition, the Bank
incurred net losses of approximately $10.3 million ($6.7 million
after income taxes) in 2008 on certain U.S. and international
financial institution fixed-income securities.
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TABLE 15
SIGNIFICANT ITEMS AFFECTING RESULTS OF FISCAL 2008
(in millions of dollars)

ITEMS, BEFORE
INCOME TAXES

ITEMS, NET OF
INCOME TAXES

Decrease in future tax assets arising from

the reduction of federal income tax rates
Gain on sale of Montréal Exchange shares
Increase in the general allowance for loan losses

$ n/a $(5.6)
129 111
$(8.0) $(5.5)

Analysis of
quarterly results

SUMMARY ANALYSIS OF RESULTS

FOR THE FOURTH QUARTER OF FISCAL 2009

Net income for the fourth quarter ended October 31, 2009 totalled
$38.2 million, compared with $27.3 million for the same period last
year. Net income for the fourth quarter of 2009 includes income
from discontinued operations of $11.5 million related to the sale of
asset management activities in fiscal 2005, while income for the
fourth quarter of 2008 included income from discontinued operations
of $4.4 million. Income from continuing operations amounted to
$26.8 million for the fourth quarter of 2009, compared with

$22.9 million for the fourth quarter of 2008.

Total revenue was up 17% to $178.5 million in the fourth quarter
of 2009 from $152.8 million in the fourth quarter of 2008. Net
interest income grew $14.9 million to $118.2 million in the fourth
quarter of 2009 from $103.3 million in the fourth quarter of 2008,
driven mainly by higher loan and deposit volumes. Net interest
margin in the fourth quarter recovered to 2.19% after being under
pressure early in the year, while it stood at 2.15% a year ago.
During the year, the Bank held a relatively higher level of lower
yielding liquid assets fuelled by record personal deposit growth.
This additional flexibility, against a backdrop of uncertain economic
conditions, has secured the Bank’s funding needs and enabled it
to capitalize on growth opportunities.

Other income totalled $60.3 million during the fourth quarter
of 2009, compared with $49.5 million in the fourth quarter of
2008. Income from brokerage operations improved markedly
by $11.5 million to $16.9 million, compared with the same
period last year, owing to continued strong performance
from the Institutional Fixed Income division of Laurentian
Bank Secutities and recovering equity markets. Fees and
commissions on loans and deposits also rose $2.3 million,

due to an overall increase in business activity. The contribution from
treasury and financial market operations was hampered by net
losses on securities of approximately $3.5 million for the fourth
quarter of 2009. Income from treasury and financial market
operations for the fourth quarter of 2008 included net losses
of $8.3 million, mainly on certain U.S. and international financial
institution fixed-income securities. Revenues from securitization
activities totalled $5.6 million for the fourth quarter of 2009,
including net gains of $6.2 million on sale of $269 million of
residential mortgages. Securitization revenues amounted to
$10.2 million for the fourth quarter of 2008. Other activities
yielded generally comparable year-over-year results.

The provision for loan losses amounted to $16.0 million in the
fourth quarter of 2009, compared with $10.5 million in the fourth
quarter of 2008. The year-over-year increase reflects the effect
of an overall deterioration in economic conditions.

Non-interest expenses totalled $128.1 million for the fourth
quarter of 2009, compared with $113.0 million for the fourth
quarter of 2008. Salaries and employee benefits rose $7.5 million,
mainly as a result of higher variable compensation, partially offset
by lower pension expenses. Other expenses were up $6.5 million,
due mainly to tax charges and provisions related to specific opera-
tional issues. Premises and technology costs remained relatively
unchanged year-over-year. The efficiency ratio (non-interest
expenses divided by total revenue) improved to 71.8% in the fourth
quarter of 2009 from 74.0% in the fourth quarter of 2008.

For the quarter ended October 31, 2009, income tax expense
related to continuing operations stood at $7.6 million with an
effective tax rate of 22.1%. For the quarter ended October 31,
2008, income tax expense related to continuing operations
amounted to $6.4 million with an effective tax rate of 21.7%.
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ANALYSIS OF THE EVOLUTION OF THE QUARTERLY RESULTS

The Bank's intermediation business provides a relatively steady
source of income, stemming from large volumes of loans and
deposits not likely to experience significant fluctuations in the short
term. However, treasury operations and certain activities related to
financial markets, such as securitization operations and trading
activities, may result in significant volatility. In addition, sharp

LAURENTIAN BANK 2009 ANNUAL REPORT

variations in market interest rates or equity markets may also
influence operating results. Other transactions, specific events or
regulatory developments may also influence our results. Given that
the second quarter usually consists of only 89 days, compared with
92 days for the other quarters, net interest income for that quarter
is generally lower. The following table summarizes quarterly results
for fiscal 2009 and fiscal 2008.

TABLE 16
QUARTERLY RESULTS
For the quarters ended (in millions of dollars, except per share amounts)

2009 2008
OCT. 31 JULY 31 APRIL 30 JAN. 31 OCT. 31 JuLy 31 APRIL 30 JAN. 31
Total revenue $1785 $176.7 $154.8 $156.5 $152.8 $1711 $1555 $1511
Income from continuing operations 26.7 28.7 212 250 230 309 251 191
Net income $ 382 $ 287 $ 212 $ 250 $ 274 $ 309 $ 251 $ 191
Income per common share from
continuing operations
Basic $ 0.99 $ 1.08 $ 076 $ 092 $ 084 $ 117 $ 093 $ 068
Diluted $ 099 $ 1.08 $ 076 $ 091 $ 084 $ 117 $ 093 $ 068
Net income per common share
Basic $ 147 $ 1.08 $ 076 $ 092 $ 102 $ 117 $ 093 $ 068
Diluted $ 147 $ 1.08 $ 076 $ 091 $ 102 $ 117 $ 093 $ 068
Over the past eight quarters, income from continuing operations 2008

has generally trended upward, driven mainly by sustained growth in
loan and deposit portfolios. Income from discontinued operations
of $11.5 million in the fourth quarter of 2009 and $4.4 million in
the fourth quarter of 2008 had a significant impact on net income
for these quarters. Furthermore, certain specific factors, as detailed
below, have affected income from continuing operations.

2009

— During the first six months of 2009, net interest income declined
despite growth in loans and deposits, as net interest margins
were impacted by market conditions and the introduction of
the B2B Trust HIIA at promotional pricing. Margins recovered
in the latter part of 2009, which helped restore profitability.

— In the third and fourth quarter of 2009, loan losses increased
to $16.0 million for each quarter as a result of the overall
deterioration in economic conditions.

— Results for the first quarter of 2008 were affected by a decrease
in future tax assets of $5.6 million arising from lower federal

income tax rates.

Results for the third quarter included a $12.9 million gain on
sale of Montréal Exchange shares ($11.1 million after income
taxes), which was offset by losses on securities of $5.3 million
($3.6 million after income taxes) and an $8.0 million increase

in general provisions ($5.5 million after income taxes).

Results for the fourth quarter were affected by impairment
charges of $8.3 million ($5.5 million after income taxes)

on certain U.S. and international financial institutions

fixed-income securities.
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Analysis of
financial condition

Over the past three years, ongoing business development
initiatives have significantly strengthened the Bank’s balance
sheet. What's more, improved profitability has translated into a
stronger capital position, standing the Bank in good stead for
continued growth in 2010.
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As at October 31, 2009, the Bank reported total assets of

$22.2 billion, compared with $19.6 billion as at October 31, 2008,
as shown in Table 17. Assets under administration amounted to
$14.3 billion, compared with $14.4 billion at the end of fiscal 2008.
These changes are explained in the following sections of this MD&A.

TABLE 17
BALANCE SHEET ASSETS
As at October 31 (in millions of dollars, except percentage amounts)

2009 2008 2007 09/08
Cash, deposits with banks and securities $ 4,733 $ 3639 $ 3023 30%
Assets purchased under reverse repurchase agreements 536 661 540 (19)
Loans
Personal 5,655 5,694 5222 1)
Residential mortgages 7,220 6,183 6,233 17
Commercial mortgages 1,285 933 684 38
Commercial and other 1,556 1,455 1,293 7
15,716 14,265 13,432 10
Allowance for loan losses (115) (112) (115) 3
Total loans 15,601 14,153 13317 10
Customers' liabilities under acceptances 217 110 112 97
Other assets 1,078 1,016 795 6
Balance sheet assets $22,165 $19579 $17,787 13%
Cash, deposits with banks and securities as a % of balance sheet assets 21.4% 18.6% 17.0%
Loans and assets purchased under reverse repurchase
agreements as a % of balance sheet assets 72.8% 75.7% 77.9%

CASH RESOURCES
The Bank’s cash resources consist of cash and non-interest
bearing deposits with other banks, interest-bearing deposits
with other banks, securities and assets purchased under
reverse repurchase agreements. As at October 31, 2009, these
assets totalled $5.3 billion, compared with $4.3 billion as at
October 31, 2008. During the year, the Bank held a relatively
higher level of lower yielding liquid assets fuelled by record
personal deposit growth. This additional flexibility, against a
backdrop of uncertain economic conditions, has secured the
Bank’s funding needs and enabled it to capitalize on growth
opportunities. It has however slightly affected net interest margins
over the past year, even more so given the lower overall interest
rate environment, which limits the return on excess cash resources.
As at October 31, 2009, the Bank had no significant direct
exposure to collateralized debt obligations (CDO), credit default swap
(CDS) or monoline insurers. The Bank held asset-backed securities*

amounting to approximately $31 million, which are generally secured
by Canadian commercial mortgages.

Additional information on liquidity and funding risk management
is included on page 45 of this MD&A.

LOANS AND BANKERS' ACCEPTANCES
Loans and bankers’ acceptances portfolio rose more than
$1.6 billion to $15.9 billion as at October 31, 2009, compared
with $14.4 billion at October 31, 2008. Successful business
development, combined with sustained demand for personal
and commercial credit fuelled by historically low interest rates,
helped drive this 11% growth year-over-year.

The residential mortgage portfolio was up $1,037 million in
2009. Considering the increase of $304 million in securitized
loans, as shown in the table 18, total residential mortgage
loan growth amounted to $1,341 million over the same period.

1 Excluding asset-backed securities that are fully guaranteed by the Canada Mortgage and Housing Corporation.
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TABLE 18
RESIDENTIAL MORTGAGES PORTFOLIO
As at October 31 (in millions of dollars)

2009 2008 09/08
On-balance sheet residential mortgage loans $7,220 $6,183 $1,037
Securitized residential mortgage loans (off-balance sheet) 2,703 2,399 304
Total residential mortgage loans, including securitized loans $9,923 $8582 $1341

Personal loans were down $40 million in 2009, as the decline in
the point-of-sale financing portfolio more than offset increases

in home equity lines of credit and B2B Trust's investment loan
portfolio. Commercial mortgages added $352 million in 2009,
while commercial loans, including bankers' acceptances, grew
$208 million. This strong performance arose in part from the Bank’s
ability to maintain business activity throughout the economic crisis
when other financial institutions pulled back.

Impaired loans
Gross impaired loans rose from $101.9 million in 2008
to $137.5 million in 2009, while net impaired loans stood
at $23.0 million as at October 31, 2009, compared with
$-10.6 million as at October 31, 2008. The decline reflects
the effect of ongoing credit market challenges resulting
from a weaker economy and higher unemployment, as well
as loan growth. Overall, loan portfolio performance remains
nonetheless satisfactory in light of current economic conditions.
See note 5 to the consolidated financial statements for
additional information.

Additional information on the Bank's risk management
practices and detailed disclosure on loan portfolios is provided
in the Integrated Risk Management Framework section.

OTHER ASSETS

Other assets, excluding customers’ liabilities under acceptances,
rose to $1,077.8 million as at October 31, 2009 from $1,016.4 million
as at October 31, 2008. The growth resulted mainly from additional
contributions of approximately $60 million to defined benefit
pension plan assets.

DEPOSITS

The deposit portfolio was up $3.0 billion or 19% to $18.3 billion
as at October 31, 2009 from $15.3 billion as at October 31, 2008.
B2B Trust HIIA generated growth of $3.1 billion during the year.

In addition, significant increases in retail and commercial deposits
have helped reduce the Bank’s money market funding needs.
Personal deposits represented 83% of total deposits at October 31,
2009, compared to 81% at October 31, 2008. These deposits are
the Bank'’s preferred funding source because of their relative stability,
as well as their lower marginal cost compared to wholesale deposits.

Additional information on deposits and other funding sources
is included in the Liquidity and Funding Risk Management sub-
section of the Integrated Risk Management Framework section.

OTHER LIABILITIES

Other liabilities fell to $2.5 billion as at October 31, 2009 from
$3.0 billion as at October 31, 2008. The decline resulted mainly
from lower commitments related to securities sold under repurchase
agreements, as the Bank relied more heavily on deposits to fund
purchases of securities.

SUBORDINATED DEBENTURES

As at October 31, 2009, subordinated debentures totalled
$150 million, unchanged from last year. As further explained
below, these debentures are an integral part of the Bank's
regulatory capital and afford its depositors additional protection.

SHAREHOLDERS' EQUITY

Shareholders’ equity was $1,171 million as at October 31, 2009,
compared with $1,083 million as at October 31, 2008. This
increase stemmed mainly from net income for fiscal 2009, net
of declared dividends, as well as the favourable adjustment to
accumulated other comprehensive income (AOCI), owing mainly
to the market value recovery of available-for-sale securities.
The Bank's book value per common share, excluding AOCI,
appreciated to $38.68 as at October 31, 2009 from $35.84
as at October 31, 2008.

TABLE 19
SHARES ISSUED AND OUTSTANDING
As at December 1, 2009 (in number of shares/options)

Preferred shares

Series 9 4,000,000
Series 10 4,400,000
Total preferred shares 8,400,000
Common shares 23,919,887
Options 55,150
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Off-balance sheet
arrangements

In the normal course of its operations, the Bank makes ample use
of off-balance sheet arrangements. In particular, the Bank manages
or administers clients’ assets that are not reported on the balance
sheet. Moreover, off-balance sheet items include derivative instru-
ments, as well as assets and liabilities arising from the utilization

of special purpose entities set up for financing purposes.

ASSETS UNDER ADMINISTRATION AND ASSETS UNDER MANAGEMENT

Assets under administration and assets under management mainly
include assets of clients to whom the Bank provides various
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administrative services, as well as residential mortgage loans
under management related to securitization operations. Through
Laurentian Bank Securities, the Bank also manages retail and
institutional investment portfolios. Table 20 below summarizes
assets under administration and assets under management.
As at October 31, 2009, these items totalled $14.3 billion,
down $172 million compared with October 31, 2008. Fees,
commissions and other income from these assets, detailed

in Table 11, on page 24 of this MD&A, contribute significantly

to the Bank'’s profitability.

TABLE 20
ASSETS UNDER ADMINISTRATION AND ASSETS UNDER MANAGEMENT
As at October 31 (in millions of dollars)

2009 2008
Self-directed RRSPs and RRIFs $ 7,599 $ 7196
Clients’ brokerage assets 1,970 1,643
Institutional 341 1702
Mortgage loans under management 2,877 2564
Mutual funds 1441 1,306
Other—Personal 28 17
Total—assets under administration and assets under management $14,256 $14,428

Assets related to self-directed plans grew $0.4 hillion compared with
last year owing to market recoveries, partially offset by increased
segment competition. In light of a regulatory environment that
encourages other financial institutions to manage their clients’
self-directed plans themselves, we continue to anticipate that, in
the medium term, these activities will continue to be impacted
negatively, regardless of market valuations.

Mortgage loans under management were up 12%, primarily
due to securitization operations carried out during fiscal 2009.

Clients’ brokerage assets rose nearly 20%, driven mainly
by market performance in 2009. Moreover, institutional assets
related to trust services were down $1.4 billion, compared with
October 31, 2008.

Mutual fund assets under administration increased by
$135 million or 10% during fiscal 2009, owing to favourable
market conditions and positive net annual sales of mutual funds.

DERIVATIVE FINANCIAL INSTRUMENTS

In the normal course of its operations, the Bank enters into
various contracts and commitments to protect itself against

the risk of fluctuations in interest rates, foreign exchange rates
and indices on which returns of index-linked deposits are based,
meet the client requirements and generate revenues from its

trading activities. These contracts and commitments constitute
derivatives. The Bank does not enter into any credit default swaps.

All derivatives are recorded in the balance sheet at fair
value. Derivative values are calculated using notional amounts.
However, these amounts are not recorded in the balance sheet,
as they do not represent the actual amounts exchanged. Likewise,
notional amounts do not reflect the credit risk related to derivative
financial instruments, although they serve as a reference for
calculating payments.

The notional amounts of the Bank’s derivatives totalled
$19.9 billion as at October 31, 2009, compared with $11.2 billion
as at October 31, 2008. The net positive fair value of derivative
financial instruments stood at $43 million as at October 31, 2009,
compared with $79 million as at October 31, 2008.

Notes 20 to 22 to the consolidated financial statements provide
further information on the various types of derivative products and
their recognition.

SECURITIZATION ACTIVITIES

The Bank uses special purpose entities to securitize mortgage
loans in order to obtain funding and, to some extent, to reduce
credit risk and manage its capital position. The Bank does not
act as an agent for clients engaged in this type of activity.
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As part of a securitization transaction, an entity transfers assets to
a special purpose entity, which generally consists of a Canadian
trust, in exchange for cash. The special purpose entity finances
these purchases through the issuance of term bonds or commercial
paper. Sales of receivables are sometimes accompanied by a credit
enhancement to improve the bonds’ or commercial paper’s credit
ratings. Credit enhancements mainly take the form of cash reserve
accounts, over-collateralization in the form of excess assets, and
liquidity guarantees. Securitization programs generally include
seller swap contracts to protect the special purpose entities
against certain interest rate and prepayment risks. Securitization
operations are reported as sales of assets only when the seller is
deemed to have surrendered control over these assets and to the
extent it receives consideration other than beneficial interests in
the transferred assets.

The Bank securitizes receivables primarily through the Canada
Mortgage Bonds Program (CMB Program) developed by the Canada
Mortgage and Housing Corporation (CMHC) and multi-seller
conduits set up by large Canadian banks. As part of transactions
with multi-seller conduits, the Bank provides credit enhancements
in the form of cash reserve accounts and rights to future excess
interests, which constitute retained interests. Similarly, the Bank
has concluded seller swap agreements designed to protect
the special purpose entities. With regard to the CMB Program,
the Bank must manage the mismatch between the amortizing
mortgage pool and the Canada Mortgage Bonds (CMB), as well
as the ensuing reinvestment risk. As part of this arrangement,
the Bank enters into seller swaps which guarantee payments to
investors. These seller swaps are derivatives and were therefore
marked-to-market through the consolidated statement of income.

The Bank also continues to manage all securitized assets after
they are sold. As at October 31, 2009, total outstanding securitized
residential mortgage loans amounted to $2,703 million.

Revenues of $34.4 million were recorded in 2009 as part of
securitization operations, including $37.4 million in gains on sale
and $7.3 million in servicing revenues, offset by net charges of
$10.3 million mainly related to changes in fair values of retained
interest, securitization swaps and financial instruments held for
economic hedging purposes.
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The Bank does not act as an agent for clients engaged in this type
of activity and has no other significant involvement, such as liquidity
and credit enhancement facilities, with any securitization conduit.
Notes 6 and 24 to the consolidated financial statements and the
discussion on critical accounting policies and estimates on page 51
of this MD&A provide additional information on these transactions.

Effect of securitization programs on regulatory capital ratios
Transfers made through the Canada Mortgage Bonds Program
do not significantly impact Tier 1 and Total capital ratios, as the
mortgages sold are insured by CMHC and already have a 0%
risk weight. Similarly, transfers of conventional residential mortgage
loans generally do not have a significant impact on capital ratios,
as regulatory capital is adjusted to take into account the credit
risk that the Bank continues to assume through retained
interests. However, these sales do reduce the asset to capital
multiple ratio, as the mortgages are derecognized under
Canadian GAAP.

Transfers of commercial mortgage loans performed by
the Bank generally have a positive effect on capital ratios,
as the Bank does not usually retain any credit risk when
transferring such loans.

CREDIT COMMITMENTS

In the normal course of its operations, the Bank uses various
off-balance sheet credit instruments. The credit instruments

used as a means of meeting client financial needs represent

the maximum amount of additional credit that the Bank may be
required to extend if the commitments are fully used. See Note 23
to the consolidated financial statements for further information.

GUARANTEES

In the normal course of its operations, the Bank enters into guaran-
tee agreements that satisfy the definition of guarantees established
by the Canadian Institute of Chartered Accountants (CICA) in
Accounting Guideline No. 14, Disclosure of Guarantees (AcG-14).
The principal types of guarantees are standby letters of credit and
performance guarantees. Note 23 to the consolidated financial
statements provides additional information on these guarantees.

TABLE 21
CREDIT COMMITMENTS AND GUARANTEES
As at October 31 (in millions of dollars)

2009 2008
Undrawn amounts under approved credit facilities ® $2,581 $2071
Documentary letters of credit $ 9 $ 6
Standby letters of credit and performance guarantees $ 157 $ 138

(1) Exclude personal credit facilities totalling $1,285,000,000 ($1,160,000,000 as at October 31, 2008) and credit card lines amounting to $845,000,000

($923,000,000 as at October 31, 2008) since they are revocable at the Bank's option,
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Capital management

Management’s objective is to maintain an adequate level of capital,
in line with its risk profile, to support the Bank's activities while
generating an acceptable shareholder return.

Capital adequacy depends on various internal and external
factors. The Bank's capital position underscores its solvency and
capacity to fully cover risks related to its operations while providing
depositors and creditors with the safeguards they seek. Moreover,
capital requirements are influenced by the Bank's strategic plan,
industry capitalization levels and investor and shareholder
expectations. While rating agencies do not assign credit ratings
to the Bank based solely on capital levels, the Bank's capital must
be consistent with the credit rating sought. The Bank’s capital
adequacy targets may vary over time in line with these factors.

The capital and adequacy planning process starts with strategic
planning. This exercise allows the Bank to set its main orientations
and priorities by taking into account various internal and external
factors. The ensuing guidelines, combined with a report assessing
capital adequacy relative to the Bank's objectives, serve as inputs
to the Capital Plan, which sets out guidelines governing proactive
capital management.

As shown in the following diagram, capital adequacy is influenced
by various factors.

FACTORS INFLUENCING CAPITAL ADEQUACY

INHERENT RISKS RATING
OF THE BANK RECLLEORS) AGENCIES

INDUSTRY
CAPITALIZATION
LEVEL

STRATEGIC

PLAN INVESTORS

CAPITAL LEVEL
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Each year, the Board of Directors reviews and approves the
Capital Management and Adequacy Policy, the Business and
Financial Three-Year Plan and the Capital Plan. Management
receives quarterly capital ratio and capital structure reports, while
the Board's Risk Management Committee reviews the level and
adequacy of capital on a quarterly basis. The Integrated Risk
Management Group is responsible for establishing the capital
management framework, particularly through the Capital Mana-
gement and Adequacy Policy. The Group also monitors capital
limits and adequacy. The Bank's Corporate Treasury Department
reviews the Capital Plan and manages capital on an ongoing basis.

REGULATORY CAPITAL

The Bank assesses capital adequacy based on compliance with
prescribed minimum regulatory levels of capital together with other
factors. Regulatory capital is determined based on the guidelines
of the Office of the Superintendent of Financial Institutions Canada
(OSFI) originating from the Bank for International Settlements’ (BIS)
regulatory risk-based capital framework. Under BIS standards,
banks must maintain a minimum Tier 1 capital ratio of 4% and a
total capital ratio of at least 8%. OSFI guidelines require Canadian
deposit-taking financial institutions to maintain a minimum Tier 1
capital ratio of 7% and a total capital ratio of at least 10%. The
Bank uses the standardized approach in determining credit risk
and the basic indicator approach in determining operational risk.
Tables 22 and 23 outline the risk-weighted assets and regulatory
capital used to calculate BIS ratios. During the year, the Bank
opted to use the Comprehensive approach to account for credit
risk mitigation under the Standardized Basel Il Framework, instead
of the Simple approach. The Comprehensive approach allows fuller
offset of collateral against exposures. In addition, the risk weight
associated with certain credit commitments was also reviewed.
These changes led to a net reduction in risk-weighted assets of
approximately $900 million.
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TABLE 22
RISK-WEIGHTED ASSETS
As at October 31 (in millions of dollars)

2009 2008
Balance sheet items
Cash resources $ 127 $ 9.8
Securities 220.2 3101
Mortgage loans 3,2229 24262
Other loans and customers'’ liabilities under acceptances 3,807.9 5057.6
Other assets 516.6 4228
Total—balance sheet items 7,780.3 82265
Off-balance sheet items
Derivative financial instruments 76.0 770
Credit-related commitments 471.0 2502
8,327.3 85537
Operational risk 1,1535 10754
Total—risk-weighted assets $9,480.8 $9629.1
TABLE 23
REGULATORY CAPITAL-BIS
As at October 31 (in millions of dollars, except percentage amounts)
VARIANCE
2009 2008 09/08
Tier | capital
Common shares $ 2592 $ 2574 1%
Contributed surplus 0.2 02 -
Retained earnings 665.5 597.0 11
Non-cumulative preferred shares 210.0 2100 -
Goodwill (53.8) (53.8) -
Securitization-related deductions and other (35.3) (45.4) (22)
Total—Tier | capital (A) 1,045.8 9654 8
Tier 1l capital
Subordinated debentures 150.0 1500 -
General allowances 729 732 -
Securitization-related deductions and other (32.8) (31.7) 3
Total—Tier Il capital 190.1 1915 (1)
Regulatory capital—BIS (B) $1,235.9 $1156.9 7%
Total risk-weighted assets (Table 22) (C) $9,480.8 $9629.1
Tier | BIS capital ratio (A/C) 11.0% 10.0%
Total BIS capital ratio (B/C) 13.0% 120%
Assets to capital multiple 18.0x 17.0x
Tangible common equity as a percentage of risk-weighted assets 9.1% 82%
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DIVIDENDS

The Board of Directors must approve dividend payments

on preferred and common shares on a quarterly basis. The
declaration and payment of dividends are subject to certain legal
restrictions, as explained in Note 13 to the consolidated financial
statements. The level of dividends declared on common shares
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reflects management and Board views of the Bank’s financial
outlook and would take into consideration market and regulatory
expectations, as well as the Bank’s growth objectives in its
Strategic Plan. The following table summarizes dividends declared
for the last three years.

TABLE 24
SHARE DIVIDENDS AND PAYOUT RATIO

For the years ended October 31 (in millions of dollars, except per share amounts and payout ratios)

2009 2008 2007
Dividends declared on preferred shares $118 $118 $118
Dividends declared per common share $1.36 $1.30 $116
Dividends declared on common shares $325 $31.0 $275
Payout ratio 32.1% 342% 333%

Integrated risk

management framework

The Bank is exposed to various types of risks owing to the nature
of its activities. To ensure that all of the significant risks it could
face are taken into consideration, the Bank’s management has
created an Integrated Risk Management Framework designed to

enable the directors to properly supervise risk evaluation and control.

INTEGRATED RISK MANAGEMENT FRAMEWORK

STRATEGIC AND BUSINESS RISKS

CREDIT OPERATIONAL
RISK RISK

ENVIRONMENTAL
RISK

LIQUIDITY AND
FUNDING RISK

REGULATORY
RISK

INSURANCE
RISK

REPUTATION RISK

The main objective of this framework is to develop and maintain
a risk management culture centered on establishing measures
that allow for the optimization of the risk/return ratio in all of
the Bank's areas of activity. The framework also highlights the
following objectives:

— The establishment of processes to continuously detect,
understand and evaluate major risks;

— The adoption of sound and prudent risk limits and risk
management policies;

— The establishment and application of effective internal controls;

— The definition of the Management Committee’s roles and
responsibilities regarding risk management;

— The alignment of the Bank’s strategy and objectives with its risk
tolerance; and

— The reporting to the Board of Directors of all risks through
a quarterly Integrated Risk Management Report.

Risk management is conducted according to tolerance levels
established by the Management Committee and approved by
the Board of Directors and its committees. Risks are therefore
managed in compliance with policies and risk limits approved by
the Board of Directors and in accordance with the governance
structure outlined hereafter.
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GOVERNANCE STRUCTURE

BOARD OF
DIRECTORS

RISK MANAGEMENT
COMMITTEE OF
THE BOARD(1)

STRATEGIC

BUSINESS

MANAGEMENT
COMMITTEE

REPUTATION

REGULATORY

RISK MANAGEMENT
COMMITTEE

INSURANCE

OPERATIONAL RISK
MANAGEMENT

CREDIT
COMMITTEE

COMMITTEE

T T T

MARKET MARKET
OPERATIONAL (STRUCTURAL) (GLOBAL) CREDIT

LIQUIDITY

AND FUNDING ENVIRONMENTAL

(1) Other Board's committees are also responsible for certain risks

ROLES AND RESPONSIBILITIES OF THE BOARD
OF DIRECTORS’' COMMITTEES

The Board of Directors ascertains that the Bank is equipped with
an appropriate strategic management process that takes risks

into consideration. Moreover, on the strength of the certifications
and consolidated reports prepared by management, the Board

of Directors assesses, on a yearly basis, whether the Bank
presents an environment conducive to control.

The Board of Directors’ Risk Management Committee must
ascertain whether the Integrated Risk Management Framework
has been properly implemented, and periodically reviews its
operation. It must also ascertain whether the Framework is
equipped with an appropriate risk management process directed
at identifying, measuring, quantifying and managing risks, as well
as setting appropriate policies with regard to market, liquidity
and funding, credit, reputational and operational risks.
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ROLES AND RESPONSIBILITIES OF

INTERNAL RISK MANAGEMENT COMMITTEES

The Management Committee, chaired by the President and Chief

Executive Officer, ensures that the Integrated Risk Management

Framework is properly implemented. The Committee also reviews

the Code of Ethics and the Regulatory Risk Management Policy

and is responsible for implementing the necessary framework

for business, regulatory, strategic, reputation and insurance risk

management. Furthermore, the Committee, assisted by the Risk

Management Committees, assesses and reviews the risk mana-

gement policies on market, liquidity and funding, credit, reputation

and operational risks.

The Operational Risk Management Committee reviews
and recommends to the Management Committee the approval
of policies on operational risk management and reviews the report
on operational losses incurred. Moreover, it reviews and approves
the tools for the identification and evaluation of operational risks,
reviews reports for the Management Committee on the business
segments’ action plans designed to mitigate and better manage
operational risk, and finally, reviews the operational risk indicators.
Furthermore, this committee is responsible for the supervision
of the business continuity plan.

The Asset and Liability Management Committee oversees
the activities related to the management of structural interest
rate risk and of liquidity and funding risk, as well as to capital
management. Specifically, it:

— Oversees guidelines pertaining to structural interest rate risk
monitoring, as well as the rate sensitivity of interest margin
results by business segment;

— Approves ALM and liquidity assumptions and ascertains
whether the transfer pricing rules are in compliance with
these assumptions; and

— Approves the strategies related to funding and capital.

The Credit Committee is primarily responsible for ensuring
that credit policies and procedures are drafted and that information
systems related to the management of the Bank’s current and
potential credit risks are implemented, as well as for authorizing
loans within established limits. It also reviews delinquency on all
types of loans, authorizes loan losses within established limits
and ensures the adequacy of the provisions for loan losses.
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GOVERNANCE FUNCTIONS SUPPORTING

INTEGRATED RISK MANAGEMENT

The following table presents the Bank's corporate control and
governance structure (hereafter the “Structure”), which includes
several governance functions designed to contribute to integrated
risk management. The Structure is divided into two distinct areas:
the control environment and the corporate governance. The control
environment refers to the documented and applied monitoring and
control processes, procedures and measures that allow the Bank
to manage and control its commercial activities, as well as the
significant risks it incurs. The control environment thus rests on
five functions: human resources, strategic planning, financial
integrity, risk management and compliance. Regarding corporate

MANAGEMENT'S DISCUSSION AND ANALYSIS / 37

governance, the Board of Directors has the ultimate responsibility
to ensure, as much as possible, that global risk tolerance is
consistent with the Bank's strategies and objectives, and that its
resources, technologies and processes are aligned with its objectives.
Responsibility for each function is delegated to particular members
of management acting as control environment coordinators, under
supervision by the Board of Directors’ committees.

The Internal Audit Department also plays a key role, as it is
responsible for setting up a reliable and comprehensive system to
adequately monitor the effectiveness of the controls exercised
within the different Framework functions. In addition, regulatory
and statutory requirements are an integral part of the Bank’s
Integrated Risk Management Framework.

CORPORATE CONTROL AND GOVERNANCE STRUCTURE

REGULATION
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AUDIT COMMITTEE

RISK MANAGEMENT COMMITTEE

AUDIT COMMITTEE

INTERNAL AUDIT

(1) Corporate governance provided by the Board of Directors and its committees

STRATEGIC AND BUSINESS RISK MANAGEMENT

Strategic risk results from inadequate business plans, strategies,
decision-making processes, allocation and use of the Bank’s
resources, as well as its inability to adapt to changes in its
operational framework.

Business risk is the potential adverse effect of changes in
tax, economic, competitive, legal or accounting conditions on
the Bank's results.

Senior management is responsible for managing the Bank's
strategic and business risk. Each year, a strategic planning process
is carried out. The Bank then analyzes strengths, weaknesses,
threats and opportunities to determine the profitability and risk
profile of its different business segments. The Bank’s overall
strategy is therefore established by senior management and
submitted to the Board of Directors for approval.

CREDIT RISK MANAGEMENT
Credit risk is the risk of a financial loss occurring if a counterparty
(including a debtor, an issuer or a guarantor) does not fully honor
its contractual or financial obligations towards the Bank with regard
to a balance sheet or an off-balance sheet financial instrument.
Credit risk management is independent of operations, thus
protecting the independence and integrity of risk assessment. The
Credit Committee is responsible for operational oversight of overall
credit risk management. The integrated risk management report,
presented quarterly to the Management Committee and to the
Board of Directors’ Risk Management Committee, provides a sum-
mary of key information on credit risks. The credit risk management
policies adopted by the Bank provide for appropriate risk assessment.
These policies cover approval of credit applications by authority
level, assignment of risk ratings, management of impaired loans,
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establishment of general and specific provisions, and risk-based
pricing. The policies are periodically reviewed and approved by
the Board of Directors’ Risk Management Committee.

The authorization process for counterparties and loans
is centralized. The Bank uses expert systems to support the
decision-making process for most applications for consumer
credit, residential mortgage loans and credit cards, as well as for
small commercial loans. With regard to other commercial loans,
applications are analyzed on a case-by-case basis by specialized
teams. The Bank ensures a rigorous and systematic monitoring
of its loan portfolio, both in terms of quality and quantity, through
mechanisms and policies concerning the systematic revision
of various categories of files, risk rating updating systems and
pricing analysis. Each month, the Bank's Credit Committee reviews
impaired loans and performs high-level analyses on loans where
payment is past due by 90 days or more. Collection processes
are centralized and are based on specialized expertise.

The Bank has various risk management tools at its disposal.
These include an 18-level risk rating system used to evaluate
all types of commercial credit. Above a specific rating, files are
considered to be under credit watch and are managed according
to particular procedures. With regard to the portfolios’ quality,
aloan is considered impaired when interest payments are past
due by three months or more, or if management considers that
there is reasonable doubt that all of the interest and principal
will be repaid at maturity.

Specific allowances for losses are established to adjust the
book value of impaired loans to the estimated realizable present
value. Commercial and real estate impaired loan allowances are
revised on an individual basis, as part of a continuous process.

For impaired loans related to consumer loan portfolios,
provisions are generally established on a portfolio basis, using
models that take into account the loss history. Further details
on impaired loans are provided in Table 25 on page 41.

In addition to specific provisions, the Bank establishes a
general provision in order to provide for eventual losses arising
from its performing loan portfolios, according to a method that
includes factors such as the size of the portfolios, their risk
profile and loss history.

Diversification is one of the fundamental principles of risk mana-
gement. To this effect, the credit policy establishes the guidelines
intended to limit concentration of credit by counterparty and sector
of activity, and identifies sectors considered risky and thus to be
avoided. The loan portfolio mix is detailed in the following tables.
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Loan portfolio mix

The Bank’s loan portfolio consists of personal loans, residential
mortgages, commercial mortgages and commercial loans, including
bankers' acceptances. The loan portfolio mix as at October 31, 2009
remains relatively unchanged, compared with a year ago. Residential
mortgages include mortgages on individual condominium residences
and one-to-four-unit residences of $6,231 million, as well as mort-
gages on multi-units residential properties of $989 million.

Retail exposures represent more than 82% of the loan portfolio,
reflecting the Bank’s strong presence with personal clients through
its Retail & SME Québec and B2B Trust business segments.
Commercial loans and mortgages are essentially granted to small
and medium-sized businesses.

LOAN PORTFOLIO MIX
(as a percentage)

40 36 43 45 6 8 11 11

PERSONAL RESIDENTIAL
LOANS MORTGAGES

COMMERCIAL
MORTGAGES

COMMERCIAL
AND OTHER
LOANS

2008 2009

Geographic distribution

The Bank operates across Canada. In Québec, it offers all of its
lending products mainly through its retail branch network and
commercial banking centers. Throughout Canada, the Bank
extends its operations through several other commercial banking
centers. The Bank also offers its products to a wide network of
independent financial intermediaries through B2B Trust. The
proportion of loans granted in Québec represented 61% of
total loans as at October 31, 2009, compared to 59% as at
October 31, 2008, while the proportion of loans granted outside
Québec stood at 39% and 41% for the same periods.
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GEOGRAPHIC DISTRIBUTION OF LOANS
(as a percentage)

59 61 41 39

QUEBEC OTHER CANADIAN
PROVINCES

2008 2009

Insurance and guarantees

A significant proportion of the Bank’s loan portfolio is insured by
Canada Mortgage and Housing Corporation (CMHC), or secured
by assets pledged as collateral by borrowers.

CMHC offers a mortgage loan insurance program designed to
guarantee loans to provide Canadians with access to affordable
mortgage financing. As an approved lender under the program,
the Bank benefits from insurance coverage, thereby reducing its
global credit risk and improving its capital ratios. Moreover, by
maintaining a high proportion of insured residential mortgages,
the Bank retains its capacity to engage in securitization opera-
tions to finance its activities at optimal cost and manage its cash
resources. By year-end 2009, 48% of residential mortgages
were insured by CMHC, compared with 48% in 2008. The Bank
considers that it holds excellent guarantees for the other conven-
tional mortgage loans whose loan value never exceeds 80% of
the initially estimated value of the property, in accordance with
legal requirements.

Commercial mortgage are loans further secured by specific
assets, including construction projects, commercial properties,
shopping centers, office buildings, plants, warehouses and
industrial condominiums. In general, the value of these loans
does not exceed 60% to 75% of the initially estimated value
of the property, depending on the nature of the loan.
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B2B Trust's investment loan portfolio consists mainly of mutual
fund loans. Loan underwriting is subject to a rigorous process
which allows for the efficient assessment of client credit risk.
Authorizations are heavily based on clients’ loan servicing ability
and overall financial strength, mainly based on credit scoring.
Moreover, the portfolio is periodically analyzed to identify potential
credit issues. B2B Trust maintains a comprehensive list of qualified
collateral assets. Stricter criteria must be met as loan-to-value
ratios increase. For loans where disbursements are significant,
additional income and net asset information are always required.

Changes in loan portfolio mix

Personal loans?

As at October 31, 2009, the personal loan portfolio was $5.7 billion,
a slight decrease of $40.0 million compared to October 31, 2008.
This resulted mainly from the decline in the point-of-sale financing
portfolio, reflecting management’s decision to gradually reduce the
risk related to these operations. Home equity lines of credit and
B2B Trust's investment loan portfolio rose $153 million and

$107 million respectively during the year.

PERSONAL LOAN PORTFOLIO MIX
(as a percentage)

23 17 48 50 16 19 13 14

CONSUMER INVESTMENT LINES OTHER
LOANS LOANS OF CREDIT LoANs W

2008 2009

(1) Including credit cards loans, student loans, loans granted under the Immigrant
Investor program and other loans.

2 Loans related to the Immigrant Investor program are now included in personal loans. Previously, these loans were included in commercial and other loans.
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Residential mortgage loans

As shown in Table 18 on page 30, the residential mortgage loan
portfolios, including on-balance sheet loans and securitized loans,
added $1,341 million or 16% during fiscal 2009. This growth was
primarily driven by the solid performance of our mortgage under-
writing networks and the persistent strength of the Canadian

real estate market.
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The portfolio provides for sound risk diversification. As at
October 31, 2009, Ontario and Western Canada represented
64% of the commercial mortgage loan portfolio and Québec
36%, whereas their respective shares were 63% and 37% as
at October 31, 2008. The average loan value was $1.9 million
as at October 31, 2009 ($1.3 million as at October 31, 2008).

RESIDENTIAL MORTGAGE LOANS BY PROPERTY TYPE
(as a percentage)

COMMERCIAL MORTGAGE LOANS BY PROPERTY TYPE
(as a percentage)

57 61 18 19 11 8 14 12 22 23 22 22 16 20 10 10 30 25
SINGLE 2-5 6 UNITS CONDOMINIUMS COMMERCIAL OFFICE SHOPPING INDUSTRIAL OTHERS
DWELLING UNITS AND MORE AND OTHER BUILDINGS CENTERS
— —
2008 2009 2008 2009
Commercial mortgage loans Commercial loans

Commercial mortgages were up 38% over fiscal 2008, totalling
$1,285 million as at October 31, 2009, compared with $933 million
as at October 31, 2008. As an active player in the Canadian com-
mercial mortgage business in 2009, the Bank strengthened its
enviable industry position. Maintaining this presence throughout
the recession allowed it to further capitalize on opportunities
arising from the retreat of certain market lenders.

As at October 31, 2009, the portfolio of commercial loans,
including bankers’ acceptances, amounted to $1.8 hillion, up
$208 million from $1.6 billion as at October 31, 2008. This
increase stemmed entirely from growth in Québec. As presented
in the table on the following page, the portfolio covers a wide
range of industries, with no specific industry representing more
than 20% of the overall portfolio.
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COMMERCIAL LOANS BY INDUSTRY
(as a percentage)

16 14 17 19 14 14 10 7 13 12

MANUFACTURING TRANSFORMATION AGRICULTURE
AND NATURAL
RESOURCES

WHOLESALE REAL ESTATE,
AND RETAIL RENTING
AND LEASE

OTHER TRANSPORTATION  CONSTRUCTION
SERVICES AND SERVICES UTILITIES

FINANCIAL PUBLIC OTHER

COMMUNICATION

GOVERNMENT

Impaired loans

Gross impaired loans are up $35.6 million since the beginning

of the year, totalling $137.5 million as at October 31, 2009. Net
impaired loans amounted to $23.0 million as at October 31, 2009,
compared with—$10.6 million as at October 31, 2008. The
increase is consistent with the overall weakening in the economic
environment and also reflects the significant volume growth.
However, various measures taken to lower the Bank’s risk profile
in recent years have curtailed such deteriorations. Overall, loan

portfolio credit quality remains nonetheless satisfactory in light
of the current economic conditions.

General allowances amounted to $73.3 million as at
October 31, 2009, the same level as a year ago. This general
provision reflects the estimated losses due to the deterioration
in credit quality of loans not yet classified as impaired.

See Note 5 to the consolidated financial statements for
additional information.

TABLE 25
IMPAIRED LOANS
As at October 31 (in millions of dollars, except percentage amounts)

2009 2008
SPECIFIC SPECIFIC
GROSS ALLOWANCES NET GROSS ALLOWANCES NET

Personal loans $ 237 $ (7.0 $16.7 $ 192 $ (66) $ 126
Residential mortgages 324 (1.9) 305 16.6 14) 15.2
Commercial mortgages 112 (2.5) 8.7 6.3 1.9 44
Commercial and other loans 70.2 (29.9) 40.3 59.8 (29.3) 305
Total $1375 $(41.3) $96.2 $101.9 $(39.2) $ 627
General allowance (73.3) (73.3)
Total—net impaired loans $229 $(10.6)
As a % of total loans, bankers' acceptances

and assets purchased under reverse

repurchase agreements 0.83% 0.14% 0.68% (0.07)%
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TABLE 26

GEOGRAPHIC DISTRIBUTION OF IMPAIRED LOANS BY CREDIT PORTFOLIO AND INDUSTRY

As at October 31 (in millions of dollars)

2009 2008
Personal loans $ 237 $ 192
Residential mortgages 324 166
Commercial mortgages 11.2 6.3
67.3 421
Commercial and other loans
Manufacturing 230 223
Transformation and natural resources 16.2 78
Agriculture 124 49
Public utilities 4.8 6.0
Wholesale and retail 4.0 34
Construction 26 21
Financial services 19 0.8
Real estate, renting and lease 16 58
Other services and government 0.7 07
Transportation and communication 0.6 29
Other 24 31
70.2 59.8
Total impaired loans 1375 1019
Québec
Personal loans 6.5 9.0
Residential mortgages 10.7 6.6
Commercial mortgages 6.0 6.1
Commercial and other loans 625 471
85.7 68.8
Other Canadian provinces
Personal loans 17.2 102
Residential mortgages 217 100
Commercial mortgages 52 02
Commercial and other loans 77 127
51.8 331
Total impaired loans $137.5 $101.9

MARKET RISK MANAGEMENT

Market risk is the financial loss that the Bank may incur due

to unfavourable fluctuations in the value of balance sheet or
off-balance sheet financial instruments, following movements

in parameters that underlie their valuation, notably interest rates,
exchange rates and stock market prices. This risk is inherent to
the Bank's financing, investment, trading and asset and liability
management (ALM) activities.

Interest rate risk is the financial loss that the Bank may incur
due to unfavourable fluctuations of interest rates. The section
covering asset and liability management activities describes the
global management of interest rate risk. Structural market risk
is the interest rate risk arising from our banking activities and

is primarily the result of differences in the scheduled maturity and
repricing dates of assets and liabilities (interest rate mismatches).
Foreign exchange risk is the loss in Canadian dollars that the
Bank may incur due to unfavourable fluctuations in exchange rates.
It originates mainly from the foreign exchange positions that the
Bank maintains to provide products and services in currencies
other than the Canadian dollar, along with arbitrage activities and,
to a lesser extent, mismatches in currencies of balance sheet
and off-balance sheet asset and liability items and mismatches

in receipts and payments of funds in foreign currencies.

Equity risk is the financial loss that the Bank may incur due
to unfavourable fluctuations in some equity prices or in the equity

market in general.
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Policies and standards

The primary objective of effective market risk management is to
adequately measure significant market risks and ensure that these
risks stay within the Bank’s risk tolerance level.

The Bank has thus adopted policies and limits to oversee and
limit exposure to market risks arising from its trading, investment
and asset and liability management activities. The policies and
limits establish the Bank's management practices pertaining
to various risks associated with its treasury activities. These policies
and limits are approved by the Management Committee and the
Board of Directors’ Risk Management Committee at least annually,
to ensure their compliance with the retained principles, objectives
and management strategies.

Detailed risk level and limit monitoring reports are produced
daily and are presented:

— Dally, to risk and portfolio managers; and
— Quarterly, to the Management Committee and to the Board
of Directors’ Risk Management Committee.

Market risk assessment and management methods
(interest rate, foreign exchange and equity)

The evaluation of the Bank’s market risks is supported
by a combination of various measures such as:

— “notional” limits;

— value at risk (VaR); and

— stress testing and other sensitivity measures.

Limits to manage market risk

The Bank sets limits that are consistent with its business plan and
its tolerance for market risk. In setting limits, the Bank takes into
account market volatility, market liquidity, organizational experience
and business strategies. Limits are set at the portfolio level, the
business segment level, as well as at the aggregate Bank level, and
are monitored on a daily basis. Market risk limits are based on the
key risk drivers in the business and can include limits on notionals,
sensitivity measures, VaR and other stress testing. The Bank uses
a combination of these methods according to the complexity and
nature of its activities.

Value at Risk

Value at Risk corresponds to the maximum loss the Bank may incur
over a one-day period, with a confidence level of 99%. Consequently,
the chances that real losses incurred on any given day exceed the
VaR are theoretically of 1%. To calculate the VaR, historical
simulations that implicitly take into account correlations between
various risk factors are performed. The VaR is based on 300 days
of historical data. Values at risk are calculated daily for all financial
market activities. The Bank uses backtesting processes to
compare theoretical profits and losses to the results of the VaR

for trading activities. This allows the validation of the VaR model's
statistical hypotheses. These tests are conducted for each busi-
ness segment and each risk factor, as well as for the entire trading
portfolio. The theoretical change in profits and losses is generated
using the daily price movements, and on the assumption that there
is no change in the composition of the portfolio.
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Stress tests and sensitivity measures

Parallel to VaR calculations, the impact of stress tests on profits
and losses is assessed for the trading and investment portfolios,
and results are used in assessing the impact of abnormal market
situations. Stress tests constitute a complementary risk measure
to VaR and strive to provide an estimate of the worst loss the Bank
could incur over a period of approximately one month. The Bank's
stress testing program combines historical and statistical scenarios
to simulate the impact of significant changes in risk factors on the
portfolios’ market value. The Bank also produces daily sensitivity
measures (including measures of volatility and parallel yield curve
shifts) on financial markets activities as a whole.

Trading activities

Trading activities are aligned with the needs of the Bank and those
of its customers. The market risk associated with trading activities
ensues from activities for which the Bank acts as the principal or
agent for its customers. These activities are primarily carried out by
Laurentian Bank Securities and, to a lesser extent, by the Bank’s
Corporate Treasury. The graph below presents the daily total value
at risk of the trading portfolio for the 2009 fiscal year.

DAILY TRADING VAR EVOLUTION OVER THE LAST 12 MONTHS
(in thousands of dollars)

(200) -

(500) —

(800) —

(1,100) -

Nov. 2008
Janu. 2009
Apr. 2009
July 2009
Oct. 2009

Asset and liability management activities

The purpose of asset and liability management activities is to
control structural interest rate risk, which corresponds to the
potential negative impact of interest rate movements on the Bank’s
revenues and economic value. This risk is mainly attributable to
differences in maturity dates or revaluation dates of balance sheet
and off-balance sheet items along with the options embedded in
certain banking products, notably clauses on prepayment, deposit
redemption and mortgage commitments.
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Structural risk management requires rigorous monitoring of four

distinct portfolio groups:

— Banking activities of the Bank’s clientele, which are affected
by customer choices, product availability and term-dependent
pricing policies;

— Investment activities, comprising marketable securities and
institutional funding;

— Securities trading activities, which are marked-to-market on a
daily basis in line with rate movements; and

— A hedging portfolio that helps the Bank control overall interest
rate risk within strict internal limits.

Dynamic management of structural risk is intended to maximize
the Bank'’s profitability while preserving the economic value of
common shareholders’ equity. To attain this objective, various
treasury and derivative instruments, mainly interest rate swaps,
futures and options, are used to modify the interest rate
characteristics of the instruments underlying the Bank's balance
sheet and to cover the risk inherent in options embedded in
loan and deposit products.

Structural risk is globally managed by the Bank’s Corporate
Treasury Department and monitored by the Asset and Liability
Management Committee in accordance with the structural risk
management policy, which is approved by the Risk Management
Committee of the Board of Directors. This policy defines limits
relative to the measurement of economic value and net interest
income risk. Risk limits are calculated by simulating the impact
of immediate and sustained parallel movements of 100 basis
points in rates for all maturities.
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Interest income risk measures the negative impact on net interest
income from interest rate movements over the next 12 months.
Economic value risk measures the net negative impact on the present
value of balance sheet and off-balance sheet assets and liabilities.

Portfolio positions are reviewed periodically by the Asset and
Liability Management Committee, which is in charge of monitoring
the Bank’s positioning with regard to anticipated interest rate
movements and recommending hedging of all undesirable or
unforeseen interest rate risk. In addition, risk monitoring reports
are presented periodically to the Management Committee and
the Board of Directors’ Risk Management Committee.

To ensure sound management of structural risk, a repricing
gap report is produced periodically. This statement is then used
as the basis for the simulation analysis of the impact of interest
rate variation on net interest income and economic value of
common shareholders. One of the simulation exercises consists
of subjecting the Bank’s balance sheet to sudden parallel and
sustained 1% and 2% increases and decreases in interest rates.
For example, as at October 31, 2009, for all portfolios, a 1%
increase in interest rate would have triggered a decrease of
approximately $5.0 million in net interest income before taxes
over the next 12 months and a $20.0 million negative impact on
the economic value of common shareholders’ equity. Table 27
below details other interest rate movements. These results reflect
Management's efforts to take advantage of anticipated short-term
and long-term interest rate movements, while maintaining the
sensitivity to these fluctuations well within approved limits. The
Bank’s interest rate gap position as at October 31, 2009 appears
in Note 21 to the consolidated financial statements.

TABLE 27
RISK SENSITIVITY ANALYSIS
As at October 31 (in millions of dollars)

2009 2008
NET ECONOMIC VALUE NET ECONOMIC VALUE
INTEREST OF COMMON INTEREST OF COMMON
INCOME (1) SHAREHOLDERS' EQUITY (2) INCOME (1) SHAREHOLDERS' EQUITY (2)
Impact of:
100bp increase in rates $ (5) $(20) $ 9 $(19)
100bp decrease in rates (22) 23 (11) 19
Impact of:
200bp increase in rates (10) (38) 18 (37)
200bp decrease in rates $(67) $22 $(21) $40

(1) As a result of the unusually low interest rate levels at year end, the rate sensitivity analysis provides certain asymmetrical results with regards to the impact on net interest income

over the next 12 months.
(2) Net of income taxes
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OPERATIONAL RISK MANAGEMENT

Operational risk is inherent to the activities of financial institutions.
It results from inadequacy or failure attributable to processes,
persons or internal systems or from external events. Although

it cannot be eliminated, its management is integrated in the
decision-making process of the Bank’s directors, members of
senior management and managers.

The Operational Risk Management Policy, reviewed annually by
the Board of Directors’ Risk Management Committee, describes
the operational risk management framework and defines the roles
and responsibilities of various stakeholders. The Operational Risk
Management Committee, which reports to the Management
Committee, constitutes one of the basic elements of the operational
risk governance structure. However, it is incumbent upon managers
of business units and subsidiaries to proactively manage the ope-
rational risk inherent in their daily operations. The Operational Risk
Management group must oversee the operational risk management
process. The Bank’s Internal Audit Department contributes to this
process by transmitting the conclusions of its auditing mandates
to the Operational Risk Management group as well as to the Board
of Directors’ Risk Management and Audit Committees.

The Bank's operational risk management process includes the
following steps:

Adoption of policies by the Board of Directors

The operational risk management framework includes the following
policies: operational risk management policy; outsourcing risk mana-
gement policy; business continuity management policy; information
security risk management policy; protection of personal information
policy, and professional liability risk management policy.

Collection of operational loss data
Data concerning operational losses are centralized within the
Operational Risk Management group.

Identification of operational risk

Managers must identify the risks ensuing from their activities,
including risks related to new products, new activities and
New processes.

Evaluation of operational risks

All of the Bank’s activities are grouped within large processes.
Following any significant change to these processes or to a new
process, managers must perform an assessment to assign appro-
priate risk ratings to each of their processes. If necessary, action
plans are designed to minimize any significant detected risks.
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Management of operational risk

Operational risk management means, among other things, deciding
to accept, reduce, avoid or transfer certain risks and put in place
appropriate procedures and control measures. The Bank uses
several means to minimize or transfer its risks, including participa-
tion in a corporate insurance program and elaboration of a global
and integrated plan for business continuity. Furthermore, a Fraud
Prevention Committee, composed of security specialists and
business unit representatives meets periodically to analyze fraud
trends and continuously improve the Bank’s methods and means
of preventing fraud.

Production of operational risk reports

The Operational Risk Management group produces reports that
are sent to managers, members of the senior management team
and the Risk Management Committee of the Board. These reports
include information on operational losses per risk category and
major business segment.

Outsourcing management

The Bank has to rely on strategies to maintain a competitive cost
structure and product diversification. Outsourcing constitutes one
of these important strategies. It facilitates access to state-of-the-
art technologies, fosters economies of scale and allows for process
efficiency improvements. An outsourcing agreement will be deemed
acceptable if it provides short- and long-term advantages to the
Bank and involves an acceptable level of risk. The Bank has imple-
mented an outsourcing risk management policy covering all of the
Bank’s businesses. It is designed to oversee outsourcing activities
and ensure that the major agreements are managed in a prudent
manner and that their monitoring and supervision are adequate

in accordance with their significance.

LIQUIDITY AND FUNDING RISK MANAGEMENT
Liquidity and funding risk represents the possibility that the Bank
may not be able to gather sufficient cash resources when required
and on reasonable conditions, to meet its financial obligations.
Liquidity and funding risk is globally managed by the Bank's
Corporate Treasury Department and supervised by the Asset and
Liability Management Committee (ALM Committee), in compliance
with the Pledging Management Policy and the Liquidity and
Funding Management Policy. The main purpose of these policies
is to ensure that the Bank always has sufficient cash resources
to meet its current and future financial obligations, both under
normal conditions and exceptional circumstances.
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The Bank monitors cash resources daily and ascertains whether
liquidity measures are in compliance with limits established in the
policies set by the Bank. Liquidity management pays particular
attention to deposit and loan maturities, as well as to funding

availability and demand when planning funding. The Bank maintains

a prudent reserve of unencumbered liquid assets that are readily

available to meet any contingency. It defines its cash requirements

based on scenarios evaluating survival horizons that measure the
period during which liquid assets could cover the withdrawal of
wholesale funding and deposits.

The Bank strives to maintain a steady volume of core deposits
originating from its retail clientele and sourced through its branch
and intermediary networks. It also maintains a variety of alternate
sources of funding in order to have sufficient diversification.
Funding strategies also include loan securitization and the use
of capital markets, either through the issuance of capital stock
or debt instruments.

A liquidity contingency plan is prepared and reviewed on a
regular basis. It provides a detailed action plan that would enable
the Bank to fulfill its obligations in the event of an internal or
external liquidity crisis.

Detailed information on cash resources

The Bank’s cash resources consist of cash and non-interest
bearing deposits with other banks, interest-bearing deposits
with other banks, securities and assets purchased under
reverse repurchase agreements. As at October 31, 2009,
these assets totalled $5.3 billion, compared with $4.3 billion
as at October 31, 2008. Year over year, cash resources rose
$1.0 billion, mainly by particularly strong deposit growth, as
detailed below. More than 90% of the Bank's cash resources
are composed of marketable securities issued or guaranteed by
the Canadian government, provinces or municipal corporations.
Cash resources provide the Bank with flexibility to manage its
loans and deposit portfolio maturities and commitments, and
meet other current operating needs. In addition, Held-for-trading
and Designated-as-held-for-trading portfolios offer fixed-income
trading opportunities or are used to hedge certain exposures.
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SECURITIES
(as a percentage)

82.6 90.7 132 66 42 27
] .
SECURITIES ISSUED OTHER DEBT SHARES
OR GUARANTEED BY SECURITIES AND OTHER
CANADA, PROVINCES AND
MUNICIPAL CORPORATIONS
—
2008 2009

Funding

The Bank’s main funding sources, consisting of retail deposits
(both branch and broker-sourced) and securitization of residential
mortgages through the Canada Mortgage Bonds (CMB) Program,
remained particularly efficient throughout 2009, in spite of market
turmoil. Furthermore, the introduction of B2B Trust HIIA has provided
the Bank with a significant new source of retail funding and further
reduced its use of money market funding.

FUNDING SOURCES
(as a percentage)

A. Personal term deposits 47.4%
B. Business, banks and other deposits 14.2%
C. Personal notice and demand deposits ~ 20.4%
D. Securitization 12.1%
E. Shareholders’ equity 5.2%
F. Subordinated debentures 0.7%

s
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Personal deposits

Total personal deposits were up to $15.1 billion as at
October 31, 2009, compared with $12.4 billion as at

October 31, 2008. B2B Trust HIIA generated growth of

$2.4 billion during the year, while deposits from other retail
operations added more than $340 million. These increases
were slightly offset by a managed reduction in broker-sourced
term deposits. A significant proportion of these deposits

is insured by the Canada Deposit Insurance Corporation, up
to $100,000 per client, per regulated deposit-taking financial
institution. Personal deposits constitute a particularly
advantageous and stable source of financing for the Bank,
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due among other things to their availability and low cost,
compared with institutional deposits. As at October 31, 2009,
these deposits represented 83% of the Bank’s total

deposit portfolio.

Business, banks and other deposits

Deposits from businesses, banks and other rose $258 million,
totalling $3.2 billion as at October 31, 2009, compared with
$2.9 billion as at October 31, 2008. This growth stemmed mainly
from small business deposits in B2B Trust HIIA, and additional
deposits related to commercial accounts, partially offset

by a decline in money market funding.

TABLE 28
DEPOSITS
As at October 31 (in millions of dollars, except percentage amounts)

2009 2008
Personal
Notice and demand
Branch network $ 1,993 10.9% $1,833 12.0%
Financial intermediaries 2,571 14.0 189 12
4,564 249 2,022 132
Term
Branch network 4,895 26.8 4628 302
Financial intermediaries 5,680 310 5,780 376
10,575 578 10,408 67.8
Sub-total —personal 15,139 827 12430 810
Business, banks and other
Notice and demand 2,186 12.0 899 59
Term 975 53 2,005 131
Sub-total—Business, banks and other 3,161 17.3 2,904 190
Total —deposits $18,300 100.0% $15,334 100.0%

Credit ratings

Personal deposits, collected through the branch network and
financial intermediaries, constitute the most important source

of financing for the Bank. In certain circumstances, however,
particularly during periods of strong growth, the Bank must turn

to the markets to obtain financing through securitization and
unsecured financing. The Bank’s capacity to obtain such financing,
as well as the related conditions, are tied to the credit ratings set
by rating agencies such as DBRS Limited and Standard & Poor’s.
Revisions of the Bank’s credit ratings may therefore have an effect

on the financing of operations as well as on requirements with
regard to guarantees.

During fiscal 2009, all ratings for the Bank were confirmed and
remained unchanged, except for DBRS' two-notch downgrade of the
Bank’s preferred share ratings resulting from changes in its global
banking assessment methodology. As of the date of this report, the
ratings outlook, as determined by the DBRS Limited and Standard &
Poor’s credit rating agencies, were stable and positive, respectively?.

The following table presents the Bank’s credit ratings as esta-
blished by the rating agencies.

3 A S&P rating outlook assesses the potential direction of a long-term credit rating over the intermediate term (typically six months to two years). In determining a rating outlook, consideration
is given to any changes in the economic and/or fundamental business conditions. An outlook is not necessarily a precursor of a rating change or future action. The S&P rating outlooks

have the following meanings:

— “Positive” means that a rating may be raised

— “Negative” means that a rating may be lowered

— “Stable” means that a rating is not likely to change

— “Developing” means a rating may be raised or lowered

Each DBRS rating category is appended with one of three rating trends —“Positive,” “Stable” “Negative”—in addition to “Under Review”” The rating trend helps to give the investor an
understanding of DBRS's opinion regarding the outlook for the rating in question. However, the investor must not assume that a positive or negative trend necessarily indicates that

a rating change is imminent.
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TABLE 29
CREDIT RATINGS
AS AT OCTOBER 31, 2009

STANDARD

DBRS & POOR'S
Deposits and senior debt BBB (high) BBB
Short-term instruments R-1 (low) A-2
Subordinated debentures BBB BBB-
Preferred shares Pfd-3 (low) BB+

Contractual obligations
In the normal course of its activities, the Bank enters into various
types of contractual agreements. Its main obligations follow from
the issuance of debt instruments, including deposits written with
individuals, businesses and other institutions. This financing,
combined with the issuance of capital, is used primarily to finance
loan and investment operations.

In addition, the Bank must also ensure that cash resources are
available to meet the requirements related to some infrastructure

investments, notably the renovation of its branch network, the
modernization of its information technology platforms, as well as
to projects related to compliance with regulatory requirements.
These projects inevitably require significant investments annually.
The following table summarizes the Bank’s principal contractual
obligations as at October 31, 2009, maturing over each of the next
five years and thereafter. Note 23 to the consolidated financial
statements provides further information on this subject.

TABLE 30
CONTRACTUAL OBLIGATIONS
As at October 31, 2009 (in millions of dollars)

2010 2011 2012 2013 2014 THEREAFTER TOTAL
Term deposits $4,382 $3,389 $1,880 $1111 $777 $ 11 11,550
Obligations related to assets sold short 999 55 - - - - 1,054
Obligations related to assets sold
under repurchase agreements 285 - - - - - 285
Subordinated debentures - 150 - - - - 150
Commitments under leases, technology
services and other contracts 67 64 61 54 43 97 386
Total $5,733 $3,658 $1941 $1,165 $820 $108 $13425

REPUTATION RISK MANAGEMENT

Reputation risk corresponds to the risk that a decision, an event
or a series of events affect, either directly or indirectly the Bank’s
image with shareholders, clients, employees, the general public
or any other stakeholders, and may negatively impact the Bank’s
revenues, operations and, ultimately, its value.

Reputation risk most often results from the inadequate
management of other risks and may affect almost every activity of
a financial institution, even when operations are, from a technical
point of view, in compliance with legal, accounting and regulatory
requirements. Reputation is a critical asset that favours company

growth as well as continued trust from clients and the general
public, and optimizes company value in the eyes of shareholders.
Reputation is therefore a strategic asset.

To protect the Bank from any impairment to its reputation
and considering the importance of this risk, the Management
Committee controls and supervises reputation risk management
through the application of a specific policy. Other policies and
committees also enable the Management Committee to properly
manage potential threats that could have a direct or indirect impact
on reputation.
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REGULATORY RISK MANAGEMENT

Regulatory risk refers to the risk of non-compliance by the Bank
with applicable laws, regulations, regulatory authority guidelines
and voluntary codes. The regulatory risk management policy
implements the Bank’s Regulatory Risk Management Framework,
which comprises the following elements:

Identification of the regulatory requirements applicable to the Bank;
— Assessment of the risk attributable to each regulatory requirement;
Development, updating and application of controls designed to
ensure compliance with the regulatory requirement;

— Evaluation of the effectiveness of the controls; and

Identification and correction of situations of non-compliance.

Compliance reports are submitted at least quarterly to the Manage-
ment Committee and the Board of Directors’ Audit Committee. A
review mechanism, designed to evaluate the Regulatory Risk
Management Framework's effectiveness, is also in place.

CREDIT INSURANCE RISK MANAGEMENT

Insurance risk is the risk of loss that may occur when hypotheses
related to creditor insurance products offered by the Bank, notably
with regard to the determination of assumptions used to set
premiums or valuation of reserves, differ from actual insurance
underwriting results.

Insurance risk is managed within an independently managed
program overseen by the Bank’s representatives and experts in the
insurance field. Reinsurance protections are underwritten to reduce
the Bank’s exposure that would arise from significant claims and
catastrophes, including terrorist events. In addition, design and
pricing of insurance products distributed by the Bank are reviewed
by actuarial consultants, based on best practices.

ENVIRONMENTAL RISK MANAGEMENT

Environmental risk is the risk of financial loss when restoring
the assets of the Bank or those of the Bank’s clients to a sound
environmental state.

Environmental risk related to financing activities is managed
within the loan approval process, while risks related to the
Bank’s assets, although limited, are mainly managed by the
Real Estate segment.
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ADDITIONAL RISKS THAT COULD

POTENTIALLY AFFECT FUTURE RESULTS

The major business risks that may affect the Bank’s results are
detailed in the previous sections. This section describes other
factors that could have a significant impact on the Bank's results
and cause these results to differ materially from our forward-
looking statements as described at the beginning of this Annual
Report. Although the Bank maintains comprehensive controls
and processes to mitigate the risks associated with these
factors, by their very nature, they may significantly impact

the Bank's performance.

Economic climate in Canada

The Bank operates mainly in Québec and Ontario but also, to a
lesser extent, in the rest of Canada. Consequently, its earnings are
particularly sensitive to the economic and commercial climate in
Canada. Major factors include interest rates, inflation, capital market
fluctuations, the strength of the economy and the Bank's volume
of business in certain key regions. A prolonged deterioration in the
Canadian economic climate could therefore adversely affect the
Bank’s activities.

Monetary policies and other policies

The monetary policies adopted by the Bank of Canada and the
U.S. Federal Reserve’'s Board of Governors, as well as other
measures adopted by central banks, have a major impact on
several variables, such as interest rates, exchange rates and bond
markets, that can have an impact on the Bank's earnings. The
Bank has no control, however, on changes in monetary policies,
nor on capital markets fluctuations.

Competition

The Bank’s performance is affected by the level of competition
in its markets. The intense competition in the financial services
industry could interfere with the Bank's capacity to reach its
objectives. Several factors, including the price of products and
services, their quality and variety, and also the actions taken by
its competitors, could negatively impact the Bank’s positioning.

Legislative and regulatory amendments and legal proceedings
Legislative and regulatory amendments could affect the Bank
by impacting its product and service offering and modifying the
financial industry’s competitiveness. Moreover, the Bank’s failure
to comply with applicable legislation and regulations could result
in sanctions and financial penalties that would have a negative
impact on its earnings and reputation. As well, legal proceedings
could affect the Bank negatively. Further details are provided in
Note 25 to the consolidated financial statements.
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Ability to attract and retain key employees

The Bank's future performance is largely dependent on its ability
to attract and retain key employees. Within the financial industry,
competition for employees and executives is quite intense, and

there can be no assurance that the Bank will be able to attract

and retain these individuals, which could significantly impact its
operations and competitiveness.

Business infrastructure
The Bank deals with third parties to secure the components
essential to its business infrastructure, such as Internet

Disclosure controls
and procedures and
internal controls over
financial reporting

In order to ensure that the consolidated financial statements and
the MD&A present fairly, in all material respects, the financial
position of the Bank and the results of its operations, management
is responsible for establishing and maintaining disclosure controls
and procedures, as well as internal controls over financial reporting.

Disclosure controls and procedures

Disclosure controls and procedures are designed to provide
reasonable assurance that all relevant information has been
collected and submitted to the Bank’s senior management which
ensures adequate disclosure of such information. An information
disclosure policy constitutes the framework for the information
disclosure process with regard to the annual and interim filings,
as well as to other reports filed or submitted under securities
legislation. The Disclosure Committee is responsible for ensuring
compliance with this policy. The members of the Disclosure
Committee therefore review the main documents to be filed
with regulatory authorities to ensure disclosure of all significant
information regarding operations in a timely manner.

The President and Chief Executive Officer and the Executive
Vice-President and Chief Financial Officer evaluated the effec-
tiveness of disclosure controls and procedures as at October
31,2009 and concluded that they were adequately designed and
effectively managed to provide reasonable assurance regarding
the completeness and reliability of financial reporting.
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connections and various communication and database
services. Disruption of such services could adversely affect
the Bank’s capacity to provide its products and services

to its various clienteles, and ensure the continuity of its
ongoing operations.

Other factors

Other factors, that are not under our control, could affect results,
as discussed in the Caution Regarding Forward-Looking Statements
at the beginning of this Annual Report. It should be noted that the
foregoing list of factors is not exhaustive.

Internal controls over financial reporting
During fiscal 2009, management evaluated the design and
effectiveness of internal controls over financial reporting, leading
to the regulatory certification of the annual filings in accordance
with National Instrument 52-109. As for the evaluation of controls
and procedures regarding information disclosure, the evaluation of
the design and effectiveness of disclosure internal controls was
performed using the control framework established by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO).
Given the inherent limitations of any control systems, it is possible
that internal controls over financial reporting do not prevent or detect
all misstatements due to error or fraud. However, management’s
evaluation of internal controls provides a reasonable assurance
that all internal control problems which could lead to important
misstatements have been detected.

Tests have been performed throughout the 2009 fiscal year to
evaluate the effectiveness of internal controls over financial reporting.
This undertaking has enabled the President and Chief Executive
Officer and the Executive Vice-President and Chief Financial Officer

to certify that internal controls over financial reporting are effective
and adequately designed to provide reasonable assurance regarding
the reliability of financial reporting.

Changes to internal controls over financial reporting

During the year ended October 31, 2009, no changes to internal
controls over financial reporting affected materially, or are reasonably
likely to materially affect, internal controls over financial reporting.
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Critical accounting
policies and estimates

The significant accounting policies followed by the Bank are
outlined in Notes 2 and 3 to the consolidated financial statements.
Some of these accounting policies are deemed critical as they
require management to make estimates that, by their very nature,
involve uncertainties, and changes in these estimates could
materially affect the Bank’s consolidated financial statements.
The critical accounting policies that require management’s
judgment and estimates are described below.

ALLOWANCE FOR LOAN LOSSES
The allowance for loan losses reflects management'’s estimate
of losses related to the loan portfolios. Management regularly
reviews the portfolios’ credit quality to ensure the adequacy of
the allowance for loan losses. This allowance is dependent upon
the evaluation of the amounts and dates of future cash flows,
the fair value of guarantees and realization costs, and the
interpretation of the impact of market and economic conditions.

Considering the materiality of the amounts and their inherent
uncertainty, the use of estimates and assumptions that differ from
those used in determining the allowance for loan losses could
produce significantly different levels of allowances. Changes in
circumstances may cause future assessments of credit risk to
be materially different from current assessments and may entail
an increase or a decrease in the allowance for loan losses.

These changes could consequently have a significant impact
on the allowance for loan losses in the consolidated statement of
results for a given fiscal year. A detailed description of the methods
used to determine the allowance for loan losses can be found in
Note 3 to the consolidated financial statements, and in the Credit
Risk Management section on page 37 of this MD&A.

Management has developed a valuation model for the general
allowance, based on the historical losses of the various portfolios. This

model validates the $73.5 million allowance as at October 31, 2009.

Changes in assumptions and parameters could have produced
different valuations.
This critical accounting estimate affects all business segments.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The Bank reports most of its financial instruments, including
derivative financial instruments, at fair value. Fair value is defined
as the amount at which a financial instrument could be traded by
knowledgeable and willing parties dealing at arm’s length and
under no compulsion to act. Changes in the fair value of the Bank’s
trading book’s securities and obligations related to assets sold
short, as well as derivatives which do not qualify for hedge
accounting, are generally recognized under other income.
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Management uses quoted market prices, when available, as the
best evidence of fair value of its financial instruments as it requires
minimal subjectivity. Quoted prices include those obtained from an
exchange, a broker, dealer, industry group or from pricing services. In
the absence of quoted market prices, the Bank typically uses pricing
models based on the discounted value of future cash flows. These
models may include observable or unobservable market parameters.

Management'’s judgment is required when observable market
prices do not exist or when market prices are not observable due
to insufficient trading volume in an inactive market. Judgment may
also be required to develop valuation techniques and determine
parameters that are not readily observable on the market.
Additional information on fair value is presented in Note 20 to the
consolidated financial statements.

Available-for-sale financial assets are assessed for impairment
periodically, and management must examine various factors to
determine whether declines in value are other-than-temporary.
These factors include the type of investment, the length of time
and extent by which fair values are below cost. In addition,
management considers other factors such as bankruptcy, capital
restructuring or dilution, significant modifications in the issuer’s
operations or other uncertainties. Management must also assert
its intent and ability to hold the securities until recovery.

Using other alternative assumptions could translate into signifi-
cantly different income recognition.

These critical accounting estimates mainly affect the LBS and
Other segments. Additional information on the calculation of fair
value is provided in Note 22 to the consolidated financial statements.

SECURITIZATION

Securitization is a process whereby financial assets, essentially
mortgage loans for the Bank, are converted into securities and
sold to investors. When the Bank surrenders control over the
receivables sold and receives a consideration other than a
beneficial interest in the transferred assets, the transaction is
recorded as a sale.

The determination of the initial gain, in such circumstances,
depends on the value attributed to certain retained interests,
mainly rights to future excess spreads and holdbacks, as well as to
seller swaps. Since quoted market prices are not available for these
financial instruments, management must estimate their value based
on the present value of estimated cash flows. Management must
therefore use estimates and assumptions, particularly for expected
credit losses, anticipated prepayment rates, discount rates and other
factors that influence the value of these instruments. Moreover,
these values must be reviewed periodically thereafter.
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The fair value of retained interests for securitized mortgage loans
was $108.4 million as at October 31, 2009. Note 6 to the conso-
lidated financial statements presents a sensitivity analysis of the
current fair value of these retained interests to immediate 10%
and 20% adverse changes in key assumptions. The fair value of
seller swaps was—$44.2 million as at October 31, 2009. Different
assumptions with regard to anticipated prepayment rates and
discount rates could translate into significantly different fair values
for these instruments.

The Off-Balance Sheet Arrangements section on page 31 of
this MD&A provides further information on these transactions.

This critical accounting estimate mainly affects the Other segment.

EMPLOYEE FUTURE BENEFITS

Valuation of employee future benefits for defined benefit plans
and other post-employment benefits is based on a number of
assumptions such as discount rates, expected returns on assets,
projected salary increases, health-care cost trend rates, employee
turnover rate and retirement age. These assumptions are reviewed
annually in accordance with accepted actuarial practice and
approved by management.

The discount rate used in determining the actual costs and
obligations related to pension plans and other future benefits
reflects the market yields, as at the measurement date, on
high-quality debt instruments with cash flows matching expected
benefit payments. The expected rate of return on the plans’ assets
corresponds to the expected returns on various asset categories,
weighted by the portfolio’s allocation during the fiscal year.
Anticipated future long-term performance of individual asset
categories is taken into account, according to the expected future
inflation rate and the real yields on fixed income securities and
equities. Other assumptions are based on the plans’ actual results
and management’s best estimates.

In accordance with Canadian GAAP, actual results that differ
from the expected results as determined using the assumptions
are accumulated and amortized over future periods and therefore
affect actual costs and recorded obligations for these periods. As
at October 31, 2009, the net amount of the unamortized actuarial
losses was $84.5 million ($47.9 million in 2008) for pension plans,
and $12.9 million ($14.2 million in 2008) for other benefits.

Discount rates stood at 6.50% as at October 31, 2009 and 7.50%
as at October 31, 2008. The expected long-term rate of return on
plan assets was unchanged at 7.25% for fiscal 2009 and 2008.
The trend rate of the estimated annual growth of health-care costs
covered, per participant, has been set at 10% for 2009 (8.8% for
2008). According to the accepted assumption, this rate should
decrease progressively, reaching 4% in 2019 and remaining at
that level thereafter.
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Considering the importance of accrued benefit obligations and
plan assets, changes in assumptions could have a significant
impact on the accrued benefit assets (liabilities), as well as on
pension plan and other employee future benefit expenses. Table 31
summarizes the impact of a 0.25% increase or decrease in the
principal assumptions on accrued benefit obligations as at
October 31, 2009 and related defined benefit pension plan
costs for 2010.

TABLE 31
SENSITIVITY ANALYSIS
(in millions of dollars)

POTENTIAL IMPACT
OF CHANGES OF 0.25%

OBLIGATION COST

Discount rate $9.6 $05
Expected long-term rate

of return of plan assets na $0.8

The sensitivities presented in this table should be used with caution, as the effects
are hypothetical and changes in assumptions may not be linear.

This critical accounting estimate affects all business segments.
Further information on the Bank's pension plans and other
future benefits can be found in Note 16 to the consolidated
financial statements.

INCOME TAX
Future income tax assets reflect management’s estimate of
the value of loss carry-forwards, minimum tax carry-overs and
other temporary differences. Asset value is determined using
assumptions regarding the results of operations of future fiscal
years, timing of reversal of temporary differences and tax rates
on the date of reversals, which may well change depending on
governments’ fiscal policies. Moreover, management must assess
whether it is more likely than not that future income tax assets
will be realized prior to their expiration and, based on all available
evidence, determine whether a valuation allowance is required
on all or a portion of future income tax assets. The use of
different assumptions could translate into significantly different
income tax expenses.

This critical accounting estimate affects all business segments.
Further information on income tax expense can be found in Note 17
to the consolidated financial statements.
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GOODWILL, OTHER INTANGIBLE ASSETS AND OTHER ASSETS
Goodwill

As at October 31, 2009, the balance of goodwill stood at

$53.8 million and this amount was entirely allocated to Retail and
SME Québec. Goodwill is subject to an impairment test annually or
more frequently if an event or change in circumstances indicates
that the asset might be impaired.

The impairment test initially compares the fair value of the
reporting unit, to which goodwill relates, to its carrying amount.
Management mainly uses the discounted cash flow method to
determine the fair value of its reporting units. The impairment
assessment process includes a number of significant estimates,
including projected net income growth rates, future cash flows,
the number of years used in the cash flow model and the discount
rate of future cash flows. Management considers that all estimates
are reasonable and consistent with the Bank’s financial objectives.
They reflect management’s best estimates but include inherent
uncertainties that are not under its control.

Changes made to one or any of these estimates may
significantly impact the calculation of fair value and the resulting
impairment charge. Consequently, management cannot reasonably
quantify the effect of the use of different assumptions on the
Bank's overall financial performance. Moreover, it is impossible
to predict whether an event that triggers an impairment will occur,

New accounting
standards in 2009

GOODWILL AND OTHER INTANGIBLE ASSETS

In November 2007, the Canadian Accounting Standards Board
(AcSB) approved new Section 3064, Goodwill and Intangible
Assets, which supersedes Section 3062, Goodwill and Other
Intangible Assets, and Section 3450, Research and Development
Costs. New Section 3064 reinforces a principle-based approach to
the recognition of costs as assets in accordance with the definition
of an asset and the criteria for asset recognition in Section 1000.
The Section also sets out specific criteria for the recognition

of internally developed intangible assets. In addition, EIC-27,
Revenues and Expenditures during the Pre-operating Period, will
no longer apply following the adoption of Section 3064. These
changes, adopted as of November 1, 2008, had no significant
impact on the Bank’s results. The unamortized balance of

$91.7 million in software was reclassified from property, plant
and equipment to other intangible assets in the consolidated
balance sheet ($83.6 million as at October 31, 2008).
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nor when it will occur or how this will affect the asset values
reported by the Bank.

No impairment charge was reported in fiscal 2009 or in fiscal
2008. If need be, the amount of the losses in value would be
recorded as a non-interest expense for Retail and SME Québec,
under Other.

More information on goodwill can be found in Note 8 to the
consolidated financial statements.

Other intangible assets and other assets
Other intangible assets with finite lives are also tested for impairment
when events or changes in circumstances indicate that it may not
be possible to recover their book value. As it conducts this test,
management evaluates the future cash flows it expects to realize
from these assets, along with their possible disposition. An
impairment loss is recognized if the sum of the expected future
undiscounted cash flows is less than the carrying amount of the
asset. No significant impairment charge was reported in fiscal
2009 or in fiscal 2008.

Management also periodically reviews the value of the Bank’s
other assets, such as fixed assets and other deferred charges,
in order to identify potential losses in value and to validate the
pertaining amortization periods. Changes in estimates and
assumptions could significantly impact results.

CREDIT RISK AND THE FAIR VALUE

OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES

On January 20, 2009, the Emerging Issue Committee of the
Canadian Institute of Chartered Accountants (CICA) issued Abstract
EIC-173, Credit Risk and the Fair Value of Financial Assets and
Financial Liabilities, which applies to the Bank retroactively as of
November 1, 2008. The Abstract confirms that an entity’s own
credit risk and the credit risk of the counterparty should be taken
into account in determining the fair value of financial assets and
liabilities, including derivative instruments. This Abstract had no
significant effect on the annual consolidated financial statements.

FINANCIAL INSTRUMENT DISCLOSURES

In June 2009, the AcSB issued amendments to Section

3862 —Financial instruments disclosures to improve disclosure
requirements on fair value measurement and liquidity risk.

The amendments are effective for the Bank's October 31, 2009
annual consolidated financial statements. As the amendments
only concern disclosure requirements, they had no significant
impact on results or financial position.
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IMPAIRMENT OF FINANCIAL ASSETS

In August 2009, the CICA amended Section 3855, Financial
Instruments—Recognition and Measurement, as it relates to

the timing of impairment recognition for debt instruments. The
amendments apply to financial statements relating to fiscal years
beginning on or after November 1, 2008. The Section has been
amended to [i] change the categories into which a debt instrument
is required or permitted to be classified,; [ii] change the impairment

Future changes to
accounting policies

INTERNATIONAL FINANCIAL REPORTING STANDARDS
In February 2008, the AcSB confirmed the convergence of
financial reporting standards for Canadian public companies with
International Financial Reporting Standards (IFRS). The Bank will
use IFRS for interim and annual financial statements relating to
fiscal periods beginning on or after November 1, 2011.

The Bank has prepared a conversion plan and assembled a
project team to coordinate the conversion.

The conversion plan consists of the following phases:

— Preliminary assessment—This phase, completed early in the
year, served to heighten Management's awareness of the key
conversion issues and establish a timeline mapping out the
Bank’s priorities with regard to analyses and significant issues.

— Financial standards analysis—This phase consists of a detailed
assessment of the quantitative, qualitative and technological
impact of IFRS implementation. Work on this phase is well
underway and should be completed at the beginning of 2010,
subject to changes to IFRS by the International Accounting
Standards Board (IASB).

— Selection of key accounting policies—The initial adoption
of IFRS will require the Bank to make certain elections. The
alternatives are currently being assessed concurrently with
standards analysis.
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model for held-to-maturity financial assets to the incurred credit
loss model of Section 3025, Impaired Loans; and [iii] require
reversal of previously recognized impairment losses on available-for-
sale financial assets in specified circumstances. These amendments,
adopted by the Bank as of October 31, 2009, had no significant
impact on the consolidated financial statements, primarily because
no changes in category occurred and no reversals of impairment
losses were required during the year.

— Implementation—This phase consists in implementing the
necessary information systems to comply with the new
IFRS requirements.

The Bank has analyzed the new requirements, particularly with
respect to the recognition of financial instruments, including
securitization transactions, hedging transactions and loan losses.
The standards regarding employee future benefits, business
combinations, income taxes and stock-based compensation
have also been analyzed in detail. In addition, the Bank is
closely monitoring the potential impact of such changes on
capital requirements.

In 2009, the IASB proposed major amendments to the
accounting standards governing the recognition of financial
instruments, including securitization transactions, hedging
transactions and loan losses. Since the proposed standards
have yet to be finalized, their potential impact cannot be
determined at this time.

Our analysis of the accounting consequences for these
items, as well as for all other matters related to the Bank’s
preparedness for an orderly transition to IFRS, will continue
in 2010.

BASIS OF PRESENTATION

This Management Discussion and Analysis (MD&A) refers to the results of operations and financial condition of the Bank for the year ended October 31, 2009 and presents the views of the Bank’s
management as at December 9, 2009. The information is presented on the same basis as in the consolidated financial statements and has been prepared in accordance with Canadian generally
accepted accounting principles (‘GAAP") and the accounting requirements of the Office of the Superintendent of Financial Institutions of Canada.

Additional information on Laurentian Bank of Canada, including the Annual Information Form for the year ended October 31, 2009, can be found on the Bank's website at www.laurentianbank.

ca and on SEDAR at www.sedar.com.
METHODOLOGY FOR THE ANALYSIS OF RESULTS

Management generally evaluates the Bank’s performance as reported in the consolidated financial statements. Considering the disposal of the wealth management operations associated with the BLC-
Edmond de Rothschild Asset Management Inc. joint venture in 2005, the financial statements also present results from continuing operations and results from discontinued operations.

The Bank uses both GAAP and certain non-GAAP measures to assess performance, such as return on common shareholders’ equity, net interest margin and efficiency ratios. Non-GAAP measures
do not have any standardized meaning prescribed by GAAP and are unlikely to be comparable to any similar measures presented by other issuers. The Bank believes that these non-GAAP financial
measures provide investors and analysts with useful information so that they can better understand financial results and analyze the Bank's growth and profitability potential more effectively.

Certain comparative figures for fiscal 2008 have been reclassified to conform to the current year presentation.
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CONSOLIDATED FINANCIAL STATEMENTS AT A GLANCE

MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING
AUDITORS' REPORT TO SHAREHOLDERS

CONSOLIDATED BALANCE SHEET

CONSOLIDATED STATEMENT OF INCOME

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
CONSOLIDATED STATEMENT OF CASH FLOWS

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

These consolidated financial statements present a
recent financial history of the financial condition, results of
operations and cash flows of Laurentian Bank of Canada.
The accompanying notes include important disclosures
that are useful in understanding the Bank's operations.
They provide information on how amounts presented in
the consolidated financial statements were determined,
describe significant events or changes that affect these
amounts and explain certain line items in the consolidated
financial statements. They also include details about the
financial results that are not shown in the body of the
consolidated financial statements.
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Management’s responsibility
for financial reporting

The consolidated financial statements of Laurentian Bank of Canada and the other financial information contained in the Annual Report have
been prepared by management, which is responsible for the integrity and fairness of the financial information presented. The financial
statements have been prepared in accordance with Canadian generally accepted accounting principles (GAAP) pursuant to the requirements
of the Bank Act and reflect amounts that must, of necessity, be based on the best estimates and judgment of management. The financial
information presented in the Annual Report is consistent with that in the financial statements.

Management is responsible for the implementation of the financial information accounting systems, which support, among others, the
preparation of financial statements in accordance with Canadian GAAP. In discharging its responsibilities, management maintains the
necessary internal control systems designed to provide assurance that transactions are properly authorized, assets are safeguarded and
proper accounting records are held. The controls include, among other things, quality standards in hiring and training of employees, written
policies, compliance with authorized limits for managers, procedure manuals, a corporate code of conduct, budgetary controls and appropriate
management information systems.

The internal control systems are further supported by a regulatory compliance function, which ensures that the Bank and its employees
comply with all regulatory requirements, as well as by a function of integrated risk management and an operating risk management function
that ensures proper risk control, related documentation and the measurement of the financial impact of risks. In addition, the internal auditors
periodically assess various aspects of the Bank's operations and make recommendations to management for, among other things, improvements
to the internal control systems.

Every year, the Superintendent of Financial Institutions of Canada makes such examinations and inquiries as deemed necessary to satisfy
itself that the Bank is in a sound financial position and that it complies with the provisions of the Bank Act, particularly those regarding the
safety of the depositors and shareholders of the Bank.

Ernst & Young LLP, independent auditors, appointed by the shareholders, audit the Bank’s consolidated financial statements and their
report follows.

The internal auditors, the external auditors and the Superintendent of Financial Institutions of Canada meet periodically with the Audit
Committee, in the presence or absence of management, to discuss all aspects of their duties and matters arising therefrom.

The Board of Directors is responsible for reviewing and approving the financial statements and management’s discussion and analysis of
results of operations and financial condition appearing in the Annual Report. It oversees the manner in which management discharges its
responsibilities for the preparation and presentation of the consolidated financial statements, the maintenance of appropriate internal controls,
risk management as well as assessment of significant transactions through its Audit Committee and its Risk Management Committee. Both
Board committees are composed solely of directors who are not officers or employees of the Bank.

REJEAN ROBITAILLE MICHEL C. LAUZON
PRESIDENT AND EXECUTIVE VICE-PRESIDENT
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

MONTREAL, CANADA
DECEMBER 8, 2009
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Auditors’ report to the shareholders
of Laurentian Bank of Canada

We have audited the consolidated balance sheet of Laurentian Bank of Canada “the Bank” as at October 31, 2009 and 2008 and the
consolidated statements of income, comprehensive income, changes in shareholders’ equity and cash flows for the years then ended. These
financial statements are the responsibility of the Bank’'s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and
perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Bank as at
October 31, 2009 and 2008 and the results of its operations and its cash flows for the years then ended in accordance with Canadian
generally accepted accounting principles.

.
é!nu/t ¥ ?0&/37 LLP
CHARTERED ACCOUNTANTS

MONTREAL, CANADA
DECEMBER 8, 2009

1 CA auditor permit no 8729
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Consolidated
balance sheet
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as at October 31 (in thousands of dollars) NOTES 2009 2008
ASSETS
Cash and non-interest bearing deposits with other banks $ 61,010 $ 54410
Interest-bearing deposits with other banks 239,606 94,291
Securities accounts 4.and 23
Available-for-sale 1,424,043 1,302,137
Held-for-trading 1,391,313 1,069,197
Designated as held-for-trading 1,616,827 1,118,838
4,432,183 3490172
Assets purchased under reverse repurchase agreements 23 536,064 661,391
Loans 5,6and 23
Personal 5,655,055 5,694,574
Residential mortgage 7,219,830 6,182,871
Commercial mortgage 1,285,012 932,688
Commercial and other 1,555,956 1,454,799
15,715,853 14,264,932
Allowance for loan losses (114,546) (112,434)
15,601,307 14,152,498
Other
Customers' liabilities under acceptances 216,817 110,342
Premises and equipment 7 58,163 59,927
Derivative financial instruments 22 253,661 237,704
Goodwill 8 53,790 53,790
Other intangible assets 8 103,386 96,458
Other assets 9 608,793 568,489
1,294,610 1,126,710
$22,164,780 $ 19579472
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits 10
Personal $15,138,637 $12430,038
Business, banks and other 3,161,329 2903774
18,299,966 15333812
Other
Obligations related to assets sold short 1,054,470 819,236
Obligations related to assets sold under repurchase agreements 23 284,988 1,136,096
Acceptances 216,817 110,342
Derivative financial instruments 22 174,859 147,469
Other liabilities u 812,454 799,082
2,543,588 3012225
Subordinated debentures 12 150,000 150,000
Shareholders’ equity
Preferred shares 13 210,000 210,000
Common shares 13 259,208 257,462
Contributed surplus 15 209 173
Retained earnings 665,538 596,974
Accumulated other comprehensive income 14 36,271 18,826
1,171,226 1,083435
$22,164,780 $ 19579472
The accompanying notes are an integral part of the consolidated financial statements.
L. DENIS DESAUTELS, O.C., FCA REJEAN ROBITAILLE

CHAIRMAN OF THE BOARD PRESIDENT AND CHIEF EXECUTIVE OFFICER
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For the years ended October 31 (in thousands of dollars, except for per share amounts) NOTES 2009 2008
Interest income
Loans $719,538 $833,763
Securities 71,373 60,873
Deposits with other banks 3,903 26,360
Other, including derivative financial instruments 137,275 33,959
932,089 954,955
Interest expense
Deposits 493,812 508,403
Other, including derivative financial instruments 6,765 33547
Subordinated debentures 7,735 7,742
508,312 549,692
Net interest income 423,777 405,263
Other income
Fees and commissions on loans and deposits 101,445 91913
Income from brokerage operations 51,788 28,707
Securitization income 6 34,441 35,865
Credit insurance income 15,994 13,717
Income from sales of mutual funds 12,429 14,170
Income from treasury and financial market operations 10,472 24474
Income from registered self-directed plans 7,960 8736
Other 8,196 7,636
242,725 225,218
Total revenue 666,502 630,481
Provision for credit losses 5 56,000 48500
Non-interest expenses
Salaries and employee benefits 249,658 236,280
Premises and technology 120,054 119,192
Other 102,278 90,519
471,990 445991
Income from continuing operations before income taxes 138,512 135,990
Income taxes 17 36,848 37,882
Income from continuing operations 101,664 98,108
Income from discontinued operations, net of income taxes 27 11,469 4,423
Net income $113,133 $102531
Preferred share dividends, including applicable taxes 12,116 11,818
Net income available to common shareholders $101,017 $ 90,713
Average number of common shares outstanding (in thousands)
Basic 23,858 23,837
Diluted 23,876 23,880
Income per common share from continuing operations 18
Basic $ 375 $ 362
Diluted $ 3.75 $ 361
Net income per common share 18
Basic $ 423 $ 381
Diluted $ 4.23 $ 380

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated statement
of comprehensive income

LAURENTIAN BANK 2009 ANNUAL REPORT

For the years ended October 31 (in thousands of dollars) NOTES 2009 2008
Net income $ 113,133 $ 102531
Other comprehensive income, net of income taxes 14
Unrealized gains (losses) on available-for-sale securities 14,081 (23347)
Reclassification of (gains) losses on available-for-sale securities to net income 6,185 (4,376)
Net change in value of derivative instruments designated as cash flow hedges (2,821) 45,672
17,445 17,949
Comprehensive income $ 130,578 $ 120,480
The accompanying notes are an integral part of the consolidated financial statements.
- ’ -
of changes in shareholders’equity
For the years ended October 31 (in thousands of dollars) NOTES 2009 2008
Preferred shares 13
Balance at beginning and end of year $ 210,000 $ 210,000
Common shares 13
Balance at beginning of year 257,462 256,445
Issued during the year 1,746 1,017
Balance at end of year 259,208 257,462
Contributed surplus
Balance at beginning of year 173 105
Stock-based compensation 15 36 68
Balance at end of year 209 173
Retained earnings
Balance at beginning of year 596,974 537,254
Net income 113,133 102,531
Dividends
Preferred shares, including applicable taxes (12,116) (11,818)
ommon shares ) )
C h (32,453) (30,993)
Balance at end of year 665,538 596,974
Accumulated other comprehensive income 14
Balance at beginning of year 18,826 877
Other comprehensive income, net of income taxes 17,445 17,949
Balance at end of year 36,271 18,826
SHAREHOLDERS' EQUITY $1,171,226 $1,083435

The accompanying notes are an integral part of the consolidated financial statements.
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For the years ended October 31 (in thousands of dollars) NOTES 2009 2008
Cash flows relating to operating activities
Net income $ 113133 $102,531
Adjustments to determine net cash flows relating to operating activities:
Provision for loan losses 56,000 48500
Gains on securitization operations (37,380) (29,636)
Net gain from discontinued operations 27 (13,493) (5,185)
Net loss (net gain) on disposal of non-trading securities 12,146 (8,629)
Future income taxes 28,943 29,342
Depreciation 11,216 11,149
Amortization of other intangible assets 22,383 19942
Net change in held-for-trading securities (322,116) 17,761
Change in accrued interest receivable (12,793) (7,012)
Change in assets relating to derivative financial instruments (15,957) (174,959)
Change in accrued interest payable (31,287) 4704
Change in liabilities relating to derivative financial instruments 27,390 76,618
Other, net 13,728 37,589
(148,087) 122,715
Cash flows relating to financing activities
Net change in deposits 2,966,154 1455104
Change in obligations related to assets sold short 235,234 (49,439)
Change in obligations related to assets sold under repurchase agreements (851,108) 207,109
Issuance of common shares 1,746 1,017
Dividends, including applicable income taxes (44,569) (42,811)
2,307,457 1570,980
Cash flows relating to investing activities
Change in securities available-for-sale and designated as held-for-trading
Acquisitions (6,164,858) (3,767,207)
Proceeds on sale and at maturities 5,576,044 2,915,926
Change in loans (2,511,422) (2,208,714)
Change in assets purchased under reverse repurchase agreements 125,327 (121,087)
Proceeds from mortgage loan securitizations 1,005,647 1295512
Additions to property, plant and equipment and software (38,193) (37,556)
Change in interest-bearing deposits with other banks (145,315) 188,964
Net cash flows from sale of asset 27 - 29,632
(2152,770)  (1,704530)
Net change in cash and non-interest-bearing deposits with other banks 6,600 (10,835)
Cash and non-interest-bearing deposits with other banks at beginning of year 54,410 65,245
Cash and non-interest-bearing deposits with other banks at end of year $ 61,010 $ 54410
Supplemental disclosure relating to cash flows:
Interest paid during the year $ 537,988 $539,656
Income taxes paid during the year $ 12275 $ (3451)

The accompanying notes are an integral part of the consolidated financial statements.
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Notes to consolidated
financial statements

OCTOBER 31,2009 AND 2008 (ALL TABULAR AMOUNTS ARE IN THOUSANDS OF DOLLARS, UNLESS OTHERWISE INDICATED.)

N°1.
General

Laurentian Bank of Canada and its subsidiaries (“Laurentian Bank” or the “Bank”) provide banking services to individuals and small and
medium-sized enterprises, as well as to independent advisors across Canada, and operate as a full-service brokerage firm. The Bank is a
chartered bank under Schedule 1 of the Bank Act (Canada) and has its head office in Montréal, Canada. The common shares of Laurentian
Bank (stock symbol: LB) are listed on the Toronto Stock Exchange.

N°2.
Basis of presentation

The consolidated financial statements of the Bank have been prepared in accordance with the Bank Act, which states that, except as
otherwise specified by the Superintendent of Financial Institutions of Canada (OSFI), the financial statements are to be prepared in accordance
with Canadian generally accepted accounting principles (GAAP). These financial statements are in accordance with GAAP.

The preparation of consolidated financial statements in accordance with GAAP requires management to make estimates and assumptions,
mainly concerning the valuation of items that affect the amounts reported in the consolidated financial statements. Actual results could differ
from those estimates.

Certain comparative figures have been reclassified to conform to current year presentation.

2.1 BASIS OF CONSOLIDATION
The consolidated financial statements include the assets, liabilities and results of operations of the Bank and all of its subsidiaries after
elimination of intercompany balances and transactions.

The Bank also consolidates variable interest entities (VIES) when it is the primary beneficiary. Generally, VIEs are entities that are subject to
control on a basis other than ownership of voting interests. The primary beneficiary consolidates the VIE. The primary beneficiary is the
enterprise that has the variable interests that will absorb the majority of expected losses or receive the majority of residual returns, as defined.
Variable interests are defined as contractual, ownership or other financial interests in an entity that change with fluctuations in the entity’s net
asset value.

2.2 NEW ACCOUNTING STANDARDS ADOPTED DURING FISCAL 2009

Goodwill and other intangible assets

In November 2007, the Canadian Accounting Standards Board (AcSB) approved new Section 3064, Goodwill and Intangible Assets, which
supersedes Section 3062, Goodwill and Other Intangible Assets, and Section 3450, Research and Development Costs. Section 3064
reinforces a principle-based approach to the recognition of costs as assets in accordance with the definition of an asset and the criteria for
asset recognition in Section 1000. The Section also sets out specific criteria for the recognition of internally developed intangible assets. In
addition, EIC 27, Revenues and Expenditures During the Pre-operating Period, will no longer apply to entities that have adopted Section 3064.
These changes, adopted as of November 1, 2008, had no significant impact on the Bank's results. The unamortized balance of $91,709,000
as at October 31, 2009 ($83,562,000 as at October 31, 2008) in software was reclassified from premises and equipment to other intangible
assets in the consolidated balance sheet.

Credit risk and the fair value of financial assets and financial liabilities

On January 20, 2009, the Emerging Issue Committee of the Canadian Institute of Chartered Accountants (CICA) issued Abstract EIC-173,
Credit Risk and the Fair Value of Financial Assets and Financial Liabilities, which applies to the Bank retroactively as of November 1, 2008.
The Abstract confirms that an entity's own credit risk and the credit risk of the counterparty should be taken into account in determining the
fair value of financial assets and liabilities, including derivative instruments. This Abstract had no significant impact on the consolidated
financial statements.
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Amendments to Section 3855 regarding impairment of financial assets

In August 2009, the AcSB amended Section 3855, Financial Instruments—Recognition and Measurement, as it relates to the timing of impairment
recognition for debt instruments. The amendments apply to financial statements relating to fiscal years beginning on or after November 1, 2008.
The Section has been amended to [i] change the categories into which a debt instrument is required or permitted to be classified; [ii] change the
impairment model for held-to-maturity financial assets to the incurred credit loss model of Section 3025, Impaired Loans; and [iii] require reversal
of previously recognized impairment losses on available-for sale financial assets in specified circumstances. These amendments, adopted by the
Bank as of October 31, 2009, had no significant impact on the consolidated financial statements, primarily because no changes in category
occurred and no reversals of impairment losses were required during the year.

Financial instrument measurement disclosure

In June 2009, the AcSB issued amendments to Section 3862, Financial Instruments—Disclosures, to enhance disclosure requirements for
the inputs used in fair value measurements, as well as liquidity risk. The amendments are effective for the Bank’s annual financial statements
as at October 31, 2009. The amendments have no impact on how the Bank determines the fair value of financial instruments; however, they
require additional disclosures. Since the amendments pertain to disclosure requirements only, they had no significant impact on the Bank’s
results or financial position.

2.3 FUTURE ACCOUNTING POLICY CHANGES
International Financial Reporting Standards
In February 2008, the AcSB confirmed the convergence of financial reporting standards for Canadian public companies with International
Financial Reporting Standards (IFRS). The Bank will use IFRS for interim and annual financial statements relating to fiscal periods beginning
on or after November 1, 2011.

The Bank has prepared a conversion plan and assembled a project team to coordinate the conversion.

The conversion plan consists of the following phases:

— Preliminary assessment—This phase, completed early in the year, served to heighten management’s awareness of the key conversion
issues and establish a timeline mapping out the Bank’s priorities as regards analyses and significant issues.

— Standards analysis—This phase consists of a detailed assessment of the quantitative, qualitative and technological impact of IFRS
implementation. Work on this phase is well underway and should be completed during 2009, subject to changes to IFRS by the International
Accounting Standards Board (IASB).

— Selection of accounting policies—The initial adoption of IFRS will force the Bank to make certain elections. The alternatives are currently
being assessed concurrently with standards analysis.

— Implementation—This phase consists in implementing the necessary information systems to comply with the new IFRS requirements.

The Bank has analyzed the new requirements, particularly with respect to the recognition of financial instruments, including securitization
transactions, hedging transactions and loan losses. The standards regarding employee future benefits, business combinations, income taxes
and stock-based compensation have also been analyzed in detail. In addition, the Bank is closely monitoring the potential impact of such
changes on capital requirements.

2.4 RECLASSIFICATION OF LOANS RELATED TO THE IMMIGRANT INVESTOR PROGRAM

Loans related to the Immigrant Investor program amounting to $471,224,000 as at October 31, 2009 are now included in personal loans.
Previously, these loans were included in commercial and other loans. Prior period loan balances in the amount of $392,528,000 as at
October 31, 2008 have been reclassified to conform to current year presentation.

Ne° 3.
Summary of significant accounting policies

3.1 FINANCIAL INSTRUMENTS

Held-for-trading financial instruments

Financial instruments purchased for resale over a short period of time and obligations related to securities sold short are classified as
held-for-trading.

Held-for-trading financial instruments are initially recorded at fair value on the settlement date in the consolidated balance sheet.
Subsequently, these financial assets are remeasured at fair value and the realized and unrealized gains and losses are immediately
recognized in the consolidated statement of income under income from treasury and financial market operations. Interest income earned,
amortization of premiums and discounts as well as dividends received are included in interest income using the accrual basis of accounting.
Transaction costs, and loan origination and other fees associated with held-for-trading financial instruments are expensed as incurred.
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N° 3. Summary of significant accounting policies (cont’d)

Financial instruments designated as held-for-trading

Financial instruments, other than those held for trading, may be designated on a voluntary and irrevocable basis as held-for-trading provided

that such designation:

— Eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise from measuring assets or
liabilities or recognizing the related gains and losses on different bases; or

— Pertains to an asset or liability that is managed and whose performance is evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy, and information about such items is provided internally on that basis to the entity’s key management
personnel; or

— Pertains to a contract containing one or more embedded derivatives that significantly modify the cash flows that otherwise would be required
by the contract; and

— Allows for reliable measurement of the fair value of the financial instruments designated as held-for-trading.

Financial instruments designated as held-for-trading are initially recorded at fair value on the settlement date in the consolidated balance
sheet. Subsequently, they are remeasured at fair value and the realized and unrealized gains and losses are immediately recognized in the
consolidated statement of income under income from treasury and financial market operations, or in securitization income when arising from
financial instruments related to securitization transactions. Interest income earned, amortization of premiums and discounts as well as
dividends received are included in interest income using the accrual basis of accounting. Transaction costs, and loan origination and other fees
associated with financial instruments designated as held-for-trading are expensed as incurred.

Available-for-sale assets

Available-for-sale financial assets are those non-derivative financial assets that are classified as available-for-sale, or that are not classified
as loans and receivables, held-to-maturity investments, held-for-trading or designated as held-for-trading. Available-for-sale assets are
acquired for an indefinite period and may be sold to meet liquidity requirements or in response to changes in interest rates, exchange rates or
equity instrument prices.

These assets are initially recorded at fair value on the settlement date in the consolidated balance sheet. Except for equity instruments that
do not have a quoted market price in an active market, available-for-sale assets are remeasured at fair value and unrealized gains and losses
are recorded in other comprehensive income. When realized, unrealized gains and losses are recognized in the consolidated statement of
income in other income under income from treasury and financial market operations. Where there is objective evidence that the asset is
impaired and the decline in fair value of the available-for-sale asset is other than temporary, the unrealized loss is immediately recognized in
the consolidated statement of income. In certain circumstances, particularly where the issuer’s financial position subsequently recovers from
a particular event, previously recognized impairment losses are reversed. Equity instruments that do not have a quoted market price in an
active market are recorded at cost. Interest income earned, amortization of premiums and discounts as well as dividends received are included
in interest income using the accrual basis of accounting. Transaction costs, and loan origination and other fees associated with the acquisition
of available-for-sale financial instruments and other financial liabilities are initially deferred and subsequently amortized using the effective
interest method according to the instrument to which they relate.

Held-to-maturity financial assets

Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable payments and fixed maturity, other than loans
and receivables, that an entity has the clear intention and ability to hold to maturity. These financial assets are recorded at amortized cost on
the settlement date. As at October 31, 2009, the Bank had not designated any financial assets as held-to-maturity.

Securities acquired under reverse repurchase agreements and obligations related to securities sold under repurchase agreements

The Bank enters into short-term purchases of securities under agreements to resell as well as short-term sales of securities under agreements
to repurchase at predetermined prices and dates. Given the low risk transfer associated with these purchases and sales, these agreements
are treated as collateralized lending and borrowing transactions and are carried in the consolidated balance sheet at the amounts at which
the securities were initially acquired or sold, plus accrued interest. Interest earned on reverse repurchase agreements and interest incurred
on repurchase agreements is reported as interest income and interest expense, respectively.

Loans

Loans are non-derivative financial assets with fixed or determinable payments. However, financial assets quoted in an active market do not
meet the necessary conditions to be classified as loans and receivables and must be classified as held-for-trading, available-for-sale or
held-to-maturity. Moreover, loans that the Bank intends to sell immediately or in the near term are classified as held-for-trading.
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Loans are initially recorded at fair value on the settlement date in the consolidated balance sheet. They are subsequently recorded at
amortized cost using the effective interest method in the balance sheet, net of the allowance for loan losses and any unearned interest.
Interest income related to loans is accounted for using the accrual basis of accounting. Commissions received and origination fees in respect
of loans, including restructuring and renegotiation charges, are recorded in interest income over the term of the loans. Loan origination and
other fees paid are charged to interest income over the term of the loans. Fees received for loan prepayments are included in interest income
upon prepayment.

Impaired loans
Loans, except credit card balances, are classified as impaired when, in management’s opinion, there is a reasonable doubt as to the timely
recovery of the principal or interest. Loans are classified as impaired when payment of principal or interest is 90 days past due, unless they are
well secured or in the process of recovery.

All loans which are 180 days past due are classified as impaired except when they are guaranteed or insured by the Canadian government, a
provincial government or a Canadian government agency; such loans are classified as impaired loans if they are in arrears for 365 days. Credit
card balances are fully written off when payments are 180 days in arrears or when management assesses the likelihood of collection to be nil.

When loans are classified as impaired, the accrual of interest income ceases. The carrying amount of these loans is then adjusted to their
estimated realizable value by way of a total or partial write-off and/or an allowance for loan losses.

Subsequent recoveries of interest on impaired loans are recognized in income only if there is no specific allowance and if, in management’s
opinion, there is no reasonable doubt as to the ultimate recovery of the total principal.

An impaired loan cannot return to an accrual status unless all principal and interest payments are current and management has no reasonable
doubt as to the recovery of the total principal and interest.

When a portion of the loan is written off and the balance is restructured, the new loan is recorded on the accrual basis of accounting where
there is no longer any reasonable doubt as to the recovery of capital and interest and where payments are not 90 days past due.

Foreclosed assets
Assets acquired by way of settlement of a loan and held for sale are initially measured at fair value less estimated costs to sell, under other
assets. The difference between the carrying amount of the loan prior to foreclosure and the amount at which the foreclosed assets are initially
measured is recognized in the provision for loan losses.

Any future change in their fair value, but not in excess of the cumulative losses recognized subsequent to the foreclosure date, is recognized
as other income in the consolidated statement of income. The revenues generated by foreclosed assets and operating expenses are included
in other income and non-interest expenses. If the assets are to be held and used, they are initially measured at fair value and then accounted
for in the same manner as similar assets acquired in the normal course of business.

Allowances for losses
The Bank maintains allowances for losses at amounts deemed adequate to absorb all probable losses in its portfolios. Allowances are mainly
related to loans, but may also apply to other assets.

The allowance for loan losses is increased by the amount charged to the provision for loan losses in the statement of income and reduced by
the amount of the write-offs, net of recoveries. Loans are written off when all possible restructuring or recovery activities have been completed
and the recovery of other amounts is unlikely.

Specific allowances for loan losses
Specific allowances are maintained to absorb losses on both specifically identified borrowers and other homogeneous loans classified as
impaired. Losses relating to loans included in the commercial loan and mortgage loan portfolios and to investment loans included in the personal
loan portfolio are determined on a loan-by-loan basis during periodic portfolio reviews. These losses are established by estimating the amounts
recoverable in relation to the loan amounts using expected future cash flows discounted at the effective interest rate inherent in the loans.

When these amounts cannot be reasonably estimated, the fair value of the underlying collateral or the observable market price of the loans
is used. Losses relating to other personal loans classified as impaired, other than losses arising from credit card balances, are determined
based on the write-off experience of the past few years when payments are more than 90 days in arrears. For credit card balances, no specific
allowance is maintained; however, outstanding balances are fully written off when payments are 180 days in arrears or when management
assesses the likelihood of recovery to be nil.
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N° 3. Summary of significant accounting policies (cont’d)
General allowances for loan losses
The general allowance reflects the best estimate of losses incurred in the portfolios in respect of loans that have yet to be identified as impaired.
The general allowance, established based on the historical loss experience and adjusted to reflect changes in the portfolios and credit
policies, is maintained for each pool of loans with shared risk characteristics. This estimate includes consideration of economic and business
conditions, management'’s judgment and the risks related to the model.

Acceptances and customers’ liabilities under acceptances

Acceptances represent an obligation for the Bank with respect to short-term negotiable instruments issued by the Bank’s customers to third
parties and guaranteed by the Bank. The recourse against the customer in the event that these obligations give rise to a cash outlay is reported as
a corresponding asset. Commissions earned are recorded under other income in the consolidated statement of income.

Loan securitization

The Bank transfers pools of residential and commercial mortgages to special purpose entities or trusts. These transfers are accounted for as sales
when the Bank is deemed to have surrendered control over these assets and has received consideration other than beneficial interests in these
assets. At the transfer date, the Bank derecognizes all assets sold, recognizes at fair value the assets received and the liabilities assumed and
recognizes the gain or loss on the sale in other income.

In connection with these transactions, the Bank retains, in some instances, interests in securitized receivables such as cash reserve
accounts, subordinated securities and excess spreads. The gain or loss realized on the sale depends partly on the fair value of the retained
interests at the date of sale. Fair value is based on market prices when they are available. However, since prices for retained interests generally
do not exist, the Bank normally uses the discounted value of expected future cash flows. These calculations are based on management’s best
estimates with respect to key assumptions: credit losses, rate of prepayment, interest-rate curve and risk-adjusted discount rates.

Cash reserve accounts and excess spreads related to these transactions are initially recorded at fair value under available-for-sale assets
or assets designated as held-for-trading.

In such cases, the retained tranches of subordinated securities are recorded in securities, depending on the Bank’s intentions, under
available-for-sale assets, held-to-maturity assets or assets designated as held-for-trading.

The Bank generally transfers receivables on a fully serviced basis. On the transfer date, a servicing liability is recognized at fair value and
presented in other liabilities. This liability is amortized to other income under securitization income over the term of the transferred loans.

Derivative financial instruments and hedges
Derivative financial instruments are primarily used to manage the Bank’s exposure to interest rate and currency risks, and occasionally, in
trading activities or to serve the needs of customers.

All derivative financial instruments are recognized at fair value in other assets or liabilities, including derivatives embedded in financial
instruments or other contracts that are not closely related to the financial instrument or to the host contract. Changes in fair value of derivative
financial instruments are immediately recognized in income from treasury and financial market operations, except for derivative financial
instruments designated as cash flow hedges. The changes in fair value related to the effective portion of hedges of derivative financial
instruments designated as cash flow hedges are recognized in other comprehensive income. Interest income and costs related to derivatives
are recognized in net interest income in the consolidated statement of income.

When using derivative financial instruments to manage its own risks, the Bank determines for each derivative financial instrument whether
hedge accounting is appropriate. If deemed appropriate, the Bank formally documents the hedging relationship, detailing among other things
the type of hedge—fair value or cash flow hedge, the item being hedged, the risk management objective, the hedging strategy and the method
used to measure its effectiveness. Hedge accounting is deemed appropriate where the derivative financial instrument is highly effective in
offsetting changes in the hedged item’s fair value attributed to the hedged risk, both at hedge’s inception and on an ongoing basis. Effectiveness
is generally reviewed every month using statistical regression models.

Fair value hedges
Fair value hedge transactions predominantly use interest rate swaps to hedge changes in fair value of assets, liabilities or firm commitments.

For these hedging relationships, the changes in the hedged items' fair value attributable to the hedged risk are recognized in the consolidated
statement of income in other income under income from treasury and financial market operations with a corresponding adjustment to the
carrying amount of the hedged items in the consolidated balance sheet. Changes in fair value of the hedged items, to the extent that the
hedging relationship is effective, are offset by changes in fair value of the hedging derivative. When the derivative financial instrument no
longer qualifies as an effective hedge or the derivative financial instrument is terminated or sold, hedge accounting is discontinued prospectively.
The cumulative adjustment to the carrying amount of the hedged item linked to a hedging relationship that ceases to be effective is recognized
in net interest income in the periods during which the hedged item affects income. Hedge accounting is also discontinued on the sale or early
termination of the hedged item, whereupon the cumulative adjustment to the hedged item’s carrying amount is immediately recognized in
other income.
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Cash flow hedges
Cash flow hedge transactions predominantly use interest rate swaps to hedge the variability in cash flows related to a variable rate asset or liability.

For these hedging relationships, the changes in fair value related to the effective portion of the hedge are recognized in other comprehensive
income. Changes in fair value related to the ineffective portion of the hedge are immediately recognized in the consolidated statement of
income. Changes in fair value recognized in other comprehensive income are reclassified in the consolidated statement of income under net
interest income in the periods during which the cash flows comprising the hedged item affect income.

When the hedging relationship ceases to be effective or the hedging instrument is sold or terminated early, hedge accounting is discontinued
prospectively. Changes in fair value recognized in other comprehensive income in respect of a cash flow hedging relationship that ceases to
be effective are reclassified in the consolidated statement of income under net interest income in the periods during which the cash flows
comprising the hedged item affect income. Furthermore, on the sale or early termination of the hedged item, hedge accounting is also
discontinued and the changes in fair value recognized in other comprehensive income are then immediately reclassified in the consolidated
statement of income under other income.

Deposits
Deposits are generally accounted for at amortized cost using the effective interest method. Interest expense on deposits is recorded on the
accrual basis of accounting. The commissions paid and other fees are added to interest expense over the term of the deposits.

Indexed deposit contracts

Certain deposit obligations, such as equity-linked guaranteed investment certificates where the deposit obligation varies according to the
performance of certain stock market indexes, may be subject to a guaranteed minimum redemption amount, such as the obligation to return
the investor’s initial investment at maturity. These obligations include an embedded derivative instrument that has to be accounted for
separately. Accordingly, like all derivative financial instruments, it is recorded at fair value and changes in fair value are recognized in the
consolidated statement of income in other income under income from treasury and financial market operations. The deposit obligation,
excluding the embedded derivative, is recorded at amortized cost using the effective interest method. The deposit obligation, including the
embedded derivative, is reported in the consolidated balance sheet under personal deposits.

Subordinated debentures

Subordinated debentures are accounted for at amortized cost using the effective interest method. Interest expense on subordinated debentures
is recorded on the accrual basis of accounting. The commissions paid and other fees are added to interest expense over the term of the
subordinated debentures.

Measuring the fair value of financial instruments
Fair value is defined as the amount of consideration that would be agreed upon in an arm’s length transaction between knowledgeable, willing
parties who are under no compulsion to act.

The fair value of a financial instrument on initial recognition is normally the transaction price, that is, the fair value of the consideration given
or received. In certain circumstances, the initial fair value may be based on other observable market transactions for the same instrument or
on a valuation technique whose variables include only data from observable markets. With regard to financial instruments related to
securitization transactions, valuation techniques include unobservable data related to rate of prepayment and rate of credit losses.

Subsequent to initial recognition, the fair values of financial instruments that have a quoted market price in an active market are generally
based on bid prices for financial assets held and offer prices for financial liabilities. Where financial instruments have no quoted prices in
active markets, fair values are determined using valuation techniques incorporating, among other things, current market prices for financial
instruments with similar characteristics and risk profiles, contractual prices of the underlying instruments, yield curves and volatility factors. In
certain cases, parameters not based on observable market data must also be used. The valuations may also be adjusted to reflect the
uncertainty in these parameters. In particular, valuation adjustments may be made with respect to the liquidity or counterparty credit risk of
financial instruments that have no available quoted market prices in an active market.

Fair values of derivative financial instruments are generally determined using valuation techniques incorporating certain observable data,
such as current market prices and the contractual prices of the underlying instruments, yield curves and volatility factors. The derivative
financial instruments related to securitization transactions also include unobservable data.

Measuring the fair value of financial instruments is described in greater detail in note 20.
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N° 3. Summary of significant accounting policies (cont’d)

3.2 PREMISES AND EQUIPMENT

Land is carried at cost. Other premises and equipment are recorded at cost less accumulated depreciation and are depreciated over their
estimated useful lives using the following methods and rates:

METHOD RATE/PERIOD

Premises Declining balance 5%
Leasehold improvements Straight-line Term of the lease, plus
initial renewal option

Equipment and furniture Declining balance 20%
Computer hardware Straight-line 5-10 years

Gains and losses on the disposal of premises and equipment are recognized in other income.

3.3 GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill from business combinations is tested for impairment, at least annually, based on its fair value. The impairment test initially compares
the fair value of the reporting unit to which the goodwill relates to its carrying amount. When potential impairment is identified, the fair value
of goodwill is compared to its carrying amount. The Bank mainly uses the discounted cash flows method to determine the fair value of its
reporting units.

Intangible assets with a finite life are amortized on a straight-line basis over their estimated useful life, which is 15 years for contractual
relationships with financial intermediaries and customer relationships and 5 years for software, and are also tested for impairment whenever
circumstances indicate that the carrying value may not be fully recoverable. When the net carrying amount exceeds the estimated future net
cash flows, intangible assets with finite lives are considered impaired and are written down to their fair value.

Any impairment arising from a decline in value of goodwill or intangible assets is charged to income in the period in which the losses are incurred.

3.4 EMPLOYEE FUTURE BENEFITS

Pension plans

The Bank maintains defined benefit pension plans for its employees. One of these plans also includes a defined contribution portion. Funding
is provided by both the Bank and the members of the plans.

Under the defined benefit plans, the Bank records its benefit obligation under employee pension plans and the related costs net of plan
assets. An actuarial valuation is performed periodically to determine the present value of accrued pension obligations. The pension obligations
of the defined benefit pension plans are actuarially determined using the projected benefit method prorated on services, which incorporates
management’s best estimate of future salary levels, other cost escalation, retirement ages of employees and other actuarial factors. The
obligation for accrued benefits is measured using market interest rates at the valuation date. Pension plan assets are measured at fair value.
The expected return on plan assets is calculated using a market-related value approach under which changes in the fair value of plan assets
are taken into account over a three-year period. Defined benefit costs recognized consist of: [a] the cost for the current year's service,
[b]interest expense on the accrued benefit obligation, [c] expected long-term return on plan assets, [d] amortization of the transitional obligation,
past service costs and actuarial gains or losses, [e] gains or losses arising from special events, and [f] the change in the valuation allowance.

Actuarial gains or losses arise, in particular, from the difference between the actual long-term rate of return on plan assets and the
expected rate of return on such assets, based on management'’s best-estimate assumptions, as well as from changes in actuarial assumptions
used to determine the accrued benefit obligation. Net actuarial gains or losses are amortized when, at the beginning of the year, the unamortized
balance of the gain or loss exceeds 10% of the greater of the accrued benefit obligation or the market value of plan assets. This excess is
amortized on a straight-line basis over the expected average remaining service life of the employee groups covered by the plans which varied
from 8 to 11 years in 2009 depending on the plans (from 9 to 11 years in 2008).
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The past service cost resulting from changes to the defined benefit plans is amortized on a straight-line basis over the expected average
remaining service life of the employee groups covered by the defined benefit plans. The transitional obligation resulting from the initial
application of the accounting standard with respect to employee future benefits, on November 1, 2000, is amortized on a straight-line basis
over the expected average remaining service life of the employee groups on that date, ranging from 10 to 16 years.

Accrued benefit assets or liabilities represent the cumulative variance between pension expense and contributions paid and are included
in other assets or other liabilities.

For the defined contribution portion, the expense corresponds to the contributions the Bank is required to make during the year.

Other plans

The Bank offers its employees certain post-employment benefits. The Bank also provides certain health care and life insurance benefits for its
employees upon retirement. The costs related to these benefits are recognized during the employees’ service life according to accounting policies
similar to those applied to defined benefit pension plans. The transitional obligation resulting from the initial application of the accounting
standard with respect to employee future benefits, on November 1, 2000, is amortized on a straight-line basis over the remaining life expectancy
of retirees for post-retirement benefits, which equals 20 years, and over the expected average remaining service life of the employee groups
covered for the post-employment benefits, which was 13 years.

3.5 INCOME TAXES

The Bank uses the liability method of tax allocation and accounts for the future income tax assets and liabilities related to loss carryforwards
and other temporary differences between the carrying amounts and the tax bases of assets and liabilities, in accordance with tax laws and
rates enacted or substantively enacted on the date the differences are expected to reverse. A valuation allowance is established, as needed,
to reduce the future income tax asset to the amount that is more likely than not to be realized.

3.6 NET INCOME PER COMMON SHARE
The Bank calculates its basic net income per common share by dividing net income for the year, after deduction of preferred share dividends,
including applicable income taxes, as well as premiums on redemption of preferred shares, by the weighted average number of common
shares outstanding for the year.

Diluted net income per common share is calculated assuming that the proceeds received from the exercise of share purchase options,
whose exercise price is lower than the average price of the common shares for the year, are used to repurchase common shares at that
average market price.

3.7 STOCK-BASED COMPENSATION
Since November 1, 2002, the Bank has used the fair-value method of accounting for share purchase options granted to senior management.
For these awards, the Bank recognizes the fair value of the options granted as an increase in the related compensation expense and
contributed surplus during the option vesting period. When the options are exercised, the proceeds received and the amount of the contributed
surplus are credited to common shares. The value of the options granted is determined using the Black and Scholes option-pricing model
using management'’s best estimates.

With respect to awards granted prior to November 1, 2002, the Bank continues to apply the previous standards under which no compensation
cost is recognized when share purchase options are awarded to employees and the consideration paid by the employees who exercise their
options is credited to common shares.

For the stock appreciation rights settled in cash, the excess of the share price over the exercise price, reviewed on an ongoing basis, is
recognized in income during the rights’ vesting period.

Compensation expense in respect of the restricted share unit plan and in respect of the performance-based share plan is recognized during
the rights’ vesting period, based on the Bank's market share price and on defined performance criteria.

The Bank’s contributions related to the employee share purchase program are recognized as compensation expense.

3.8 ASSETS UNDER ADMINISTRATION AND ASSETS UNDER MANAGEMENT
The Bank administers and manages assets held by customers that are not recognized in the consolidated balance sheet. Revenues derived
from the administration and management of these assets are recorded in other income, as the service is provided.

3.9 TRANSLATION OF FOREIGN CURRENCIES

Assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the prevailing year-end exchange rates. Income
and expenses are translated at the average monthly exchange rates. Realized or unrealized gains and losses resulting from the translation
of foreign currencies are included in other income, with the exception of unrealized gains and losses arising from the translation of available-
for-sale financial instruments, which are included in other comprehensive income.

3.10 CASH AND CASH EQUIVALENTS
Cash and cash equivalents consist of cash and non-interest-bearing deposits with other banks. Cash comprises bank notes and coins.
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N° 4.
Securities

MATURITY SCHEDULE AND YIELD ON SECURITIES
Portfolio of available-for-sale securities
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2009 2008
WITHIN 1TO OVER NO SPECIFIC
1 YEAR 5 YEARS 5 YEARS MATURITY TOTAL M TOTAL yieLo @
Securities issued or guaranteed
by Canada® $686,842 $ - $ - $ - $ 686,842 03% $ 978268 1.7%
by provinces 115,718 400,052 24,563 - 540,333 1.7% 26,301 4.1%
Other debt securities 10,811 73,655 29,547 - 114,013 5.1% 196,979 4.6%
Asset-backed securities 470 11,299 6,335 - 18,104 6.8% 19,288 52%
Preferred shares - - - 38,340 38,340 4.4% 43,705 5.0%
Common shares and other securities - - - 26,411 26,411 3.0% 37,596 57%
$813,841 $485,006 $60,445 $64,751 $1,424,043 14% $1,302,137 2.5%
Portfolio of held-for-trading securities
2009 2008
WITHIN 1TO OVER NO SPECIFIC
1 YEAR 5 YEARS 5 YEARS MATURITY TOTAL TOTAL
Securities issued or guaranteed
by Canada® $ 89,702 $260,017 $234,336 $ - $ 584,055 $ 350,776
by provinces 102,684 211,818 228,368 - 542,870 345557
by municipal corporations 12,567 38,700 16,810 - 68,077 83,119
Other debt securities 32,849 30,327 65,844 - 129,020 207541
Asset-backed securities - 4,825 7,118 1,039 12,982 21,275
Common shares and other securities - - - 54,309 54,309 60,929
$237,802 $545,687 $552,476 $55,348 $1,391,313 $1,069,197
Portfolio of securities designated as held-for-trading
2009 2008
WTHIN 170 OVER
1 YEAR 5 YEARS 5 YEARS TOTAL TOTAL
Securities issued or guaranteed
by Canada® $149,622 $1,368,447 $75,488 $1,593,557 $1,086,819
by provinces - 5,900 - 5,900 11,758
Other debt securities 17,370 - - 17,370 17,277
Common shares and other securities - - - - 2,984
$166,992 $1,374,347 $75,488 $1,616,827 $1,118838

(1) Yield based on the amortized cost of available-for-sale securities.
(2) Including mortgage-backed securities that are fully guaranteed by the Canada Mortgage and Housing Corporation pursuant to the National Housing Act.

GAINS AND LOSSES RECOGNIZED IN INCOME

Gains and losses on the portfolio of available-for-sale securities

The following items were recognized in income with regard to the portfolio of available-for-sale securities :

2009 2008
Realized net gains (losses) $(3,812) $11107
Writedowns for impairment recognized in income (5,160) (8,537)

$(8,972) $ 2570
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In 2008, the realized net gain included, in particular, a $12,906,000 gain on the sale of the shares of the Montréal Exchange, offset by net
losses on the sale of various other securities.

Write-downs for impairment recognized in 2009, as in 2008, stemmed from available-for-sale securities for which the unrealized losses
were deemed other than temporary. Assessing whether impairment is other than temporary requires judgment. The Bank considered many
factors in making the other-than-temporary impairment assessment. These factors include the duration of the impairment and its significance
compared to amortized cost, bankruptcy, capital restructuring or dilution, and significant modifications in the issuer’s operations, as well as
other uncertainties that could impact future cash flows. Using possible alternative assumptions may have resulted in additional writedowns of
up to $3,514,000 representing the total unrealized losses as at October 31, 2009.

Gains and losses on the portfolio of held-for-trading securities
For the year ended October 31, 2009, the Bank recognized a $31,625,000 net gain (a $7,965,000 net loss in 2008) in trading income in
respect of held-for-trading securities.

Gains and losses on the portfolio of securities designated as held-for-trading

These financial instruments are used in managing interest rate exposure. Therefore, gains and losses on the portfolio of securities designated
as held-for-trading should not be considered separately. In accordance with the Bank’'s accounting policy, the financial instruments were
designated as held-for-trading to significantly reduce a disparity in accounting treatment that would otherwise have arisen from recognizing
the gains and losses in respect of these instruments on different bases. Accordingly, the portfolio’'s gains and losses are generally offset by
gains and losses on other financial instruments. Gains and losses arising from financial instruments designated as held-for-trading are
discussed in greater detail in note 20.

GAINS AND LOSSES RECOGNIZED IN COMPREHENSIVE INCOME
Unrealized gains and losses on the portfolio of available-for-sale securities

2009

AMORTIZED UNREALIZED UNREALIZED FAIR
COST GAINS LOSSES VALUE

Securities issued or guaranteed
by Canada $ 686,786 $ 69 $ 13 $ 686,842
by provinces 535,422 4913 2 540,333
Other debt securities 107,827 6,213 27 114,013
Asset-backed securities 18,545 159 600 18,104
Preferred shares 38,839 763 1,262 38,340
Common shares and other securities 26,959 1,062 1,610 26,411
$1,414,378 $13,179 $3,514 $1,424,043
2008
AMORTIZED UNREALIZED UNREALIZED FAIR
COST GAINS LOSSES VALUE

Securities issued or guaranteed
by Canada $ 977724 $575 $ 31 $ 978268
by provinces 26,604 - 303 26,301
Other debt securities 200,342 287 3,650 196,979
Asset-backed securities 20,323 1 1,036 19,288
Preferred shares 48,881 6 5182 43705
Common shares and other securities 46,966 29 9,399 37,596

$1,320,840 $898 $19,601 $1,302137
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N° 4. Securities (cont’d)

As at October 31, 2009, unrealized losses related mainly to listed securities of Canadian financial institutions. These companies have maintained
a strong financial position and their business plans remain sound. As a result, management has determined these declines in fair value to be
temporary and included them in accumulated other comprehensive income.

MONTREAL ACCORD ON ASSET-BACKED COMMERCIAL PAPER

During the first quarter of 2009, all the asset-backed securities covered by the Montréal Accord were converted into term notes. These
securities are still not actively traded. As a result, valuation techniques based in part on unobservable inputs were used in estimating fair value.
As at October 31, 2009, the Bank held approximately $13,565,000 in these securities. As at October 31, 2008, the Bank held approximately
$13,707,000 in asset-backed securities that were covered by the Montréal Accord.

OTHER CONSIDERATIONS
U.S. dollar-denominated securities
U.S. dollar-denominated securities totalled $21,043,000 as at October 31, 2009 ($40,191,000 as at October 31, 2008).

Additional information regarding securities
Note 20 contains additional information on the determination of fair value of securities.

N°5.
Loans

LOANS AND IMPAIRED LOANS

2009
GROSS AMOUNT GROSS AMOUNT OF SPECIFIC GENERAL TOTAL
OF LOANS IMPAIRED LOANS ALLOWANCES ALLOWANCES ALLOWANCES
Personal loans $ 5,655,055 $ 23,738 $ 7,048 $33,713 $ 40,761
Residential mortgages 7,219,830 32,368 1,878 2,956 4,834
Commercial mortgages 1,285,012 11,230 2,525 5,000 7,525
Commercial and other loans 1,555,956 70,158 29,845 31,581 61,426
$15,715,853 $137,494 $41,296 $73,250 $114,546
2008
GROSS AMOUNT GROSS AMOUNT OF SPECIFIC GENERAL TOTAL
OF LOANS IMPAIRED LOANS ALLOWANCES ALLOWANCES ALLOWANCES
Personal loans $ 5694574 $ 19250 $ 6634 $33052 $ 39686
Residential mortgages 6,182,871 16579 1,405 4211 5616
Commercial mortgages 932,688 6,275 1,883 4760 6,643
Commercial and other loans 1,454,799 59,769 29,262 31,227 60,489
$14,264,932 $101,873 $39,184 $73,250 $112434

U.S. dollar-denominated loans totalled $64,644,000 as at October 31, 2009 ($72,712,000 in 2008).
In 2009, held-for-sale assets acquired in respect of impaired loans amounted to $8,914,000 ($7,472,000 in 2008) with the reversal of
related specific allowances totalling nil (nil in 2008).
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2009 2008
COMMERCIAL TOTAL TOTAL
PERSONAL RESIDENTIAL COMMERCIAL AND OTHER SPECIFIC SPECIFIC
LOANS MORTGAGES MORTGAGES LOANS ALLOWANCES ALLOWANCES
Balance at beginning of year $ 6634 $ 1,405 $1,883 $ 29,262 $39,184 $ 50,072
Provision for loan losses recorded
in the consolidated statement of income 37,112 1,527 980 16,381 56,000 40,500
Write-offs @ (44,920) (1,469) (338) (16,086) (62,813) (57,213)
Recoveries 8,222 415 - 288 8,925 5825
Balance at end of year $ 7,048 $ 1878 $2,525 $ 29,845 $41,296 $ 39,184
(1) No restructured loans were written off during the fiscal years ended October 31, 2009 and 2008.
GENERAL ALLOWANCES FOR LOAN LOSSES
2009 2008
COMMERCIAL TOTAL TOTAL
PERSONAL RESIDENTIAL COMMERCIAL AND OTHER GENERAL GENERAL
LOANS MORTGAGES MORTGAGES LOANS ALLOWANCES ALLOWANCES
Balance at beginning of year $ 33,052 $ 4,211 $4,760 $ 31,227 $73,250 $ 65,250
Provision for loan losses recorded in the
consolidated statement of income 661 (1,255) 240 354 - 8,000
Balance at end of year $ 33,713 $ 2,956 $5,000 $ 31,581 $ 73,250 $ 73,250

LOANS PAST DUE BUT NOT IMPAIRED

Personal and residential mortgage loans past due shown in the table below are not classified as impaired because they are less than 90 days
past due or they are secured such as to reasonably expect full recovery. Commercial loans past due but not impaired are not significant.

1 DAY-

32 DAYS—

OVER

31 DAYS 90 DAYS 90 DAYS TOTAL

Personal loans $ 88,479 $30,522 $ 6,275 $125,276
Residential mortgages 218,282 43,839 25,756 287,877
$306,761 $74,361 $32,031 $413,153

AS AT OCTOBER 31, 2008
1 DAY- 32 DAYS— OVER

31 DAYS 90 DAYS 90 DAYS TOTAL

Personal loans $106,029 $26,298 $ 3,665 $135992
Residential mortgages 151524 27,861 16,368 195,753
$257,553 $54,159 $20,033 $331,745
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N°6.

Loan securitization

RESIDENTIAL MORTGAGE LOANS

Under the mortgage-backed securitization program governed by the National Housing Act, the Bank securitizes residential mortgage loans secured
by the Canadian Mortgage and Housing Corporation (CMHC) through the creation of mortgage-backed securities. The Bank also securitized

conventional residential mortgages prior to 2008. Gains before income taxes, net of transaction costs, are recognized in other income.
The following table summarizes the residential mortgage securitization transactions carried out by the Bank:

2009 2008
Cash proceeds, net of transaction costs $ 1005647 $1295512
Rights to future excess spreads 66,309 60,750
Servicing liability (8,615) (10,696)
Other (10,944) (11,701)
1,052,397 1,333,865
Residential mortgages securitized and sold® (1,006,613) (1,294,746)
Write-off of loan origination costs (8,404) (9.483)
Gains before income taxes, net of transaction costs $ 37380 $ 29636

(1) Fully insured by the CMHC.

Key assumptions used to determine the initial fair value of retained interests regarding the transfer of residential mortgages are summarized
as follows:

KEY ASSUMPTIONS 2009 2008
Rate of prepayment 25% 27%
Discount rate 17% 4.0%

No loss is expected on insured residential mortgages.

2009 2008
Gains on securitization operations $37,380 $29,636
Changes in fair value of retained interests related to excess spreads, securitization swaps
and financial instruments held for economic hedging purposes (4,637) 4748
Management income 7,322 6,264
Other (5,624) (4,783)
$34,441 $35,865

During the year, the Bank collected cash flows from retained interests totalling $50,792,000 ($33,287,000 in 2008).

Financial instruments designated as held-for-trading
The rights to excess spreads related to securitization transactions carried out subsequent to November 1, 2006 were designated as held-for-trading
under the fair value option.



LAURENTIAN BANK 2009 ANNUAL REPORT CONSOLIDATED FINANCIAL STATEMENTS / 75

Sensitivity analysis
The following table shows the value of retained interests, as well as the sensitivity of the fair value of these interests to immediate unfavourable
changes of 10% and 20% in the key assumptions used to value retained interests as at October 31, 2009 and 2008.

SENSITIVITY OF KEY ASSUMPTIONS TO UNFAVOURABLE CHANGES 2009 2008
Fair value of retained interests $108,409 $88,956
Weighted average life (in months) 23 25
Rate of prepayment 31% 30%
Impact on fair value of unfavourable change of 10% $ 2,894 $ 1999
Impact on fair value of unfavourable change of 20% $ 5,652 $ 3919
Discount rate 1.4% 2.6%
Impact on fair value of unfavourable change of 10% $ 196 $ 388
Impact on fair value of unfavourable change of 20% $ 391 $ 766

These sensitivities are hypothetical and should be used with caution. Changes in the fair value attributed to changes in assumptions generally
cannot be extrapolated because the relationship of the change in assumption to the change in the fair value may not be linear. Changes in one
factor may result in changes in another factor, which might magnify or counteract the fluctuations attributed to changes in key assumptions.

LOANS UNDER MANAGEMENT

The total principal amount of outstanding securitized residential mortgage loans under management amounted to $2,702,762,000 at the end
of fiscal 2009 ($2,398,564,000 in 2008). Of that amount, loans that are more than 31 days past due but not considered impaired totalled
$34,429,000 ($23,793,000 in 2008). There were no credit losses in respect of these loans in 2009 and in 2008.

COMMERCIAL MORTGAGE LOANS

During fiscal 2009, the Bank carried a number of hedging transactions to mitigate the interest rate risk on a commercial mortgage loan portfolio

held for sale in a securitization transaction. As the hedging transactions did not meet GAAP requirements for hedge accounting, the Bank

recognized $277,000 ($1,971,000 in 2008) in losses in value associated with the hedging items in other income under securitization income.
Apart from the above-mentioned securitization transactions, the Bank sold $16,735,000 in commercial mortgages, generating a $176,000

gain in 2009 ($50,063,000 in 2008, generating a $287,000 gain).

N°7.
Premises and equipment

2009 2008
NET NET
ACCUMULATED BOOK BOOK
COSsT DEPRECIATION VALUE VALUE
Land $ 416 $ - $ 416 $ 271
Premises 2,938 1,247 1,691 1,702
Leasehold improvements 66,258 38,640 27,618 28,291
Equipment and furniture 80,459 68,461 11,998 12,938
Computer hardware 126,616 110,176 16,440 16,725
$276,687 $218,524 $58,163 $59,927

Depreciation expense for the year in the consolidated statement of income amounted to $10,663,000 ($10,605,000 in 2008).
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N° 8.

Goodwill and other intangible assets
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Goodwill totalling $53,790,000 was recognized in the Retail Financial Services segment.

Other intangible assets consist of the following:

2009 2008

NET NET

ACCUMULATED BOOK BOOK

COosT AMORTIZATION VALUE VALUE

Software $295,068 $203,359 $ 91,709 $83,562
Contractual and customer relationships 18,278 6,601 11,677 12,896
$313,346 $209,960 $103,386 $96,458

Software includes $15,470,000 ($15,105,000 in 2008) pertaining to projects under development yet to be amortized.
Amortization of other intangible assets recorded in the consolidated statement of income during the year was $22,383,000 ($19,942,000 in

2008). In 2008, a $2,200,000 loss related to software development costs was recognized in income under technology expenses.

The Bank tests goodwill and other intangible assets for impairment on an annual basis. No impairment was recognized in 2009 and 2008.

N° 9.
Other assets

2009 2008
Accrued benefit assets (note 16) $123,990 $ 49431
Assets related to securitized mortgage loans 118,278 104,591
Deferred charges related to loan and deposit origination 85,346 73,068
Accrued interest receivable 81,264 68471
Cheques and other items in transit 60,284 148,490
Future income tax assets (note 17) 52,685 65,075
Accounts receivable, prepaid expenses and other items 86,946 59,363
$608,793 $568,489
N°10.

Deposits
2009
DEMAND NOTICE TERM TOTAL
Personal $ 120,054 $4,444059 $10,574524  $15,138,637
Business, banks and other 1,334,817 851,284 975,228 3,161,329

$1,454,871 $5,295,343  $11,549,752

$18,299,966
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DEMAND

NOTICE

TERM

Personal $109,694 $1912322 $10408,022 $12,430,038
Business, banks and other 779,032 119,853 2,004,889 2903774
$888,726 $2,032175 $12412911 $15333,812

Demand deposits consist of deposits in respect of which the Bank is not authorized to require notice prior to withdrawal by customers. These

deposits primarily consist of chequing accounts.

Notice deposits consist of deposits in respect of which the Bank may legally require a withdrawal notice. These deposits generally consist

of savings accounts.

Term deposits include deposits maturing at a specific date, particularly term deposits and guaranteed investment certificates.
Deposits denominated in U.S. dollars amount to $205,003,000 ($255,014,000 in 2008) and deposits denominated in other foreign

currencies, primarily in euros, amount to $20,549,000 ($4,368,000 in 2008).

In 2008, the Bank designated certain deposits with a notional amount of $56,060,000 as held-for-trading. The difference between the
amount the Bank would have been contractually required to pay to depositors at maturity and the carrying amount of deposits amounting to
$56,314,000 was $254,000 as at October 31, 2008. The change in fair value of these financial instruments owing to the change in credit

risk was insignificant.

N°11.
Other liabilities

2009 2008
Accrued interest payable $431,892 $463,179
Cheques and other items in transit 153,615 159,461
Liabilities related to securitized mortgage loans 47,394 33,730
Future income tax liabilities (note 17) 45171 20,920
Accrued benefit liabilities (note 16) 16,194 14,222
Deferred gain related to the sale of BLCER (note 27) - 5185
Accounts payable, accrued expenses and other items 118,188 102,385
$812,454 $799,082

N°12.
Subordinated debentures

The subordinated debentures are direct unsecured obligations of the Bank and are subordinated in right of payment to the claims of depositors
and certain other creditors of the Bank. Any repurchase or cancellation of subordinated debentures must be approved by the Superintendent

of Financial Institutions of Canada.

Issued and outstanding

MATURITY SERIES INTEREST RATE SPECIAL TERMS

2009

January 2016 10 490% Redeemable at par as of January 2011,

rate to be revised in January 2011

and set at the 90-days bankers'’
acceptance rate plus 1.65%

$150,000

$150,000
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N°13.
Capital stock

AUTHORIZED CAPITAL STOCK
Preferred shares—Unlimited number of Class A Preferred Shares, without par value, issuable in series.
Common shares—Unlimited number of common shares, without par value.

Issued and outstanding

2009 2008
DIVIDENDS NUMBER DECLARED NUMBER DECLARED
PER SHARE (1) OF SHARES AMOUNT DIVIDENDS OF SHARES AMOUNT DIVIDENDS

Class A Preferred Shares
Series 9 $1.500 4,000,000 $100,000 $ 6,000 4,000,000 $100,000 $ 6,000
Series 10 1312 4,400,000 110,000 5775 4,400,000 110,000 5775
Total preferred shares 8,400,000 $210,000 $11,775 8,400,000 $210,000 $11,775
Common shares $1.360 23,913,963 $259,208 $32,453 23,847,700 $257462 $30,993

(1) Non-cumulative dividends on preferred shares

PREFERRED SHARES

Terms of shares

The Class A Preferred Shares, Series 9, are redeemable at the Bank’s option since December 15, 2006 at a price of $25 each plus, if the
redemption takes place before December 15, 2010, a premium of $1 which will decrease to zero depending on the redemption date. Since
December 15, 2006, the Bank may convert all or a portion of these preferred shares into a whole number of common shares determined by
dividing the redemption price then applicable by the greater of $2.50 or 95% of the weighted average prevailing market price of the common
shares at that date.

The Class A Preferred Shares, Series 10, are redeemable at the Bank’s option on or after June 15, 2009 at a price of $25 each plus, if the
redemption takes place before June 15, 2013, a premium of $1 which will decrease to zero depending on the redemption date. Since June 15,
2009, the Bank may convert all or a portion of these preferred shares into a whole number of common shares determined by dividing the
redemption price then applicable by the greater of $2.50 or 95% of the weighted average prevailing market price of the common shares at
that date.

COMMON SHARES

Issuance of common shares

During the year, 66,263 common shares (36,887 shares in 2008) were issued under the employee share purchase option plan for the
management of the Bank for a cash consideration of $1,746,000 ($1,017,000 in 2008).

RESTRICTIONS ON THE PAYMENT OF DIVIDENDS
The Bank is prohibited by the Bank Act (Canada) from declaring or paying any dividends on its preferred shares or common shares if there
are reasonable grounds for believing that, in so doing, the Bank would not comply with capital adequacy and liquidity regulations or guidance
given by the Superintendent of Financial Institutions of Canada regarding the Bank'’s capital or liquidity.

The Bank’s ability to pay common share dividends is also restricted by the terms of the outstanding preferred shares. These terms provide
that the Bank may not pay dividends on its common shares at any time without the approval of holders of the outstanding Preferred Shares,
unless all dividends that are then payable have been declared and paid or set apart for payment.

CAPITAL MANAGEMENT

The Bank’s capital adequacy target, in line with its risk profile, seeks to support operations while generating an acceptable shareholder return.
Capital adequacy depends on various internal and external factors. The Bank’s capital position underscores its solvency and capacity to

fully cover operating risks while providing depositors and creditors with the safeguards they seek. Moreover, capital requirements are aligned

with its Strategic Plan, industry capitalization levels and investor and shareholder expectations. While rating agencies do not assign credit

ratings to the Bank based solely on capital levels, the Bank’s capital must be consistent with the credit rating sought. As a result, the Bank's

capital adequacy targets vary over time in line with these factors.
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The capital adequacy planning process starts with strategic planning. This process allows the Bank to set its main targets and priorities by
taking into account various internal and external factors. The ensuing guidelines, combined with a report assessing the capital adequacy of
the Bank's objectives, serve as inputs to the Capital Plan, which sets out guidelines governing proactive capital management.

Each year, the Board of Directors reviews and approves several capital-related documents, including the Capital Management and Adequacy
Policy, the Business and Financial Three-Year Plan and the Capital Plan. Management receives quarterly capital ratio and structure reports,
while the Board’'s Risk Management Committee reviews capital adequacy on a quarterly basis. The Integrated Risk Management Group
oversees the Bank's capital management framework, particularly through the Capital Management and Adequacy Policy. The Group also
monitors capital limits and adequacy. The Bank’s Treasury Department reviews the Capital Plan and manages capital on an ongoing basis.

The Bank assesses capital adequacy based on compliance with regulatory capital requirements together with other factors. Regulatory
calculation is determined based on the guidelines issued by the Office of the Superintendent of Financial Institutions Canada (OSFI) originating
from the Bank for International Settlements’ (BIS) regulatory risk-based capital framework. Under BIS standards, banks must maintain a
minimum Tier 1 capital ratio of 4% and a total capital ratio of at least 8%.

OSFI guidelines require that Canadian deposit-taking financial institutions maintain a minimum Tier 1 capital ratio of 7% and a total capital
ratio of at least 10%. The Bank opted for the standardized approach for credit risk and the basic indicator approach for operational risk.

The Bank was in compliance with these requirements throughout the year.

Regulatory capital

2009 2008
Tier | capital
Common shares $ 259,208 $ 257462
Contributed surplus 209 173
Retained earnings 665,538 596,974
Non-cumulative preferred shares 210,000 210,000
Goodwill (53,790) (53,790)
Securitization-related and other deductions (35,341) (45,449)
Total—Tier | capital 1,045,824 965,370
Tier Il capital
Subordinated debentures 150,000 150,000
General allowances 72,864 73,250
Securitization-related and other deductions (32,822) (31,738)
Total—Tier Il capital 190,042 191512
Total regulatory capital $1,235,866 $1,156,882
N°14.
Additional information regarding
other comprehensive income
OTHER COMPREHENSIVE INCOME 2009
AMOUNTS BEFORE AMOUNTS NET OF
INCOME TAXES INCOME TAXES INCOME TAXES
Unrealized net gains on available-for-sale securities $19,624 $(5,543) $14,081
Reclassification of net losses on available-for-sale securities 8,972 (2,787) 6,185
28,596 (8,330) 20,266
Net change in value of derivative instruments designated as cash flow hedges (3.453) 632 (2,821)

Other comprehensive income $25,143 $(7,698) $17,445
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N° 14. Additional information regarding other comprehensive income (cont’d)
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ACCUMULATED OTHER COMPREHENSIVE INCOME 2009
ACCUMULATED

AVAILABLE- OTHER

CASH FLOW FOR-SALE COMPREHENSIVE

HEDGES SECURITIES INCOME

Balance at beginning of year $ 35417 $(16,591) $ 18,826
Change during the year, net of income taxes (2,821) 20,266 17,445
Balance at end of year $ 32,596 $ 3675 $ 36,271
OTHER COMPREHENSIVE INCOME 2008
AMOUNTS BEFORE AMOUNTS NET OF

INCOME TAXES INCOME TAXES INCOME TAXES

Unrealized net losses on available-for-sale securities $(33474) $ 10,127 $(23,347)
Reclassification of net gains on available-for-sale securities (2570) (1,806) (4,376)
(36,044) 8321 (27,723)

Net change in value of derivative instruments designated as cash flow hedges 67,029 (21,357) 45,672
Other comprehensive income $ 30,985 $(13,036) $ 17949
ACCUMULATED OTHER COMPREHENSIVE INCOME 2008
ACCUMULATED

AVAILABLE- OTHER

CASH FLOW FOR-SALE COMPREHENSIVE

HEDGES SECURITIES INCOME

Balance at beginning of year $(10,255) $ 11132 $ 877
Change during the year, net of income taxes 45,672 (27,723) 17,949
Balance at end of year $ 35417 $(16,591) $ 18,826

N°15.
Stock-based compensation

SHARE PURCHASE OPTION PLAN

The Bank offers a share purchase option plan to senior managers of the Bank and its subsidiaries. Under this plan, the exercise price of options
for the purchase of common shares must not be less than the market prices of such shares immediately prior to the grant date.
The right to exercise the options vests gradually over a maximum five-year period and the options may be exercised at any time up to ten

years after they have been granted.

The Bank had reserved 1,600,000 common shares (1,600,000 shares in 2008) for the potential exercise of share purchase options, of

which 124,962 were still available as at October 31, 2009 (124,962 in 2008).

No new share options were granted in 2009 and 2008.

The following table summarizes the Bank’s share purchase option activities for the years ended October 31.

2009 2008
WEIGHTED WEIGHTED

AVERAGE AVERAGE

NUMBER EXERCISE PRICE NUMBER EXERCISE PRICE

OF OPTIONS PER OPTION OF OPTIONS PER OPTION

Outstanding at beginning of year 127,338 $27.52 170,027 $2767
Exercised (66,263) $26.35 (36,887) $2755
Cancelled (1) $19.38 (5,802) $31.80
Outstanding at end of year 61,074 $28.79 127,338 $2752
Exercisable at end of year 36,074 $28.31 89,838 $26.71




LAURENTIAN BANK 2009 ANNUAL REPORT CONSOLIDATED FINANCIAL STATEMENTS / 81

The following table summarizes information relating to share purchase options outstanding as at October 31, 2009:

OPTIONS OUTSTANDING OPTIONS EXERCISABLE

WEIGHTED WEIGHTED WEIGHTED

AVERAGE AVERAGE AVERAGE

RANGE OF NUMBER REMAINING EXERCISE NUMBER OF EXERCISE
EXERCISE OF OPTIONS CONTRACTUAL PRICE OPTIONS PRICE
PRICES OUTSTANDING LIFE (YEARS) PER OPTION OUTSTANDING PER OPTION
$19.37-$19.94 5674 0.01 $19.87 5674 $19.87
$29.47-$31.80 55,400 6.56 $29.70 30,400 $29.88

61,074 36,074

STOCK APPRECIATION RIGHTS PLAN

The Bank offers a stock appreciation rights (SARs) plan to members of senior management of the Bank and its subsidiaries. These SARs may
be cash settled for an amount equal to the difference between the SAR exercise price and the closing price of the common shares at the
measurement date. SARs vest over a maximum period of five years and can be exercised over a maximum period of ten years. The expense
related to these units is recognized in income over their vesting period. In 2009, the Bank granted 29,000 SARs with an average exercise
price of $35.53 (138,900 SARs with an average exercise price of $40.95 in 2008). As at October 31, 2009, 597,224 SARs (658,340 in
2008) were outstanding at a weighted average exercise price of $33.53 ($32.58 in 2008), of which 232,206 (192,909 in 2008) were
exercisable at year-end. As at October 31, 2009, the weighted average remaining life of SARs was 6.81 years (7.31 years in 2008).

PERFORMANCE-BASED SHARE UNIT PLAN

The Bank offers a performance-based share unit plan to certain members of senior management. The plan provides for the grant of performance-
based share units calculated using a certain percentage of the plan member's salary. Under the plan, 37.5% of the units vest over three years.
The remaining units vest after three years provided financial targets are met. The holders of such share units are entitled to an amount equivalent
to the dividends paid on the Bank’s common shares, which is also converted into additional share units. The expense related to these units is
recognized in income over their vesting period. In 2009, the Bank granted 42,724 performance-based share units (35,816 units in 2008) with a
value of $35.93 each ($40.07 in 2008). As at October 31, 2009, there were 81,424 performance-based share units (36,976 in 2008) outstanding.

RESTRICTED SHARE UNIT PLAN

The Bank offers a restricted share unit plan to certain members of senior management. Under the plan, 50% of the annual bonus otherwise
payable to an eligible employee, under the Bank’s short-term incentive compensation program, can be withheld and converted into fully vested
restricted share units at the employees’ option. The Bank undertakes to contribute additional restricted share units equal to 60% of the
withheld bonus. These additional units will vest at the end of the three-year period following their award. The holders of such share units are
entitled to an amount equivalent to the dividends paid on the Bank’s common shares, which is also converted into additional share units. The
expense related to these units is recognized in income over their vesting period. A deferred version of the plan exists under which the
participant is paid on termination of employment rather than at the end of the three-year period. In January 2009, $1,528,000 ($1,486,000
in 2008) in annual bonuses for certain employees was converted into 42,537 fully vested restricted share units (45,786 units in 2008). The
Bank contributed 25,522 additional restricted share units in 2009 (27,472 units in 2008), which will vest in December 2010. As at October
31, 20009, there were 189,643 restricted share units (159,045 in 2008) outstanding, of which 39,521 (25,630 in 2008) were granted under
the deferred version of the plan.

DEFERRED SHARE UNIT PLAN

The Bank offers a deferred share unit plan to non-employee directors of the Bank. Under this plan, each director may choose to receive all or
a percentage of his or her remuneration in the form of deferred share units settleable in cash. The deferred share units are converted when
the holder steps down from the Board of Directors. In 2009, the Bank paid out 2,565 deferred share units as compensation (1,968 in 2008).
As at October 31, 2009, there were 1,389 units (22,672 in 2008) outstanding with a total value of $55,000 ($927,000 in 2008).
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N° 15. Stock-based compensation (cont’d)

EMPLOYEE SHARE PURCHASE PLAN

The Bank offers an employee share purchase plan. Under this plan, employees who meet the eligibility criteria can contribute up to 5% of their
annual gross salary by way of payroll deductions. The Bank matches 30% of the employee contribution amount, up to a maximum of $1,500
per year. The Bank’s contributions vest to the employee two years after each employee contribution. The Bank’s contributions, totalling
$320,000 during fiscal 2009 ($310,000 in 2008), are recognized in salaries and employee benefits. The average value of the granted shares
under this plan was $33.04 in fiscal 2009 ($40.05 in 2008).

STOCK-BASED COMPENSATION PLAN EXPENSE

Stock-based compensation plan expense, net of the effect of hedging transactions, was $1,545,000 for the year ended October 31, 2009
($2,957,000 for the year ended October 31, 2008). With a view to reducing volatility in the SAR plan compensation expense, the Bank enters
into total return swap contracts, the value of which is linked to the price of the Bank's shares. Changes in fair value of these derivative
instruments partially offset the stock-based compensation expense over the period in which the swaps are in effect.

N°16.
Employee future benefits

DESCRIPTION OF BENEFIT PLANS

The Bank has a number of funded defined benefit plans, including certain defined contribution portions. The benefit plans provide pension

benefits to most of its employees. Its defined benefit pension plans are based on years of service and final average salary at retirement time.
The Bank also offers its employees certain post-employment benefits. In addition, certain retired employees have other retirement benefits,

including health and life insurance.

TOTAL CASH PAYMENTS

Total cash payments for future employee benefits for 2009, consisting of cash contributed by the Bank to its funded pension plans, cash
payments directly to beneficiaries for its unfunded other benefit plans and cash contributed to its defined contribution portions, amounted to
$84,403,000 ($21,913,000 in 2008).

DEFINED BENEFIT PLAN MEASUREMENT DATES

The Bank measures its accrued benefit obligations and the fair value of plan assets for accounting purposes as at October 31 of each year.
The most recent actuarial valuations were performed as at December 31, 2008 for all of the plans. The next required actuarial valuation for
funding purposes for the funded plans will be as at December 31, 2009 for all the plans.

DEFINED BENEFIT PLAN OBLIGATIONS

2009 2008
PENSION OTHER PENSION OTHER
PLANS PLANS PLANS PLANS

Change in accrued benefit obligation
Accrued benefit obligation at beginning of year $283,007 $32,397 $362,742 $32,714
Current service cost 8,086 57 10,309 69
Interest cost on accrued benefit obligation 21,245 2,087 19,958 1592
Benefits paid (17,759) (1,465) (15,651) (1,551)
Employee contributions 130 - 796 -
Impact of plan amendments - - (14,499) -
Actuarial losses (gain) 51,398 (613) (80,648) (427)

Accrued benefit obligation at end of year $346,107 $32,463 $283,007 $32,397
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2009 2008
PENSION OTHER PENSION OTHER
PLANS PLANS PLANS PLANS
Change in fair value of plan assets
Fair value of plan assets at beginning of year $290,003 $ - $326,980 $ -
Actual return on plan assets 39,456 - (38,764) -
Bank contributions 78,317 - 16,260 -
Employee contributions 130 - 796 -
Benefits paid (17,304) - (15,269) -
Fair value of plan assets at end of year $390,602 $ - $290,003 $ -
RECONCILIATION OF THE FUNDED STATUS OF THE BENEFIT PLANS
TO THE AMOUNTS RECORDED IN THE CONSOLIDATED FINANCIAL STATEMENTS
2009 2008
PENSION OTHER PENSION OTHER
PLANS PLANS PLANS PLANS
Fair value of plan assets $390,602 $ - $290,003 $ -
Accrued benefit obligation 346,107 32,463 283,007 32,397
Funded status—plan surplus (deficit) 44,495 (32,463) 6,996 (32,397)
Unamortized transitional obligation 471) 8,549 (207) 9371
Unamortized past service costs (9,764) - (10,649) -
Unamortized net actuarial loss 84,514 12,936 47870 14,225
Accrued benefit assets (liabilities) at end of year $118,774 $(10,978) $ 44,010 $ (8801)
Accrued benefit assets included in other assets $123,990 $ - $ 49431 $ -
Accrued benefit liabilities included in other liabilities $ 5216 $ 10,978 $ 5421 $ 8801
ALLOCATION OF PLAN ASSETS AS A PERCENTAGE @
2009 2008
Asset category
Equity securities 58% 47%
Debt and other securities 42 53
Total 100% 100%

(1) Measured as of the measurement date of October 31 of each year.

Plan assets do not include any equity securities of the Bank as at October 31, 2009 and 2008.

PLANS WITH ACCRUED BENEFIT OBLIGATIONS IN EXCESS OF PLAN ASSETS

The amounts, at year-end, related to the accrued benefit obligation and the fair value of the assets of plans that are not fully funded are as follows:

2009 2008
PENSION OTHER PENSION OTHER

PLANS PLANS PLANS PLANS

Accrued benefit obligation $ 4508 $ 32,463 $145,625 $ 32,397
Fair value of plan assets - - 135521 -
Funded status—plan deficit $(4,508)$ (32,463) $ (10,104) $(32,397)
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N° 16. Employee future benefits (cont’d)
ELEMENTS OF DEFINED BENEFIT COSTS RECOGNIZED DURING THE YEAR
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2009 2008
PENSION OTHER PENSION OTHER
PLANS PLANS PLANS PLANS
Current service cost $ 8,086 $ 57 $ 10,309 $ 69
Interest cost on accrued benefit obligation 21,245 2,087 19,958 1592
Actual return on plan assets (39,456) - 38,764 -
Actuarial losses (gain) on accrued benefit obligation 51,398 (613) (80,648) 427)
Impact of plan amendments - - (14,499) -
Elements of employee future benefit costs (revenues) before
adjustments to recognize their long-term nature 41,273 1,531 (26,116) 1,234
Excess (deficit) of actual return over expected return 14,850 - (61,356) -
Deferral of amounts arising during the year:
Actuarial gain (losses) on accrued benefit obligation (51,398) 613 80,648 427
Past service costs - - 14,499 -
Amortization of previously deferred amounts:
Past service costs (885) - (629) -
Actuarial differences (96) 677 3131 817
Transitional obligation 264 821 264 821
Adjustments to recognize long-term nature
of employee future benefit costs (37,265) 2,111 36,557 2,065
Total defined benefit costs 4,008 3,642 10441 3299
Total cost of defined contribution portion 4,167 - 3,720 -
Employee future benefit costs $ 8175 $3,642 $ 14,161 $3,299
SIGNIFICANT ASSUMPTIONS
2009 2008
PENSION OTHER PENSION OTHER
PLANS PLANS PLANS PLANS
Weighted average of assumptions
Accrued benefit obligation as at October 31:
Discount rate at end of year 6.50% 6.50% 7.50% 7.50%
Rate of compensation increase 3.50% 3.50% 3.50% 3.50%
Benefit costs for the years ended October 31:
Discount rate for the year 7.50% 7.50% 5.75% 5.75%
Expected long-term rate of return on plan assets 7.25% - 7.25% -
Rate of compensation increase 3.50% 3.50% 3.50% 350%
ASSUMED HEALTH CARE COST TREND RATES AS AT OCTOBER 31:
2009 2008
Assumed annual rate of increase in the cost of health care benefits 10.0% 8.8%
Level to which it should decline and at which it is assumed to subsequently stabilize 4.0% 4.0%
Year that the rate is assumed to stabilize 2019 2016

SENSITIVITY ANALYSIS

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-percentage-point
change in assumed health care cost trend rates would have the following effects for 2009:

1% INCREASE

Total of service and interest cost
Accrued benefit obligation

$ 196
$2,317

$ (165)
$(1,945)
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Ne17.
Income taxes

FUTURE INCOME TAXES
Significant components of the Bank'’s future income tax assets and liabilities are as follows:

2009 2008
Future income tax assets
Property, plant and equipment $ 51,415 $ 47,883
Allowance for loan losses 22,051 21,902
Tax loss carryforwards 6,793 11,306
Securitization and securities - 1474
Other temporary differences 6,353 2,094
86,612 84,659
Future income tax liabilities
Derivative financials instruments (15,232) (16,554)
Deferred charges (15,174) (13453)
Accrued benefit assets—pension plans (29,610) (10,497)
Securitization and securities (19,082) -
(79,098) (40,504)
Future income taxes, net $ 7514 $ 44155
Net future income taxes are reported in other assets (note 9) and other liabilities (note 11) in the consolidated balance sheet.
2009 2008
Future income tax assets $ 52,685 $ 65,075
Future income tax liabilities (45,171) (20,920)
$ 7514 $ 44,155

Income tax loss carryforwards, as at October 31, 2009, consist of $27,723,000 ($42,486,000 in 2008) in federal income tax losses that can

be used to reduce future taxable income. These losses expire from 2010 to 2028.

INCOME TAX EXPENSE
Significant components of income tax expense are as follows:

2009 2008
Consolidated statement of income
Continuing operations
Current income tax expense $ 9929 $ 9301
Future income tax expense
Reversal of temporary differences 26,919 22,924
Tax rate changes - 5,657
26,919 28,581
36,848 37,882
Discontinued operations
Future income tax expense 2,024 761
$ 38,872 $ 38,643
Consolidated statement of comprehensive income
Income taxes related to change in unrealized gains (losses) on available-for-sale securities $ 5543 $(10,127)
Income taxes related to reclassification of realized losses on available-for-sale securities 2,787 1,806
Income taxes related to net change in gains (losses) on derivative instruments designated as cash flow hedges (632) 21,357
$ 7,698 $ 13,036
Consolidated statement of changes in shareholders’ equity
Income taxes on preferred share dividends and other
Current income tax expense $ 4,710 $ 4710
Current income tax benefit (4,369) (4,667)
$ 341 $ 43
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N° 17. Income taxes (cont’d)
RECONCILIATION WITH THE STATUTORY RATE
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The reconciliation of income tax expense from continuing operations reported in the consolidated statement of income to the dollar amount

of income taxes using the statutory rates is as follows:

2009 2008
AMOUNT AMOUNT
Income taxes at statutory rates $43,312 31.3% $42,908 31.6%
Change resulting from:
Resolution of income tax exposures (2,418) 7) (1,768) a3)
Tax rate changes - - 5657 42
Dividends and tax-exempt gains (1,626) 12) (4,600) (34)
Income related to foreign credit insurance operations (4471) 32) (3,779) (2.8)
Other 2,051 14 (536) (04)
Income taxes from continuing operations,
as reported in the consolidated statement of income $36,848 26.6% $37,882 27.9%

Income earned on foreign credit insurance operations would generally be taxed only upon repatriation to Canada. Since the Bank’s management
does not expect to repatriate income accumulated after July 27, 2006, no future income tax expense has been recognized on such income.
Income taxes that would be payable if all unremitted earnings were repatriated are estimated at $12,499,000 as at October 31, 2009

($8,028,000 as at October 31, 2008).

N°18.
Net income per share

Basic and diluted net income per share for the years ended October 31 is detailed as follows:

2009 2008
Net income per common share —basic
Net income from continuing operations $ 101664 $ 98,108
Net income from discontinued operations @ 11,469 4,423
Net income 113,133 102,531
Preferred share dividends, including related income taxes 12,116 11,818
Net income attributable to common shares from continuing operations $ 89548 $ 86,290
Average number of outstanding common shares 23,857,573 23,837,157
Net income per common share—basic

Continuing operations $ 375 $ 362

Discontinued operations 0.48 019
Total $ 423  $ 381
Net income per common share —diluted
Net income attributable to common shares from continuing operations $ 89,548 $ 86,290
Average number of outstanding common shares 23,857,573 23,837,157
Dilutive share purchase options and other 18,029 42,950
Diluted weighted average number of outstanding common shares 23,875,602 23,880,107
Income per common share—diluted

Continuing operations $ 375 $ 361

Discontinued operations 0.48 019
Total $ 423  $ 3.80
Average number of share purchase options not taken into account

in the calculation of diluted net income per common share® 25,700 -

(1) See note 27.

(2) The average number of share purchase options was not taken into account in the calculation of diluted net income per common share since the average exercise price of these options exceeded

the average market price of the Bank’s shares during 2009.
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The preferred shares are convertible into common shares at the Bank's option. These conversions were not taken into account in the
calculation of diluted net income per common share because the Bank may settle such conversions in cash rather than common shares and,
based on past experience, the Bank has opted for a cash settlement.

N° 19.
Related party transactions

The Bank provides loans to directors and officers and their related companies. Loans to directors are granted under market conditions for
similar risks. Loans to officers consist mostly of residential mortgage loans at posted rates less 2%, as well as personal loans and personal
lines of credit at market rates less a discount based on the type and amount of the loan. Loans to related companies are granted under terms
similar to those offered to arm's length parties. The interest earned on these loans is recorded under interest income in the consolidated
statement of income. The outstanding balances of these loans are as follows:

2009 2008
Mortgage loans $ 303 $ 368
Other loans 17,870 28,039
$18,173 $28407

In the normal course of business, the Bank also provides usual banking services to certain directors and officers, including bank accounts
(deposits) under terms similar to those offered to arm’s length parties.

N°20.
Financial instruments—Fair value

The fair value of a financial instrument is defined as the theoretical amount of consideration for a financial instrument that would be agreed upon
in an arm’s length transaction between knowledgeable, willing parties who are under no compulsion to act. Quoted market prices are not
available for a portion of the Bank’s financial instruments. As a result, for these instruments, the fair values presented are estimates derived
using present value or other valuation techniques and may not be indicative of the net realizable value.

CLASSIFICATION OF FAIR VALUE MEASUREMENTS IN THE FAIR VALUE HIERARCHY

CICA Handbook Section 3862 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation techniques are

observable or unobservable. Observable inputs reflect market data obtained from independent sources, while unobservable inputs reflect the

Bank's market assumptions. These two types of inputs create the following fair value hierarchy:

— Level 1-Quoted prices in active markets for identical financial instruments.

— Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar financial instruments in markets that
are not active; and model-derived valuations in which all significant inputs and significant value drivers are observable in active markets.

— Level 3—Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers are unobservable.

The amounts in the tables below present the fair value of financial instruments of the Bank based on the valuation methods and assumptions
as set out below. In addition, pertaining only to the financial instruments recorded at fair value in the financial statements, the tables show their
valuation levels in the fair value hierarchy.
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CARRYING

FAVOURABLE
FAIR (UNFAVOURABLE)

FAIR VALUE HIERARCHY LEVEL OF FINANCIAL
INSTRUMENTS RECORDED AT FAIR VALUE (1)

(in millions of dollars) AMOUNT VALUE VARIANCE LEVEL 1 LEVEL 2 LEVEL 3
Assets
Cash and non-interest-bearing deposits with other banks $ 61 $ 61 $ - $ n/a $n/a $n/a
Interest-bearing deposits with other banks 240 240 - n/a n/a n/a
Securities accounts
Available-for-sale 1,424 1424 - 1414 1 9
Held-for-trading 1,391 1,391 - 1,238 141 12
Designated as held-for-trading 1,617 1,617 - 1,617 -
Assets purchased under reverse repurchase agreements 536 536 - n/a n/a n/a
Loans 15,601 15,834 233 n/a n/a n/a
Customers' liabilities under acceptances 217 217 - n/a n/a n/a
Derivative financial instruments 254 254 - - 238 16
Other assets 390 390 - n/a n/a 109
Total assets $21,731 $21,964 $ 233 $4,269 $380 $146
Liabilities
Deposits $18,300 $18,527 $ (227) $ n/a $n/a $n/a
Obligations related to assets sold short 1,054 1,054 - 1,054 - -
Obligations related to assets sold under repurchase agreements 285 285 - n/a n/a n/a
Acceptances 217 217 - n/a n/a n/a
Derivative financial instruments 175 175 - - 110 65
Other liabilities 733 733 - n/a n/a n/a
Subordinated debentures 150 156 (6) n/a n/a n/a
Total liabilities $20,914 $21,147 $ (233) $1,054 $110 $ 65
(1) For financial instruments recorded at fair value only.
2008
FAIR VALUE HIERARCHY LEVEL OF FINANCIAL
FAVOURABLE INSTRUMENTS RECORDED AT FAIR VALUE (1)
CARRYING FAIR (UNFAVOURABLE)
(in millions of dollars) AMOUNT VALUE VARIANCE LEVEL 1 LEVEL 2 LEVEL 3
Assets
Cash and non-interest bearing deposits with other banks $ 54 $ 54 $ - $ n/a $n/a $n/a
Interest-bearing deposits with other banks 94 94 - n/a n/a n/a
Securities accounts
Available-for-sale 1,302 1,302 - 1,242 50 11
Held-for-trading 1,069 1,069 - 864 191 15
Designated as held-for-trading 1119 1119 - 1119 - -
Assets purchased under reverse repurchase agreements 661 661 - n/a n/a n/a
Loans 14,153 14272 119 n/a n/a n/a
Customers' liabilities under acceptances 110 110 - n/a n/a n/a
Derivative financial instruments 238 238 - - 214 24
Other assets 429 429 - - - 88
Total assets $19,229 $19,348 $ 119 $3,225 $455 $138
Liabilities
Deposits $15334 $15418 $ (84) $ - $ - $ 56
Obligations related to assets sold short 819 819 - 819 - -
Obligations related to assets sold under repurchase agreements 1,136 1136 - n/a n/a n/a
Acceptances 110 110 - n/a n/a n/a
Derivative financial instruments 147 147 - - 93 53
Other liabilities 748 748 - n/a n/a n/a
Subordinated debentures 150 155 (5) n/a n/a n/a
Total liabilities $18444 $18,533 $ (89) $ 819 $ 93 $109

(1) For financial instruments recorded at fair value only.
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DETERMINING FAIR VALUE
For assets and liabilities carried at fair value, the Bank measures such value as follows.

When available, the Bank generally uses quoted market prices to determine fair value and classifies such items in Level 1.

If quoted market prices are not available, fair value is based on internally developed valuation techniques that use, where possible, current
market-based or independently sourced market inputs, such as interest rates, exchange rates and option volatility. Instruments valued using
internal valuation techniques are classified according to the lowest level input or value driver that is significant to the fair value measurement.
Thus, an instrument may be classified in Level 3 even though some significant inputs may be observable.

Where available, the Bank may also make use of quoted prices for recent trading activity in positions with the same or similar characteristics
to that being valued. The frequency and size of transactions and the amount of the bid-ask spread are among the factors considered in
determining the liquidity of markets and the relevance of observed prices from those markets. If relevant and observable prices are available,
those valuations would be classified in Level 2. If prices are not available, other valuation techniques would be used and the item would be
classified in Level 3. For these assets and liabilities, the inputs used in determining fair value may require significant management judgment. Due
to the inherent uncertainty in these estimates, the values may differ significantly from those that would have been used if an active market had
existed for the financial instruments.

The following section describes the valuation methodologies used by the Bank to measure certain significant financial instruments at fair
value, including an indication of the level in the fair value hierarchy in which each instrument is generally classified. Where appropriate, the
description includes details of the valuation models, the key inputs to those models as well as any significant assumptions.

Assets purchased under reverse repurchase agreements and obligations

related to securities sold under repurchase agreements

Given that quoted prices are not available for such financial instruments, fair value is determined using a discounted cash flow technique. Cash
flows are estimated based on the terms of the contract and discounted using appropriate market rates. Since these instruments are recorded
at amortized cost, they are not classified in the fair value hierarchy.

Securities accounts

When available, the Bank uses quoted market prices to determine the fair value of securities; such instruments are classified in Level 1 of the
fair value hierarchy. Examples include some government securities and exchange-traded equity securities. For bonds traded over the counter,
the Bank generally determines fair value using internal valuation techniques or prices obtained from independent vendors. Where available,
the Bank may also use quoted prices for recent trading activity of assets with similar characteristics to the bond being valued. Securities
priced using such methods are generally classified in Level 2. However, less liquid securities may be classified in Level 3 given that the Bank
must then determine the parameters related to certain significant value drivers, including liquidity premiums and credit spreads.

Loans

Quoted market prices in an active market are not available for these financial instruments. As a result, the fair value of loans is estimated by
discounting cash flows adjusted to reflect prepayments, if any, at the prevailing market interest rates for new loans with substantially similar
terms. For certain variable rate loans subject to frequent rate revisions and loans with indeterminate maturities, the fair value is deemed to
represent the carrying amount. Since these instruments are recorded at amortized cost, they are not classified in the fair value hierarchy.

Other assets
Other assets consist primarily of cheques and other items in transit, accrued interest receivable and certain retained interests related to
securitization transactions. Quoted market prices in an active market are not available for these financial instruments.

The fair value of cheques and other items in transit and accrued interest receivable is determined using the discounted cash flow method.
Since these instruments are all recorded at amortized cost, they are not classified in the fair value hierarchy.

The fair value of retained interest related to securitization transactions is calculated based on a discounted net value analysis that factors
in the time value of money and anticipated rates of prepayment. The retained interests are classified in Level 3. More details regarding these
interests are provided in note 6, including sensitivity analysis.
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Derivative financial instruments

The fair value of over-the-counter derivative financial instruments is calculated using prevailing market prices for instruments with similar
characteristics and maturities, based on a discounted net value analysis or an appropriate pricing model that factors in the current and contractual
prices of the underlying instruments, the time value of money, the yield curve and volatility factors. These derivatives are classified in Level 2 or
Level 3 depending on whether the significant inputs to those pricing models include observable or unobservable. Also, certain exchange-traded
derivative financial instruments, whose fair value is based on quoted market prices, are classified in Level 1 of the fair value hierarchy.

Deposits

Quoted market prices in an active market are not available for these financial instruments. As a result, the fair value of fixed rate deposits is
estimated using discounted cash flows based on prevailing market interest rates for deposits with substantially similar terms. The fair value of
deposits without stated maturities or variable rate deposits is deemed to represent their carrying amount. Since these instruments are
primarily recorded at amortized cost, they are not classified in the fair value hierarchy. Certain deposits that matured in 2009 and had been
designated as held for trading were classified in Level 3 as at October 31, 2008.

Obligations related to assets sold short
Since the Bank uses quoted market prices to determine the fair value of obligations related to assets sold short, these instruments are
classified in Level 1.

Subordinated debentures

Quoted market prices in an active market are not available for these financial instruments. As a result, the fair value of subordinated debentures
is estimated using discounted cash flows based on prevailing market interest rates for similar issues or rates currently offered for debt
securities with the same term to maturity. Since these instruments are all recorded at amortized cost, they are not classified in the fair value
hierarchy.

LEVEL TRANSFERS
There were no significant changes in fair value measurement methods during the year.

CHANGE IN LEVEL 3 FAIR VALUE CATEGORY
The following tables show the changes in the Level 3 of the fair value hierarchy for the year ended October 31, 2009. The Bank classifies
financial instruments in Level 3 of the fair value hierarchy when there is reliance on at least one significant unobservable input to the valuation
model. In addition to these unobservable inputs, the valuation models for Level 3 financial instruments typically rely on a number of inputs that
are observable either directly or indirectly. Accordingly, the gains and losses shown below include changes in fair value related to both
observable and unobservable inputs.

(in millions of dollars) 2009
REALIZED/UNREALIZED NET UNREALIZED)
GAINS (LOSSES) INCLUDED IN GAINS (LOSSES)
PURCHASES, RELATED TO
BALANCE OTHER SALES, TRANSFERS BALANCE INSTRUMENTS
AS AT COMPREHENSIVE ISSUANCES AND IN AND OUT AS AT STILL HELD AT
OCT. 31, 2008 INCOME (V) INCOME SETTLEMENTS OF LEVEL 3 OCT. 31, 2009 PERIOD-END
Assets
Securities accounts
Available-for-sale $ 11 $(1) $1 $ (3) $1 $ 9 $ (1)
Held-for-trading 15 - - 3) - 12 -
Derivative financial instruments 24 4) - 4) - 16 4)
Other assets 88 4 - 17 - 109 2
Total $138 $(1) $1 $ 7 $1 $146 $ (3)
Liabilities
Deposits
Personal $ 56 $ - $- $(56) $- $ - $ -
Derivative financial instruments 53 14 - 2 - 65 (13)
Total liabilities $109 $14 $- $(58) $- $ 65 $(13)

(1) Gains and losses related to financial instruments in Level 3 have been included in income from treasury and financial market operations and in securitization income.
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GAINS AND LOSSES ON FINANCIAL INSTRUMENTS DESIGNATED AS HELD-FOR-TRADING

Management can elect to designate financial instruments as held-for-trading instruments, with changes in fair value recorded in income,
provided that such designations meet specific criteria. Certain securities, retained interests related to securitization transactions and certain
retail deposits were designated as held-for-trading in order to significantly reduce a recognition inconsistency that would otherwise have
arisen from recognizing gains and losses on different bases. These financial instruments are used as part of the Bank’s overall asset-liability
management and provide an economic hedge for other financial instruments that are measured at fair value. Gains and losses on these
instruments are therefore generally offset by changes in value of other financial instruments. The following table shows the impact of changes
in value of these instruments.

2009 2008

Increase (decrease) in:

Securitization income $7,696 $37579

Income from treasury and financial market operations 254 (343)
$7,950 $37,236

Ne21.
Financial instruments—Risk management

The Bank is exposed to various types of risks owing to the nature of the business activities it carries on. To ensure that all of the significant
risks to which the Bank could be exposed are taken into consideration, an Integrated Risk Management Framework has been developed to
provide for oversight of risk assessment and control. Risk management is conducted according to tolerance levels established by management
committees and approved by the Board of Directors and its committees.

In order to manage the risks associated with using financial instruments, including loan and deposit, securities and derivative financial
instrument portfolios, the Bank has set out policies prescribing how various risks are to be managed. In practical terms, management closely
monitors various risk limits, as well as a number of other indicators. Oversight of operations is performed by groups independent of the
business lines.

The main risks to which the Bank is exposed in respect of financial instruments are set out below.
— Market risk
- Interest rate risk
- Foreign exchange risk
- Equity price risk
— Credit risk
— Liquidity and financing risk

A) MARKET RISK

Market risk represents the financial losses that the Bank could incur because of unfavourable fluctuations in the value of financial instruments
subsequent to changes in the underlying factors used to measure them, such as interest rates, exchange rates or quoted market prices.
Exposure to market risk arising from trading, investment, financing and asset and liability management activities is mainly mitigated by notional
limits, stress testing and various other sensitivity measures, such as value at risk (VaR).

Interest rate risk

Asset and liability management activities are designed to control structural interest rate risk, which represents the potential adverse impact
of interest rate movements on the Bank's revenues and economic value. This risk arises mainly from differences in maturity dates or
remeasurement dates of balance sheet and off-balance sheet items, as well as from the options embedded in certain banking products, such
as loan prepayment and deposit redemption clauses. To manage this risk, various treasury and derivative instruments, mainly interest rate
swaps, futures and options, are used to modify the interest rate characteristics of the underlying instruments in the balance sheet and to cover
the inherent risk in options embedded in loan and deposit products. The Bank periodically assesses the effect on the economic value of
common shareholders’ equity and on its net interest income of a sudden and sustained 1% change in interest rates. As at October 31, 2009,
such a change would have had the following effect.
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2009 2008
EFFECT ON THE EFFECT ON THE
ECONOMIC VALUE ECONOMIC VALUE
EFFECT ON OF COMMON EFFECT ON OF COMMON
NET INTEREST SHAREHOLDERS' NET INTEREST SHAREHOLDERS'

income @ EQUITY @ income EQUITY @
Change in interest rates

Increase of 100 basis points $ (4,779) $(19,626) $ 8901 $(18,671)
Decrease of 100 basis points $(21,506) $ 22,682 $(10,763) $ 19488

(1) Over the next 12 months
(2) Net of income taxes

The following table gives the detailed maturity dates and average effective rates of the on- and off-balance sheet financial instruments of

the Bank.

(in millions of dollars) 2009
OVER OVER NON-
0TO 3 MONTHS 1 YEAR OVER INTEREST
FLOATING 3 MONTHS TO 1 YEAR TO 5 YEARS 5 YEARS SENSITIVE TOTAL

Assets

Cash, deposits and securities $1,499 $ 458 $ 555 $1,873 $111 $237 $4,733
Actual return 0.2% 0.3% 21% 3.6%

Assets purchased under reverse
repurchase agreements 536 - - - - - 536

Loans 6,947 755 1,850 5,548 212 289 15,601
Actual return 51% 53% 55% 6.2%

Other assets - - - - - 1,295 1,295

Total 8,982 1,213 2,405 7421 323 1821 22,165
Actual return 33% 42% 4.6 % 53%

Liabilities and equity

Deposits 2,717 1674 4,436 8,730 11 732 18,300
Actual return 22% 23% 3.0% 31%

Treasury items 1,041 243 - 55 - - 1,339
Actual return 02% -% 1.2% -%

Other liabilities - 19 48 149 - 989 1,205
Actual return 34% 3.0% 35% - %

Debentures and equity - 100 110 150 - 961 1,321
Actual return -% -% 49% -%

Total 3,758 2,036 4,594 9,084 11 2,682 22,165
Actual return 18% 22% 3.0% 31%

Swaps, net 86 (5,366) 1,180 4,266 (166) - -

Sensitivity gap 5310 (6,189) (1,009) 2,603 146 (861) -

Cumulative gap $5,310 $(879) $(1,888) $ 715 $861 $ - $ -
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(in millions of dollars) 2008
OVER OVER NON-
0TO 3 MONTHS 1 YEAR OVER INTEREST
FLOATING 3 MONTHS TO 1 YEAR TO 5 YEARS 5 YEARS SENSITIVE TOTAL
Assets $8431 $1,658 $ 1986 $5740 $293 $1471 $19,579
Actual return 3.9% 5.6% 54% 6.9%
Liabilities and equity 1712 3568 4,245 7,856 7 2191 19579
Actual return 24% 32% 34% 21%
Swaps, net - (4,440) 694 3943 (197) - -
Sensivity gap 6,719 (6,350) (1,565) 1827 89 (720) -
Cumulative gap $6,719 $ 369 $(1,196) $ 631 $720 $ - $ -
Maturity assumptions

Assets, liabilities and equity are shown at the earlier of the date of maturity or contractual revaluation while taking into consideration estimated

redemptions or prepayments, except for the following:

— Loans and deposits for which the interest rates are not indexed on a specific rate and which can be non-sensitive to changes in market
rates are classified based on the historical evolution of their sensitivity.

— Debentures for which interest rates can be revised at a future date are classified at the remeasurement date;

— Preferred shares are classified using the date on which they become redeemable.

Foreign exchange risk
Foreign exchange risk is defined as the losses that the Bank may incur subsequent to adverse exchange rate fluctuations. It originates mainly
from foreign exchange positions held by the Bank to support the offering of products and services in currencies other than the Canadian
dollar, trading operations and, to a lesser extent, mismatches in currencies of balance sheet and off-balance sheet assets and liabilities, as
well as mismatches in receipts and payments of funds in foreign currencies. This risk is monitored using notional limits and other sensitivity
analysis for trading operations.

Equity price risk
Equity price risk is defined as financial losses that the Bank may incur subsequent to adverse fluctuations in certain equities or the stock
market in general. The Bank'’s equity positions consist primarily of Canadian publicly traded securities and, as a result, portfolio sensitivity
mainly correlates to Canadian stock market performance.

B) CREDIT RISK
The use of financial instruments, including derivatives, can result in credit risk exposure representing the risk of financial loss arising from a
counterparty’s inability or refusal to fully honour its contractual obligations.

The credit risk management policies adopted by the Bank provide for the assessment of this risk. These policies cover the approval of credit
applications by the line of authority concerned, attribution of risk ratings, management of impaired loans, establishment of provisions and risk-
based pricing. With respect to diversification, the credit policy sets the guidelines intended to limit credit concentration by counterparty and
industry sector, and identifies sectors that are considered riskier and thus to be avoided. The policies are periodically reviewed and approved
by the Board of Directors’ Risk Management Committee.

Acting through a credit risk management group independent of the business lines, the Bank performs follow-ups on its financial instrument
accounts in terms of both quality and quantity through mechanisms and policies governing the review of various types of files and risk rating updating
systems, and pricing analysis. Note 5 to these consolidated financial statements provides additional information on the Bank's loan portfolios.

The majority of the Bank’s credit concentration in derivative financial instruments is with financial institutions, primarily Canadian banks.
Credit risk in derivative transactions arises from a potential counterparty default on its contractual obligations when one or more transactions
have a positive market value for the Bank. Replacement cost represents what it would cost to replace transactions at prevailing market rates
in the event of a default. The credit equivalent amount arising from a derivative financial instrument transaction is defined as the sum of the
replacement cost plus an estimated amount reflecting the potential change in market value of the transaction through to maturity.

Derivative-related credit risk is generally managed using the same credit approval, limit and monitoring standards as those used for
managing other credit transactions. Moreover, the Bank negotiates derivative master netting agreements with counterparties with which it
contracts. These agreements reduce credit risk exposure in the event of a default by providing for the simultaneous netting of all transactions
with a given counterparty. The contracts that we enter into with certain counterparties also allow the Bank to require the counterparty to pay
or guarantee the current market value of its positions when the value exceeds a given threshold.
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The amount that best represents the Bank’s maximum exposure to credit risk as at October 31, 2009, without factoring in any collateral held
or other credit enhancements, basically represents the sum of financial assets in the Bank’s consolidated balance sheet, plus credit-related
commitments as set out below.

(in millions of dollars) AS AT OCTOBER 31,2009 AS AT OCTOBER 31, 2008
Financial assets, as stated in the consolidated balance sheet® $21,612 $19,084
Credit commitments and other off-balance sheet items® 4,711 4153
Total $26,323 $23237

(1) Excludes equity securities.
(2) Includes $2,129,675,000 ($2,082,573,000 in 2008) related to personal credit facilities and credit card lines.

Concentration of credit risk
Concentration of credit risk may exist where a number of counterparties engaged in similar activities are located in the same geographic area or
have comparable economic characteristics. Their ability to meet contractual obligations could be compromised by changing economic, political
or other conditions. The Bank'’s operations are located in Canada.

The following table shows loans based on location as at October 31.

2009 2008
Québec 61% 59%
Other Canadian provinces 39% 41%
Total 100% 100%

No single industry segment accounted for more than 3% (3% in 2008) of the total loans and customers' liabilities under acceptances.

Guarantees held in respect of loan portfolios
Nearly 50% of the Bank’s residential mortgage loan portfolio is insured by CMHC. Moreover, the Bank holds guarantees in respect of the
immovable property for the other conventional mortgage loans. In addition, the value of such loans never exceeds 80% of the property's
initially estimated value, in accordance with statutory requirements.

Commercial mortgage loans are further guaranteed by specific assets, such as construction projects, commercial properties, shopping
centres, office buildings, plants, warehouses and industrial condominiums. Generally, the loan value does not exceed 60% to 75% of the
initially estimated property value.

Certain guarantees are also held for personal and commercial loans in accordance with standard banking practices.

Other guarantees held
In the normal course of its operations, the Bank makes short-term purchases of assets under reverse repurchase agreements. These agreements
are recognized as secured loans. As at October 31, 2009, the approximate market value of collateral pledged to the Bank amounted to
$536,064,000 ($661,391,000 as at October 31, 2008).

In connection with derivative product transactions, the Bank may also obtain collateral under credit support agreements. As at October 31,
2009, the approximate market value of collateral pledged to the Bank amounted to $27,761,000 ($18,263,000 as at October 31, 2008).

C) LIQUIDITY RISK
Liquidity risk represents the possibility that the Bank may not be able to gather sufficient cash resources, when required and under reasonable
conditions, to meet its financial obligations.

The Bank’s overall liquidity risk is managed by Corporate Treasury with oversight by a management committee in charge of asset and
liability management, in accordance with the policies governing cash resources, financing and collateral management. The main purpose of
these policies is to ensure that the Bank has sufficient cash resources to meet its current and future financial obligations, under both normal
and unusual conditions.

The Bank monitors cash resources daily and ensures that liquidity indicators are within established limits. Liquidity management pays particular
attention to deposit and loan maturities, as well as to funding availability and demand when planning financing. The Bank maintains a reserve of
unencumbered liquid assets that are readily available to face contingencies. It defines its cash requirements based on scenarios evaluating
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survival horizons that measure the period during which liquid assets could cover the withdrawal of wholesale financing and deposits. The Bank
strives to maintain a stable volume of base deposits originating from its retail and brokerage clientele, as well as well-diversified financing
sources. Financing strategies also include loan securitization and the issuance of equity or debt instruments through capital markets. A financing
and liquidity contingency plan provides for measures to honour the Bank’s obligations in the event of high demand for liquid assets.

Contractual maturities of financial liabilities
The following table shows the principal obligations related to financial liabilities by contractual maturity.

2009
TERM
DEMAND AND
NOTICE UNDER 1 YEAR 1TO 5 YEARS OVER 5 YEARS TOTAL
Deposits $6,750,214 $4,381,505 $7,157,144 $11,103  $18,299,966
Obligations related to assets sold short - 999,686 54,784 - 1,054,470
Obligations related to assets sold under repurchase agreements - 284,988 - - 284,988
Subordinated debentures - - 150,000 - 150,000
Derivative financial instruments ® - 3,259 (10,735) (43) (7,519)
$6,750,214 $5,669,438 $7,351,193 $11,060 $19,781,905
2008
TERM
DEMAND AND

NOTICE UNDER 1 YEAR 1TO 5 YEARS OVER 5 YEARS TOTAL
Deposits $2,920,901 $6,325532 $6,080,653 $ 6,726 $15333812
Obligations related to assets sold short - 819,236 - - 819,236
Obligations related to assets sold under repurchase agreements - 1,136,096 - - 1,136,096
Subordinated debentures - - 150,000 - 150,000
Derivative financial instruments ® - (4,588) (7,011) 521 (11,078)
$2920,901 $8276,276 $6,223,642 $ 7247 $17,428066

(1) The obligations related to derivative financial instruments represent solely the theoretical payments related to derivatives used for interest rate risk management whose net fair values were negative
as at October 31. The notional amounts associated with the derivative financial instruments are summarized by maturity in note 22

The Bank is also exposed to liquidity risk when it contracts credit commitments. As at October 31, 2009, these commitments amounted to
approximately $2,581,176,000 ($2,070,730,000 as at October 31, 2008), excluding personal credit facilities and credit card lines since they
are revocable at the Bank's option.

Ne22.
Derivative financial instruments

In the normal course of business, the Bank enters into various contracts and commitments in order to protect itself against the risk of
fluctuations in interest rates, foreign exchange rates and indexes used to determine the return of index-linked deposits, as well as to meet its
customers’ demands and to earn trading income, as described below.

The various derivative financial instruments listed in the tables below are as follows:

i) Interest rate swaps involve the exchange of fixed and floating interest payment obligations based on a predetermined notional amount for
a specified period of time. Foreign exchange swaps involve the exchange of the principal and fixed or floating interest payments in different
currencies. Cross-currency interest rate swaps involve the exchange of both the principal amount and fixed and floating interest payment
obligations in two different currencies over a given period.

i) Forward rate agreements are contracts fixing a future interest rate to be paid or received, calculated on a notional principal amount with a
specified maturity commencing at a specified future date.

iii) Options are agreements between two parties in which the writer of the option grants the buyer the right, but not the obligation, to buy or to
sell, at or by a specified date, a specific amount of a financial instrument at a price agreed upon when the agreement is entered into. The
writer receives a premium for selling this instrument.
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iv) Futures are future commitments to purchase or deliver a financial instrument on a specified future date at a specified price. Futures are
traded in standardized amounts on organized exchanges and are subject to daily cash margining.
v) Foreign exchange forward contracts are commitments to purchase or sell foreign currencies for delivery at a specified date in the future at

a pre-determined rate.

The following tables present the notional amounts associated with the derivative financial instruments. The amounts are not indicative of the
potential gain or loss related to the credit or market risk of these instruments.

AGGREGATE NOTIONAL AMOUNTS

PERIOD TO MATURITY

WITHIN 1TO OVER DESIGNATED AS OTHER
NOTIONAL AMOUNT 1YEAR 5 YEARS 5 YEARS TOTAL HEDGE CONTRACTS CONTRACTS (1)
Interest rate contracts
OTC contracts
Swaps $3,175 $9,542 $166 $12,883 $8,404 $ 4479
Exchange-traded contracts
Futures 76 - - 76 - 76
Foreign exchange contracts
OTC contracts
Foreign exchange swaps 4,846 163 - 5,009 - 5,009
Forwards 1,282 64 - 1,346 - 1,346
Options purchased 159 - - 159 - 159
Options written 162 - - 162 - 162
Equity- and index-linked contracts
Options purchased 17 35 5 57 - 57
Options written 29 124 5 158 - 158
Total return swap 45 - - 45 - 45
$9,791 $9,928 $176 $19,895 $8,404 $11,491
(in millions of dollars) PERIOD TO MATURITY 2008
WITHIN 1T0 OVER DESIGNATED AS OTHER
NOTIONAL AMOUNT 1YEAR 5 YEARS 5 YEARS TOTAL HEDGE CONTRACTS CONTRACTS (1)
Interest rate contracts
OTC contracts
Swaps $1275 $8016 $207 $ 9498 $5579 $ 3919
Exchange-traded contracts
Futures 149 — — 149 - 149
Foreign exchange contracts
OTC contracts
Foreign exchange swaps 635 4 - 639 - 639
Cross-currency interest rate swaps 22 - - 22 - 22
Forwards 600 10 - 610 - 610
Options purchased 15 - - 15 - 15
Options written 15 - - 15 - 15
Equity- and index-linked contracts
Options purchased 17 53 5 75 - 75
Options written 18 102 5 125 - 125
Total return swap 80 - - 80 - 80
$2,826 $8,185 $217 $11,228 $5579 $ 5,649

(1) Include derivative financial instruments used in trading operations to meet customer needs, as well as derivatives used to manage the Bank's risk exposures that do not qualify for hedge accounting.
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(in millions of dollars) 2009

FAVOURABLE UNFAVOURABLE NET
FAIR VALUE FAIR VALUE AMOUNT

DESIGNATED AS HEDGE CONTRACTS

Interest rate contracts

Swaps $114 $ (15) $99

OTHER CONTRACTS ®

Interest rate contracts

Swaps 17 (69) (52)

Foreign exchange contracts

Foreign exchange swaps 61 (52) 9

Forwards 10 (18) (8)

Options purchased 7 - 7

Options written - @ @

Equity- and index-linked contracts

Options purchased 6 - 6

Options written - (11) (11)

TOTAL $215 $(172) $43

(in millions of dollars) 2008
FAVOURABLE UNFAVOURABLE NET

FAIR VALUE FAIR VALUE AMOUNT

DESIGNATED AS HEDGE CONTRACTS

Interest rate contracts

Swaps $132 $ (17) $115

OTHER CONTRACTS ®

Interest rate contracts

Swaps 22 (64) (42)

Foreign exchange contracts

Foreign exchange swaps 31 (39) (8)

Cross-currency interest rate swaps 2 - 2

Forwards 23 (11) 12

Options purchased 1 - 1

Options written - 1) 1)

Equity- and index-linked contracts

Options purchased 9 - 9

Options written - 9) 9)

TOTAL $220 $(141) $79

(1) Include derivative financial instruments used in trading operations to meet customer needs, as well as derivatives used to manage the Bank's risk exposures that do not qualify for hedge accounting.

Information regarding hedging relationships
Swap contracts designated as cash flow hedging instruments

The swap contracts designated as hedging instruments are used by the Bank primarily for purposes of balance sheet matching and minimizing
volatility in net interest income. The value of such swap contracts can vary significantly. Accordingly, changes in fair value of swap contracts
designated as cash flow hedging instruments could result in significant changes in accumulated other comprehensive income, in shareholders’
equity. As at October 31, 2009, the notional amount of swap contracts designated as cash flow hedging instruments was $4,104,000

($2,557,000 as at October 31, 2008).
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The following tables shows the ineffective portions of the cumulative changes in fair value of hedging instruments recognized in the

consolidated statement of income:

2009 2008
Cash flow hedges $ 941 $ 269
Fair value hedges (462) (1,107)

$ 479 $ (838)

Other information regarding hedging relationships

Net deferred gains of $21,174,000 ($5,380,000 as at October 31, 2008), included in accumulated other comprehensive income as at
October 31, 2009, are expected to be reclassified to the consolidated statement of income over the next twelve months,
The maximum term of cash flow hedging relationships in respect of future transactions was 5 years as at October 31, 2009 (5 years in 2008).

CREDIT EXPOSURE

(in millions of dollars) 2009 2008
CREDIT RISK- CREDIT RISK-
REPLACEMENT EQUIVALENT WEIGHTED REPLACEMENT EQUIVALENT WEIGHTED
cosT (D) AMOUNT (2) AMOUNT (3) cosT AMOUNT AMOUNT
Interest rate contracts
Swaps $131 $181 $36 $154 $197 $40
Foreign exchange contracts
Foreign exchange swaps 61 117 24 31 37 8
Cross-currency interest rate swaps - - - 2 2 -
Forwards 10 26 14 23 30 25
Options purchased 7 9 6 1 1 -
Equity- and index-linked contracts
Options purchased 6 10 2 9 15 3
Total return swap - 3 1 - 5 1
$215 $346 $83 $220 $287 $77

(1) Represents favourable fair market value, excluding the impact of master netting agreements. Exchange-traded instruments and options written are excluded since they do not constitute a credit risk.

(2) Includes (i) the total positive replacement value of all outstanding contracts and (i) an amount representing the assessed potential credit risk.

(3) Using guidelines issued by the Superintendent of Financial Institutions of Canada.

(4) The Bank holds $27761,000 in assets under guarantee so as to reduce the credit risk related to these contracts.

Note 21 hereto provides additional disclosures on the credit risk related to derivative financial instruments and how it is assessed.

N°23.
Commitments and guarantees

CREDIT-RELATED COMMITMENTS

The Bank uses certain off-balance sheet credit instruments as a means of meeting the financial needs of its customers.
Undrawn amounts under approved credit facilities represent a commitment to make credit available in the form of loans or other credit
instruments for specific amounts and maturities, subject to specific conditions
Documentary letters of credit are documents issued by the Bank on behalf of customers, authorizing a third party to draw drafts to
a stipulated amount under specific conditions. These letters are guaranteed by the underlying shipments of goods.
The amounts of credit-related commitments represent the maximum amount of additional credit that the Bank could be obliged to extend.
These amounts are not necessarily indicative of credit risk as many of these commitments are contracted for a limited period of usually less

than one year and will expire or terminate without being drawn upon.
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2009 2008
Undrawn amounts under approved credit facilities® $2,581,176 $2,070,730
Documentary letters of credit $ 8,675 $ 6111

(1) Exclude personal credit facilities totalling $1,284,859,000 ($1,159,871,000 as at October 31, 2008) and credit card lines amounting to $844,816,000
($922,702,000 as at October 31, 2008) since they are revocable at the Bank's option.

GUARANTEES

Standby letters of credit and performance guarantees

In the normal course of its operations, the Bank offers to its customers the possibility of obtaining standby letters of credit and performance
guarantees. These represent irrevocable assurances that the Bank will make payments in the event that clients cannot meet their obligations
to third parties. The term of these guarantees varies according to the contracts and normally do not exceed one year. The Bank’s policy for
requiring collateral security with respect to these instruments is similar to its policy for loans. No specific provision is currently recorded with
regard to these guarantees. The maximum potential amount of future payments under these guarantees totalled $157102,000 as at
October 31, 2009 ($138,223,000 in 2008).

Derivative financial instruments

To meet certain customers’ hedging needs against foreign exchange rate fluctuations, the Bank sells put options (foreign exchange contracts),
which are contractual agreements under which the Bank grants customers the right, but not the obligation to sell, by or on a set date, a specified
amount of foreign currencies at a predetermined price. The term of these options does not exceed 12 months. No specific provision is recorded
with respect to these derivatives. The maximum potential amount of future payments under these derivatives, corresponding to the notional
value of outstanding contracts, totalled $71,100,000 as at October 31, 2009 ($14,822,000 in 2008).

Collateral received and pledged as security

As at October 31, 2009, the approximate market value of collateral pledged to the Bank that it can sell or re-pledge as security amounted to
$536,064,000 ($661,391,000 as at October 31, 2008). This collateral pledged to the Bank as security was obtained under reverse repurchase
and securities borrowing agreements. Of this amount, $536,064,000 ($561,350,000 in 2008) was pledged as security in connection with
obligations related to assets sold short.

Other indemnification agreements

In the normal course of its operations, the Bank provides indemnification agreements to counterparties in certain transactions such as
purchase contracts, service agreements and sales of assets. These indemnification agreements require the Bank to compensate the
counterparties for costs incurred as a result of changes in laws and regulations (including tax legislation) or as a result of litigation claims or
statutory sanctions that may be suffered by the counterparty as a consequence of the transaction. The Bank also indemnifies directors and
officers, to the extent permitted by law, against certain claims that may be made against them as a result of their being, or having been,
directors or officers at the request of the Bank. The terms of these indemnification agreements vary based on the contract. The nature of the
indemnification agreements prevents the Bank from making a reasonable estimate of the maximum potential amount it could be required to
pay to counterparties. Historically, the Bank has not made any significant payments under such indemnification agreements. No amount has
been accrued with respect to these indemnification agreements.

LEASE COMMITMENTS, SERVICE CONTRACTS FOR INFORMATION TECHNOLOGY SERVICES AND OTHER CONTRACTS
As at October 31, 2009, minimum future commitments under leases, service contracts for outsourced technology services and other contracts
are as follows:

INFORMATION
TECHNOLOGY

PREMISES SERVICE CONTRACTS (1) OTHER TOTAL
2010 $ 22,264 $ 41,186 $ 3,091 $ 66,541
2011 19,808 41,803 2,446 64,057
2012 17,981 41,029 2,446 61,456
2013 13,835 37,301 2,446 53,582
2014 9,209 31,142 2,446 42,797
Thereafter 36,093 60,238 1,019 97,350
Total $119,190 $252,699 $13,894 $385,783

(1) The Bank may terminate certain major service contracts in certain circumstances.
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N° 23. Commitments and guarantees (cont’d)
PLEDGED ASSETS
In the normal course of its operations, the Bank pledges financial assets presented in the balance sheet. This collateral security is pledged
under the usual terms that provide, among other things, that the Bank bear the risks and rewards related to the collateral security and the
pledged assets be returned to the Bank when the terms and conditions requiring them to be pledged as security cease to apply.

The following table details the granted guarantees:

2009 2008
Pledged assets to participate in clearing and payment systems $470,335 $ 261,606
Pledged assets for obligations related to assets sold under repurchase agreements 284,988 1,136,096
Pledged assets for obligations related to derivative financial instruments in a liability position 34,681 36,230

790,004 1433932

Assets pledged are detailed as follows:
Securities $588,044 $1,295,720
Residential mortgage loans 201,960 138212

$790,004 $1,433932

N°24.
Variable interest entities

The Bank analyzes the interests it holds in certain entities to determine whether they satisfy the definition of a variable interest entity (VIE),
and whether the Bank is the primary beneficiary and must therefore consolidate them. The following items constitute an overview of the VIEs
in which the Bank holds significant interests.

The Bank securitizes its own assets through single-seller and multi-seller securitization conduits, which are normally considered VIEs.
These conduits are not consolidated, as these special purpose entities are specifically excluded from the scope of the accounting standard
or because the Bank is not their primary beneficiary. More details regarding transactions with these entities are provided in note 6.

N° 25.
Contingencies

LITIGATION

Marcotte v. Banks class action

On June 11, 2009, the Superior Court of Québec granted a class action against ten Canadian financial institutions, including Laurentian Bank,
with regard to mark-ups charged by the banks to their credit cardholders on translation of foreign currency transactions into Canadian dollars.
The judgment ordered the Bank to repay the mark-ups it collected, with interest, plus an additional amount of compensation. Together with its
Canadian financial institution co-defendants, the Bank submits that the judgment contains several errors of fact and law that are sufficiently
decisive as to invalidate the judgment, and therefore moved to appeal. Given that, in the current circumstances, the Bank is unable to
determine the outcome of this litigation, no provision has been set aside.

The Bank and its subsidiaries are also involved in various other legal actions and claims, including some with regulatory bodies. Many of
these disputes are related to loans granted by the Bank and are in reaction to steps taken by the Bank to collect delinquent loans and realize
the underlying collateral. Certain claims have also been brought against the Bank, particularly with respect to trustee operations related to
portfolio administration, the charging of certain bank fees and alleged non-compliance with certain regulatory obligations under securities
legislation. Management considers that adequate provisions have been set aside to cover any potential losses and any amounts that might not
be recoverable from insurance companies, as the case may be, in connection with these actions.

N°26.
Segmented information

The Bank offers its services through four business segments; Retail and SME-Québec, Real Estate and Commercial, B2B Trust, and Laurentian
Bank Securities (LBS).

The Retail and SME-Québec segment covers the full range of savings, investment and financing products, and transactional products and
services offered through its direct distribution network, which includes the Bank’s branches and electronic network, a call centre, as well as
point-of-sale financing across Canada. This segment also offers Visa credit card services, credit insurance products and trust services.
In addition, it offers all commercial financial services to Québec small and medium-sized enterprises.



LAURENTIAN BANK 2009 ANNUAL REPORT CONSOLIDATED FINANCIAL STATEMENTS / 101

The Real Estate and Commercial segment handles real estate financing throughout Canada, commercial financing in Ontario and National accounts.

The B2B Trust segment supplies generic and complementary banking and financial products to financial advisors and non-bank financial
institutions across Canada. This segment also includes the deposit brokerage operations.

LBS segment consists of the operations of the subsidiary Laurentian Bank Securities Inc.

The Other segment includes treasury and securitization operations and other Bank activities including revenues and expenses that are not
attributable and allocated to the above-mentioned segments.

Results for the Bank's segments are based on internal financial reporting systems and are consistent with the accounting principles
followed in the preparation of the Bank's consolidated financial statements. Transfer pricing regarding the funding of segments’ assets and
liabilities is based on funding costs which best reflect the nature and maturities of these items. Non-interest expenses are matched against
the revenues to which they relate. Indirect costs are allocated to the segments based on appropriate criteria.

2009
LAURENTIAN
RETAIL AND REAL ESTATE BANK
SME-QUEBEC AND COMMERCIAL B2B TRUST SECURITIES OTHER (6) TOTAL
Net interest income $ 305,959 $ 67,598 $ 90,696 $ 2,268 $ (42,744) $ 423777
Other income @ 119,965 22,922 9,560 52,458 37,820 242,725
Total revenue 425,924 90,520 100,256 54,726 (4924) 666,502
Provision for loan losses® 41,887 9,817 4,296 - - 56,000
Non-interest expenses 333475 31,020 48,995 41,611 16,889 471,990
Income (loss) from continuing operations
before income taxes 50,562 49,683 46,965 13,115 (21,813) 138,512
Income taxes (recovered) ® 10,939 15,549 14,873 4,565 (9,078) 36,848
Income (loss) from continuing operations 39,623 34,134 32,092 8,550 (12,735) 101,664
Income from discontinued operations,
net of income taxes 11,469 - - - - 11,469
Net income (loss) $ 51,092 $ 34134 $ 32,092 $ 8,550 $ (12,735) $ 113133
Average assets® $11,088,422 $2,394,529 $4,294,187 $1,415121 $1,291,582 $20,483,841
2008
LAURENTIAN
RETAIL AND REAL ESTATE BANK
SME-QUEBEC AND COMMERCIAL B2B TRUST SECURITIES OTHER (6) TOTAL
Net interest income $ 299336 $ 55201 $ 87297 $ 2,968 $ (39539) $ 405263
Other income @ 115,894 16,195 10,548 29437 53144 225218
Total revenue 415230 71,396 97,845 32,405 13,605 630,481
Provision for loan losses® 33,583 5374 1543 - 8,000 48,500
Non-interest expenses 326,871 23,356 43,681 29,683 22,400 445991
Income (loss) from continuing operations
before income taxes 54776 42,666 52,621 2722 (16,795) 135,990
Income taxes (recovered) ® 13785 14,109 17,748 1,008 (8,768) 37,882
Income (loss) from continuing operations 40,991 28,557 34,873 1,714 (8,027) 98,108
Income from discontinued operations,
net of income taxes 4,423 - - - - 4,423
Net income (loss) $ 45414 $ 28557 $ 34873 $ 1,714 $ (8027) $ 102531
Average assets® $10,133,360 $2,117,970 $3,882,801 $1,480,007 $ 725673 $18339811

NOTES

(1) Assets and liabilities are disclosed on an average basis, as this measure is most relevant to a financial institution.

(2) In 2008, other income in the Other segment included [i] a $12.9 million gain ($11.1 million, net of income taxes) on the sale of the shares of the Montréal Exchange as a result of the business
combination of the Montréal Exchange with the TSX Group; [ii] losses of $5.3 million ($3.6 million, net of income taxes) on the sale of other securities; [iii] an $8.1 million charge ($5.5 million, net of
income taxes) on the write-down of certain available-for-sale securities.

(3) In 2008, the provision for credit losses in the Other segment included an $8.0 million charge ($5.5 million, net of income taxes) resulting from an increase in the general allowance for loan losses.

(4) In 2008, the Other segment non-interest expense included a $2.2 million charge ($1.5 million, net of income taxes) resulting from the write-off of technological development costs.

(5) In 2008, the Other segment income taxes included a $5.6 million adjustment reflecting the decrease in value of the Bank's future income tax assets as a result of further reductions in federal income tax rates.

(6) The 2009 and 2008 effective tax rates were influenced by a number of items—see note 17 related to income taxes.
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N°27.
Disposals and changes in ownership interest

2008

Sale of a personal line of credit portfolio

During fiscal 2008, the Bank sold a $30,058,000 personal line of credit portfolio, generating a $426,000 loss ($292,000, net of income
taxes) which was recognized in other income, under other. The Bank has not retained any rights or obligations in respect of these loans.

Merger of the Montréal Exchange and TSX Group

On May 1, 2008, the Bank realized a $12,906,000 gain ($11,066,000, net of income taxes) on disposal of the remaining shares it held in the
Montréal Exchange, subsequent to the merger between the Montréal Exchange and the TSX Group, effective May 1, 2008. This gain was
included in other income under income from treasury and financial market operations.

2005

Sale of the BLC-Edmond de Rothschild Asset Management Inc. joint venture

On December 31, 2004, Industrial Alliance Insurance and Financial Services Inc. (Industrial Alliance) acquired all of the shares of BLC-
Edmond de Rothschild Asset Management Inc. from the Bank. The sale resulted in the recognition of an initial gain of $5,377,000 ($5,213,000,
net of income taxes) under income from discontinued operations and a deferred gain of $26,217,000 related to certain recovery clauses.

Recovery clauses

Under a recovery clause, the Bank was required to repay Industrial Alliance an annual amount of $5185,000 ($4,423,000 net of income
taxes) for the five years following the sale if net annual sales of mutual funds do not reach $50,000,000 for the 12-month periods ended
December 31 of each of these years. At the end of the six-year period ending on December 31, 2010, if cumulative net sales of mutual funds
reach $290,000,000, the amounts that would have been repaid to Industrial Alliance under the recovery clause would be reimbursed to the
Bank. During fiscal 2009, the Bank recognized the $5,185,000 remainder of the selling price in income, in light of net sales to date. Moreover,
if cumulative net sales of mutual funds reach $350,000,000 for the five-year period ended December 31, 2009, the Bank is eligible to an
additional payment. Under this clause, the Bank recognized the final adjustment to the selling price of $8,308,000 in 2009 ($7,046,000 net
of income taxes), as cumulative net sales of mutual funds significantly exceeded the required minimum level. The recognition of these
amounts increased the total selling price in respect of the sale to $76,095,000.
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Statistical review —-Consolidated balance sheet

Unaudited, as at October 31
(in thousands of dollars)

2009

2008

2007

2006

2005

AVERAGE
ANNUAL
VARIANCE
09/05

ASSETS
Cash resources
Cash and non-interest-bearing

deposits with other banks $ 61,010 $ 54,410 $ 65,245 $ 70,907 $ 57737 1%
Interest-bearing deposits with other banks 239,606 94,291 283,255 98,722 259,791 )
Securities
Issued or guaranteed by Canada 2,864,454 2415863 1,615,695 2,019,524 1,775372 13
Issued or guaranteed by provinces

and municipal corporations 1,157,180 466,735 446,401 581,384 556,727 20
Other securities 410,549 607574 612,283 641372 608,307 9)

4,432,183 3490172 2674379 3,242,280 2,940,406 11
Assets purchased under

reverse repurchase agreements 536,064 661,391 540,304 802,546 508,073 1
Loans
Personal 5,655,055 5694574 5222217 4,379,016 4123983 8
Residential mortgages 7,219,830 6,182,871 6,232,778 5,985,656 5,806,853 6
Commercial mortgages 1,285,012 932,688 684,625 659,014 595,946 21
Commercial and other 1,555,956 1,454,799 1,292,790 1,265,987 1,323,230 4

15,715,853 14,264,932 13432410 12,289,673 11,850,012 7
Allowance for loan losses (114,546) (112,434) (115,322) (125,153) (129,806) 3)
15,601,307 14,152,498 13,317,088 12,164,520 11,720,206 7
Other
Customers' liability under acceptances 216,817 110,342 111,891 149,818 145,629 10
Tangible capital assets 58,163 59,927 56,053 47520 44,131 7
Other assets 1,019,630 956,441 738,631 719,646 831,011 5
1,294,610 1,126,710 906575 916,984 1,020,771 6
$22,164,780 $19579,472 $17,786,846 $17,295,959 $16,506,984 8%
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits
Personal $15,138,637 $12,430,038 $11,564,530 $10,949,473 $10575416 9%
Business, banks and other 3,161,329 2903774 2314178 2,145,028 3121522 -
18,299,966 15,333,812 13,878,708 13,094,501 13,696,938 8
Other
Obligations related to assets sold short

or under repurchase agreements 1,339,458 1,955,332 1,797,662 2177394 786,128 14
Acceptances 216,817 110,342 111,891 149,818 145,629 10
Other liabilities 987,313 946,551 843904 777826 815,049 5

2,543,588 3,012,225 2,753457 3,105,038 1,746,806 10
Subordinated debentures 150,000 150,000 150,000 150,000 150,000 -
Shareholders’ equity
Preferred shares 210,000 210,000 210,000 210,000 210,000 -
Common shares 259,208 257,462 256,445 251,158 249,633 1
Contributed surplus 209 173 105 518 73 30
Retained earnings 665,538 596,974 537,254 485334 454,124 10
Treasury shares - - - (590) (590) (100)
Accumulated other comprehensive income 36,271 18,826 877 - - n/a

1,171,226 1,083,435 1,004,681 946,420 913,240 6

$22,164,780 $19579,472 $17,786,846 $17,295,959 $16,506,984 8%
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Statistical review —-Consolidated statement of income

Unaudited, for the years ended October 31

AVERAGE
ANNUAL
VARIANCE

(in thousands of dollars, unless otherwise indicated) 2009 2008 2007 2006 2005 09/05
Loans $719,538 $837,532 $837,092 $755,009 $682591 1%
Securities 71,373 60,873 58,000 70446 59,744 5
Deposits with other banks 3,903 26,360 13,802 11,721 7,864 (16)
Other, including derivative financial instruments 137,275 30,190 - 3277 30,203 46
Interest income 932,089 954,955 908,894 840,453 780,402 5
Deposits 493,812 508,403 466,867 438,335 425473 4
Other liabilities 6,765 33547 44,089 32197 13,039 (15)
Subordinated debentures 7,735 7742 7738 12714 16,199 17)
Interest expense 508,312 549,692 518,694 483,246 454711 3
Net interest income 423,777 405,263 390,200 357,207 325,691 7
Other income 242,725 225218 193,726 182,600 184,304 7
Total revenue 666,502 630,481 583,926 539,807 509,995 7
Provision for loan losses 56,000 48,500 40,000 40,000 40,000 9
Salaries and employee benefits 249,658 236,280 229,290 213583 198,687 6
Premises and technology 120,054 119,192 111,559 108,151 108,968 2
Other 102,278 90,519 86,561 89,081 82,229 6
Non-interest expenses 471,990 445991 427410 410,815 389,884 5
Income from continuing operations

before income taxes 138,512 135,990 116516 88,992 80,111 15
Income taxes 36,848 37,882 26,394 23436 24488 11
Income from continuing operations 101,664 98,108 90,122 65,556 55623 16
Income from discontinued operations,

net of income taxes 11,469 4423 4423 4776 9,659 4
Net income $113,133 $102,531 $ 94545 $ 70,332 $ 65282 15%
Preferred share dividends, including

applicable income taxes $ 12,116 $ 11818 $ 11966 $ 11,766 $ 12,030 —%
Net income available to common shareholders $101,017 $ 90713 $ 82579 $ 58566 $ 53252 17%
Common share dividends $ 32,453 $ 30993 $ 27474 $ 27356 $ 27287 4%
Average number of common shares

outstanding (in thousands)

Basic 23,858 23837 23678 23,605 23525 - %
Diluted 23,876 23,880 23728 23,649 23552 - %

Income per common share from continuing operations

Basic $ 375 $ 362 $ 330 $ 228 $ 185 19%

Diluted $ 375 $ 361 $ 329 $ 228 $ 185 19%
Net income per common share

Basic $ 423 $ 381 $ 349 $ 248 $ 226 17%

Diluted $ 423 $ 380 $ 348 $ 248 $ 226 17%
Dividends declared per common share $ 136 $ 130 $ 116 $ 116 $ 116 4%
Dividend payout ratio 321% 342% 33.3% 46.7% 51.2%
Book value per common share $ 3868 $ 3584 $ 3334 $ 3118 $ 2985 7%
Return on common shareholders’ equity 11.4% 11.0% 109% 82% 7.8%
(as a percentage of average assets)
Net interest income 2.07% 221% 231% 214% 1.99%
Provision for loan losses 027 % 026 % 024% 024% 0.24%
Average assets (in millions of dollars) 20,484 18,340 16,860 16,691 16,328 6%
Number of full-time equivalent employees 3,528 3,393 3289 3238 3,180 3%
Number of branches 156 156 157 158 157 —%
Number of automated banking machines 408 342 338 325 313 7%
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(in thousands of dollars, unless otherwise indicated) 2009 2008
UNAUDITED, FOR THE QUARTERS ENDED OCT. 31 JULY 31 APRIL 30 JAN. 31 OCT. 31 JULY 31 APRIL 30 JAN. 31
Interest income $237,750  $237,290 $222,647 $234,402 $240456 $240361 $232594  $241544
Interest expense 119,515 124,524 128,574 135,699 137,163 136,948 133573 142,008
Net interest income 118,235 112,766 94,073 98,703 103,293 103413 99,021 99,536
Other income 60,305 63,891 60,695 57,834 49518 67,682 56,484 51534
Total revenue 178,540 176,657 154,768 156,537 152811 171,095 155505 151,070
Provision for loan losses 16,000 16,000 12,000 12,000 10,500 18,500 10,000 9,500
Non-interest expenses 128,143 119,081 114,034 110,732 113,040 113547 110,850 108554
Income from continuing
operations before income taxes 34,397 41576 28,734 33,805 29271 39,048 34,655 33,016
Income taxes 7,618 12,893 7,579 8,758 6,361 8111 9,506 13,904
Income from continuing operations 26,779 28,683 21,155 25,047 22910 30,937 25,149 19,112
Income from discontinued
operations, net of income taxes 11,469 - - - 4,423 - - -
Net income $ 38,248 $ 28,683 $ 21,155 $ 25047 $ 27333 $ 30937 $ 25149 $ 19112
Preferred share dividends, including
applicable income taxes $ 3066 $ 2824 $ 3004 $ 3222 $ 2954 $ 2967 $ 2967 $ 2930
Net income available
to common shareholders $ 35,182 $ 25,859 $ 18,151 $ 21825 $ 24379 $ 27970 $ 22182 $ 16,182
(as a percentage of average assets)
Net interest income 2.19% 2.15% 1.92% 2.00% 2.15% 2.20% 223% 227%
Provision for loan losses 0.30% 0.31% 0.24% 0.24% 0.22% 0.39% 0.22% 0.22%
Average assets (in millions of dollars) 21,414 20,789 20,111 19,610 19,073 18724 18,075 17482
Return on common shareholders’ equity 15.3% 11.6% 8.5% 10.0% 115% 13.4% 11.2% 8.1%
Average number of common
shares outstanding (in thousands)
Basic 23,878 23,854 23,849 23,848 23846 23842 23,837 23,824
Diluted 23,903 23,872 23,855 23,872 23,889 23,888 23,882 23,862
Income per common share
from continuing operations
Basic $ 099 $ 108 $ 0.76 $ 092 % 084 $ 117 $ 0.93 $ 0.68
Diluted $ 099 $ 108 $ 0.76 $ 091 $ 084 $ 117 $ 0.93 $ 0.68
Net income per common share
Basic $ 147 $ 108 $ 0.76 $ 092 % 102  $ 117 $ 0.93 $ 0.68
Diluted $ 147 $ 108 $ 0.76 $ 091 $ 102 $ 117 $ 0.93 $ 0.68
Dividends declared per common share $ 034 $ 034 $ 034 $ 034 $ 034 $ 032 $ 032 $ 032
Book value per common share $ 3868 $ 3757 $ 3683 $ 3641 $ 3584 $ 3515 $ 3430 $ 3369
Share price—Close $ 3953 $ 3575 $ 2880 $ 2907 $ 4088 $ 4200 $ 4221 $ 3587
Common share dividends $ 8124 $ 8111 $ 8109 $ 8109 $ 8108 $ 7631 $ 7628 $ 7626
(in millions of dollars)
Balance sheet assets $ 22,165 $ 21,316 $ 20,403 $ 19868 $ 19579 $ 19301 $ 18383 $ 18,270
Risk-weighted assets $9,480.8 $9,4104 $ 9,869.7 $96772 $ 96291 $ 95045 $ 91674 $ 89284
Tier | capital—BIS $1,045.8 $1,015.2 $ 989.0 $ 9764 $ 9654 $ 9567 $ 9358 $ 9234
Regulatory capital—BIS $1,2359 $1,205.7 $ 1,1815 $1,1696 $ 11569 $ 11485 $ 11237 $ 11150
Tier | BIS capital ratio 11.0% 10.8% 10.0% 10.1% 10.0% 10.1% 10.2% 10.3%
Total BIS capital ratio 13.0% 12.8% 12.0% 12.1% 12.0% 12.1% 12.3% 125%
Assets to capital multiple 18.0x 17.8x 17.3x 17.1x 17.0x 16.9x 16.4x 16.4x
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HEAD OFFICE

Tour Banque Laurentienne
1981 McGill College Avenue
Montréal, Québec H3A 3K3
Tel.. 514 284-4500 ext. 5996
Fax: 514 284-3396

TELEBANKING CENTRE,
AUTOMATED BANKING

AND CUSTOMER SERVICE

Tel: 514 252-1846

or 1-800-252-1846

Website: www.laurentianbank.ca
Swift Code: BLCM CA MM

ANNUAL MEETING

The Annual Meeting of

the Common Shareholders of the
Bank will be held on Tuesday,
March 16, 2010, at 9:30 am,

at the Monument-National,

Salle Ludger-Duvernay,

1182 Saint-Laurent Blvd.,
Montréal, Québec H2X 2S5.

VALUATION DAY PRICE
For capital gains purposes,

the market value of Laurentian Bank

common shares on Valuation day,
December 22, 1971, adjusted for
the stock splits of July 1983 and
January 1987 was $3.72.

TRANSFER AGENT AND REGISTRAR
Computershare

Investor Services Inc.

1500 University Street

Suite 700

Montréal, Québec H3A 3S8

OMBUDSMAN'S OFFICE
Laurentian Bank

1981 McGill College Avenue
Suite 1420

Montréal, Québec H3A 3K3
Tel: 514 284-7192 or
1-800-479-1244

CHANGE OF ADDRESS

AND INQUIRIES
Shareholders should notify
the Transfer Agent of any
change of address. Inquiries
or requests may be directed
to the Corporate Secretary's
Office at Head Office or by

calling 514 284-4500 ext. 7545.

INVESTORS AND ANALYSTS
Investors and analysts may
contact the Investor Relations
Department at Head Office
by calling 514 284-4500
ext. 7511 or 3901

MEDIA

Journalists may contact

the Public Affairs and
Communications Department
at Head Office by calling
514 284-4500 ext. 7511

or 8232.

DIRECT DEPOSIT SERVICE
Shareholders of the Bank
may, by advising the Transfer
Agent in writing, have their
dividends deposited directly
into an account held at

any financial institution
member of the Canadian
Payments Association.

This Annual Report was
produced by the Public Affairs,
Communications and Investor
Relations Department of
Laurentian Bank, in collaboration
with several other departments
of the Bank.

Vous pouvez recevoir une version
francaise de ce rapport annuel

en faisant parvenir votre demande
par écrit a:

Banque Laurentienne

1981, avenue McGill College,

20¢ étage

Montréal (Québec) H3A 3K3

THE COMMON AND PREFERRED SHARES INDICATED CUSIP CODE/ RECORD DIVIDEND
BELOW ARE LISTED ON THE TORONTO STOCK EXCHANGE. STOCK SYMBOL DATE * PAYMENT DATE
Common shares 51925D 106 LB First business
day of:
January February 1
April May 1
July August 1
October November 1
Preferred shares
Series 9 51925D 87 4 LBPRD * March 15
Series 10 51925D 86 6 LB.PRE * June 15

September 15
December 15

*

*  Subject to the approval of the Board of Directors.

*On such day (which shall not be more than 30 days preceding the date fixed for payment of such dividend) as may be determined from time to time by the Board of Directors of the Bank.




Always

as agile to
enable us to
go further.



