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HIGHLIGHTS
[

2009 2008 % change

Operating Results
(millions of dollars)
Total revenues S 4,131 $ 3,637 14
Total revenues adjusted for non-controlling interest® 4,133 3,834 8
Net income 854 776 10
Return on common shareholders’ equity 15.6 % 16.4 %
Per Common Share (dollars)
Net earnings — Basic S  4.96 $ 4.69 6
Net earnings — Diluted 4.94 4.67 6
EXCLUDING SPECIFIED ITEMS®
Operating Results
(millions of dollars)
Total revenues S 4,309 $ 3,745 15
Total revenues adjusted for non-controlling interest® 4,311 3,942 9
Net income 1,061 947 12
Return on common shareholders’ equity 19.0 % 19.7 %
Per Common Share (dollars)
Net earnings — Basic S 6.25 $ 5.77 8
Net earnings — Diluted 6.22 5.75 8
Per Common Share (dollars)
Dividends declared S 2.48 $ 2.48
Book value 33.43 29.70
Stock trading range

High 62.08 54.63

Low 25.62 42.25

Close 56.39 45.21
Financial Position October 31 OCTOBER 31
(millions of dollars) 2009 2008
Total assets $132,138 $ 129,332 2
Loans and acceptances 58,370 56,015 4
Deposits 75,170 76,022 1)
Subordinated debentures and shareholders’ equity 8,494 7,764 9
Capital ratios — BIS, according to Basel Il

Tier 1 10.7 % 9.4 %

Total 14.3 % 13.2 %
Capital ratios — BIS, according to Basel |

Tier 1 11.5 % 10.1 %

Total 15.2 % 14.1 %
Impaired loans, net of specific and general allowances (233) (162)

As a percentage of loans and acceptances (0.4)% (0.3)%
Interest coverage 7.99 5.21
Asset coverage 4.19 3.89
Other Information
Number of common shares at year-end (thousands) 161,201 159,447
Number of common shareholders of record 23,970 24,354
Market capitalization (millions of dollars) 9,090 7,209
Assets under administration and assets under management (millions of dollars) 200,845 208,084
Number of employees 17,747 17,146 4
Number of branches in Canada 445 446 =
Number of banking machines 855 857

(1) Adjusted for gains or losses mainly attributable to third parties.
(2) See Financial Reporting Method on pages 12 and 13.




AT A GLANCE
I

National Bank Financial Group is an integrated provider
of financial services to retail, commercial, corporate and
institutional clients. It operates in three business segments —
Personaland Commercial, Wealth Management and Financial
Markets — with total assets in excess of $132 billion as at
October 31, 2009.

Through its more than 17,500 employees, National Bank
Financial Group offers a complete range of services: banking
and investment solutions, securities brokerage, insurance,
wealth management, corporate and investment banking, and
mutual fund and pension fund management.

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

Founded in 1859, National Bank celebrated its 150t
anniversary in 2009. Its head office is located in Montreal and
its securities are listed on the Toronto Stock Exchange.
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MESSAGE FROM THE CHAIRMAN OF THE BOARD

Itis gratifying to witness National Bank’s emergence from the recent financial
markets turmoil and economic uncertainty as a stronger and more confident
financial institution.

The Bank’s fiscal 2009 results were excellent and compared favourably
relative to its Canadian peers by all measures of performance. More important
still, this accomplishment came during a year of intense internal activity as
the Bank implemented its strategic plan.

Approved by the Board of Directors, the central thrust of the Bank’s strategy
is One client, one bank, a vision that is being realized through a comprehensive
alignment of its distribution network, human resources and technology to
better serve client needs. The Board is closely monitoring the implementation
through frequent presentations from senior management and detailed
discussions of specific issues.

We are pleased with the early results and especially the high level of
teamwork and leadership by senior management as well as the culture of
collaboration firmly taking root across the Bank’s divisions and departments.
Based on our deep involvement in the strategic planning process, my fellow
directors and | areimpressed with the progress to date. The Board will continue
to offerits full support to management as it continues to strengthen the Bank’s
client focus.
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Jean Douville
Chairman of the Board of Directors

Although the worst of the financial crisis appears to be behind us, risk
management continues to be a high priority. The Board is regularly apprised
of regulatory developments and maintains a vigilant watch on the evolution
of the Bank’s policies, practices and systems to ensure that its risk profile is
consistent with its financial objectives. On this count, we wish to underscore
the Bank’s prudent risk management and strong capital position. As a result,
National Bank was one of very few Canadian financial institutions that did
not dilute shareholders by issuing new shares to increase its capital.

The financial crisis has led to considerable debate about the role of
compensation in risk management, particularly as it relates to employees
from the banking sectorworking in financial markets. The Bank has therefore
decided to conduct a review of its compensation policies for financial markets
professionals in light of risk management practices, industry trends and
emerging regulatory principles.

Also with respect to compensation, National Bank was the first Canadian
bankto agree to submit the Board’s approach regarding senior management
compensation to shareholders for an advisory vote. The non-binding vote
fulfills a wish expressed by numerous shareholders and will be conducted
for the first time at the 2010 annual meeting.

The Board’s oversight of risk management also includes compliance
with the Basel Il Accord requirements and preparedness for fundamental
changes to the way financial statements are presented. As the 2011 deadline
approaches for the adoption of International Financial Reporting Standards
(IFRS) in Canada, the Board is satisfied that the Bank is taking adequate
measures to meet the implementation requirements.



MESSAGE FROM THE CHAIRMAN OF THE BOARD

We remain committed to the best practices and highest governance standards
inthe way the Board exercises its role. The past few years have been demanding,
with the Board being called upon to provide oversight of many aspects of the
Bank’s business, some of them highly complex. During this time, our work
has reached an unprecedented level of detail and thoroughness, assisted in
large part by our many open and frank exchanges with the members of senior
management. As Chairman, | am satisfied with the quality and timeliness of
information received by the Board and the collaboration of management in
all of our discussions.

As part of its governance responsibilities, the Board is also actively
planningits own succession to ensure continuity and diversity in its composition.
In this respect, the appointment of Louise Laflamme in November 2008
increased the representation of women Board members while adding valuable
financial expertise to our deliberations. The Board recognizes the importance
of increasing the number of women directors and striving for representation
parity between men and women on the Board.

In closing, the Board is pleased to see the Bank’s 2009 achievements and
progress towards its strategic objectives.

The ability of the Bank’s employees and management to navigate
successfully through a financial crisis and difficult economic conditions while
pursuing a major transformation in the way the Bank serves clients is no small
feat. It demonstrates the exceptional leadership of the senior management
team under the direction of Louis Vachon and the high level of commitment
of the Bank’s more than 17,500 employees. On behalf of shareholders, the
Board of Directors wishes to thank management and employees for their
dedication and efforts.

I also wish to acknowledge the contribution of my fellow directors to the
Bank’s success and their great rigour in exercising their responsibilities.

Looking forward, the Board is confident in the Bank’s future prospects.
The institution, which celebrated its 150t anniversary in 2009, rests on a
solid foundation. It has a clear and focused strategy. Continued vigilance in
managing risk and strong execution will allow the Bank to strive for new
heights in client service and shareholder value in the years ahead.
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MESSAGE FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

Heading into 2010, the world continues to emerge slowly from the most
severe financial and economic crisis of the last 75 years. Credit markets are
stabilizing, equity markets are recovering and leading indicators have signalled
the end of the global recession.

The Canadian and Quebec economies turned the corner in mid-2009
and resumed growth in the fourth quarter. Although the recession exacted a
heavy tollin certain industries and regions, our economic decline was shorter
in duration and less pronounced than initially feared and we fared better than
most industrialized countries.

Among the many factors responsible for the relatively quick rebound,
we must acknowledge the important role played by Canadian authorities.
Through its wise and timely interventions, the Bank of Canada contributed
significantly to fostering a climate of financial and economic stability during
the past two years. The constructive actions of the federal government
supported economic activity and provincial governments implemented stimulus
measures of their own. Together, these initiatives blunted the force of the
recession and helped pave the way towards recovery.

The Quebec Government’s response merits special mention, as its timely
infrastructure investments and their massive scale shielded the province
from the worst of the slowdown and allowed Quebec to outperform the country
as a whole.

For the past several years, we have been pointing to the diversification
ofthe Quebec economy as a natural bulwark against sharp downturns. Since
no industry sector accounts for an inordinate share of activity, such as the
automobile sectorin Ontario or natural resources in other parts of the country,
Quebec was not as hard hit by the global recession.
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ONE CLIENT,
ONE BANK

Louis Vachon
President and Chief Executive Officer

SELECTED 2009
ACHIEVEMENTS

The past few years have been challenging for financial institutions and their
shareholders. In many countries, bankruptcies, government bailouts, massive
dilution of shareholders’ equity and steep dividend reductions have been
the norm rather than the exception. The destruction of shareholdervalue has
been unprecedented.

In the United States, over 100 financial institutions have disappeared
since the onset of the credit crisis. Many of the largest institutions were saved
by capital injections from the federal government. Twelve of 16 banks listed
on the S&P 500 Banks Index slashed or eliminated their dividend and 13 of
them issued new equity at depressed share prices. Weak capital positions
forced more than half of the 48 largest regional banks to adopt similar survival
measures.

European institutions did not fare much better. While the insolvency
rate has been lower than that of U.S. banks, massive injections of public
capital were needed to prevent the collapse of several global institutions. All
butthree of 34 banks in the S&P Europe 350 Banks Index reduced or suspended
their dividend, and more than half were compelled to proceed with ill-timed
equity issues, thereby diluting the equity of shareholders.

Amidst this turbulence, the Canadian banking system has been a beacon
of stability. No bankruptcies, bailouts or injections of public money were
required to maintain investor and public confidence. Our regulatory system,
which requires banks to comply with conservative leverage and liquidity
ratios, combined with the constant vigilance of the Office of the Superintendent
of Financial Institutions, served Canadians well. Prestigious global institutions
took notice and praised our financial regulatory system, and both the World
Economic Forum and Moody’s Investor Services Inc. ranked Canada first in
the world for the soundness of its banking system.



MESSAGE FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

BRANDING AND MARKETING

Development of a common advertising platform for
all business units under the “AND ACTION!” signature.

Realignment of business communications
and donations and sponsorships policy
towards a global vision.

Successful campaign to mark the Bank’s 150t anniversary
and launch of National Bank Private Wealth 1859.

NATIONAL
BANK

PRIVATE WEALTH 1859

National Bank stands tall

National Bank managed the crisis in exemplary fashion.

As an institution with deep roots in the communities it serves, the Bank
successfully assumed its role as a critical pillar of the economy by increasing,
during challenging times, lending to consumers, small businesses and
commercial clients. Staffing was increased to the highest level on record, and
the donation and sponsorship program was maintained to ensure continued
support in the areas of education, health, the arts and community
outreach.

Furthermore, we offered shareholders some of the best results our
institution has ever reported.

—  Diluted earnings per share of $6.22, excluding specified items, were
the highest in the Bank’s history, demonstrating the strength of our
franchise and the appeal of our reputation in uncertain times.

—  Through prudent risk management, we sustained the outstanding
quality of our credit portfolio.

—  Our capital base remained strong, as did our liquidity position.

—  We maintained our dividend and did not issue new common shares,
allowing existing shareholders to benefit fully from our strong financial
results with no dilution of their equity.

—  We invested in our branch network, in hundreds of new positions in
client-facing roles and in intensive training for thousands of
employees.

Thanks to this strong performance, our Bank stands tall among the
best-performing domestic and international financial institutions and is
positioned favourably to take advantage of opportunities as market conditions
improve.

CORPORATE

Established shared service centres to increase productivity.

Created corporate procurement unit to reduce costs
of products and services.

Centralized Bank operations for greater efficiency.
Aligned corporate functions to better serve business segments.

Generated recurring annual savings of $100 million
from all initiatives.

Staying the course

Ourachievements are due in large measure to a clear strategy and a detailed
game plan under which we are transforming the way the Bank serves its
clients. With this framework as our guide, we were able to stay the course on
our long-term priorities in 2009 while taking the necessary action to face
short-term challenges.

Under our strategic plan approved by the Board of Directors in early
2008, we are working tirelessly to provide all our clients with the best advice
and best solutions to meet their financial needs and expectations, to the
extent permitted under current regulations, regardless of their point of entry
to the Bank. That is the vision taking shape under the One client, one bank
approach and it is all about making us the leader in client experience.

There are four key components to our strategy: aligning distribution and
operations with client needs across the entire organization, simplifying internal
processes, increasing the efficiency of corporate functions, and instilling a
culture of cooperation, accountability and performance at all levels.

Major progress was realized in 2009 throughout the Bank, as described
in the highlight boxes above and the following pages. A few highlights clearly
illustrate the breadth of change under way and the scale of our ambition.
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MESSAGE FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

PERSONAL BANKING

ONE CLIENT,
ONE BANK

Appointment of new managers in a majority
of branches to lead sales and service.

SELECTED 2009
ACHIEVEMENTS

Over 200 new client-facing positions
created and staffed in the branches.

New tools developed for client loyalty,
proactive client service and
relationship building.

Training programs completed for branch
managers and client-facing employees.
Investment in over 100 branches, including

39 major renovations, relocations and
openings.

Replacement of all banking machines
in the network.

Sales force compensation modified
to promote teamwork and quality

of service.

— InPersonal and Commercial Banking, we have made our branches the
focal point of contact with our clients under a new distribution model.
In 2009, all in-branch activities were aligned to meet client needs and
hundreds of additional client-facing positions were added to provide
enhanced service. Unprecedented training activity was conducted
involving several thousand branch employees with a focus on improving
service quality and delivering a consistently high level of client
experience across the network. We also launched a three-year branch
upgrade program and completed the renovation and relocation of
39 branches and the replacement of all our banking machines during
the year.

—  InWealth Management, we created a dedicated team to serve high-net-
worth individuals, strengthened our portfolio of financial solutions and
products, and tightened cooperation with other bank divisions and third
parties to optimize distribution.

— In Financial Markets, where all activities are already organized along
client-centric lines, we have seen appreciable growth in revenues and
in the number of clients for targeted products and services, the first
tangible results of our One client, one bank approach.

—  Atthe corporate level, we generated savings of $100 million by reorgan-
izing functions, renegotiating supplier contracts and creating shared
service centres.

For all our client-facing activities, 2009 was an intense year of

implementation and we are pleased that most of the planned actions were
completed on time.
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Outlook and priorities

We expect more favourable economic conditions starting in 2010 but at a
slower pace of growth than we have experienced after previous downturns.
For the financial services industry, the creation of shareholder value under
such a scenario will be rooted in increased productivity, cost control, and
quality of service.

We believe our current strategic direction is perfectly in tune with an
environment of slow growth in a mature market and we are determined to
press ahead with our plans.

Our first priority in 2010 is to leverage the new distribution model
implemented in 2009 to increase revenues in all our segments by attracting
new business and growing our share of wallet with existing clients. We will
continue to invest in branch upgrades, training and other support measures
to ensure our distribution model delivers the expected benefits.

Oursecond priority is to complete the simplification and standardization
of internal processes as well as the deployment of a new information technology
platform for our client-facing employees. As with all of our initiatives, we will
ensure that projects which deliver immediate gains in client satisfaction,
sales growth or cost reduction are implemented as quickly as possible.

Our third priority is to reinforce our culture of collaboration and
accountability to better serve clients. This means working together and making
necessary adjustments to ensure that nothing stands in the way of excellent
client service. Leadership at all levels of our organization will make this a
reality and place us among the best banking institutions in Canada, recognized
by our clients and employees as an industry leader.



MESSAGE FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

COMMERCIAL BANKING

SMALL BUSINESS AND SME BANKING

Nearly 875 personal banking advisors trained
to serve small businesses in branches.

68 SME managers appointed in high potential
branches and 5 in the regions.

International trade and cash management specialists
dedicated to SME clients.

New banking plans developed and launched
for small businesses and SMEs.

Online loan approval and renewal tool deployed
across Quebec.

Sales force compensation aligned with market
development and service objectives.

Acknowledgements

We wish to announce the retirement of Giséle Desrochers, who has served
National Bankwith distinction in various capacities for 15 years. Upon joining
usin 1994 as head of human resources, she was the first woman to hold the
title of Senior Vice-President in our organization. She introduced innovative
programs that led to the recognition of the Bank as an employer of choice,
and more recently, she played a prominent role in the implementation of our
strategic plan as Senior Vice-President, Strategic Initiatives Office and as a
member of the Office of the President.

During the past year, we were pleased to welcome Michael Hanley as a
member of the senior management team and of the Office of the President.
Mr. Hanley, who has held high-level positions in finance and general
management in several large Canadian companies, joined the Bank as Senior
Vice-President, Operations.

Oursuccessin 2009 is a testament to the rigour and quality of leadership
within our organization and the dedication of our workforce, which today
includes more than 17,500 employees. A tremendous amount of work was
accomplished in the past year in difficult economic conditions, and our
employees deserve heartfelt thanks. | also commend their acceptance of
change and willingness to adopt new practices and responsibilities.

The Bank is in the midst of the most significant transformation in its
150 years of history. The Board of Directors and management believe we are
taking the right steps to reinforce our foundation as a dominant super regional
bank with a focused and growing presence outside our main market. Our
employees are committed to our strategy.

Togetherwe are building the Bank’s future while generating exceptional
value in the present.

Louis Vachon
President and Chief Executive Officer

Important steps made in transition towards
an active sales culture from the traditional
credit-based approach.

Over 40 new specialist positions created and staffed
in financing solutions, international trade and
cash management.

Financial planners integrated into commercial banking
teams to serve personal needs of commercial clients.

Credit specialist role created to give account managers
more time with clients.

New tools under development to identify and target
potential clients.

Compensation modified to promote referrals
and teamwork.

WEALTH MANAGEMENT

Dedicated team comprised of specialists from all segments
of the Bank created to provide tailored financial solutions to
high-net-worth clients.

Product portfolio enhanced through optimization

of mutual fund families and introduction of new solutions.

Coordinated the development and successful launch of the
Bank’s new marketing and sales strategy in the retirement
savings market.

Business development teams integrated into a unified group
representing all Bank divisions active in asset gathering.

FINANCIAL MARKETS

All activities organized along client-centric lines.

Increased collaboration with Commercial Banking led to
growth in the number of clients for commodity, foreign exchange
and interest rate derivatives.

Worked closely with Wealth Management to develop innovative
structured products for retail investors.
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President and
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John B. Cieslak

Senior Vice-President,
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and Organizational Performance

Patricia Curadeau-Grou
Chief Financial Officer and
Executive Vice-President,
Finance, Risk and Treasury

Giséle Desrochers
Senior Vice-President,
Strategic Initiatives Office

Michael Hanley
Senior Vice-President,
Operations

Lynn Jeanniot
Senior Vice-President,
Human Resources and Corporate Affairs

Réjean Lévesque
Executive Vice-President,
Personal and Commercial Banking

Luc Paiement

Executive Vice-President,

Wealth Management

Co-President and Co-Chief Executive Officer,
National Bank Financial

Ricardo Pascoe

Executive Vice-President,

Financial Markets

Co-President and Co-Chief Executive Officer,
National Bank Financial
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OUR VISION
L

A financial leader in Quebec, National Bank Financial
Group is recognized by its clients as a group that
meets their needs and is easy to do business with.

Our agility compared to our competitors and our
employees’ commitment sets us apart. Our financial
performance is in the top quartile in our industry

in Canada.

Clients are the focus of our concern and the reason for our success.

We are oriented towards success and focused on performance.
No effort is spared as we constantly strive to reach new heights, and
we take pride in providing reliable and professional service.

We all work towards a common goal: individual success
is defined by team success.

We understand the importance of uncompromising ethics in ensuring
respect for our clients and the communities we serve as well as
compliance with laws and regulations.

We demonstrate efficiency, drive and competence
in everything we do.

We are able to think outside the box, propose innovative products
and services and develop new ways to work. We are active players
in the rapidly changing world of financial institutions.



SOCIAL RESPONSIBILITY

National Bank Financial Group demonstrates social responsibility through
open, harmonious and mutually beneficial relationships with all of its
stakeholders. Sound governance is essential to furthering this goal, which is
why the Bank strives to apply best practices in the management of its
operations.

The Bank acts responsibly towards its employees and is known for the
importance it places on diversity and maintaining a work environment
conducive to professional development and growth. This commitment to the
human side of its business also applies to the communities where the Bank
is active. It contributes to their development through wealth creation, by
exercising its core competencies, and through donations and sponsorships,
which focus primarily on education, health, the arts and community
outreach.

Needless to say, the Bank’s clients are central to its business and actions.
With the continued deployment of its One client, one bank approach in 2009,
the Bank is more focused than ever on client satisfaction.

Committed to environmental protection, the Bankincorporates sustainable
practices into its operations and encourages clients to do likewise.

National Bank Financial Group is interested in determining how its
emissions affect climate change and, with this in mind, has renewed its
commitment to the Carbon Disclosure Project. In measuring the direct and
indirect greenhouse gas emissions of 79% of its branch network and corporate
premises, the Bank has found thatits activities generated 13,389 tons of CO,
in fiscal 2008.

Allocation of GHG emissions

M Business travel — 33%
M Electricity - 27%
Fossil fuels — 26%
Supply chain - 10%
M Steam purchased - 3%
W Automobile fleet — 1%

Its inclusion for a third straight year in the Dow Jones Sustainability
North America Index is eloquent proof that the Bank knows how to back up
its words with action. The index lists the most efficient North American
companies according to some 20 strict criteria covering economic, environmental
and social factors.

COMMITMENT TO THE COMMUNITY

Here are some examples of the Bank’s commitment to the community over the
past fiscal year.

McGill University health centre

National Bank Financial Group made distinguished contributions in the
health sector in 2009. It gave $500,000 to the Montreal Neurological
Institute, helping to create several postdoctoral scholarships. It also
contributed $1.5 million to the Montreal Children’s Hospital, making possible
the establishment of a research unit to investigate congenital defects.

Breakfast club

For a fifth straight year, National Bank Financial Group partnered with the
Quebec Breakfast Club and its counterparts elsewhere in Canada and
organized a large-scale campaign to raise funds through the sale of an
exclusive item in its branches. In 2009, clients had the chance to purchase
a colourful twin pack of tags. Since the beginning of this partnership in
2005, National Bank Financial Group has raised more than $1.5 million so
that thousands of children can start their day off on the right foot and with
a clear mind.

Tennis ball recovery program

National Bank Financial Group established a tennis ball recovery program
in 2007. Each year, used tennis balls are recovered and given to elementary
schools so they can be placed on the legs of students’ chairs as a noise
reduction measure. In 2009, a total of 120,000 balls were distributed in
the school system.

Our hearts are with you volunteer program

Forthe past five years, National Bank Financial Group has called attention
tothe volunteerism ofits staff and retired employees through the Our hearts
are with you program. A financial contribution is made on behalf of employees
who are eligible for the program to organizations where the employees
volunteer. In addition, each year, employees who have exhibited outstanding
volunteerism are awarded special distinctions, among them the André-
Bérard Award, the highest honour granted under the program.

This year, the André-Bérard Award was presented to Clara Ofelia Hoyos
Lopez, a senior client service representative at the foreign exchange office
in Sherbrooke, Quebec. For more than eightyears, Ms. Hoyos has generously
donated her time to the Service d’aide aux Néo-Canadiens (SANC), an
organization in Sherbrooke that welcomes new Canadians to the region and
assists with their socioeconomic and cultural integration.

A special mention was awarded to Susan Dozois, a financial planner at
the Belle River branch in Ontario. Ms. Dozois has been very active in her
community for many years and, two years ago, founded the Lakeshore
Community Services food bank.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

NOTES TO READERS

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

From time to time, National Bank of Canada (the Bank) makes written and
oral forward-looking statements, such as those contained in the Major Economic
Trends and Outlook section and under the heading Medium-term objectives
in the Overview section of this Annual Report, in other filings with Canadian
securities regulators and in other communications, for the purpose of describing
the economic environment in which the Bank will operate during fiscal 2010
and the objectives it has set for itself for that period. All such statements are
made pursuant to the “safe harbour” provisions of Canadian and U.S. securities
legislation. These forward-looking statements include, among others,
statements with respect to the economy (particularly the Canadian and U.S.
economies), market changes, observations regarding the Bank’s objectives
and its strategies for achieving them, Bank projected financial returns and
certain risks faced by the Bank. These forward-looking statements are typically
identified by future or conditional verbs or words such as “outlook,” “believe,”
“anticipate,” “estimate,” “project,” “expect,” “intend,” “plan,” and words
and expressions of similar import.

By theirvery nature, such forward-looking statements require assumptions
to be made and involve inherent risks and uncertainties, both general and
specific. Assumptions about the performance of the Canadian and U.S.
economies in 2010 and how that will affect the Bank’s business are the
primary factors considered in setting the Bank’s strategic priorities and
objectives and in determining its financial targets, including provisions for
credit losses. It is likely that personal and commercial bankruptcies will
increase in the coming quarters due to the financial and credit crisis that
marked fiscal 2009. In determining its expectations for economic growth,
both broadly and in the financial services industry in particular, the Bank
primarily considers historical economic data provided by the Canadian and
U.S. governments and their agencies. Tax laws in the countries in which the
Bank operates, primarily Canada and the United States, are major factors it
considers when establishing its effective tax rate. There is a strong possibility
that express or implied projections contained in such statements will not
materialize or will not be accurate. The Bank recommends that readers not
place undue reliance on these statements, as a number of important factors,
many of which are beyond the Bank’s control, could cause actual future
results, conditions, actions or events to differ materially from the targets,
expectations, estimates or intentions expressed in these forward-
looking statements. These factors include, but are not limited to, the
management of credit, market and liquidity risks; the strength of the Canadian
and U.S. economies and the economies of other countries in which the Bank
conducts business; the impact of the movement of the Canadian dollar relative
to other currencies, particularly the U.S. dollar; the effects of changes in
monetary policy, including changes in interest rate policies of the Bank of
Canada and the U.S. Federal Reserve; the effects of competition in the markets
in which the Bank operates; the impact of changes in the laws and regulations
regulating financial services and enforcement thereof (including banking,
insurance and securities); judicial proceedings, regulatory proceedings or

”
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claims, class actions or other recourses of various nature; the situation with
respect to asset-backed commercial paper (ABCP), in particular the realizable
value of underlying assets; the Bank’s ability to obtain accurate and complete
information from or on behalf of its clients or counterparties; the Bank’s
ability to successfully realign its organization, resources and processes; its
ability to complete strategic acquisitions and integrate them successfully;
changes in the accounting policies and methods the Bank uses to report its
financial condition, including uncertainties associated with critical accounting
assumptions and estimates; the Bank’s ability to recruit and retain key officers;
operational risks, including risks related to the Bank’s reliance on third parties
to ensure access to the infrastructure essential to the Bank’s business as well
as other factors that may affect future results, including changes in trade
policies, timely development of new products and services, changes in
estimates relating to reserves, changes in tax laws, technological changes,
unexpected changes in consumer spending and saving habits; natural
disasters; the possible impact on the business from public health emergencies,
conflicts, otherinternational events and other developments, including those
relating to the war on terrorism; and the Bank’s success in anticipating and
managing the foregoing risks. A substantial amount of the Bank’s business
involves making loans or otherwise committing resources to specific companies,
industries or countries. Unforeseen events affecting such borrowers, industries
or countries could have a material adverse effect on the Bank’s financial
results, businesses, financial condition, or liquidity.

The foregoing list of risk factors is not exhaustive. Additional information
about these factors can be found under Risk Management and Factors That
Could Affect Future Results in this Annual Report. Investors and others who
base themselves on the Bank’s forward-looking statements should carefully
consider the above factors as well as the uncertainties they represent and
the risk they entail. The Bank also cautions readers not to place undue reliance
on these forward-looking statements. Except as required by law, the Bank
does not undertake to update any forward-looking statements, whether written
or oral, that may be made from time to time, by it or on its behalf.

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

The consolidated financial statements of the Bank are prepared in accordance
with Canadian generally accepted accounting principles (GAAP). Unless
otherwise stated, all amounts presented in the Management’s Discussion
and Analysis are expressed in Canadian dollars.

The Bank uses certain measurements that do not comply with GAAP to
assess results. Securities regulators require companies to caution readers
that net earnings and any other measurements adjusted using non-GAAP
criteria are not standard under GAAP and cannot be easily compared with
similar measurements used by other companies. Like many other institutions,
the Bank uses the taxable equivalent basis to calculate net interest income,
otherincome and income taxes. This calculation method consists of grossing
up certain tax-exemptincome (particularly dividends) by the income tax that
would have been otherwise payable. An equivalentamount is added to income
taxes. This adjustmentis necessary in order to perform a uniform comparison
of the return on different assets regardless of their tax treatment. Moreover,
the Bank adjusted certain revenues and expenses related to ABCP as well as
certain one-time items to make the data from fiscal 2009 and 2008 comparable.
These adjustments are presented in the table on the following page.
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Reconciliation of results published with results presented

in the Management’s Discussion and Analysis Segment 2009 2008
Net interest income 1,966 1,852
Taxable equivalent® 129 126
Interest received or receivable on ABCP held® Other (56) -
Financing cost related to available-for-sale ABCP® Other 16 63
Net interest income on a taxable equivalent basis and excluding specified items 2,055 2,041
Otherincome 2,165 1,785
Taxable equivalent® 19 82
Gain on available-for-sale securities® Financial Markets - (88)
Loss on available-for-sale securities® Other 190 -
Impairment charge related to available-for-sale ABCP®@ Other - 164
Gain on the sale of the Bank’s subsidiary in Nassau® Other - (32)
Loss on ABCP economic hedge transactions® Other 28 1
Other income on a taxable equivalent basis and excluding specified items 2,402 1,912
Total revenues on a taxable equivalent basis and excluding specified items 4,457 3,953
Operating expenses 2,662 2,695
Expenses related to the gain on available-for-sale securities® Financial Markets - 2
Professional fees related to ABCP© Other 1 14)
Restructuring charges® Other - (66)
Write-off of intangible assets® Other - (54)
Operating expenses excluding specified items 2,663 2,559
Contribution on a taxable equivalent basis and excluding specified items 1,794 1,394
Provision for credit losses 305 144
Provision for credit losses related to ABCP® Other (126) 27)
Provision for credit losses excluding specified items 179 117
Income before income taxes and non-controlling interest on a taxable equivalent basis

and excluding specified items 1,615 1,277
Income taxes 252 167
Taxable equivalent® 148 208
Income taxes related to the gain on available-for-sale securities® Financial Markets - 29)
Income taxes related to the impact of ABCP®@ Other 96 89
Income taxes related to restructuring charges® Other - 22
Income taxes related to the write-off of intangible assets(® Other - 18
Income taxes on a taxable equivalent basis and excluding specified items 496 475
Non-controlling interest 58 (145)
Net income excluding specified items 1,061 947
Specified items, net of income taxes (207) (171)
Net income 854 776
(1) The Bank uses the taxable equivalent basis to calculate net interest income, other income and income taxes. This calculation method consists of grossing up certain tax-exempt income

@

3)

()
®)

()

(particularly dividends) by the income tax that would have been otherwise payable. An equivalent amount is added to income taxes. This adjustment is necessary in order to perform a uniform
comparison of the return on different assets regardless of their tax treatment.

During the year ended October 31, 2009, the following items were recognized with respect to ABCP: $56 million in interest received or receivable on ABCP held (2008: nil), a loss on available-for-
sale securities of $190 million (2008: nil), a loss on economic hedge transactions of $28 million (2008: $1 million), a financing cost of $16 million (2008: $63 million) and a recovery of ABCP-
related professional fees of $1 million (2008: expense of $14 million), a provision for credit losses related to ABCP of $126 million (2008: $27 million). In addition, an ABCP-related impairment
charge of $164 million was also recognized during the year ended October 31, 2008. Income taxes on these items amounted to $96 million for the year ended October 31, 2009 ($89 million for
the year ended October 31, 2008).

In the third quarter of 2008, the Bank exchanged all of its common shares of Montreal Exchange Inc. further to the decision of Autorité des marchés financiers to approve the merger of Montreal
Exchange Inc. and TSX Group Inc. The gain from this transaction was $57 million, after operating expenses of $2 million and income taxes of $29 million.

In the first quarter of 2008, the Bank posted a net gain of $32 million related to the sale of its subsidiary in Nassau, Bahamas.

During the year ended October 31, 2008, the Bank recorded a restructuring charge of $66 million ($44 million after taxes). The charge consists of severance pay and fees paid to a professional
services firm that was retained to provide strategic and organizational advice concerning measures related to the restructuring at the Bank.

In the fourth quarter of 2008, the Bank recorded a charge of $54 million ($36 million after taxes) attributable to a write-off of intangible assets related to the industry initiative to abandon the
image-based cheque-clearing initiative.
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Severalrisk factors can have an impact on the Bank’s future results. As noted
in the Caution Regarding Forward-Looking Statements section of this Annual
Report, all forward-looking statements, by their nature, are subject to inherent
risks and uncertainties, general and specific, which may cause the Bank’s
actual results to differ significantly from those set out in the forward-looking
statements. Some of these factors are discussed below. Other factors are
identified in the Caution Regarding Forward-Looking Statements, and certain
factors such as credit risk, market risk, liquidity risk and operational risk
aswellas otherrisk factors are discussed under Risk Management that begins
on page 55 of this Annual Report.

Key factors

General economic and business conditions

in regions where the Bank operates

Although the Bank operates primarily in Canada, it also has business operations
in the United States and other countries. Consequently, the prevailing economic
and business conditions in these geographic regions can have an impact on
its revenues. These conditions include short and long-term interest rates,
inflation, fluctuations in debt securities markets and financial markets,
exchange rates, the volatility of the subprime mortgage market in the United
States and related markets as well as the tightening of liquidity in various
financial markets, the strength of the economy and the extent of the Bank’s
business operations. All these factors impact the business and economic
environments in which the Bank operates and therefore the volume of business
activity it conducts in each region and the earnings generated by these
activities.

Currency rates

Currency rate movements in Canada, the United States and other countries
inwhich the Bank does business can significantly impact the Bank’s financial
position and future earnings as a result of foreign currency translation
adjustments. Arising Canadian dollar may also adversely affect the earnings
of the Bank’s SME and corporate clients.

Monetary policies
The monetary policies of the Bank of Canada and the U.S. Federal Reserve

as wellas otherinterventionist measures in capital markets have repercussions
on the Bank’s revenues. Changes in the money supply and the general level
of interest rates can impact the Bank’s profitability. The Bank has no control
over changes in monetary policies or capital market conditions.

Competition

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

Legislative and regulatory amendments and changes to guidelines

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

Situation in the ABCP market

The deterioration of the global credit market, the protracted liquidity crisis,
heightened market volatility and marked weakness in the U.S. real estate
market all had a dramatic impact on the Canadian ABCP market in August 2007.
In December 2008, the Pan-Canadian Investors Committee for Third-Party
Structured ABCP announced that an agreement had been reached with all
key stakeholders, including the governments of Canada, Quebec, Ontario
and Alberta, regarding the restructuring of $32 billion of third-party ABCP.
The restructuring plan was implemented on January 21, 2009. Determining
the fair value of ABCP is complex and involves an extensive process that
includes the use of quantitative modelling and relevant assumptions. Changes
that could have a significant impact on the future value of the ABCP include
(1) changes in the value of the underlying assets, (2) developments related
to the liquidity of the market for ABCP that is not currently traded on an active
market, and (3) the impacts of a marked and prolonged economic slowdown
in North America.

Accuracy and completeness of information on clients and third parties

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

Accounting policies and methods used by the Bank

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

New products and services to maintain or increase market share

The Bank’s ability to maintain or increase market share depends, in part, on
the way in which it adapts its products and services to changes in industry
standards. There is increasing pressure on financial institutions to provide
products and services at lower prices, which may reduce the Bank’s net
interest income and revenues from fee-based products and services. In
addition, the implementation of or changes to new technologies to adapt
them to the Bank’s products and services could require the Bank to make
substantial expenditures without being able to guarantee successful
deployment of its new products or services or develop a client base for
them.
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Acquisitions

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

Ability to attract and retain key officers

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

Commercial infrastructure and outsourcing agreements

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

Other factors

Otherfactors that could affect the Bank’s future results include amendments
to tax legislation, unexpected changes in consumer spending and saving
habits, technological advances, the ability to activate a business continuity
plan within a reasonable time, the potential impact of international conflicts
or natural catastrophes on the Bank’s activities, and the Bank’s ability to
foresee and effectively manage the risks associated with these factors through
rigorous risk management.

The Bank cautions readers that other factors in addition to those indicated
above could have an impact on its future results. When relying on forward-
looking statements to make decisions concerning the Bank, investors and
other stakeholders should carefully consider these factors and all other
uncertainties, potential events and industry-related or Bank-specific factors
that could negatively affect future results.

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

FINANCIAL
DISCLOSURE

The preparation of this Annual Report is supported by a set of disclosure
controls and procedures implemented by management. In fiscal 2009, the
design and operation of these controls and procedures were evaluated for
their effectiveness.

This evaluation confirmed the effectiveness of the design and operation
of disclosure controls and procedures as at October 31, 2009. The evaluation
was performed in accordance with the Committee of Sponsoring Organizations
of the Treadway Commission (COSO) control framework adopted by the Bank
and the requirements of the Canadian Securities Administrators set out in
Multilateral Instrument 52-109 Certification of Disclosure in Issuers’ Annual
and Interim Filings (Multilateral Instrument 52-109). Given the inherent
limitations in all control systems, management acknowledges that the
disclosure controls and procedures may not prevent and detect all misstatements
resulting from error or fraud. However, based on the evaluation performed,
management can provide reasonable assurance that material information
relating to the Bank s reported to it in a timely manner such that it can provide
investors with complete and reliable information.

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

The Bank’s Disclosure Committee supervised the evaluation of the design
and operation of internal controls over financial reporting for the Bank’s main
operating and accounting processes. This evaluation enabled the Bank to
improve, document and test the design and effectiveness of internal
controls.

Internal controls over financial reporting were evaluated in accordance
with the COSO control framework for financial controls and Control Objectives
for Information and Related Technologies (COBIT) for general IT controls and
pursuant to the comprehensive testing requirements of amended Multilateral
Instrument 52-109, which came into effect on December 15, 2008. Based on
the results of the evaluation, management concluded that, as at
October 31, 2009, the internal controls over financial reporting are effective
and provide reasonable assurance that its financial reporting is reliable and
thatthe Bank’s consolidated financial statements were prepared in accordance
with Canadian GAAP.

Management took further steps that enabled it to conclude that no changes
were made to the Bank’s internal controls over financial reporting during the
yearended October 31, 2009 that have materially affected, or are reasonably
likely to materially affect, these internal controls over financial reporting.
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ORGANIZATIONAL
STRUCTURE OF THE BANK

The main duty ofthe Board of Directors (the Board) is to oversee the management
of the Bank, safeguard its assets, and ensure its viability, profitability and
development. The Board is assisted in its role by the Audit and Risk Management
Committee, the Conduct Review and Corporate Governance Committee, and
the Human Resources Committee.

As part of its duties and responsibilities, the Board reviews and approves
the strategic plan in which the Bank sets out its mission, vision and business
objectives in light of business opportunities and risks for the Bank, as well
as the business plans relating to the main operations of the Bank. It reviews
and approves the overall risk philosophy and risk tolerance of the Bank;
identifies and understands the major risks to which the Bank is exposed, in
particular credit, market, liquidity, operational, regulatory and reputational
risks. The Board reviews and approves risk control measures and plans an
independent review to ensure effective management of those measures. It
oversees the developmentand implementation of policies on the communication
and disclosure of information to shareholders, investors and the general
public. The Board also ensures rules of conduct and ethics are upheld and
assesses management’s performance.

The majority of Board members, including its Chairman, are independent
under Canadian Securities Administrators criteria. Moreover, the three Board
committees are composed entirely of independent members.

The Audit and Risk Management Committee (ARMC) assists the Board by
reviewing the consolidated financial statements and associated external
auditors’ report, Management’s Discussion and Analysis, processes for
presenting and disclosing financial information, audit processes and
management information systems in order to ensure their integrity, the
effectiveness of processes, if applicable, and compliance with applicable
accounting standards. The Committee furtheracts as an intermediary between
the Board and the persons responsible forthe independent oversight functions,
namely, Internal Audit, External Audit, and Corporate Compliance.

The Committee reviews, evaluates and approves the appropriate internal
control policies and procedures implemented by management and manages
the external audit process. It supervises the work of the Internal Audit, Financial
Analysis, and Corporate Compliance functions. It conducts a detailed review
of the Bank’s risk management and related control practices, mainly by
assessing the scope of the risk in relation to the Bank’s performance.

It reviews and recommends to the Board the adoption of policies for
managing significant risks, in particular policies related to credit risk, market
risk, liquidity and financing risk, legal and regulatory risk, structural risk,
reputational risk, fiduciary risk, interest rate risk, collateral risk, investment
guidance risk, accounting irregularity reporting risk, risks associated with
new products and activities for financial markets, risks related to fair value
adjustments to reflect the uncertainties related to determining the fair value
of financial instruments, business continuity risk, information security risk,
capital management risk and operational risks including outsourcing risk,
and risk related to money laundering and terrorist financing activities, and
ensures that they are implemented.

Lastly, the Committee reviews and recommends to the Board the approval
of any attestations, declarations and reports required by a regulatory authority
that fall within its purview.
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The Conduct Review and Corporate Governance Committee assists the Board
by overseeing the implementation and application of corporate governance
rules, procedures and policies, overseeing the management and monitoring
of related party transactions, and ensuring adherence to standards of business
conduct and ethical behaviour governing the Bank’s directors, officers and
employees, including the Code of Professional Conduct.

The Committee reviews the mandates of the Board and its committees
and helps define those of the Chairman of the Board and the chairs of the
committees. It periodically reviews the Bank’s corporate governance policies
and practices, the size and composition of the Board and its committees,
and the various rules and guidelines applicable to directors, in particular
those regarding share ownership, conflict of interest disclosure, and director
selection and succession. The Committee also develops the assessment
process and regularly assesses the performance and effectiveness of the
Board as a whole, its committees, the Chairman of the Board, the chairs of
the committees and directors in the performance of their mandates, and
ensures the implementation and maintenance of orientation and continuous
training programs for directors.

Lastly, the Committee oversees the application of measures used to
gather feedback from stakeholders to ensure that the Bankis communicating
effectively with shareholders, interested parties and the public. It also
oversees the application of mechanisms and procedures used to
communicate information to the Bank’s clients as well as the application of
a claims review procedure for claims from clients who have acquired products
or services in Canada.

The Human Resources Committee assists the Board by reviewing and approving
the Bank’s total compensation policies and programs, other employment
conditions and employee benefits, and oversees their application. It ensures
that these policies and programs are conducive to achieving the Bank’s
business objectives without compromising its viability, solvency or reputation.
It also oversees strategic planning programs for management succession.

The Committee annually reviews the Bank’s salary policy, the performance
objectives of the variable compensation programs, the distribution method
and other employment conditions. It ensures that the Bank’s compensation
policies and programs comply with existing regulations and standards and
takes the risk management framework applicable to those policies and
programs into account when they are developed, revised and implemented.
The Committee ensures that officer compensation is closely tied to the long-
term interests of Bank shareholders and does so by monitoring share ownership
guidelines. It also ensures that a human resources management program is
in place that includes a recruiting process, distribution of decision-making
authority, segregation of incompatible functional responsibilities, clear
employee communications and effective employee supervision.

The Committee annually reviews the objectives and key performance
indicators of the President and Chief Executive Officer and evaluates his
achievements and performance. It also reviews the performance of executive
officers and their prudence in managing the Bank’s activities and risk exposure.
In addition, it examines officer profiles, competency requirements and the
management succession plan for the Bank and its subsidiaries.

Lastly, it reviews and approves the mandate of the Retirement Committee,
annually receives and reviews the reports on decisions made by that committee,
the financial position and returns of the Bank’s pension plans and the
performance of the pooled fund.
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The Office of the President, which is composed of the President and Chief
Executive Officer and the officers responsible for the Bank’s main functions
and business units, is mandated to define the Bank’s culture and philosophy,
approve and monitor the strategic growth initiatives of the Bank as a whole,
manage risks that could have a strategic impact, assume stewardship of
technology, manage the officer succession process, and ensure a balance
between employee commitment and client and shareholder satisfaction.

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

The Annual and Quarterly Information Disclosure Committee assists the
President and Chief Executive Officer and the Chief Financial Officer and
Executive Vice-President of Finance, Risk and Treasury by ensuring the
implementation and operation of disclosure controls and procedures and
internal control procedures for financial reporting. The Committee thereby
verifies that the Bank meets its disclosure obligations under current regulations
and the President and Chief Executive Officer and the Chief Financial Officer
and Executive Vice-President of Finance, Risk and Treasury can produce the
requisite attestations.

The Corporate Compliance Department is responsible for implementing an
organization-wide regulatory risk management framework by relying on an
organizational structure that includes functional links to the Bank’s main
operating segments.

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

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

The control framework covers the following:

—  identification, evaluation, communication, maintenance and updating
of compliance requirements

— identification of the business units affected by these requirements

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

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

—  quarterly reporting to the ARMC on the main results of compliance
oversight

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

Internal Auditis mandated to provide the Board, through the ARMC, and
the Office of the President with an independent and objective review of the
Bank’s internal control effectiveness, i.e., governance processes, risk
management processes and control measures.

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

Internal Audit supports the objectives of the Bank’s Board of Directors
and management by recommending improvements to the effectiveness of
risk management, internal controls (including controls on the reliability of
financial reporting and disclosure), internal governance and operating
activities. In so doing, Internal Audit helps protect the Bank’s reputation as
well as the interests of its shareholders, employees and clients.

Internal Audit has unrestricted jurisdiction overall of the Bank’s segments
and subsidiaries.

At the Bank, we assign great importance to corporate governance because
compliance with corporate governance standards allows the Bank, as a
corporate citizen, to contribute to the efforts of regulatory bodies, governments
and companies worldwide towards maintaining investor confidence in capital
markets. In this context, transparency and discipline are the two core values.
In fact, the Bank believes it is in the interest of its shareholders, clients and
partners to adopt stringent corporate governance policies and practices,
subsequently monitoring and adjusting them over time. To this end, the
Board, with the support of its committees and the management team, oversees
the application of sound corporate governance standards and practices that
generally comply with the best practices advocated by corporate governance
authorities.

The readeris invited to consult the Management Proxy Circular pertaining
to the 2010 Annual Meeting of Shareholders, which provides the Statement
of the Bank’s corporate governance practices. It contains information on the
independence of members of both the Board and its committees, the complete
mandate of the Board and a description of the role and achievements of each
committee. The Management Proxy Circular for the 2010 Annual Meeting of
Holders of Common Shares will be available on the Bank’s website at
www.nbc.ca and on SEDAR’s website at www.sedar.com in February 2010.

The complete mandates of the Board and its committees are available
on the Bank’s website at www.nbc.ca.
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MAJOR ECONOMIC
TRENDS AND OUTLOOK

After the worst downturn in more than 75 years, the global economy seems
to have found its recovery path. Over the past year, the world’s central banks
and governments pulled out all the stops to get credit markets working again,
and the massive injections of liquidity that were made in all global markets
are now producing results: credit markets are normalizing and economic
growth resumed this fall in many regions. These recent developments are all
the more encouraging, since leading indicators continue to improve.

It seems increasingly likely that the global economy will rebound more
than 3% in 2010. This is now the view of the International Monetary Fund
(IMF), which has raised its outlook for 2010 global growth to 3.1% from 1.9%.
In contrast to previous cycles, the drivers of recovery will be the emerging
economies. Forecasts suggest that they will account for more than two-thirds
of the real growth in global GDP next year.

The U.S. remained mired in recession for almost 20 months, the longest
period of contraction since the 43-month slump of 1929-33. The world’s
largest economy returned to growth again in the third quarter of 2009, posting
the strongest quarterly GDP growth in two years. The Federal Reserve’s decision
early this year to lend directly in order to fill the gap left by private lenders,
combined with the federal fiscal stimulus, played a pivotal role in restoring
confidence to key sectors such as housing. After 33 consecutive months of
decline, the housing market is finally emerging from the depths. Home-price
deflation has ended, and with it the decline of household net worth. Through
an impressive rebound in corporate earnings and some stabilization in
unemployment rates, U.S. GDP growth may very well be in the order of 3%
over the next 12 months.

Notwithstanding the incipient recovery, deleveraging remains a factor
to be addressed, and in the medium term, the main result of the credit crisis
will be a return of consumer thrift. With credit likely to be less accessible than
in previous years, households must now save to reach their financial objectives
and repay debt. Under these conditions it would be surprising if consumer
spending were to rise faster than incomes in the coming quarters. Moreover,
Washington will be obliged to putin place a plan to stabilize the fiscal deficit,
now close to 12% of GDP. The upshot is that after the cyclical rebound in 2010,
the medium-term cruising speed of the U.S. economy may be appreciably
lower than before the crisis, about 2% instead of almost 3%.
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Canada’s banking system is one of the best-capitalized in the world, but its
economy did not escape the financial crisis or the effects of global recession.
In fact, the contraction of Canada’s GDP was the deepest since 1990-91. The
exceptional depth of U.S. financial and economic adversity dealt a body blow
to Canadian exports, which have declined for the longest period in four
decades. But the Canadian economy as a whole contracted less than the
American economy. Its downturn was regionally uneven and sector-specific,
concentrated in automaking and a few other industries. In Quebec, the
recession has been much less pronounced than in Canada as a whole, thanks
to the quicker launch of a large-scale infrastructure building program, a more
favourable export mixand a more resilient housing market. Canada’s economic
fortunes nevertheless remain tied to those of the U.S., the market for a very
large part of its output. In addition, the need of U.S. consumers to deleverage,
in combination with the strength of the loonie, may weigh more heavily than
in the past on the recovery of export production.

That said, Canada seems relatively better positioned to ride a global
recovery. Its economy is less unbalanced than its neighbour’s. Households
have more options because of their higher savings rate and because their
net worth has been much less affected by home-price deflation, which has
been much milderthan in the United States. The Canadian recovery is definitely
underway — as can be seen in the residential and business investment revival
and a faster stabilizing of the labour market than in the U.S. —and is probably
fairly sustainable. Better public finances and a healthy banking system are
further pluses.

The global recovery now in sight for 2010 is likely to result in respectable
Canadian growth next year, in the neighbourhood of 2.9%.

Although the Bank is poised to benefit from improving global economic
conditions in the coming year, the pace of the recovery beyond 2010 is
uncertain. In all likelihood, growth will be appreciably slower than in the
period preceding the downturn. The historical evidence suggests that the
return of the global economy to its pre-recession capacity utilization rate after
a severe global financial crisis is a process that tends to be drawn out over
several years.

This slow recovery will coincide with the aging of the population, which
will be one of most significant demographic trends in Canada, and especially
Quebec, over the coming years. For the Canadian financial services industry,
the creation of shareholder value in such a context will be largely driven by
productivity growth, cost control and service quality. The Bank believes that
the most important challenge for the next three years will be to successfully
implementits One client, one banktransformation plan in orderto take advantage
of an environment of slow growth in a mature market.

The Bank also intends to pursue its Canada-wide expansion plan by
developing its activities in the financial markets and establishing new
partnerships. In addition, it expects to open new branches in certain regions
where itis already active. Lastly, it continues to be on the lookout for acquisition
opportunities in Wealth Management.



MANAGEMENT’S DISCUSSION AND ANALYSIS

OVERVIEW

Consolidated results
Year ended October 31
(Taxable equivalent basis®)
(millions of dollars)

% %
change change
2009 2008 2007 2009-2008 2008-2007
Excluding specified items®
Total revenues 4,457 3,953 4,218 13 (6)
Operating expenses 2,663 2,559 2,656 4 (4)
Provision for credit losses 179 117 103 53 14
Income before income taxes and
non-controlling interest 1,615 1,277 1,459 26 12)
Income taxes 496 475 458 4 4
Non-controlling interest 58 (145) 68 (140) (313)
Net income excluding specified items 1,061 947 933 12 2
Specified items after taxes (207) 171) (392) 21 (56)
Net income 854 776 541 10 43
Diluted earnings per share S 494 $ 467 $ 322 6 45
Average assets 140,978 128,319 125,964 10 2
Risk-weighted assets®@ 58,607 58,069 49,336 1 18
Average loans and acceptances 56,236 53,053 50,408 6 5
Average deposits 77,653 73,298 71,543 6 2
Net impaired loans® (233) (162) (179) 44 ©)
Return on common shareholders’ equity (ROE) 15.6 % 16.4 % 11.5%
Excluding specified items®
Diluted earnings per share S 6.22 $ 575 $ 5.65 8 2
Return on common shareholders’ equity (ROE) 19.0 % 19.7 % 20.0 %
Efficiency ratio 59.7 % 64.7 % 63.0 %

(1)  See financial Reporting Method on pages 12 and 13.
(2) According to Basel Il since 2008 and according to Basel | in 2007.
(3) Netof general and specific allowances.

The Bank recorded net income of $854 million for 2009 compared to 2009 financial indicators
$776 million for 2008. Diluted earnings per share were $4.94 versus $4.67
a year earlier. ROE was 15.6% for 2009 versus 16.4% in 2008.

However, excluding the specified items for 2009 and 2008, the Bank’s
net income rose 12% to $1,061 million, and diluted earnings per share

Results
excluding
Results  specified items

. - Growth in diluted earnings per share 6% 8%
d 8% 22, , ROE 19.0%. .

climbed 8% to $6 Similarly, ROE was 19.0% Return on common shareholders’ equity (ROE) 15.6% 19.0%

Tier 1 capital ratio 10.7% 10.7%

Dividend payout ratio® 50% 40%

(1) Last four quarters.
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Medium-term objectives

Given the current economic situation, the Bank maintained its medium-term
objectives for 2010. Growth in diluted earnings per share has been set at 5%
to 10%, and the target range for return on common shareholders’ equity is
between 15% and 20%. The Bank’s target for its Tier 1 capital ratio is more
than 8.5%. Lastly, the target dividend payout ratio is between 40%
and 50%.

Medium-term objectives

5% — 10%

15% — 20%
More than 8.5%
40% — 50%

Growth in diluted earnings per share®
Return on common shareholders’ equity
Tier 1 capital ratio

Dividend payout ratio

(1)  Excluding specified items.

Composition of global loan portfolio

Per business segment
As at October 31, 2009

M Corporate Banking — 14%
B Commercial Banking - 23%
Personal Banking — 63%

Per industry

(Corporate and Commercial)
As at October 31, 2009

M Primary sector - 21%

M Construction and real estate — 16%
Transport — 5%
Public administration & government — 14%

Manufacturing — 11%
W Communication - 5%
M Wholesale & retail - 12%
M Other services — 16%

(
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High quality loans portfolio

The Bank also maintained sound credit quality. Overall, excluding specified
items, the provision for credit losses in 2009 represented 0.32% of average
loans and acceptances compared to 0.22% a year earlier. The provision for
credit losses in fiscal 2009, excluding specified items, rose $62 million to
$179 million at year-end. This increase was mainly attributable to higher
provisions on credit card receivables and corporate loans. Moreover, the
general allowance totalled $456 million as at October 31, 2009, up $125 million
from October 31, 2008 due to the recording of a general allowance for credit
risk on credit facilities secured by ABCP.

Risk profile
Credit losses and impaired loans
(millions of dollars)

2009 2008

Provision for credit losses® 179 117
Provision for credit losses as a % of average

loans and acceptances® 0.32% 0.22%
Net impaired loans 223 169
Gross impaired loans as a % of tangible equity 8.3% 7.5%
Specific allowances as a % of impaired loans 45.2% 45.0%
General allowance 456 331
Impaired loans, net of general

and specific allowances (233) (162)

(1)  Excluding specified items. See Financial Reporting Method on pages 12 and 13.
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PRUDENT CAPITAL
MANAGEMENT

Capital managementis an important component of financial management at
National Bank. It takes into account regulatory obligations, economic and
market conditions, corporate objectives and creation of shareholder value.

In 2009, the Bank maintained its proactive, prudent capital management
approach in order to protect itself against deteriorating markets while
simultaneously ensuring sound business growth.

A solid financial foundation

According to the rules of the Bank for International Settlements (BIS) — Basel
I, the Tier 1 and total capital ratios stood at 10.7% and 14.3%, respectively,
as atOctober 31, 2009, compared to 9.4% and 13.2% as at October 31, 2008.
The capital ratios increased due to the issuance of two series of preferred
shares during the year for a total amount of $315 million as well as to the net
income available to common shareholders (available netincome). The increase
in the total capital ratio was, however, mitigated by the repurchase of
$250 million in subordinated debentures. If these ratios had been calculated
using the former BIS rules under Basel |, they would have been 11.5%
and 15.2%, respectively, as at October 31, 2009, compared to 10.1%
and 14.1%, respectively, as at October 31, 2008.

Change in the Tier | and total capital ratios
(under Basel Il)

Fourth quarter 2009
Tier 1 10.7%
Total I 14.3%

Third quarter 2009
Tier 1 10.5%
Total I 14.1%

Second quarter 2009
Tier1 10.3%
Total M 13.8%

First quarter 2009
Tier1 10.0%
Total I 14.0%

Fourth quarter 2008
Tier1 9.4%
Total I 1309

A bank’s capital covers the risks associated with its various activities,
such as the provision for credit losses, unfavourable changes in financial
markets or negative events in terms of operations. The Bank uses the
Standardized Approach for credit risk and operational risk. Subject to the
approval of the Superintendent of Financial Institutions (Canada) (the
Superintendent), the Bank will use the Advanced Internal Rating-Based
Approach for credit risk to calculate its capital ratios as of the first quarter of
2010. Using this approach will translate into an increase in Tier 1 capital by
125 to 150 basis points.

Positive contribution from the segments

In 2009, shareholder value added, i.e., available net income less a cost of
capital of 11%, was $234 million. Altogether, allocated economic capital
increased by 10%, reflecting growth in activities across all segments during
the year.

Allocation of economic capital
Year ended October 31

(millions of dollars)
O/O

2009 2008 change
Average capital 5,104 4,551 12
Available net income 795 744 7
Cost of capital 561 501 12
Shareholder value added 234 243 (4)
Allocated economic capital 3,726 3,381 10
Unallocated economic capital 1,378 1,170 18
Capital allocated by segment
Personal and Commercial 1,412 1,374 3
Wealth Management 385 396 3
Financial Markets 1,750 1,442 21
Other 179 169 6
Capital allocated by risk type
Credit risk 1,771 1,494 19
Market risk 754 659 14
Operational risk 522 540 3)
Business risk 679 688 (1)
Dividends

In fiscal 2009, the Bank declared $398 million in the form of dividends to
common shareholders, representing 40% of available netincome, excluding
specified items.

Growth in dividends

2009 $2.48
2008 $2.48
2007 $2.28
2006 $1.96

2005 $1.72
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BUSINESS SEGMENT ANALYSIS

PERSONAL AND COMMERCIAL

The Personal and Commercial segment provides transaction services,
grants financing and offers insurance, savings and investment solutions
to Bank clients. These products are offered by front-line sales and service
personnel throughout the branches and commercial banking centres.

WEALTH MANAGEMENT

The Wealth Management segment develops and manages savings and
investment solutions for clients of the Bank and its specialized subsidiaries
and third parties. In addition to its significant position in Quebec, this
segment has achieved critical mass in many centres across Canada and
is growing its footprint across the country.

FINANCIAL MARKETS

The Financial Markets segment serves the needs of corporations and
institutions. It participates in capital markets on behalf of this clientele
and the Bank in addition to providing advisory services.

— More than 9,500 employees

— More than 2.4 million personal and commercial clients combined
— 328 million transactions per year

— 855 banking machines

— 445 branches

— 76 business centres

— 56 mutual funds

— 33 turnkey investment solutions in various investment funds
— Direct and full-service brokerage services

— Trust and portfolio management services

— Private investment services

— Wealth management services

— Presence across Canada
— Diverse array of investment banking activities
— Recognized risk management expertise and solutions

Personal and Commercial Wealth Management Financial Markets
M Revenues M Revenues M Revenues, excluding non-controlling interest
M Expenses M Expenses and specified items
Net Income Net Income M Expenses
Net Income
I, 2,294 I, 757 I, 1,431
2009 N 1,339 2009 I 588 2009 I 681
504 115 503
I, 2,232 I 534 I, 1101
2008 I 1,302 2008 I 01 2008 I 634
504 153 387
I 2192 I 368 I, 1202
2007 I 1,315 2007 I 626 2007 . 692
483 149 335

Business mix®
Year ended October 31, 2009

(@)

22

Personal and Commercial
Total revenues NGNS 5%
Netincome I 45%
Economic capital 40%
Wealth Management
Total revenues NN 17%
Netincome HN 10%
Economic capital 11%
Financial Markets
Total revenues NN 32%
Netincome I 45%
Economic capital 49%

Excluding specified items.
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Geographic distribution of total revenues®
Year ended October 31, 2009 (2008)

Quebec - 64% (66%)
M Other provinces — 25% (28%)
M International and unallocated — 11% (6%)
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BUSINESS SEGMENT ANALYSIS

PERSONAL AND COMMERCIAL

Segment results — Personal and Commercial
Year ended October 31
(millions of dollars)

% O/O
change change
2009 2008 2007 2009-2008 2008-2007
Net interest income 1,414 1,390 1,369 2 2
Other income 880 842 823 5 2
Total revenues 2,294 2,232 2,192 3 2
Operating expenses 1,339 1,302 1,315 3 (@)
Contribution 955 930 877 3 6
Provision for credit losses 215 179 151 20 19
Income before income taxes 740 751 726 1) 3
Income taxes 236 247 243 (4) 2
Net income 504 504 483 - 4
Net interest margin 2.51% 2.66% 2.80%
Average assets 56,269 52,306 48,874 8 7
Risk-weighted assets 28,189 29,133 24,752 3) 18
Average deposits 33,565 31,779 29,907 6 6
Average loans and acceptances 55,892 51,904 48,207 8 8
Net impaired loans 151 134 108 13 24
Net impaired loans as a % of loans and
acceptances 0.3% 0.3% 0.2%
Efficiency ratio 58.4% 58.3% 60.0%

The mission of the Personal and Commercial segment is to offer the Bank’s
wide range of financial products and services to clients through its branches,
service outlets and remote banking as well as through a network of partners
coast to coast. In so doing, it can meet the diverse needs of all its clients
across Canada.

Net income for the Personal and Commercial segment reached $504 million
in 2009, the same result as in 2008, despite a 20% increase in the provision
for credit losses. Total revenues increased by $62 million or 3% to $2,294 million
compared to $2,232 million in 2008, with identical 3% increases in both
Personal Banking and Commercial Banking revenues. For the segment as a
whole, revenue growth was driven mainly by higher loan volumes, which more
than offset tighter spreads on deposits. Net interest margin declined to 2.51%
in 2009 compared to 2.66% in 2008 and 2.80% in 2007.

Operating expenses rose 3% in 2009, reflecting substantialinvestments
in service improvements, including the hiring of additional staff in client-facing
positions, the deployment of new banking machines and the introduction of
smart cards. As a result, the efficiency ratio, at 58.4%, remained stable
compared to 58.3% in 2008, for a sustained improvement over 2007, when
the efficiency ratio was 60.0%.

The provision for credit losses increased to $215 million from $179 million
in 2008. Losses on credit card receivables and personal loans were $42 million
higherthanin 2008, offset partly by a decrease in credit losses at Commercial
Banking.

Net income for 2008 stood at $504 million, up 4% from the figure of
$483 million recorded in 2007. Revenues grew 2% owing to higher loan
volumes and increased foreign exchange activities for businesses. Operating
expenses declined $13 million or 1%, while the provision for credit losses
increased 19% due to more difficult economic conditions.
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PERSONAL BANKING

OVERVIEW

Personal Banking provides a full range of financial products and services
to more than 2.3 million retail clients across Canada — from everyday
transaction solutions to mortgage loans, consumer loans, credit cards
and arange of savings and investment options to suit every need. Through
specialized subsidiaries, the Bank offers comprehensive insurance
solutions, including home and automobile coverage, life and health

Total revenues for Personal Banking rose 3% to $1,544 million in 2009
compared to $1,502 million in 2008, driven mainly by growth in loan volumes.
Creditvolumes increased 8% compared to 2008, mainly as a result of sustained
growth in secured credit, particularly home equity lines of credit. Significant
growth was also recorded in investment loans.

The Bank continued to expand its insurance activities, which translated
into 10% revenue growth in 2009. Despite an increase in personal deposits
outstanding, revenues from savings and investing activities as well as from
transaction activities decreased by 26% and 8%, respectively, mainly as a
result of narrower net interest margins on deposits.

Total revenues — Personal Banking
Year ended October 31
(millions of dollars)

2009 1,544

2008 1,502

Change in total revenues 3 %
Credit activities 18 %
Transaction activities 8)%
Insurance activities 10 %
Savings and investing activities (26)%
Other activities 7 %
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insurance, as well as credit protection on these loans. The Bank’s products
and services are conveniently accessible through telephone and Internet
banking, more than 850 banking machines and approximately 450
branches.

Retail credit including securitization
As at October 31, 2009
(millions of dollars)

Total retail credit 40,285
Year-over-year change 8 %

Secured credit 32,725
Year-over-year change 9 %
Insured residential mortgage loans 3%
Conventional residential mortgage loans 9)%
Home equity lines of credit 52 %
Total mortgage credit 8 %
Investment loans 15 %

Other personal loans 7,560
Year-over-year change 2%
Credit card receivables 1%
Regular lines of credit 2 %
Other loans 2 %

The Bank’s objective is to drive revenue growth at Personal Banking by
increasing its business with existing clients and attracting new clients. This
objective will be achieved through an increased emphasis on personalized
service, advice and integrated solutions. Success also requires greater
cooperation across organizational lines to ensure the Bank can provide each
clientwith the level of service that meets their financial goals and aspirations.
The Bank’s One client, one bank approach, launched at the end of 2008,
responds to these imperatives, and its implementation is a priority for the
Bank.

Re-position the branch network as the key element
of our retail distribution strategy

During 2009, the Bank reshaped the organizational structure of its
Quebec branches to transform the way it serves clients. It increased the
number of client-facing positions, introduced new sales tools and launched
a multi-year branch upgrade program. The Bank’s actions are based entirely
on a client-centric approach, and the new structure and responsibilities of
the branch network have one ultimate purpose: to further enhance client
satisfaction. The measures deployed in 2009 clearly position the branches
and their employees at the centre of the Bank’s retail distribution strategy.
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Regional managers now have greater accountability for their results,
and all Quebec branches are led by branch managers with local market
knowledge who are responsible for sales and service. Extensive training
completed in 2009 stressed the development of branch managers’ leadership
and coaching skills.

In addition to the new branch managers, the Bank has created and
staffed 90 new client-facing positions in high-potential branches, primarily
investment advisors. All branch staff in client-facing roles completed a
comprehensive training program on their new roles and responsibilities, client
segmentation and the new sales tools and processes the Bank has developed
to help them deliver a consistent standard of client experience across the
branch network.

In 2009, the Bank completed major renovations and relocations
involving 39 branches, with plans to upgrade an additional 126 branches
in 2010 and 2011. As part of its service improvements, the Bank replaced
all of the banking machines in its network during the year.

Develop intersegment synergies and the referral program

As the main entry point for clients into the Bank, branches have a pivotal
role in building long-term client relationships. By increasing the number of
investment advisors, the Bank has strengthened the advisory capabilities in
the branches. Through training and incentives, the Bank is also promoting
greater synergies, both within Personal Banking and with other business
units and divisions across the Bank.

During the second half of 2009, the Bank began implementing a referral
program with clear guidelines and rules of engagement to facilitate the
migration of client relationships within the Bank. In addition, the Bank aligned
sales force compensation in Personal Banking to support teamwork, quality
service delivery and the achievement of its financial and client satisfaction
objectives.

Together, these measures, combined with strong leadership throughout
the Bank, will break down organizational boundaries and make One client,
one bank a reality.

Pursue growth outside Quebec through focused initiatives

As a super regional bank, the Bank’s objective is to sustain growth in
its retail presence outside Quebec through targeted initiatives in selected
Canadian regions. The Bank has an established foundation to build on with
a network of retail branches, a qualified mobile sales force as well as third-
party distribution of its products through partnership agreements.

Implementation of One client, one bank in its Canadian branches will
take place during 2010, thereby increasing the Bank’s sales and advisory
capacity. The Bank will also finalize decisions for expanding the scope of its
services in selected locations where it currently has a presence through its
branches and Commercial Banking centres.

Increase efficiency through specific actions and continuous
improvement

Effective cost management and continuous productivity improvements
arevital to the Bank’s profitability. Focused efforts are under way throughout
the Bank to achieve economies of scale through the grouping of operational
units under a single management, the development of shared service centres
and the simplification and standardization of operational processes. The
Bank has also centralized information technology services and renegotiated
agreements with major suppliers.

Cost savings and efficiency initiatives will be used to support growth
and service enhancements. In 2009, the efficiency ratio for Personal Banking
remained stable despite substantialinvestments in the sales force, including
the hiring of additional employees, deployments of new banking machines
and the introduction of smart cards. In 2010, the Bank expects progress in
process simplification to reduce the administrative burden on branch employees
and allow more time for client-facing activities.

Credit activities

—  Retail credit volumes increased 8% despite the weak economy, led by
continued growth in home equity lines of credit, particularly the popular
All-In-One Banking solution.

— Indirect term lending volumes were higher as a result of business
development agreements with large retailers and an improved offering
to auto dealers. Direct term lending declined as clients opted forvariable
rates on personal lines of credit.

—  MasterCard sales increased 10%, driven by the development of distinct
premium cards and a successful marketing and sales campaign
supported by television advertising.

Transaction activities and operations

—  The Bank’s clients conducted more than 328 million transactions, of
which 90% were made electronically, including 8% through the Internet.
In-branch and cheque transactions accounted for the balance.

—  According to the 2009 report of rating firm Service Quality Measurement
Group Inc. (SQM), the Bank’s TelNat client service centre ranks among
the world leaders, placing in the first quartile in six of seven performance
measures and in the second quatrtile in the seventh measure.

—  The deployment of the Bank’s MasterCard Smartcard progressed
according to plan. This technology offers greater protection against
counterfeit and fraud, while providing payment flexibility through the
unique PayPass feature that allows clients to settle amounts under $50
at participating merchants without signature or personal identification
number.
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Insurance activities

—  Partnerships and referrals between National Bank General Insurance Inc.,
National Bank Life Insurance Company, and National Bank Insurance
Firm Inc. strengthened the Bank’s ability to provide clients with
integrated insurance solutions.

— It was a record year for the number of new automobile and home
insurance policies, and the Bank achieved a 10% increase in premiums
as a result of distribution and marketing initiatives as well as the
addition of value-added features such as insurance for legal costs and
roadside assistance.

- Mass market premiums increased 11% (National Bank Life Insurance),
driven by multichannel marketing activities and the launch of several
new products, including injury and critical illness insurance.

- Premiums under managementincreased 18% (National Bank Insurance
Firm), a testament to the Bank’s strengthened positioning in group
insurance.

Savings and investing activities

—  Managed product volumes increased 11% as a result of the growth in
financial markets during the year.

- Deposit volumes increased 5% in a competitive environment.

—  Marketing and sales initiatives aimed at encouraging the opening of
Tax Free Savings Accounts (TFSA) met the Bank’s objectives.

The Bank’s new retail distribution model is fully in place throughout the
Quebec branch network, and 2010 will mark the beginning of the execution
phase. With more employees in client-facing roles and the progressive rollout
of new sales tools, the Bank is now positioned to provide a higher level of
service and forge closer client relationships. Personal Banking will work closely
with the other parts of the Bank to offer advice and integrated solutions, in
order to continue to provide the Bank’s clients with convenient everyday
banking services.

The Bank has a strong retail franchise and believes its One client, one
bank approach will provide a competitive edge in the context of slow economic
growth in the years ahead.
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COMMERCIAL BANKING

OVERVIEW

Commercial Banking serves the needs of small and medium-sized
enterprises (SME) and large companies across Canada. The Bank offers a
full range of services, including credit, deposit and investment solutions,
international trade services such as trade finance and foreign exchange,
payroll, cash management, insurance, electronic transactions and
complementary services. Among the Canadian banks, National Bank is

Commercial Banking revenues totalled $750 million in 2009, up 3% from
$730 million in 2008. Higher credit volumes combined with improved margins
resulted in a 16% increase in revenues from credit activities. This increase
was partly offset by lower revenues from deposit activities due to narrower
netinterest margins. Revenues from other activities, which include international
services such as foreign exchange, increased 4%. Foreign exchange revenues
were down due to a Canadian dollar that was less volatile than its American
counterpart. This decrease was more than offset by revenues from new services
and higher net interest income on economic capital.

Total revenues — Commercial Banking
Year ended October 31

(millions of dollars)
0/0

2009 2008 change
Small businesses and SMEs 40 42 (5)
Commercial 335 282 19
Credit activities 375 324 16
Deposit activities 202 239 (15)
Other activities 173 167 4
Total 750 730 3

The Bank’s objective is to grow revenues and market share in commercial
banking by increasing its penetration in non-credit activities while continuing
to expand loan volumes. Under the One client, one bank approach, the Bank
is using its large retail network to enhance service to small businesses and
SME clients while taking targeted actions to strengthen relationships with
larger commercial clients. The Bank is also promoting greater synergies
between Commercial Banking, Financial Markets and Wealth Management
to seize market opportunities in Quebec and in selected Canadian regions
and industry sectors.

the market share leader in Quebec in terms of commercial credit and a
recognized lender in certain industry sectors outside Quebec. While
providing financial and transactional solutions for businesses, the Bank
is proactive in meeting the personal financial needs of entrepreneurs and
business owners/managers.

Enhance service to small businesses and SMEs

The Bank’s new distribution strategy for small businesses and SMEs
was fully deployed in Quebec during 2009, making its retail branches the key
contact points for these client segments.

Nearly 875 personal banking advisors across the network have been
trained to serve the needs of small businesses and their owners, with at least
one resource now present in every branch, and new service packages have
been developed to serve these clients.

For SMEs, the Bank hired an additional 32 managers, bringing the number
of dedicated SME managers in branches to 68. SME managers now serve
clients in 20% of the Bank’s Quebec branches. Professionals experienced in
international trade, foreign exchange and cash management, dedicated to
meeting the specific needs of SMEs, have also been hired. In total,
approximately 40 new positions have been created and staffed to serve the
Bank’s large and growing SME client base.

Expand existing relationships and attract new commercial clients

One of the Bank’s priorities is to expand relationships with its existing
commercial clients by providing additional products and services as well as
integrated solutions. Under its new distribution model, the Bank has increased
the number of client-facing positions, while continuing to build a proactive
sales and advisory-services culture throughout commercial banking.

More than 40 specialist positions in financing solutions, international
trade and cash management were added in 2009 to expand coverage and
offer more products and solutions to commercial clients. The Bank has also
embedded 28 financial planners into its commercial banking teams to offer
personalized services to meet the individual needs of business owners/
managers.

New tools and processes are in place to assist commercial account
managers in their sales efforts. For example, a new workflow tool has been
developed to support the identification of sales opportunities and sales
management. The Bank s taking steps to reduce the administrative workload
so that account managers can spend more time with clients, while also
improving the credit granting process.
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Work closely with other Bank divisions to capitalize on opportunities

The Bank’s new distribution strategy emphasizes closer cooperation
among the three main business segments. Commercial Banking is working
closely with Financial Markets to offer merger & acquisition and other capital
markets advisory services to its larger clients.

Through its close relationships with Quebec entrepreneurs, the Bank is
well-positioned to capitalize on the expected wave of business ownership
transfers in the coming years. Close cooperation among Personal and
Commercial Banking, Wealth Management and Financial Markets will enable
the Bank to capture its share of new business in advisory services and in
lending and investment solutions resulting from these transactions.

Pursue growth outside Quebec

Outside Quebec, the Bank is targeting growth by increasing the scope
of its offerings in markets where it already has a presence by hiring dedicated
product specialists and by expanding its presence in industry sectors where
its expertise is recognized.

The Bank’s growth initiatives will be supported by the implementation
of the One client, one bank approach outside Quebec in 2010, the closer
integration of Commercial Banking with the Bank’s branch network and closer
cooperation with the Financial Markets segment.

Credit activities

—  Sustained demand for credit resulted in an 8% increase in loan volumes
and bankers’ acceptances.

—  Improved margins on loans were due to adjusted pricing on certain
products.

- More than $218 million in new lending was generated from business
transfers.

Deposit activities
—  Depositsincreased 7% in a highly competitive environment characterized
by less favourable interest rates.

Other activities

—  Revenues from international services remained stable despite a
decrease in margins on foreign exchange trading.

—  The interest rate environment contributed to a notable increase in
revenues from risk management solutions.
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The strength of the Canadian dollarand impact of the recession have strained
many businesses. While continuing to support its business clients, the Bank
remains vigilant in order to protect the quality of its loan portfolio.

The measures implemented in 2009 have strengthened the Bank’s
ability to serve small businesses, SMEs and commercial clients. For small
businesses and SMEs, the Bank will increase emphasis on banking services
packages as well as on transaction and financing solutions. For commercial
clients, the Bank will build on its early success in risk management solutions
to expand relationships by offering a full range of services. The Bank will
continue to build a sales and advisory culture so that owners/managers have
access to integrated solutions for their business and personal needs.
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WEALTH MANAGEMENT

OVERVIEW

Wealth Management serves the investment and savings needs of a broad

range of clients to whom it also offers an array of complementary services.
Investment solutions, products and specialized services are provided

directly to clients or through dedicated subsidiaries and business units,

internal partners and third parties under an integrated offering.

— National Bank Financial (NBF) is the leading full-service broker in

Quebec, and among the largest in Canada, with more than 800
investment advisors in over 90 service outlets across the country.
National Bank Direct Brokerage Inc. (NBDB) is one of the largest
discount brokers in Canada and a leader in Quebec.

National Bank Securities Inc. (NBS) manages and promotes the

Natcan Investment Management Inc. (Natcan) delivers a full range
of portfolio management services for the Bank and institutional
investors.

National Bank Trust Inc. (NBT) offers discretionary asset management
and mutual fund administration services as well as securities custody
services forinstitutional investors. It is a leaderin Private Investment
Management.

The Bank is further strengthening its presence in the Canadian
market through National Bank Advisor Distribution, which offers
investment solutions and products to over 15,000 independent
investment advisors across Canada and through its Correspondent
Network (NBCN Inc.), Canada’s premier provider of clearing and

Bank’s diverse selection of mutual funds. brokerage services, serving more than 100 investment management

companies.
Segment results — Wealth Management
Year ended October 31
(taxable equivalent basis®)
(millions of dollars)
% %
change change
2009 2008 2007 2009-2008 2008-2007
Excluding specified items®
Net interest income 124 137 117 ) 17
Fee-based revenues 358 407 410 (12) ®
Transaction and other revenues 275 290 341 (5) (15)
Total revenues 757 834 868 9) (4)
Operating expenses 588 601 626 2) (4)
Income before income taxes and non-controlling
interest 169 233 242 27) (4)
Income taxes 51 77 77 (34) -
Non-controlling interest 3 3 5 - (40)
Net income excluding specified items 115 153 160 (25) (4)
Specified items after taxes® - - (11) - -
Net income 115 153 149 (25) 3
Average assets 674 693 662 3) 5
Risk-weighted assets 6,532 4,451 3,782 47 18
Average deposits 11,565 9,012 7,554 28 19
Efficieny ratio excluding specified items 77.7% 72.1% 72.1%

(1)  See Financial Reporting Method on pages 12 and 13.
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Assets under management or under administration and revenues — Wealth Management

Year ended October 31
(taxable equivalent basis®)
(millions of dollars)

Assets under management

or under administration Revenues
% %
2009 2008 change 2009 2008 change
Personal Banking - NBF 49,967 44,389 13 386 411 6)
NBCN Inc. (Correspondent Network) 33,522 51,775 (35) 86 94 )
Innocap Investment Management Inc. 1,976 2,679 (26) 17 22 (23)
National Bank Direct Brokerage 11,626 10,175 14 55 54 2
Securities brokerage 97,091 109,018 (11) 544 581 6)
National Bank Securities 11,864 10,750 10 159 181 12)
Natcan Investment Management 24,391 21,239 15 50 69 (28)
National Bank Trust 59,205 59,377 - 84 98 (14)
Other - - - 3 3 -
Subtotal 192,551 200,384 (4) 840 932 (10
Intercompany eliminations (83) 98)
Total Wealth Management 192,551 200,384 (4) 757 834 9)

(1) See Financial Reporting Method on pages 12 and 13.

Wealth Management netincome declined to $115 million in 2009 compared
to $153 million in 2008. This decrease was primarily due to the lower revenues
resulting from the economic environment and low interest rates.

Total revenues decreased 9% to $757 million compared to $834 million
in 2008, as aresult of a decline in assets under managementand administration,
lower transaction volumes, and a narrower spread on deposits. Retail assets
under management and under administration declined 4% to $192.6 billion,
mainly due to a decrease in assets held on behalf of member companies in
the Bank’s Correspondent Network.

Operating expenses declined by $13 million to $588 million, mainly
due to a decrease in variable compensation. Reflecting the lower revenues,
the efficiency ratio stood at 77.7% compared to 72.1% in 2008.

For 2008, net income, excluding specified items for the Wealth
Management segment of $153 million, was down $7 million or 4% from 2007
due to the 15% decline in transaction revenues, which was partly offset by
the rise in net interest income.
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Wealth Management, presentin both Quebec and elsewhere in Canada, sees
strong opportunities ahead, driven by population aging and the resulting
need forinvestment and financial advice as well as an expected spike in the
number and value of business ownership transfers in the commercial and
corporate sectors during the next several years. The Bank’s objectives are to
raise its profile as an integrated financial group, gain more business from
existing clients, accelerate its penetration in Quebec and increase its growth
momentum outside the province.
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Align distribution along client segments to improve service, increase
referrals and optimize the client experience

Significant progress was made in 2009 to refine the Bank’s wealth
management offering and align internal distribution along the One client,
one bank approach to ensure that clients receive the level of service that
meets their needs and expectations, regardless of their point of entry into
the Bank.

With this in mind, a major achievement was the launch of National Bank
Private Wealth 1859, bringing together expertise from all of the Wealth
Management subsidiaries and Personal Banking, to provide comprehensive
turnkey solutions to affluent clients, including investment, private banking,
insurance, tax and estate planning, trust and concierge services. This client-
centric initiative was well received, and the new business unit is working
closely with other Bank divisions to ensure the seamless migration of client
relationships and successful capture of new business.

Clearguidelines have been established, based on client segmentation,
to promote referrals across the Bank to ensure that all clients are given the
opportunity to choose the level of advice and service that best suits their
situation. For the high-net-worth client segment, investment advisors were
twinned with financial planners to offera comprehensive and integrated offer
to banking clients. The Bank also refocused the responsibilities of in-branch
financial planners in the wealth management strategy as well as their critical
role in identifying referral opportunities to investment advisors and National
Bank Private Wealth 1859.

An important ongoing priority is to increase the number of investment
advisors and provide them with all the necessary training and support.

Offer a top-rated portfolio of investment solutions and products for
the retail market

Product manufacturing is among the Bank’s longstanding strengths. To
achieve its growth objectives, the Bank is increasingly focusing on the
development of integrated investment solutions.

During 2009, retail product development was placed under a single
management, bringing together mutual funds, pooled funds, managed
solutions, separately managed accounts and structured products. This new
structure optimizes teamwork, idea generation and efficiency.

A major achievement was the streamlining and simplification of the
Bank’s portfolio of products and investment solutions, involving mutual fund
mergers, changes in investment objectives and fund name changes. The end
result is a better alignment of the Bank’s offering with its client segments,
lower fees for some funds and a more attractive integrated offering for both
the advisors in the Bank’s various networks and the independent advisors
who distribute the Bank’s products.

The Bank’s investment solutions are underpinned by the strong
performance of Natcan, which is responsible for managing approximately
85% of its portfolio of assets, with the balance managed by respected third-
party firms. Natcan continued to surpass the majority of its performance
objectives in most of the funds entrusted to it. As a result, 75% of the Bank’s
exclusive mutual fund portfolio solutions ranked in the first or second
performance quartile on a one-year, three-year, and five-year basis as at
October 31, 2009.

Its Meritage portfolios, which are distributed by independent advisors,
celebrated their three-year anniversary at the end of 2009 with a stellar track
record. Over a two-year period, 99% of the assets in Meritage portfolios were
ranked in the first and second performance quartiles.

Create a consistent brand experience for clients and increase brand
recognition

As the Bank becomes more client-centric, it is building a distinctive
brand of client experience across all Wealth Management activities. Through
the alignment of internal distribution, the focus on investment management
solutions and training, the Bank aims to create a consistent brand experience
to become the benchmark in terms of client experience in the wealth
management market in Quebec and a strong player across Canada.

The Bank will be more aggressive in marketing and branding to increase
its visibility as an integrated financial group. In 2009, Wealth Management
spearheaded a multi-faceted bank-wide campaign to position the Bank as
the leaderin the Quebec retirement planning market, featuring television and
print advertising, the launch of a National Bank Retirement Index, publication
of a comprehensive retirement guide and four brochures, as well as numerous
branch events across the network. The Bank plans to follow up in 2010 with
an even more intense branding effort.

The Bank’s branding in the wealth management market will prominently
feature National Bank Financial Group in all communications while continuing
to leverage complementary brands such as Natcan, Innocap, Altamira, Omega
Funds and Meritage Portfolios. These brands have strong resonance both in
Quebec and with the Bank’s networks of independent advisors across
Canada.

Grow revenues outside Quebec by leveraging third-party distribution

Wealth Management is well positioned to increase revenues from activities
outside Quebec. One of the key components of its growth strategy is to
leverage partnerships and networks developed across Canada over the years.
These relationships, which have become an increasingly important source
of revenues for the Bank, were previously managed by different groups.

In 2009, the Bank created a single business unit called Third-Party
Business Solutions to market investment solutions and products to this large
client base of Wealth Management and to expand the Bank’s wholesale
footprint outside Quebec.

Under its partnerships offering, the Bank has signed agreements with
major non-bank financial institutions for the distribution of integrated credit
and investment solutions by their advisors under the Bank’s brand or their
own. A new agreement was signed with Sun Life Financial at the end of
fiscal 2009, and distribution of the solutions should begin in the coming
months.

The Bank developed relationships with nearly 15,000 independent
advisors who distribute a wide range of its banking and investment solutions
undervarious brands. Through the Correspondent Network, it provides clearing
and brokerage services to one-third of the members of the Investment Industry
Regulatory Organization (IIROC). By serving these members through an
integrated approach and a single point of contact, Third-Party Business
Solutions is looking to increase business volumes and identify cross-selling
opportunities.
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New agreements signed in the Partnerships sector gave the Bank access
to an additional 7,000 new sales representatives Canada-wide for its
credit and investment solutions.

The Bank’s full-service brokerage subsidiary launched a new regional
management structure for retail sales that should facilitate greater
synergies with Personal Banking.

National Bank Direct Brokerage increased its new accounts transaction
volumes by 25%. The unit continued to focus on investor education as
a key component of its business development strategy, including
organizing online seminars on investing that has attracted thousands
of participants.

The Bank organized its mutual funds into four families — National Bank
Mutual Funds, Altamira, Omega Funds and Meritage Portfolios. In so
doing, it has reduced management fees and merged 29 funds with
similar investment objectives, a move that has proven to be a major
streamlining initiative.

Eight of the Bank’s mutual funds received Canadian Lipper Fund Awards
forthe best risk-adjusted returns in their category. Seven of these funds
are managed by Natcan.

Five of the Bank’s mutual funds were selected among the 50 best funds
available in Quebec, in a ranking compiled by industry veteran Michel
Marcoux and published in the September 2009 issue of Les Affaires
Plus magazine. Three of the funds are managed by Natcan.

After a year of significant internal alignment and difficult market conditions,
Wealth Management will strive to resume growth in revenues and assets
in 2010. To do so, it will focus more on attracting new clients while continuing
to build on existing relationships. The Bank expects to benefit from the
integration of various business development teams into a single, unified
group in 2009, an integrated offering of investment management solutions
and heightened marketing and sales activities.
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OVERVIEW

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

As the leading investment bank in Quebec with a strong presence
across Canada, the Financial Markets segment provides a diverse range
of financing solutions, from bank credit to debt and equity. It offers
extensive advisory services in the areas of mergers and acquisitions and
financing as well as risk management products based on its derivative
activities in interest rates, equities, foreign exchange and commodities.

Segment results - Financial Markets
Year ended October 31

(taxable equivalent basis®)

(millions of dollars)

In fixed income and equities, the Bank is a major Canadian player,
providing origination, underwriting, distribution, top-ranked research
and liquidity through secondary market activities. Through offices outside
Canada, it markets Canadian debt and equities to institutional investors
in the United States, the United Kingdom and Continental Europe. The
Financial Markets segment is also active in proprietary trading and
investment activities.

% %
change change
2009 2008 2007 2009-2008 2008-2007
Excluding specified items®
Net interest income 790 708 (26)
Other income 639 196 1,274
Non-controlling interest 2 197 (46)
Total revenues 1,431 1,101 1,202 30 8)
Operating expenses 681 634 692 7 ®)
Contribution 750 467 510 61 8)
Provision for credit losses 26 2 - - -
Income before income taxes and
non-controlling interest 724 465 510 56 )
Income taxes 220 134 159 64 (16)
Non-controlling interest 1 1 (@) - -
Net income excluding specified items 503 330 352 52 6)
Specified items after taxes® - 57 17) (100) -
Net income 503 387 335 30 16
Average assets 97,805 87,196 88,854 12 2
Risk-weighted assets 23,886 24,485 20,802 ()] 18
Average deposits 32,720 32,833 34,447 - (5)
Average loans and acceptances
(corporate and investment banking only) 7,072 6,247 5,562 13 12
Net impaired loans 72 35 21 106 67
Net impaired loans as a % of average loans
and acceptances 1.0% 0.6% 0.4%
Efficiency ratio excluding specified items®@ 47.6% 57.6% 57.6%

(1)  See Financial Reporting Method on pages 12 and 13.
(2) Adjusted for gains or losses mainly attributable to third parties.
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Financial Markets net income increased 30% in 2009 to $503 million from
$387 million in 2008. Total revenues rose 58% to $1,429 million from
$904 million in 2008. Including non-controlling interest related to trading
activities, revenues totalled $1,431 million compared to $1,101 million
in 2008.

Revenue growth was driven mainly by trading activities on behalf of
clients. Revenues from banking services were also up, reflecting higher
demand for bank credit, while financial market fees were slightly higher than
in 2008. Gains on available-for-sale securities amounted to $93 million in
2009, whereas impairment losses of $24 million had been incurred in 2008
due to the unfavourable capital markets environment. These increases were
mitigated by a decline in Other revenues, which is explained by the gain
recorded in 2008 on the sale of an interest in Asset Management Finance
Corporation.

Operating expenses were $681 million, up 7% from $634 million in 2008,
driven mainly by highervariable compensation arising from the strong financial
performance in the year. The efficiency ratio was 47.6% compared to 57.6%
in 2008. Reflecting weaker economic conditions, the Financial Markets
segment recorded a provision for credit losses of $26 million. This compares
with a provision of $2 million in 2008.

Average assets, consisting primarily of securities, increased to
$97.8 billion compared to $87.2 billion in 2008. Credit to corporations
increased to $7.1 billion compared to $6.2 billion in 2008. This explains the
28% increase in revenues from banking services.

Net income before specified items for 2008 totalled $330 million as
against $352 million in 2007. The decrease of 6% was primarily attributable
to the declines in trading revenues and financial market fees resulting from
market conditions that prevailed during the previous fiscal year.

Revenue breakdown - Financial Markets
Year ended October 31
(taxable equivalent basis®)

(millions of dollars)
O/O

2009 2008 change
Excluding specified items®
Adjusted for non-controlling interest
Trading activity revenues
Equities 206 148 39
Fixed income 387 91 325
Commodities and foreign exchange 91 114 (20)
684 353 94
Financial market fees 227 223 2
Gains (losses) on available-for-sale
securities, net 93 (24)
Banking services 239 186 28
Other 188 363 (48)
Total 1,431 1,101 30

(1) See Financial Reporting Method on pages 12 and 13.
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In 2009, the Financial Markets segment completed the second year of its
five-year strategic plan with results ahead of objectives. During this time,
activities have been organized along client needs and there has been
heightened emphasis on information sharing and internal collaboration across
business lines within Financial Markets and with other Bank divisions,
consistent with the Bank’s One client, one bank approach.

Overtheyear, the Financial Markets segment made substantial progress
towards the key priorities of its strategy.

Increase focus on Canadian mid-market companies

The Bank aims to deepen relationships with Canadian mid-market
companies and generate revenue growth by leveraging its differentiation
compared to investment banking boutiques and investment dealers owned
by financial institutions. Responsive and solutions-driven, the Bank is
recognized for its ability to provide a customized level of service to each client
while also offering a complete array of solutions that are backed by a strong
balance sheet. Its strategy is to use the resulting competitive advantage to
increase its share of the Canadian mid-market by offering more services and
developing new relationships with emerging companies.

The organizational alignment around client needs allows the Bank to
deploy resources from corporate and investment banking, sales, trading and
research to its target sectors in a coordinated fashion. It is expanding its
coverage and competing by providing clients with advisory services, integrated
solutions to accessing the capital markets and comprehensive risk management
solutions.

Inthe junior energy sector, where the Bankis well established as a major
lender, it has built a strong investment banking presence by hiring senior
equity market professionals and aligning its advisory, sales, trading and
research activities to serve the needs of companies. The Bank has also
broadened its offering by establishing a commodity derivatives team based
in Calgary to offer price hedging tools to these clients.

With an increased focus on mid-market companies, the Bank has
generated excellent results with existing clients and has been successful in
raising its profile in target sectors. The true extent of its success should be
evidentin the comingyears as the economy stabilizes and conditions improve
in equity capital markets.
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Deploy risk management solutions to corporate and
commercial clients

The Bank sees revenue growth opportunities in risk management products
for both corporate and commercial clients. Its strategy is to work closely with
corporate clients to identify their needs and develop products in all asset
classes to help them manage risks. As part of its approach, risk management
solutions are built into advisory and financing proposals. The Bank has also
developed a broader offering of risk management solutions designed for its
commercial and SME clients and sold through its advisory channels. This
expanded offering builds on the Bank’s existing relationships and historically
strong position as a provider of international trade services to this client base,
mainly foreign exchange products.

The number of corporate and commercial clients actively using interest
rate, energy and foreign exchange risk management products increased
significantly in 2009.

Become the Canadian leader in structured products

The Bank is building on its strong position in structured products for
retail and institutional investors to maintain its leadership in the Canadian
market. This is being achieved through the allocation of resources to design
products that meet specific client needs and provide secondary market
liquidity through the implementation and maintenance of state-of-the-art
trading systems.

Strength in the fixed income markets resulted in a number of notable
achievements in this segment.

—  The Bank led 19 issues for Quebec public sector borrowers, including
the Government of Quebec, Hydro-Québec and Financement Québec,
raising a total of $9.2 billion.

—  Forthe Province of British Columbia, the Bank was the sole lead manager
for an $800 million issuance, representing the Bank’s first lead of a
syndicated issuance outside of Quebec. It also co-led a $1.0 billion
two-tranche Province of Ontario issue, the first-ever provincial billion-
dollar-bought deal in Canada. The Bank’s number one position in
municipal financing continued, including leading three issues for the
City of Montreal for a total of $670 million and its first-ever sole lead
manager position for the Municipal Finance Authority of B.C. for a
$290 million issuance.

- For corporate clients, the Bank acted as co-lead on a $1.0 billion note
offering for Manulife Financial Capital Trust Il that qualified as Tier 1
capital for regulatory purposes. It was a joint lead for two Hydro One Inc.
issues totalling $600 million. For Bombardier Inc., the Bank was sole
lead arranger and bookrunner on a US$500 million revolving credit
facility, the first non-investment grade financing in Canada based on
credit default swaps pricing. It also acted as co-lead forthe $350 million
medium term notes issued by Bell Aliant Regional Communications LP,
for the $275 million issue by Ontario Air Ambulance Service and a
$200 million issue by AltaGas Income Trust.

In the equity market, the Bank led several new issues in the year with
notable transactions including a $115 million issue of convertible debentures
for Cominar REIT as well as acting as co-lead on a $185 million secondary
offering of Cineplex Galaxy Income Fund units held by Onex Corporation.

The strategic plan for the Financial Markets segment builds on its strengths
and reinforces the diversification of its activities. Key priorities in 2010 are
to continue the internal alignment of resources along client lines while
increasing teamwork and collaboration with other Bank divisions.

The gradual recovery in the economy and investor confidence observed
in the second half of 2009 should lead to higher capital markets activity
in 2010. Ifliquidity continues to improve, greater opportunities are expected
in merger and acquisition advisory services and equity financing by existing
and new issuers after two years of decline.

The Bank’s fixed income group is well positioned to serve the growing
financing needs of the government sector. It has also expanded its offering
to this sector by setting up a specialized team to focus on infrastructure
financing in anticipation of major government projects in the coming years.

The Financial Markets segment has consistently generated superior
risk-adjusted returns through the diversification of its activities, strong risk
management and effective controls. These principles underpin its long-term
strategy which is based on leveraging its current strengths and relationships
by focusing solely on client needs.
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Segment results — Other
Year ended October 31
(millions of dollars)

2009 2008 2007
Excluding specified items®
Net interest income (402) (320) 323)
Other income 231 95 28
Total revenues (171) (225) (295)
Operating expenses 55 22 23
Provision for credit losses 62) (64) (48)
Loss before income taxes and non-controlling interest (164) (183) (270)
Income tax recovery (159) (191) (226)
Non-controlling interest 56 48 18
Net loss before specified items (61) (40) 62)
Specified items after income taxes® (207) (2298) (364)
Net loss (268) (268) 426)
Average assets (13,770) (11,876) (12,426)

(1)  See Financial Reporting Method on pages 12 and 13.

The Other heading presents revenues and expenses that are not specifically
allocated to any one of the Bank’s business segments. The data provided
in this heading includes securitization operations, certain non-recurring
items such as investment revaluations and the unallocated portion of
corporate units such as Technology, Business Intelligence and Organizational
Performance; Operations; Human Resources & Corporate Affairs; and
Finance, Risk and Treasury.

The net loss excluding specified items forthe Other heading of segment results
was $61 million for 2009 compared to $40 million one year earlier. Securitization
activities contributed $75 million in 2009, up $57 million due to the higher
volume of securitized mortgage loans and the favourable interest rate spread.
This contribution was more than offset by the decrease in net interest income
on excess capital due to lower interest rates and the increase in operating
expenses related to variable compensation, severance pay, marketing expenses
and the allowance for litigation. After tax, specified items totalled $207 million
in 2009 and consisted of charges related to holding ABCP and a general
allowance for credit losses on loans and credit facilities granted to clients
holding ABCP and secured by ABCP. In 2008, specified items after tax totalled
$228 million, consisting of $180 million related to holding ABCP, $36 million
for the write-off of intangible assets and $44 million in restructuring charges.
These items were partly reduced by the $32 million gain on the sale of the
subsidiary in Nassau.
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The Bank uses securitization as an effective method of financing, transferring
riskand managing capital. The Bank participates in both the Mortgage-Backed
Securities program issued in accordance with the Canadian National
Housing Act (NHA) and the Canada Mortgage Bond (CMB) program. The Bank
also periodically sells, on a revolving basis, new credit card receivables to a
trust to replace receivables that are paid by clients. As at October 31, 2009,
the outstanding amount of NHA securities issued by the Bank and sold to
third parties totalled $7.5 billion compared to $6.7 billion for 2008. The
increased gain from the sale of assets ($302 million for 2009 compared to
$181 million for 2008) was mainly due to an increase of the excess spread
on mortgage loans sold during fiscal 2009. Refer to Note 11 to the consolidated
financial statements, Transfer of receivables, for additional information.

The Technology, Business Intelligence and Organizational Performance unit
ensures that IT standards and solutions are developed to support the long-
term business aspirations of the Bank to increase efficiency of corporate
functions aligned with client needs in all sectors.

As forthe Operations unit, it is a strategic, proactive and trusted business
partner having a focus on quality of service and productivity, in order to have
a positive impact on the client experience.

The Human Resources & Corporate Affairs unit acts as a trusted business
partner in managing human resources, especially in strategy design and
implementation of any changes within the organization. It also assists all
units within the Bank in strengthening the Bank’s name and reputation in
the markets they serve.

As forthe Finance, Risk and Treasury unit, it provides various specialized
services, including strategic and financial planning, financial reporting, tax,
capital management, risk management, funding and asset/liability management
(Treasury results are included in the Financial Markets segment). The various
units support business lines and corporate functions in their financial
performance, ensure compliance with regulatory requirements and reporting
to stakeholders. Refer to pages 55 to 63 foradditional information about risk
management.
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Total revenues

In 2009, total revenues on a taxable equivalent basis amounted to
$4,279 million, up $434 million or 11% from 2008 (see Table 1 on page 66).
Excluding the specified items for 2009 and 2008, total revenues on a taxable
equivalent basis were $4,457 million, up $504 million or 13% from a year
earlier.

Net interest income

Net interest income totalled $2,095 million in 2009 versus $1,978 million in
2008 (see Table 2 on page 66), for an increase of $117 million. Net interest
income at Personal and Commercial increased by $24 million or 2% to total
$1,414 million in 2009. Loan and depositvolumes experienced strong growth
owingto the $4.0 billion increase in average assets, particularly in consumer
loans and home equity lines of credit. A narrowing of the net interest margin
resulted mainly from lower interest rates, thereby reducing the net interest
margin on deposits, partly offset by a wider net interest margin on credit card
receivables. Net interestincome at Wealth Management totalled $124 million,
down $13 million due to the narrower spread on deposits, particularly in the
high-interest account. At Financial Markets, the $82 million year-over-year
increase in netinterestincome came mainly from trading activities and should
be examined together with the other items that make up trading activity
revenues. Furthermore, net interest income from the ABCP portfolio was
$40 million in 2009 compared to a financing cost of $63 million in 2008, due
to the collection of interest in arrears and the restructuring of ABCP. Lastly,
the loss recorded in net interest income in the Other heading decreased by
$24 million.

Otherincome

Other income on a taxable equivalent basis totalled $2,184 million in 2009
compared to $1,867 million the previous year (see Table 3 on page 67).
Trading revenues allocated to Other income grew $278 million to total
$31 million in 2009. Including the portion allocated to net interest income
and non-controlling interest, trading revenues reached $692 million, up
$304 million from 2008 (see Table 4 on page 67). The increase was mainly
attributable to fixed-income securities resulting from higher transaction
volumes and a favourable rate curve.

As shown in Table 3 on page 67, underwriting and advisory fees went
from $312 million in 2008 to $329 million in 2009, for an increase attributable
to a higher number of public issuances than in 2008. Securities brokerage
commissions totalled $220 million, a $20 million decrease explained mainly
by fewer transactions for brokerage activities during the year. Card service
revenues, revenues from lending fees, and revenues from acceptances and
letters of credit and guarantee totalled $296 million in 2009, a $71 million
increase from last year that stems from a higher mortgage prepayment rate
and an increase in bankers’ acceptances. Deposit and payment service
revenues were up slightly by $2 million, totalling $230 million for 2009.

A lower average volume of assets under management and administration
than in 2008, resulting from a downturn in the stock markets, explains the
decrease in revenues from trust services and mutual funds, which stood at
$327 million in 2009 versus $354 million in 2008.

Securitization revenues amounted to $351 million, up $125 million or
55% due to a highervolume of new securitization activities of insured mortgage
loans and favourable rate spreads. The Other category of Other income totalled
$270 million, a decrease of $107 million that s largely due to the gain recorded
on the sale of an investment in Asset Management Finance Corporation and
the $32 million gain on the sale of the Bank’s subsidiary in Nassau in 2008.

Provision for credit losses

The provision for credit losses was $305 million in 2009 (see Table 5 on
page 68), an increase of $161 million that is partly attributable to a $126 million
increase in the allowance for credit facilities to clients holding ABCP, which
brought the general allowance to $456 million.

The provision for consumer credit losses was increased $21 million to
$96 million in 2009 given the strong growth in losses on credit card receivables.
The provision for credit losses for commercial loans was $53 million in 2009,
down $6 million from 2008. Lastly, a $26 million provision for credit losses
was taken for corporate financing activities in 2009, compared to $2 million
in 2008, due to a more difficult economic environment. Overall, the specific
provisions for credit losses in 2009, excluding specified items, accounted
for 0.32% of average loans and acceptances compared to 0.22% in 2008,
which is relatively low given the current economic environment.

Operating expenses
Operating expenses stood at $2,662 million in 2009, down $33 million or
1% from the previous year (see Table 6 on page 69). Excluding the specified
items for 2009 and 2008, operating expenses posted an increase of
$104 million or 4%.

Salaries and staff benefits stood at $1,538 million in 2009, up 6% from
lastyear. Factors contributing to this increase included the increased staffing
needed to implement a new distribution model in the branch network and
the highervariable compensation at Financial Markets, given the significant
increase in revenues in this segment.

Technology expenses, including amortization, stood at $390 million,
down $55 million from 2008 due to a $54 million write-off of intangible assets
in the fourth quarter of 2008. Occupancy expenses were $155 million in
2009, representing a $17 million increase partly attributable to an adjustment
to the provision for vacant premises. Professional fees were $180 million in
2009, down $34 million from last year when expenses were incurred for a
business process review, technology developments and ABCP-related charges.
In 2008, restructuring charges of $66 million, consisting of severance payments
and fees to professional services firms, were recorded, but no charge of this
kind was recorded in 2009. Advertising and external relation expenses stood
at $50 million, for a year-over-yearincrease of $7 million attributable to events
related to the Bank’s 150t anniversary.

Income taxes

Detailed information about the Bank’s income taxes is provided on page 143
in Note 26 to the consolidated financial statements. For fiscal 2009, income
taxes amounted to $252 million, for an effective tax rate of 21.7%, compared
to income taxes of $167 million in 2008, for an effective tax rate of 20.9%.
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Certain trends and factors have an impact on quarterly earnings, revenues
and expenses. A summary of results for the past 12 quarters is provided in
the Quarterly Results table on pages 64 and 65. The results for the past eight
quarters have been affected by various favourable and unfavourable
factors.

—  Over the past eight quarters, the Bank recognized a number of
ABCP-related items, including an impairment charge, a loss on available-
for-sale securities, interest received or receivable on ABCP held, losses
and gains on economic hedge transactions, ABCP-related financing
costs and professional fees, and a provision for credit losses related to
ABCP-secured credit facilities.

—  The results for the first quarter of 2008 included a gain on the sale of
the Bank’s subsidiary in Nassau.

—  Theresults forthe third quarter of 2008 included a gain from the merger
of Montreal Exchange Inc. and TSX Group Inc.

— Avrestructuring charge was recorded in the fourth quarter of 2008.

— Inthefourth quarterof 2008, a loss resulting from a write-off of intangible
assets was recorded.

—  The results of the four quarters of 2008 were affected by a number of
acquisitions.

Consolidated netincome over the past eight quarters has been positive,
demonstrating sustained performance by the Bank’s business segments
despite the impact of ABCP in certain quarters. Effective cost management
helped to maintain this trend as well.

Net interest income stabilized over the past two quarters of 2009. The
quarter-to-quarter fluctuation in net interest income stems mainly from the
volatility in net interest income from trading activities.

The decreases in Other income in the fourth quarter of 2008 and the
first quarter of 2009 were due to the various ABCP-related items recorded in
those periods. However, in the third and fourth quarters of 2009, Other income
increased substantially owing to trading activity revenues. The provision for
credit losses has trended upward over the past eight quarters as a result of
growth in consumerand commercial loan volumes coupled with a deteriorating
credit quality, particularly on credit card advances. Still, credit quality remained
solid in the current economic environment. The increase in the provision for
credit losses in the first quarter of 2009 was mainly due to the provision for
credit facilities granted to clients holding ABCP. The increase in expenses in
the fourth quarter of 2008 was due to a restructuring charge and a write-off
of intangible assets. Non-controlling interest declined significantly, from
income being reported in 2008 to an expense in 2009. This change was mainly
due to losses stemming from third-party use of the Innocap platform in 2008.
The income tax rate remained stable over the past eight quarters, except
during the second quarter of 2008, when it decreased considerably further
toanincrease in tax-exemptincome. In addition, tax recoveries were recorded
in the fourth quarter of 2008 and the first quarter of 2009 due to the recognition
of expenses related to holding ABCP.

For additional information concerning the fourth quarter of 2009,
visit the Bank’s website at www.nbc.ca and SEDAR’s website at
www.sedar.com to consult the Press Release for the fourth quarter of 2009,
filed on December 3, 2009.
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Due to the nature of the Bank’s business, most of its revenues and expenses
are cash items. Moreover, certain activities, such as trading activities, generate
significant cash flow movements that can impact certain assets and liabilities,
including held-for-trading securities, securities sold short, or securities sold
under repurchase agreements.

In 2009, cash and cash equivalents decreased by $1.3 billion compared
to anincrease of $0.5 billion in 2008. As at October 31, 2009, cash and cash
equivalents totalled $2.2 billion versus $3.5 billion at the same date last
year.

Operating activities in 2009 required $0.4 billion in cash, mainly due
toa $3.1 billion increase in held-for-trading securities, offset by a $0.6 billion
increase in amounts due to clients, dealers and brokers and a $1.6 billion
change in other items. In 2008, operating activities required $1.5 billion in
cash, mainly due to a $3.0 billion increase in held-for-trading securities and
a $2.0 billion decrease in amounts due to clients, dealers and brokers, offset
by a $2.0 billion decrease in amounts due from clients, dealers and brokers
and a $1.1 billion change in other items.

Financing activities generated cash inflows of $1.6 billion in 2009,
mainly due to a $5.6 billion increase in securities sold under repurchase
agreements, partly offset by a $2.6 billion decrease in obligations related to
securities sold short and a $0.9 billion decrease in deposits. In 2008, financing
activities generated cash inflows of $11.6 billion, mainly due to a $5.1 billion
increase in securities sold under repurchase agreements and a $5.2 billion
increase in deposits as well as to $0.8 billion from the issuance of NBC Cap$S
Il securities.

Lastly, investing activities in 2009 required $2.5 billion in cash. The
$4.1 billion in cash generated by securitization activities was used to fund a
portion of the $5.3 billion growth in loan volumes, while the $1.4 billion
increase in available-for-sale securities accounted for the remainder of the
use of funds. In 2008, investing activities required $9.6 billion in cash, mainly
due to a $7.3 billion increase in loans, a $3.7 billion increase in available-
for-sale securities and a $1.9 billion increase in securities purchased under
reverse repurchase agreements, partly offset by $3.8 billion in proceeds from
securitization activities.
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As at October 31, 2009, the Bank had total assets of $132.1 billion compared
to $129.3 billion at year-end 2008, a 2% increase (refer to the Consolidated
Balance Sheets on page 78) that stems mainly from securities and, to a lesser
extent, loans.

Cash and deposits with financial institutions

Cash and deposits with financial institutions totalled $2.2 billion as at
October 31, 2009, down $1.5 billion or approximately 40% from $3.7 billion
ayear earlier. Adescription of the Bank’s liquidity risk management practices
is provided on pages 61 and 62 of this Annual Report.

Securities

Securities totalled $50.2 billion as at October 31, 2009 (representing 38%
of total assets), up $4.0 billion from $46.2 billion as at October 31, 2008.
Available-for-sale securities, i.e., securities generally held long term, totalled
$13.3 billion atyear-end, up $1.0 billion since October 31, 2008. The increase
in available-for-sale securities is attributable to a $2.0 billion increase in
acquisitions of securities issued or guaranteed by the Government of Canada,
partly offset by a decrease in other debt securities. Held-for-trading securities
rose $3.1 billion from the previous year due to growth in equity securities
and other debt securities as part of business strategies on the financial
markets. The Bank’s market risk management policies are described on
pages 59 to 61 of this Annual Report. Lastly, securities purchased under
reverse repurchase agreements stood at $7.6 billion as at October 31, 2009,
a slight $0.2 billion decrease from the same date last year.

Loans and acceptances
Accounting foralmost 44% of total assets, loans and acceptances amounted
to $58.4 billion as at October 31, 20009, for an increase of $2.4 billion or 4%.

Outstanding mortgage loans totalled $15.0 billion as at October 31, 2009,
down $0.4 billion due in large part to a $0.8 billion increase in securitized
loans and a $0.2 billion increase in mortgage loans transferred to a mutual
fund, partly offset by a $0.3 billion decrease in mortgage-backed securities
retained. As at October 31, 2009, mortgage loans, including securitized loans,
amounted to $23.3 billion versus $23.1 billion a year earlier. The modest
growth in conventional mortgage loans was mainly due to the popularity of
home equity lines of credit.

Personal loans and credit card receivables totalled $18.3 billion at year-
end 2009, up 17% from $15.7 billion at year-end 2008. This significant
increase owes to the volumes generated by the various partnerships entered
into by the Bank as well as to home equity lines of credit. At $1.9 billion before
securitization, credit card receivables were unchanged from October 31, 2008.
As at October 31, 2009, the Bank had securitized $1.2 billion in credit card
receivables, the same amount as last fiscal year.

Totalling $25.1 billion at October 31, 2009, loans and acceptances to
businesses and government consisted mostly of $16.4 billion in loans to
small and medium-sized enterprises, for an increase of about $0.9 billion
sinceyear-end 2008. Corporate loans and acceptances were unchanged from
2008, totalling $7.0 billion as at October 31, 2009.

Table 8 on page 71 shows, among other information, commercial loans
by industry type as at October 31, 2009 and 2008 and as at September 30
for the years 2005 to 2007. In 2009, the proportion of residential mortgage
loansto total loans fell slightly to 28.1% from 29.4% in 2008, while personal
loans now account for 34.3% of total loans versus 30.1% in 2008. The main
reason for these changes was the popularity of home equity lines of credit
over conventional residential mortgage loans. As for commercial loans, the
construction and real estate industry’s share of the portfolio continued to
grow, rising from 2.4% of loans outstanding in 2008 to 3.2% in 2009. The
financial institutions industry, on the other hand, represented only 5.7% of
the loan portfolio as at October 31, 2009 compared to 6.6% a year earlier.

Impaired loans
Gross impaired loans totalled $407 million as at October 31, 2009 versus
$307 million as at October 31, 2008, for an increase of 33% (see Table 9 on
page 71). These loans represented 7% of adjusted tangible capital and
allowances, for a slight 1% increase since October 31, 2008. Net of specific
allowances, impaired loans totalled $223 million, representing a year-over-
year increase of $54 million owing to almost all types of impaired loans but,
more specifically, to credit granted to corporations.

A detailed description of the Bank’s credit risk management practices
is provided on pages 56 to 59 of this Annual Report as well as in Note 5 to
the consolidated financial statements.

Other assets

As at October 31, 2009, other assets amounted to $13.7 billion compared
to $15.6 billion at the same date in 2008. This item consists mainly of the
fair value of derivative financial instruments, premises and equipment,
goodwill, intangible assets, amounts due from clients, dealers and brokers,
and other assets. The $1.9 billion decrease stems mainly from a decrease in
the fair value of derivative financial instruments, which totalled $7.5 billion
as at October 31, 2009 versus $9.8 billion at the same date a year earlier.

Deposits

Deposits totalled $75.2 billion as at October 31, 2009, a slight $0.9 billion
or 1% decrease from last year. Personal deposits of $34.6 billion, as shown
in Table 10 on page 72, accounted for 46% of all deposits, for an increase of
$1.5 billion or 5%. This increase was mainly due to client preference for
traditional savings products in uncertain economic conditions, particularly
transaction accounts and the high-interest CashPerformeraccount. An overview
of total personal savings is provided on page 44.

As at October 31, 2009, commercial deposits totalled $18.4 billion, up
$2.1 billion from last year as businesses, like individuals, were more prudent
in managing their liquidity. At $22.2 billion, purchased funds decreased
$4.5 billion from $26.7 billion last year, as the Bank reduced its cash as the
interbank market gradually returned to normal. In 2009, purchased funds
came more from the United States, which explains the increase in U.S. deposits
from $4.3 billion as at October 31, 2008 to $7.1 billion at the end of fiscal
2009.
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Other liabilities

Other liabilities, excluding acceptances, totalled $41.5 billion as at
October 31, 2009, up 6% from $39.2 billion the previous year. This year-over-
year increase was largely the result of a $5.6 billion increase in securities
sold under repurchase agreements and a $1.3 billion increase in other
liabilities. These increases were offset by a $2.6 billion decrease in obligations
related to securities sold short and a $2.6 billion decline in the fair value of
derivative financial instruments.

Subordinated debentures

Subordinated debentures stood at $2.0 billion at year-end, a $238 million
decrease from last year due to a repurchase for cancellation of $250 million
in subordinated debentures on April 16, 2009 as well as to the change in the
adjustment to the carrying value of debentures covered by a fair value
hedge.

Contractual obligations

As at October 31, 2009
(millions of dollars)

Less than 1to 3to Over
lyear 3years 5years 5years Total
Long-term financing 864 - - - 864
Subordinated debentures - - - 1,897 1,897
Obligations under leases
for premises, equipment
and furniture, contracts
for outsourced IT services,
and other contracts® 538 796 520 539 2,393
1,402 796 520 2,436 5,154

(1) The majority of these commitments are related to operating leases.

Non-controlling interest

Non-controlling interest was $1.2 billion as at October 31, 2009, for a
$0.8 billion decrease that resulted mainly from a decrease in non-controlling
interests in consolidated entities in accordance with the application of
AcG-15, since certain Innocap Investment Management Inc. funds no longer
met the consolidation criteria. Foradditional information, refer to the Special
Purpose Entities table on page 47 and to Note 21 to the consolidated financial
statements.

Shareholders’ equity
As at October 31, 2009, the Bank’s shareholders’ equity totalled $6.5 billion
versus $5.5 billion as at October 31, 2008. The Consolidated Statement of
Changes in Shareholders’ Equity, which appears on page 81 of this Annual
Report, presents the items that make up shareholders’ equity. The increase
was mainly due to net income less dividend payments and the issuances of
preferred shares.

During 2009, the Bank issued First Preferred Shares Series 24 and 26
for a total consideration of $315 million. The Bank did not repurchase any
common shares during the year.
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As at October 31, 2009, the Bank had 161.2 million common shares
issued and outstanding compared to 159.4 million a year earlier. In addition,
six series of preferred shares were outstanding at year-end. The table below
provides the details of the capital stock.

Shares and stock options

Number
As at October 31, 2009 of shares S million
First Preferred Shares
Series 15 8,000,000 200
Series 16 8,000,000 200
Series 20 6,900,000 173
Series 21 8,050,000 201
Series 24 6,800,000 170
Series 26 5,800,000 145
43,550,000 1,089
Common shares 161,201,125® 1,729
Stock options 7,798,096

(2) As at November 27, 2009, there were 161,682,766 common shares and 7,773,051 stock
options outstanding.

Regulatory capital

The Bank’s Tier 1 and total capital ratios, according to the rules of the Bank
for International Settlements (BIS) — Basel Il — were 10.7% and 14.3%,
respectively, as at October31, 2009 compared to 9.4% and 13.2%, respectively,
as at October 31, 2008.

The increase in the capital ratios is attributable to the net income for
the yearand to the issuances of preferred shares in an amount of $315 million.
The total capital ratio was also affected by the repurchase of $250 million in
subordinated debentures. Under the rules of Basel Il, risk-weighted assets
remained stable at $58.6 billion as at October 31, 2009 compared to
$58.1 billion as at October 31, 2008.

If these ratios had been calculated using the former BIS rules — Basel |
—theywould have been 11.5% and 15.2%, respectively, as at October31, 2009
compared to 10.1% and 14.1%, respectively, as at October 31, 2008. Under
Basel I, risk-weighted assets would have been $56.3 billion as at
October 31, 2009. For additional information, refer to Table 14 on
page 74.

Subject to Superintendant approval, the Bank will use the Advanced
Internal Rating-Based Approach (the Advance IRB Approach) for credit risk to
calculate capital ratios starting in the first quarter of 2010. Using this approach
will translate into an increase in Tier 1 capital ratio by 125 to 150 basis
points.

Capital management standards and procedures are explained in greater
detail on pages 53 and 54 of this Annual Report. Additional information about
capital management is provided in Tables 11 to 14 and on pages 72 to 74 as
well as in Note 6 to the consolidated financial statements.
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Related party transactions

The Bank grants loans to its directors and officers under various conditions.
Loans to eligible officers are granted under the same conditions as those
applicable to loans granted to any other employee of the Bank. The principal
conditions are as follows: the employee must meet the same credit requirements
as a client; mortgage loans are granted at the posted rate less 2%; personal
loans bearinterest at the client rate divided by two; credit card advances bear
interest ata prescribed fixed rate in accordance with Bank policy; and personal
lines of credit bear interest at the Canadian prime rate less 3%, but never
lowerthan Canadian prime divided by two. The amounts granted by the Bank
to its directors and officers are not material.

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

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

In the normal course of business, the Bank provides various banking
services and concludes contractual agreements and other transactions with
companies over which it has significant influence as well as with directors
and officers under conditions similar to those offered to non-related third
parties.

Moreover, the Bank offers the Deferred Stock Unit Plan to directors who
are not Bank employees. For additional information, refer to Note 24 to the
consolidated financial statements.

Master asset vehicles

On August 20, 2007, the Bank announced a number of measures to relieve
its clients from the uncertainties related to the liquidity problem in the asset-
backed commercial paper (ABCP) market. During the fourth quarter of 2007,
the Bank purchased $2,138 million of ABCP, issued by 26 trusts, including
$1,084 million from mutual funds and $559 million from pooled funds
administered by the Bank, as well as the ABCP held by its individual retail
clients and certain other clients. This amount was in addition to the $156 million
of ABCP already held by the Bank.

On December 23, 2007, the Pan-Canadian Investors Committee for
Third-Party Structured ABCP approved an agreement in principle to restructure
the affected series of ABCP issued by 20 trusts. On December 24, 2008, an
agreement was reached between all the main stakeholders, including the
governments of Canada, Quebec, Ontario and Alberta, concerning the
restructuring of $32 billion in third-party ABCP. The implementation of the
restructuring plan was finalized on January 21, 2009.

Restructuring plan
The affected ABCP was replaced with new longer-term floating rate notes with

maturities designed to more closely match the maturities of the underlying
assets, with the pooling of certain assets as well as the establishment of
margin funding facilities to support any future collateral calls.

The series of affected ABCP supported in whole or in part by synthetic
assets were pooled into the Master Asset Vehicles (I and II) as follows:

—  Master Asset Vehicle | (MAV I) is a vehicle for investors who elected to
commit their pro rata share of a margin funding facility associated with
their underlying assets;

- Master Asset Vehicle Il (MAV II) is a vehicle for investors who elected
to commit less than, or none of their pro rata share of a margin funding
facility, in which case third parties will fund the remaining portion.

The margin funding facilities in MAV | and MAV |l are provided by third-
party lenders, including Canadian banks, asset providers, noteholders and
the governments of Canada, Quebec, Ontario and Alberta. The facilities
provided by the governments rank senior to all other margin funding facilities
and, in the event of margin calls, they will be the last in and the first out.
These facilities are designed to reduce the risk that the newly formed vehicles
will not be able to meet margin calls if future circumstances warrant them.
The Bank committed to contribute $911 million to these margin funding
facilities. As at October 31, 2009, no amount had been advanced by the
Bank.

The key parties to the restructuring also agreed to enhance the transaction
by including a moratorium of 18 months following the closure, i.e.,
January 21, 2009, during which time margin calls would not be permitted.

In connection with the contribution to MAV | and MAV Il of assets supported
by the margin funding facility, investors received a mix of Class A-1, Class A-2,
Class B and Class C notes with an expected maturity in January 2017. Ineligible
assets in MAV | and MAV Il were segregated, and noteholders holding series
of ABCP secured in part by ineligible assets received ineligible asset (IA)
tracking notes that reflect the performance of the underlying individual
asset.

Athird vehicle, which silos each series secured exclusively by traditional
assets or ineligible assets, was created under Master Asset Vehicle Il (MAV
). Two main types of notes were created in MAV IlI: TA tracking notes for
traditional assets and IA tracking notes forineligible assets. All tracking notes
are tied to the net return and maturities of their respective underlying
assets.

On January 21, 2009, MAV | and MAV Il Class A-1 and Class A-2 notes
were assigned an “A” rating. On August 11, 2009, MAV Il Class A-2 notes were
downgraded to BBB (low), and the rating “under review with negative
implications” was maintained. The ratings assigned to MAV | Class A-2 notes
were also rated “under review with negative implications.” The “A” ratings of
Class A-1 notes issued by the MAVs were maintained. During the last two
quarters of 2009, credit premiums improved.
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As at October 31, 2009, the face value of ABCP held by the Bank was
$1,954 million ($2,198 million as at October 31, 2008), of which $1,685 million
was designated as Held-for-trading securities under the fair value option,
and an amount of $269 million was classified as Available-for-sale securities
($2,198 million classified in Available-for sale securities as at October 31,
2008). During the fourth quarter of 2009, the Bank received principal repayment
related to the ABCP notes for a total of $18 million. In the third quarterof 2009,
a note of $29 million was extinguished and the Bank received $47 million in
principal repayments. In the second quarter of 2009, a credit default swap
excluded from the moratorium was terminated and the Bank’s share in the
notes related to this derivative was $43 million; the Bank also received a
principal repayment related to the ABCP notes for an amount of $69 million.
The table below provides a breakdown of the ABCP face value as at
October 31, 2009:

(millions of dollars)

MAV |
Class A-1 604
Class A-2 553
Class B 94
Class C 39
IA tracking notes for ineligible assets 77
Total MAV | 1,367
MAV I
Class A-1 98
Class A-2 79
Class B 14
Class C 6
IA tracking notes for ineligible assets 11
Total MAV II 208
MAV I
TA tracking notes for traditional assets 85
IA tracking notes for ineligible assets 148
Total MAV 11 233
ABCP not included in the Pan-Canadian restructuring plan 146
Total 1,954

Establishing fair value

To determine the value of the ABCP it is holding, the Bank has established
ranges of estimated fair value. The carrying value of the ABCP held by the
Bankin an investment portfolio as at October 31, 2009, designated as Held-
for-trading securities, was $1,147 million, and $78 million was classified in
Available-for-sale securities ($1,529 million classified in Available-for-sale
securities as at October 31, 2008). The notes held in an investment portfolio
with one or more embedded derivatives were designated as Held-for-trading
securities under the fair value option, and the other notes were classified in
Available-for-sale securities. For fiscal 2009, a loss of $190 million was
recorded in Losses on available-for-sale securities, net in the Consolidated
Statement of Income following implementation of the restructuring plan.
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The table below provides a breakdown of the carrying value of ABCP
held as at October 31, 2009:

Residual contractual maturities

(millions of dollars)

1to5 More than

years 5 years Total
MAV | and MAV Il 9 1,027 1,036
MAV 111 33 11 44
ABCP not included in the Pan-Canadian
restructuring plan 36 109 145
Carrying value of the notes 78 1,147 1,225
Margin funding facilities - 63) (63)
Total 78 1,084 1,162

In establishing the fair value of the MAV notes and excluding ineligible
assets, the Bank considered the quality of the underlying assets. The Bank
determined the fairvalue using a discounted cash flow analysis. The discount
rate is based 80% on the CDX.IG index tranches and 20% on a basket of
securities backed by assets such as credit card receivables, Residential
Mortgage-Backed Securities (RMBS), Commercial Mortgage-Backed Securities
(CMBS) and automobile loans. Credit ratings and coupons are based on the
anticipated terms of the MAV notes. Maturities are based on the anticipated
cash flows of the underlying assets.

Forineligible assets, the fair value of the tr