/ Consolidated financial statements

Management’s responsibility for financial reporting

The accompanying consolidated financial statements of Royal Bank of
Canada were prepared by management, which is responsible for the
integrity and fairness of the information presented, including the many
amounts that must of necessity be based on estimates and judgments.
These consolidated financial statements were prepared in accordance
with Canadian generally accepted accounting principles, including the
accounting requirements of the Superintendent of Financial Institutions
Canada. Financial information appearing throughout this Annual Report
is consistent with these consolidated financial statements. Management
has also prepared consolidated financial statements for Royal Bank of
Canada in accordance with United States generally accepted accounting
principles, and these consolidated financial statements have also been
provided to shareholders.

In discharging its responsibility for the integrity and fairness of the
consolidated financial statements and for the accounting systems from
which they are derived, management maintains the necessary system of
internal controls designed to ensure that transactions are authorized,
assets are safeguarded and proper records are maintained. These controls
include quality standards in hiring and training of employees, policies and
procedures manuals, a corporate code of conduct and accountability for
performance within appropriate and well-defined areas of responsibility.

The system of internal controls is further supported by a compliance
function, which ensures that the bank and its employees comply with
securities legislation and conflict of interest rules, and by an internal audit
staff, which conducts periodic audits of all aspects of the bank’s operations.

The Board of Directors oversees management’s responsibilities
for financial reporting through an Audit Committee, which is composed
entirely of directors who are neither officers nor employees of the bank.

Auditors’ report
To the shareholders of Royal Bank of Canada

We have audited the consolidated balance sheet of Royal Bank
of Canada as at October 31, 2001 and 2000, and the consolidated
statements of income, changes in shareholders’ equity and cash flows for
each of the years in the three-year period ended October 31, 2001.
These consolidated financial statements are the responsibility of the
bank’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

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

/ Consolidated financial statements

This Committee reviews the consolidated financial statements of the
bank and recommends them to the board for approval. Other key respon-
sibilities of the Audit Committee include reviewing the bank’s existing
internal control procedures and planned revisions to those procedures,
and advising the directors on auditing matters and financial reporting
issues. The bank’s Compliance Officer and Chief Internal Auditor have
full and unrestricted access to the Audit Committee.

At least once a year, the Superintendent of Financial Institutions
Canada makes such examination and enquiry into the affairs of the
bank as deemed necessary to ensure that the provisions of the Bank
Act, having reference to the safety of the depositors and shareholders
of the bank, are being duly observed and that the bank is in sound
financial condition.

Deloitte & Touche LLP and PricewaterhouseCoopers LLP, indepen-
dent auditors appointed by the shareholders of the bank upon the
recommendation of the Audit Committee, have performed an independent
audit of the consolidated financial statements and their report follows.
The shareholders’ auditors have full and unrestricted access to the Audit
Committee to discuss their audit and related findings.

Gordon M. Nixon
President & Chief Executive Officer

Peter W. Currie
Vice-Chairman & Chief Financial Officer

Toronto, November 20, 2001

In our opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the bank as at
October 31, 2001 and 2000, and the results of its operations and
its cash flows for each of the years in the three-year period ended
October 31, 2001, in accordance with Canadian generally accepted
accounting principles, including the accounting requirements of the
Superintendent of Financial Institutions Canada.

We also reported separately on November 20, 2001, to the share-
holders of the bank on our audit, conducted in accordance with Canadian
generally accepted auditing standards, where we expressed an opinion
without reservation on the October 31, 2001 and 2000, consolidated
financial statements, prepared in accordance with United States gener-
ally accepted accounting principles.

Deloitte & Touche LLP
PricewaterhouseCoopers LLP

Chartered Accountants

Toronto, November 20, 2001
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Consolidated balance sheet

As at October 31 ($ millions) 2001 2000
Assets
Cash resources
Cash and deposits with banks $ 1,792 | $ 947
Interest-bearing deposits with other banks 15,743 15,461
17,535 16,408
Securities
Trading account (includes $3,649 pledged in 2001) 58,192 45,477
Investment account (includes $2,559 pledged in 2001) 21,877 14,266
Loan substitute 438 465
80,507 60,208
Loans
Residential mortgage 67,442 62,984
Personal 32,511 28,019
Credit card 4,283 4,666
Business and government 67,152 60,546
Assets purchased under reverse repurchase agreements 35,870 18,303
207,258 174,518
Allowance for loan losses (2,278) (1,871)
204,980 172,647
Other
Derivative-related amounts 27,240 19,155
Customers’ liability under acceptances 9,923 11,628
Premises and equipment 1,602 1,249
Goodwill 4,919 648
Other intangibles 619 208
Other assets 11,935 7,589
56,238 40,477
$ 359,260 | $ 289,740
Liabilities and shareholders’ equity
Deposits
Personal $ 101,381 | $ 89,632
Business and government 107,141 93,618
Bank 24,925 19,646
233,447 202,896
Other
Acceptances 9,923 11,628
Obligations related to securities sold short 16,443 13,419
Obligations related to assets sold under repurchase agreements 20,864 9,005
Derivative-related amounts 28,646 18,574
Other liabilities 23,979 14,149
99,855 66,775
Subordinated debentures 6,314 5,825
Non-controlling interest in subsidiaries 1,479 703
Shareholders’ equity
Capital stock
Preferred 2,024 2,037
Common (shares issued and outstanding — 674,020,927 and 602,397,936) 6,973 3,076
Retained earnings 9,168 8,428
18,165 13,541
$ 359,260 | $ 289,740

Gordon M. Nixon
President & Chief Executive Officer
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Robert B. Peterson
Director
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Consolidated statement of income

For the year ended October 31 ($ millions) 2001 2000 1999
Interest income
Loans $ 13,195 | $ 12,616 $ 11,287
Securities 3,281 2,669 2,190
Deposits with banks 831 824 726
17,307 16,109 14,203
Interest expense
Deposits 8,712 9,057 7,636
Other liabilities 1,673 1,429 1,161
Subordinated debentures 405 344 286
10,790 10,830 9,083
Net interest income 6,517 5,279 5,120
Other income
Capital market fees 1,870 1,810 1,209
Trading revenues 1,820 1,540 1,106
Investment management and custodial fees 895 684 547
Deposit and payment service charges 887 756 688
Mutual fund revenues 546 528 479
Card service revenues 458 420 362
Foreign exchange revenue, other than trading 312 299 243
Credit fees 237 212 189
Insurance revenues 201 191 161
Securitization revenues 123 115 222
Gain (loss) on sale of securities (128) (11) 28
Gain from divestitures 445 - -
Other 549 188 246
8,215 6,732 5,480
Gross revenues 14,732 12,011 10,600
Provision for credit losses 1,119 691 760
13,613 11,320 9,840
Non-interest expenses
Human resources 5,723 4,651 4,013
Occupancy 724 570 564
Equipment 771 665 677
Communications 686 695 699
Professional fees 412 267 298
Amortization of goodwill and other intangibles 284 87 66
Other 1,155 646 743
9,755 7,581 7,060
Net income before income taxes 3,858 3,739 2,780
Income taxes 1,340 1,445 1,015
Net income before non-controlling interest 2,518 2,294 1,765
Non-controlling interest in net income of subsidiaries 107 20 8
Net income $ 2411 | $ 2274 $ 1,757
Preferred share dividends 135 134 157
Net income available to common shareholders $ 2276 | $ 2,140 $ 1,600
Average number of common shares (in thousands) 641,516 606,389 626,158
Earnings per share (in dollars) $ 355 | $ 353 % 2.55
Average number of diluted common shares (in thousands) 647,216 609,865 632,305
Diluted earnings per share (in dollars) $ 352 | $ 351 % 2.53
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Consolidated statement of changes in shareholders’ equity

For the year ended October 31 ($ millions) 2001 2000 1999
Preferred shares
Balance at beginning of year $ 2,037 | $ 2,009 $ 2,144
Issued 250 - 296
Redeemed for cancellation (300) - (400)
Translation adjustment on shares denominated in foreign currency 37 28 (31)
Balance at end of year 2,024 2,037 2,009
Common shares
Balance at beginning of year 3,076 3,065 2,925
Issued 4,009 109 192
Purchased for cancellation (112) (98) (52)
Balance at end of year 6,973 3,076 3,065
Retained earnings
Balance at beginning of year 8,428 7,541 6,823
Net income 2,411 2,274 1,757
Preferred share dividends (135) (134) (157)
Common share dividends (897) (689) (588)
Cumulative effect of initial adoption of Employee Future Benefits
accounting standard, net of related income taxes (221) - -
Premium paid on common shares purchased for cancellation (397) (562) (281)
Issuance costs, net of related income taxes (19) (4) 9)
Unrealized foreign currency translation gains and losses,
net of hedging activities and related income taxes (2) 2 (4)
Balance at end of year 9,168 8,428 7,541
Shareholders’ equity at end of year $ 18,165 | $ 13,541 $ 12,615
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Consolidated statement of cash flows

For the year ended October 31 ($ millions) 2001 2000 1999
Cash flows from operating activities
Net income $ 2411 | $ 2274 % 1,757
Adjustments to determine net cash provided by (used in) operating activities
Provision for credit losses 1,119 691 760
Depreciation 389 370 389
Restructuring 91 - 153
Amortization of goodwill and other intangibles 284 87 66
Gain on sale of premises and equipment 42) (4) (95)
Gain from divestitures (445) - -
Change in accrued interest receivable and payable (142) 78 (81)
Net loss (gain) on sale of investment securities 128 11 (28)
Changes in operating assets and liabilities
Deferred income taxes (165) (193) 127
Current income taxes payable (460) (434) 487
Unrealized gains and amounts receivable on derivative contracts (8,076) (4,004) 15,262
Unrealized losses and amounts payable on derivative contracts 10,070 3,355 (14,151)
Trading account securities (11,836) (12,493) (4,437)
Obligations related to securities sold short 2,869 (4,466) 3,481
Other (3,398) 399 782
Net cash provided by (used in) operating activities (7,203) (14,329) 4,472
Cash flows from investing activities
Change in loans (1,130) (11,713) 1,632
Proceeds from sale of investment securities 12,503 10,947 5,163
Proceeds from the maturity of investment securities 14,021 16,769 10,839
Purchases of investment securities (27,578) (24,953) (20,921)
Decrease in loan substitute securities 27 70 224
Change in interest-bearing deposits with other banks (135) 5,125 (6,596)
Net acquisitions of premises and equipment (370) (281) (301)
Net proceeds from sale of real estate 57 - 815
Change in assets purchased under reverse repurchase agreements (17,474) 1,969 (365)
Net cash used in acquisition of subsidiaries (3,120) (323) (133)
Net proceeds on divestitures 478 - -
Net cash used in investing activities (22,721) (2,390) (9,643)
Cash flows from financing activities
Issue of RBC Trust Capital Securities (RBC TruCS) 750 650 -
Increase in deposits 19,225 14,882 7,892
Issue of subordinated debentures 1,025 1,200 700
Subordinated debentures matured 42) (20) (123)
Subordinated debentures redeemed (538) - -
Issue of preferred shares 250 - 296
Preferred shares redeemed for cancellation (300) - (400)
Issuance costs (19) (4) (9)
Issue of common shares 657 59 17
Common shares redeemed for cancellation (509) (660) (333)
Dividends paid (972) (791) (735)
Change in securities sold under repurchase agreements 11,629 (391) (1,868)
Change in liabilities of subsidiaries (387) 281 (215)
Net cash provided by financing activities 30,769 15,206 5,222
Net change in cash and deposits with banks 845 (1,513) 51
Cash and deposits with banks at beginning of year 947 2,460 2,409
Cash and deposits with banks at end of year $ 1,792 | $ 947 $ 2,460

Supplemental disclosure of cash flow information
Amount of interest paid in year $ 11,149 | $ 10,698 $ 8,989

Amount of income taxes paid in year $ 1443 | $ 2,007 $ 542
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NOTE 1 | Significant accounting policies

Pursuant to the Bank Act, these consolidated financial statements are
prepared in accordance with Canadian generally accepted accounting
principles (GAAP), including the accounting requirements of the Super-
intendent of Financial Institutions Canada. The bank has also prepared
consolidated financial statements in accordance with United States
GAAP and these have also been provided to shareholders. Note 20 of the
consolidated financial statements describes and reconciles the differ-
ences between Canadian and United States GAAP.

GAAP requires management to make estimates and assumptions
that affect the amounts reported in the consolidated financial statements.
Actual results could differ from those estimates.

Certain comparative amounts have been reclassified to conform with
the current year’s presentation.

The significant accounting policies followed in the preparation of
these consolidated financial statements are summarized below:

Basis of consolidation

The consolidated financial statements include the assets and liabilities
and results of operations of all subsidiaries after elimination of inter-
company transactions and balances. The bank has accounted for the
acquisition of subsidiaries using the purchase method. The equity
method is used to account for investments in associated corporations in
which the bank has significant influence. These investments are reported
in Other assets. The bank’s share of earnings, and gains and losses real-
ized on dispositions of these investments are included in Other income.
The proportionate consolidation method is used to account for invest-
ments in which the bank exercises joint control, whereby the bank’s pro
rata share of assets, liabilities, income and expenses are consolidated.

Translation of foreign currencies
Assets and liabilities denominated in foreign currencies are translated into
Canadian dollars at rates prevailing on the balance sheet date; income
and expenses are translated at average rates of exchange for the year.
Unrealized foreign currency translation gains and losses (net of
hedging activities and related income taxes) on investments in foreign
branches, subsidiaries and associated corporations where the functional
currency is other than the Canadian dollar are recorded in Retained earn-
ings. On disposal of such investments, the accumulated net translation
gain or loss is included in Other income. Other foreign currency translation
gains and losses (net of hedging activities) are included in Other income.

Securities
Securities are classified at the time of purchase, based on management’s
intentions, as Trading account or Investment account.

Trading account securities, which are purchased for resale over a
short period of time, are stated at estimated current market value.
Obligations to deliver trading securities sold but not yet purchased are
recorded as liabilities and carried at fair value. Realized and unrealized
gains and losses on these securities are recorded in Trading revenues in
Other income. Interest income accruing on Trading account securities is
recorded in Interest income from securities. Interest expense accruing
on interest-bearing securities sold short is recorded in Interest expense.

Investment account securities include securities that may be
sold in response to or in anticipation of changes in interest rates and
resulting prepayment risk, changes in funding sources or terms, or to
meet liquidity needs. Investment account equity securities are stated
at cost and investment account debt securities at amortized cost.
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Premiums and discounts on debt securities are amortized to Interest
income from securities using the yield method over the period to matu-
rity of the related securities. Gains and losses realized on disposal of
securities, which are calculated on an average cost basis, and write-
downs to reflect other than temporary impairment in value are included
in Gain on sale of securities in Other income.

Loan substitute securities are client financings that have been
structured as after-tax investments rather than conventional loans in
order to provide the issuers with a borrowing rate advantage. Such secu-
rities are accorded the accounting treatment applicable to loans and,
if required, are reduced by an allowance for credit losses.

Loans
Loans are stated net of an allowance for loan losses and unearned income,
which comprises unearned interest and unamortized loan fees.

Loans are classified as impaired when there is no longer reasonable
assurance of the timely collection of the full amount of principal or inter-
est. Whenever a payment is 90 days past due, loans other than credit
card balances and Canadian government guaranteed loans are classified
as impaired unless they are fully secured or collection efforts are reason-
ably expected to result in repayment of debt. Credit card balances are
written off when a payment is 180 days in arrears. Canadian government
guaranteed loans are classified as impaired when the loan is contractu-
ally 365 days in arrears. When a loan is identified as impaired, the
accrual of interest is discontinued and any previously accrued but
unpaid interest on the loan is charged to the provision for credit losses.
Interest received on impaired loans is credited to the allowance for loan
losses on that loan. Impaired loans are returned to performing status
when all amounts including interest have been collected, all charges for
loan impairment have been reversed and the credit quality has improved
such that there is reasonable assurance of timely collection of principal
and interest.

When a loan has been identified as impaired, the carrying amount
of the loan is reduced to its estimated realizable amount, measured by
discounting the expected future cash flows at the effective interest rate
inherent in the loan. In subsequent periods, recoveries of amounts pre-
viously written off and any increase in the carrying value of the loan is
credited to the provision for credit losses on the consolidated income
statement. Where a portion of a loan is written off and the remaining
balance is restructured, the new loan is carried on an accrual basis when
there is no longer any reasonable doubt regarding the collectibility of
principal or interest, and payments are not 90 days past due.

Collateral is obtained if, based on an evaluation of the client’s
creditworthiness, it is considered necessary for the client’s overall bor-
rowing facility.

Assets acquired in respect of problem loans are recorded at the lower
of their fair value or the carrying value of the loan at the date of transfer.
Any excess of the carrying value of the loan over the fair value of the assets
acquired is recognized by a charge to the provision for loan losses.

Fees that relate to such activities as originating, restructuring or rene-
gotiating loans are deferred and recognized as Interest income over the
expected term of such loans. Where there is reasonable expectation that a
loan will result, commitment and standby fees are also recognized as
Interest income over the expected term of the resulting loan. Otherwise,
such fees are recorded as Other liabilities and amortized to Other income
over the commitment or standby period.



Allowance for credit losses

The allowance for credit losses is maintained at a level that management
considers adequate to absorb identified credit related losses in the portfo-
lio as well as losses that have been incurred, but are not yet identifiable.
The allowance relates primarily to loans but also to deposits with other
banks, derivatives, loan substitute securities and other credit instruments
such as acceptances, guarantees and letters of credit. The allowance is
increased by the provision for credit losses, which is charged to income,
and decreased by the amount of write-offs, net of recoveries.

The allowance is determined based on management’s identification
and evaluation of problem accounts; estimated probable losses that exist
on the remaining portfolio; and on other factors including the composi-
tion and quality of the portfolio, and changes in economic conditions.

Specific

Specific allowances are maintained to absorb losses on both specifically
identified borrowers and other more homogeneous loans that have
become impaired. The losses relating to identified large business and
government debtors are estimated based on the present value of expected
payments on an account-by-account basis. The losses relating to other
portfolio-type products, excluding credit cards, are based on net write-off
experience over an economic cycle. For credit cards, no specific allowance
is maintained as balances are written off if no payment has been received
after 180 days. Personal loans are generally written off at 150 days past
due. Write-offs for other loans are generally recorded when there is no
realistic prospect of full recovery.

Country risk

Country risk allowances are maintained with respect to exposures to a
number of less developed countries (LDCs) based on an overall assess-
ment of the underlying economic conditions in those countries.

General allocated

The general allocated allowance represents the best estimate of probable
losses within the portion of the portfolio that has not yet been specifically
identified as impaired. This amount is established through the applica-
tion of expected loss factors to outstanding and undrawn facilities.
The general allocated allowance for large business and government loans
and acceptances is based on the application of expected default and loss
factors, determined by statistical loss migration analysis, delineated by
loan type and rating. For more homogeneous portfolios, such as residen-
tial mortgages, small business loans, personal loans and credit cards,
the determination of the general allocated allowance is done on a prod-
uct portfolio basis. The losses are determined by the application of loss
ratios determined through the analysis of loss migration and write-off
trends over an economic cycle, adjusted to reflect changes in the product
offerings and credit quality of the pool.

General unallocated

The general unallocated allowance is based on management’s assess-
ment of probable, unidentified losses in the portfolio that have not been
captured in the determination of the specific, country risk or general allo-
cated allowances. This assessment includes consideration of general
economic and business conditions and regulatory requirements affecting
key lending operations, recent loan loss experience, and trends in credit
quality and concentrations. This allowance also reflects model and esti-
mation risks and does not represent future losses or serve as a substitute
for other allowances.
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Assets purchased under reverse repurchase agreements and

sold under repurchase agreements

The bank enters into short-term purchases of securities under agreements
to resell (reverse repurchase agreements) and sales of securities under
agreements to repurchase (repurchase agreements). These agreements
are treated as collateralized lending and borrowing transactions and are
carried on the consolidated balance sheet at the amounts at which the
securities were initially acquired or sold. Interest earned on reverse
repurchase agreements and interest incurred on repurchase agreements
are included in Interest income and Interest expense, respectively.

Acceptances

Acceptances are short-term negotiable instruments issued by the bank’s
customers to third parties, which are guaranteed by the bank. The poten-
tial liability under acceptances is reported as a liability in the consolidated
balance sheet. The recourse against the customer in the case of a call on
these commitments is reported as a corresponding asset of the same
amount under Other assets. Fees earned are reported in Other income.

Derivatives

Derivatives are used in sales and trading activities to provide clients with
the ability to manage their market risk exposures. Derivatives are also
used to manage the bank’s own exposures to interest, currency and other
market risks. The most frequently used derivative products are foreign
exchange forward contracts, interest rate and currency swaps, foreign cur-
rency and interest rate futures, forward rate agreements, and foreign
currency and interest rate options.

When used in sales and trading activities, the realized and unreal-
ized gains and losses on derivatives are recognized in Other income.
Market values are determined using pricing models that incorporate cur-
rent market and contractual prices of the underlying instruments, time
value of money, yield curve and volatility factors. A portion of the market
value is deferred within Derivative-related amounts in Liabilities and
amortized to income over the life of the instruments to cover credit risk
and ongoing direct servicing costs. Unrealized gains and losses are gen-
erally reported on a gross basis as Derivative-related amounts in Assets
and Liabilities, except where the bank has both the legal right and intent
to settle these amounts simultaneously in which case they are presented
on a net basis. Margin requirements and premiums paid are also
included in Derivative-related amounts in Assets, while premiums
received are shown in Derivative-related amounts in Liabilities.

When derivatives are used to manage the bank’s own exposures,
the income or expense is recognized over the life of the transaction as
an adjustment to interest income or expense. Where derivatives have
been designated and function effectively as hedges, realized gains and
losses are deferred and amortized over the life of hedged assets or
liabilities as adjustments to Interest income or Interest expense.

Premises and equipment

Premises and equipment are stated at cost less accumulated deprecia-
tion. Depreciation is recorded principally on the straight-line basis over
the estimated useful lives of the assets, which are 25 to 50 years for
buildings, 3 to 10 years for hardware, 3 to 5 years for software, 7 to
10 years for furniture, fixtures and other equipment, and lease term
plus first option period for leasehold improvements. Gains and losses on
disposal are recorded in Other income.
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NoTE 1 | Significant accounting policies (continued)

Goodwill and other intangibles

Goodwill represents the excess of the price paid for the acquisition of
subsidiaries over the fair value of the net assets acquired and is amortized
over appropriate periods of up to 20 years, except where a writedown is
required to reflect permanent impairment. Identifiable, reliably measur-
able Other intangible assets, such as core deposit intangibles and client
lists, resulting from acquisition of subsidiaries are also amortized over
appropriate periods of up to 20 years. An impairment review on unamor-
tized goodwill and other intangibles is performed periodically. Such
evaluation is based on various analyses including undiscounted cash
flow; market value is used if a sale or disposition is being considered.

Income taxes

The bank uses the asset and liability method whereby income taxes
reflect the expected future tax consequences of temporary differences
between the carrying amounts of assets or liabilities for book purposes
compared with tax purposes. Accordingly, a deferred income tax asset or
liability is determined for each temporary difference based on the tax
rates that are expected to be in effect when the underlying items of
income and expense are expected to be realized. Income taxes on the
consolidated statement of income include the current and deferred por-
tions of the expense. Income taxes applicable to items charged or
credited to Retained earnings are netted with such items.

Deferred income taxes accumulated as a result of temporary differ-
ences are included in Other assets. A valuation allowance is established
to reduce deferred income tax assets to the amount expected to be real-
ized. In addition, the consolidated statement of income contains items
that are non-taxable or non-deductible for income tax purposes and,
accordingly, cause the income tax provision to be different than what it
would be if based on statutory rates.

Pensions and other postretirement benefits

The bank adopted Canadian Institute of Chartered Accountants new stan-
dard on Employee Future Benefits on November 1, 2000, and recorded
a cumulative after-tax charge to Retained earnings of $221 million.
The bank provides a number of benefit plans which provide pension and
other benefits to qualified employees. These plans include statutory pen-
sion plans, supplemental pension plans, defined contribution plans and
health, dental and life insurance plans.

The bank funds its statutory pension plans and health, dental and
life insurance plans annually based on actuarially determined amounts
needed to satisfy employee benefit entitlements under current pension
regulations. These pension plans provide benefits based on years of ser-
vice, contributions and average earnings at retirement.

Actuarial valuations are performed on a regular basis to determine
the present value of the accrued pension benefits, based on projections of
employees’ compensation levels to the time of retirement. Investments
held by the pension funds primarily comprise equity securities, bonds and
debentures. Market-related values are used to value pension fund assets.

Pension expense consists of the cost of employee pension benefits
for the current year’s service, interest expense on the liability, expected
investment return on the market value of plan assets and the amortiza-
tion of both deferred past service costs and deferred actuarial gains and
losses. Amortization is charged over the expected average remaining
service life of employee groups covered by the plan.

The cumulative excess of pension fund contributions over the
amounts recorded as expenses is reported as a prepaid expense in Other
assets. Other postretirement benefits are reported in Other liabilities.

Defined contribution plan costs are recognized in income for ser-
vices rendered by employees during the period.
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Assets under administration and assets under management

The bank administers and manages assets owned by clients that are not
reflected on the consolidated balance sheet. Asset management fees are
earned for providing investment management services and mutual fund
products. Asset administration fees are earned for providing trust, estate
administration and custodial services. Fees are recognized and reported
in Other income as the services are provided.

Loan securitization
The bank adopted Canadian Institute of Chartered Accountants Accounting
Guideline 12, Transfers of Receivables, effective April 1, 2001.

The bank periodically securitizes loans by selling loans to indepen-
dent special-purpose vehicles or trusts that issue securities to investors.
These transactions are accounted for as sales when the bank is deemed
to have surrendered control over such assets and consideration other
than beneficial interests in these transferred assets has been received
by the bank in exchange. The bank often retains interests in the securi-
tized loans, such as interest-only strips or servicing rights, and in some
cases cash reserve accounts. Gains on these transactions are recognized
in Other income and are dependent in part on the previous carrying
amount of the loans involved in the transfer, which is allocated between
the loans sold and the retained interests, based on their relative fair
value at the date of transfer. To obtain fair values, quoted market prices
are used, if available. Quotes are generally not available for retained
interests, so the bank generally determines fair value based on the pre-
sent value of future expected cash flows using management’s best
estimates of key assumptions such as payment rates, excess spread,
credit losses and discount rates commensurate with the risks involved.

Generally, the loans are transferred on a fully serviced basis. As a
result, the bank recognizes a servicing liability on the date of transfer and
amortizes this liability to income over the term of the transferred loans.

Retained interests in securitizations that can be contractually pre-
paid or otherwise settled in such a way that the bank would not recover
substantially all of its recorded investment are classified as Investment
account securities.

Insurance operations

Earned premiums, fees, claims and changes in actuarial reserves are
included in Other income. Investments are primarily included in Invest-
ment account securities and actuarial reserves are included in Other
liabilities. Investment income is included in Interest income and admin-
istrative expenses are included in Non-interest expenses.

Premiums from long-duration contracts, primarily life insurance,
are recognized as income when due. Premiums from short-duration con-
tracts, primarily property and casualty, and fees for administrative
services are recognized over the related contract period.

Reserves represent estimated liabilities for future insurance policy
benefits. Reserves for life insurance contracts are determined using the
policy premium method, which incorporates assumptions for mortality,
morbidity, policy lapses and surrenders, investment yields, policy divi-
dends, operating and policy maintenance expenses and provision for
adverse deviations. These assumptions are updated to reflect the results of
latest empirical tests. Reserves for property and casualty insurance include
unearned premiums, representing the unexpired portion of premiums,
and estimated provisions for reported and unreported claims incurred.

Realized gains and losses on disposal of investments that support
life insurance liabilities are deferred and amortized to Other income over
a maximum period of 20 years. The differences between market value
and adjusted carrying cost of equity securities and real estate invest-
ments are reduced annually by 15% and 10%, respectively.



Deferred acquisition costs for life insurance are implicitly recog-
nized in actuarial liabilities by the policy premium method. For property
and casualty insurance these costs are classified as Other assets and
amortized over the policy term.

Future accounting changes

The Canadian Institute of Chartered Accountants issued new standards on
Business Combinations and Goodwill and Other Intangible Assets. The bank
will adopt the new standards as of November 1, 2001.

/ Consolidated financial statements

The standards require that all business combinations be accounted
for using the purchase method and establish specific criteria for the
recognition of intangible assets separately from goodwill. Under the stan-
dards, goodwill will no longer be amortized but will be subject to
impairment tests on at least an annual basis. During 2002, the bank will
perform the required impairment tests on goodwill recorded as of
November 1, 2001.

Goodwill amortized to income for the year ended October 31,
2001, is $246 million.

NoTE 2 | Significant acquisitions and dispositions

Acquisitions

During the year, the bank acquired Liberty Life Insurance Company and
Liberty Insurance Services Corporation (Liberty), Dain Rauscher
Corporation (Dain Rauscher), Centura Banks, Inc. (Centura) and Tucker
Anthony Sutro Corporation (Tucker Anthony Sutro). Adjustments to

goodwill are permitted up to one year after the acquisition has closed
in order to incorporate refinements to the initial fair value estimates
of assets and liabilities acquired. The details of these acquisitions are
as follows:

Liberty Dain Rauscher Centura Tucker Anthony Sutro
Acquisition date November 1, 2000 January 10, 2001 June 5, 2001 October 31, 2001
Business segment Insurance Wealth Management Personal & Wealth Management
and Corporate & Commercial Banking and Corporate &
Investment Banking Investment Banking
Percentage of
shares acquired 100% 100% 100% 100%
Cost $890 $1,838 $3,331 $943

Purchase consideration

Assets were purchased with
a dividend of US$70 paid
from Liberty Life Insurance

Each Dain Rauscher
common share

was purchased

for US$95 cash

Approximately

67 million RBC common
shares were issued,
valued at $49.20 each

Each Tucker Anthony Sutro
common share was
purchased for US$24 cash

Company plus US$580 cash

Goodwill $189 $1,544

$1,868 $692
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NOTE 2 | Significant acquisitions and dispositions (continued)

Fair values of net assets acquired

Dain Tucker
Liberty Rauscher Centura Anthony Sutro Total
Fair value of assets acquired

Cash resources $ 7 % 111 $ 518 $ 54 % 690
Securities 1,816 528 4,819 385 7,548
Loans - 2,405 12,002 - 14,407
Premises and equipment 43 74 244 48 409
Core deposit intangibles - - 395 - 395
Other intangibles - - 12 - 12
Other assets 218 601 687 344 1,850
$ 2,084 $ 3719 $ 18677 $ 831 $ 25,311

Fair value of liabilities assumed
Deposits $ - $ 127 $ 11,195 $ 4 $ 11,326
Obligations related to assets sold under repurchase agreements - 86 136 8 230
Other liabilities 1,383 3,212 5,883 568 11,046
1,383 3,425 17,214 580 22,602
Fair value of identifiable net assets acquired $ 701 % 294 $ 1,463 % 251 % 2,709
Goodwill 189 1,544 1,868 692 4,293
Total purchase consideration $ 890 $ 1,838 $ 3,331 $ 943 $ 7,002

The following unaudited supplemental pro forma information has been
prepared to give effect to these acquisitions as if they had occurred at
the beginning of the year.

This information is the result of a calculation that combines the
bank’s results of operations for the years presented with each of
the acquired companies’ results of operations prior to the acquisition
date, and adjusts for goodwill amortization, core deposit intangible

Unaudited pro forma combined condensed results of operations

amortization, funding costs and significant merger-related items as if
these acquisitions had occurred at the beginning of the year.

The unaudited pro forma combined condensed results of operations
are not intended to reflect the results of operations that would have actu-
ally resulted had these transactions occurred at the beginning of the
year, or the results which may be obtained in the future.

2001 2000
Net interest income $ 6930 $ 6,128
Other income 9,531 9,530
Gross revenues 16,461 15,658
Provision for credit losses 1,165 741
Non-interest expenses 11,350 10,855
Income taxes 1,384 1,612
Non-controlling interest in net income of subsidiaries 107 74
Net income $ 2455 $ 2,376
Preferred share dividends 135 134
Net income available to common shareholders $ 2,320 % 2,242
Average number of diluted common shares (in thousands) 686,540 677,278
Diluted earnings per share (in dollars) $ 338 % 3.31

Dispositions

During the year, the bank sold its institutional asset management busi-
ness operated by RT Capital Management Inc. and realized a pre-tax gain
of $313 million (after-tax $251 million) recorded in Other income. The
sale agreement includes provisions based on client retention experience
six months after closing, which could potentially result in a reduction of

66A / Canadian GAAP / Royal Bank of Canada

$62 million to the after-tax gain. The bank has assessed that it is unlikely
that this payment will be made.

In addition, the bank divested certain other businesses and realized
a pre-tax gain of $132 million (after-tax $111 million) recorded in
Other income.
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NOTE 3 | Results by business and geographic segment

Personal & Corporate &
Commercial Wealth Investment  Transaction Inter-
2001 Banking Insurance M 1t Banki Pi ing Total (1) Canada national (2)
Net interest income on taxable equivalent basis $ 5,346 $ 206 385 $ 430 $ 150 $ 6,549 $ 5343 $ 1,206
Taxable equivalent adjustment 6 - - 21 - 32 26 6
Net interest income 5,340 206 385 409 150 6,517 5,317 1,200
Other income 1,976 274 3,042 2,346 563 8,215 5,343 2,872
Gross revenues 7,316 480 3,427 2,755 713 14,732 10,660 4,072
Provision for credit losses 732 - 2 407 (2) 1,119 757 362
Non-interest expenses 4,331 375 2,688 1,804 476 9,755 6,469 3,286
Net income before income taxes 2,253 105 737 544 239 3,858 3,434 424
Income taxes 943 (28) 224 208 95 1,340 1,353 (13)
Non-controlling interest 10 - - - - 107 97 10
Net income $ 1,300 $ 133 % 513 $ 336 $ 144 $ 2,411 $ 1984 $ 427
Total average assets $ 143,100 $ 5300 $ 11,200 $ 156,400 $ 2,400 $ 327,100 $ 203,700 $ 123,400

Personal & Corporate &
Commercial Wealth Investment  Transaction Inter-
2000 Banking Insurance  Management Banking Processing Total (1) Canada national (2)
Net interest income on taxable equivalent basis $ 4,705 $ 84 $ 359 $ 43 % 160 $ 5307 $ 4,796 $ 511
Taxable equivalent adjustment 6 - - 22 - 28 28 -
Net interest income 4,699 84 359 21 160 5,279 4,768 511
Other income 1,567 202 2,138 2,287 514 6,732 5,311 1,421
Gross revenues 6,266 286 2,497 2,308 674 12,011 10,079 1,932
Provision for credit losses 649 - (1) 91 (21) 691 703 (12)
Non-interest expenses 3,660 173 1,838 1,445 459 7,581 6,423 1,158
Net income before income taxes 1,957 113 660 772 236 3,739 2,953 786
Income taxes 823 (19) 244 264 102 1,445 1,344 101
Non-controlling interest 5 - - - - 20 15 5
Net income $ 1,129 $ 132 % 416 % 508 $ 134 % 2,274 $ 1,594 $ 680
Total average assets $ 129,700 $ 2,100 $ 8,000 $ 131,900 $ 1,600 $ 281,900 $ 197,900 $ 84,000

Personal & Corporate &
Commercial Wealth Investment  Transaction Inter-
1999 Banking Insurance  Management Banking Processing Total (1) Canada national (2)
Net interest income on taxable equivalent basis $ 4,410 $ 47  $ 267 $ 402 $ 168 $ 5155 $ 4,405 $ 750
Taxable equivalent adjustment 8 - - 27 - 35 35 -
Net interest income 4,402 47 267 375 168 5,120 4,370 750
Other income 1,376 160 1,684 1,588 459 5,480 4,284 1,196
Gross revenues 5,778 207 1,951 1,963 627 10,600 8,654 1,946
Provision for credit losses 575 - - 223 6 760 672 88
Non-interest expenses 3,699 133 1,540 1,295 436 7,060 5,973 1,087
Net income before income taxes 1,504 74 411 445 185 2,780 2,009 771
Income taxes 635 (17) 131 138 78 1,015 856 159
Non-controlling interest 4 - - - - 8 4 4
Net income $ 865 $ 91 $ 280 $ 307 $ 107 $ 1,757  $ 1,149 $ 608
Total average assets $ 122,400 $ 1,400 $ 8900 $ 127,300 $ 1,800 $ 269,900 $ 187,800 $ 82,100

(1)  The difference between the total and the business segments presented represents other activities, which mainly comprise Corporate Treasury, Corporate Resources, Systems & Technology and

Real Estate Operations.

(2) Includes United States Gross revenues of $2,835 million (2000 — $832 million; 1999 — $715 million).

For management reporting purposes, the operations of the bank are

grouped into the business segments of Personal & Commercial Banking,
Insurance, Wealth Management, Corporate & Investment Banking and
Transaction Processing. The difference between the total and the busi-

ness segments presented represents other activities, which mainly

comprise Corporate Treasury, Corporate Resources, Systems & Technology

and Real Estate Operations.

The business segments operate on an arm’s-length basis with

respect to the purchase and sale of intra-group services. Transfer pricing
of funds sold or purchased, commissions, or charges and credits for
services rendered are generally at market rates.

For geographic reporting purposes, Canadian-based activities of

international money market units are included in International.
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NOTE 4 | Securities

Term to maturity (1)

With no 2001 2000
Under 1to5 Over 5 years Over specific
1 year years to 10 years 10 years maturity Total Total
Trading account (2)
Canadian government debt (3) $ 7,172 $ 3,179 $ 1481 $ 1,200 $ -  $13,032| $10,294
U.S. Treasury and other U.S. agencies 525 236 105 87 - 953 2,004
Other OECD government debt 1,121 499 607 186 - 2,413 1,140
Mortgage-backed securities 11 230 167 281 - 689 68
Asset-backed securities - - 220 4,208 - 4,428 929
Other debt 12,278 4,517 2,310 2,147 - 21,252 17,255
Equities - - - - 15,425 15,425 13,787
21,107 8,661 4,890 8,109 15,425 58,192 45,477
Investment account (2)
Canadian government debt (3)
Amortized cost 3,092 1,309 59 163 - 4,623 2,851
Estimated market value 3,144 1,341 60 163 - 4,708 2,843
Yield (4) 4.6% 5.0% 6.9% 7.7% - 4.9% 6.1%
U.S. Treasury and other U.S. agencies
Amortized cost 283 1,418 328 1 - 2,030 87
Estimated market value 284 1,480 353 1 - 2,118 87
Yield @) 3.2% 5.1% 4.7% 6.2% - 4.8% 6.0%
Other OECD government debt
Amortized cost 1,225 303 33 - - 1,561 1,574
Estimated market value 1,225 314 34 - - 1,573 1,573
Yield (4) 0.3% 4.3% 4.7% - - 1.2% 2.1%
Mortgage-backed securities
Amortized cost 220 3,370 442 499 - 4,531 4,091
Estimated market value 223 3,468 463 522 - 4,676 4,015
Yield (4) 5.6% 5.4% 6.7% 6.6% - 5.6% 5.3%
Asset-backed securities
Amortized cost 3 85 235 91 - 414 -
Estimated market value 4 88 246 96 - 434 -
Yield @) 9.3% 12.4% 7.2% 7.0% - 8.2% -
Other debt
Amortized cost 2,017 1,756 814 2,552 192 7,331 4,774
Estimated market value 1,995 1,746 826 2,616 192 7,375 4,689
Yield (4) 3.7% 4.7% 8.0% 6.6% 6.2% 5.5% 6.5%
Equities
Cost - - - - 1,387 1,387 889
Estimated market value - - - - 1,423 1,423 968
Amortized cost 6,840 8,241 1,911 3,306 1,579 21,877 14,266
Estimated market value 6,875 8,437 1,982 3,398 1,615 22,307 14,175
Loan substitute (5) 54 141 237 - 6 438 465
Total carrying value of securities (2) $28,001 $17,043 $ 7,038 $11,415 $17,010 $80,507| $60,208
Total estimated market value of securities $28,036 $17,239 $ 7,109 $11,507 $17,046 $80,937| $60,117

(1) Actual maturities may differ from contractual maturities shown above, since borrowers may have the right to prepay obligations with or without prepayment penalties.
(2)  Trading account securities are carried at estimated current market value. Investment account securities are carried at amortized cost for debt securities, and at cost for equity securities.
(3)  Canadian government debt comprises securities issued or guaranteed by Canadian federal, provincial or municipal governments.
(4)  The weighted average yield is based on the carrying value at the end of the year for the respective securities.

(5)  The market value of loan substitute securities approximates carrying value.
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Unrealized gains and losses on investment account

2001 2000
Gross Gross Estimated Gross Gross Estimated
Amortized unrealized unrealized market Amortized unrealized unrealized market
cost gains losses value cost gains losses value
Canadian government debt (1) $ 4623 $ 85 $ - $4708 $ 2851 % 5 % (13) $ 2,843
U.S. Treasury and other U.S. agencies 2,030 88 - 2,118 87 - - 87
Other OECD government debt 1,561 15 (3) 1,573 1,574 1 (2) 1,573
Mortgage-backed securities 4,531 145 - 4,676 4,091 2 (78) 4,015
Asset-backed securities 414 25 (5) 434 - - - -
Other debt 7,331 169 (125) 7,375 4,774 36 (121) 4,689
Equities 1,387 104 (68) 1,423 889 102 (23) 968
$21,877 $ 631 $ (201) $22,307| $14266 $ 146 $ (237) $14,175

(1)  Canadian government debt consists of securities issued or guaranteed by Canadian federal, provincial or municipal governments.

Realized gains and losses on investment account securities

2001 2000 1999
Realized gains $ 106 | $ 106 $ 94
Realized losses 234 117 66
Gain (loss) on sale of securities $ (128)| $ (1) % 28

NOTE 5 | Loans
2001 2000

Canada (1)

Residential mortgage $ 64,066 | $ 61,444
Personal 27,202 27,207
Credit card 4,110 4,666
Business and government 32,682 36,200
Assets purchased under reverse repurchase agreements 22,860 12,094

150,920 141,611

United States (1)

Residential mortgage 2,664 845
Personal 4,621 78
Credit card 128 -
Business and government 22,397 12,457
Assets purchased under reverse repurchase agreements 3,668 2,524
33,478 15,904

Other international (1)
Residential mortgage 712 695
Personal 688 734
Credit card 45 -
Business and government 12,073 11,889
Assets purchased under reverse repurchase agreements 9,342 3,685
22,860 17,003
Total loans (2) 207,258 174,518
Allowance for loan losses (2,278) (1,871)
Total loans net of allowance for loan losses $ 204,980 | $ 172,647

(1) Loans in Canada, United States and Other international include all loans booked in those locations, regardless of currency or residence of borrower.
(2)  Loans are net of unearned income of $130 million (2000 — $121 million).
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NOTE 5 Loans (continued)

Loan maturities 2001

Under 3 3 months Over 1 year Over 5 Non-rate- 2001
Floating months to 1 year to 5 years years sensitive Total
Residential mortgage 6,310 $ 7,361 $ 13,250 $ 39,098 $ 1,244 $ 179 $ 67,442
Personal 17,239 8,893 2,360 3,585 109 325 32,511
Credit card - 3,543 - - - 740 4,283
Business and government 15,237 24,084 10,189 12,460 3,221 1,961 67,152
Assets purchased under reverse
repurchase agreements - 35,870 - - - - 35,870
Total loans 38,786 $ 79,751 $ 25,799 $ 55,143 $ 4574 $ 3,205 207,258
Allowance for loan losses (2,278)
Total loans net of allowance for loan losses $ 204,980
Impaired loans
2001 2000
Specific Country risk General
Gross allowance allowance allowances Net Net
Residential mortgage $ 179 $ 26) $ - $ - $ 153 | $ 162
Personal 325 (188) - - 137 51
Business and government (1) 1,961 (737) (31) - 1,193 690
General allowances for loan losses - - - (1,301) (1,301) (1,102)
$ 2465 $ (951) $ 31) $ (1,301) $ 182 | $ (199)
(1) Includes specific allowances of $5 million (2000 — $6 million) related to loan substitute securities.
Allowance for loan losses
2001 2000
Balance at Provision ~ RBC Centura Balance Balance
beginning for credit  at acquisition at end at end
of year Write-offs Recoveries losses date Other of year of year
Residential mortgage $ 57 $ (24) $ - $ 12 $ 2 $ 2 $ 49 | $ 57
Personal 403 (401) 67 334 27 50 480 403
Credit card 88 (171) 44 186 4 1 152 88
Business and government (1) 1,090 (529) 74 722 102 27 1,486 1,090
General unallocated allowance 337 - - (135) 22 1 225 337
Total allowance for credit losses $ 1975 $(1,125) $ 185 $ 1,119 $ 157 $ 81 $ 2,392 | $ 1,975
Specific allowances $ 747 $(1,125) $ 185 $ 1,049 $ 22 $ 73 $ 951 | $ 747
Country risk allowances 28 - - - - 3 31 28
General allowance
General allocated 863 - - 205 113 4 1,185 863
General unallocated 337 - - (135) 22 1 225 337
Total general allowance for credit losses 1,200 - - 70 135 5 1,410 1,200
Total allowance for credit losses $ 1975 $(1,125) $ 18 $ 1,119 $ 157 $ 81 $ 2,392 | $ 1,975
Allowance for off-balance sheet and
other items (2) (109) (98)
Allowance for loan substitute securities (5) (6)
Total allowance for loan losses $ 2,278 | $ 1,871
(1) Includes $5 million (2000 - $6 million) related to loan substitute securities and $109 million (2000 — $98 million) related to off-balance sheet and other items.

(2) Beginning in 2000, the allowance for off-balance sheet and other items was separated and reported under Other liabilities. Previously, the amount was included in the allowance for loan losses.
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NOTE 6 | Securitizations

During the year, the bank sold undivided interests in credit card loans
to a trust, received cash proceeds of $1 billion and retained the rights to
future excess interest of $10 million on the credit card loans. As part of
the proceeds the bank assumed a servicing liability of $3 million and
recognized a pre-tax gain on sale of $7 million in Securitization revenues.

During the year, the bank also securitized $800 million of govern-
ment guaranteed residential mortgage loans through the creation of
mortgage-backed securities, and initially sold $723 million of those
securities. Mortgage-backed securities, created and unsold, remain on

Key assumptions (1)

the consolidated balance sheet and are classified as Investment account.
The bank received net cash proceeds of $720 million and retained the
rights to future excess interest of $25 million on the residential mort-
gages. A pre-tax gain on sale, net of transaction costs, of $22 million was
recognized in Securitization revenues.

The key assumptions used to value the sold and retained interests
at the date of securitization for transactions completed during the year
were as follows:

Credit Residential

card loans mortgage loans

Payment rate 40.17% 12.00%
Excess spread, net of credit losses 6.57 1.02
Expected credit losses 1.68 -
Discount rate 12.50 5.41
Servicing 2.00 0.25

(1) All rates are annualized, except for credit card loans payment rate, which is monthly.

The actual credit loss experience of the securitized portion of the bank’s
credit card portfolio remains consistent with the assumption in the
table above. Actual credit losses, net of recoveries, on the securitized
portion of the bank’s credit card portfolio in 2001 were $25 million.
As at October 31, 2001, 97% of the bank’s credit card portfolio was
current, defined as being less than 31 days past due.

Sensitivity of key assumptions to adverse changes (1)

At October 31, 2001, the bank had a retained interest in $2.1 bil-
lion of securitized credit card loans ($1.1 billion at October 31, 2000)
and $1.4 billion of bank created and sold mortgage-backed securities
($1.0 billion at October 31, 2000). At October 31, 2001, key economic
assumptions and the sensitivity of the current fair value of these retained
interests to immediate 10% and 20% adverse changes in key assump-
tions are as follows:

Assumption Impact on fair value
Credit Residential Credit Residential
card loans mortgage loans card loans mortgage loans
Payment rate 38.28% 7.73%
Impact on fair value of 10% adverse change 42.11 8.50 $ (1.2) % (0.5)
Impact on fair value of 20% adverse change 45,94 9.27 (2.4) (1.0)
Excess spread, net of credit losses 6.02 1.11
Impact on fair value of 10% adverse change 5.42 1.00 (2.0) (3.3)
Impact on fair value of 20% adverse change 4.82 0.89 (3.9) (6.6)
Expected credit losses 1.68 -
Impact on fair value of 10% adverse change 1.85 - (0.6) -
Impact on fair value of 20% adverse change 2.02 - (1.2) -
Discount rate 12.50 4.65
Impact on fair value of 10% adverse change 13.75 5.12 (0.1) (0.2)
Impact on fair value of 20% adverse change 15.00 5.58 (0.1) (0.4)

(1)  All rates are annualized, except for credit card loans payment rate, which is monthly.

These sensitivities are hypothetical and should be used with caution.
As the figures indicate, changes in fair value based on a 10% variation in
assumptions generally cannot be extrapolated because the relationship
of the change in assumption to the change in fair value may not be linear.
Also, in the table above, the effect of a variation in a particular assumption

Cash flows from securitizations

on the fair value of the retained interests is calculated without changing
any other assumption; generally, changes in one factor may result in
changes in another, which may magnify or counteract the sensitivities.

The table below summarizes certain cash flows received from secu-
ritization trusts in 2001:

Proceeds from new securitizations
Proceeds reinvested in revolving securitizations
Cash flows from retained interests in securitizations

Credit Residential

card loans mortgage loans

$ 1,000 $ 720
6,972 13

60 10
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NOTE 7 | Premises and equipment
2001 2000
Accumulated Net book Net book
Cost depreciation value value
Land $ 123 % - $ 123 % 93
Buildings 697 283 414 251
Hardware and software 1,563 1,122 441 436
Furniture, fixtures and other equipment 858 545 313 205
Leasehold improvements 832 521 311 264
$ 4073 $ 2471 $ 1,602, $ 1,249

NOTE 8

Subordinated debentures

The debentures are unsecured obligations and are subordinated in right
of payment to the claims of depositors and certain other creditors. All

repurchases, cancellations and exchanges of subordinated debentures

Financial Institutions Canada.

are subject to the consent and approval of the Superintendent of

Denominated in

Maturity Earliest redemption date Rate foreign currency 2001 2000
January 31, 2001 11.75% $ -1 $ 27
August 15, 2001 10.75% - 15
January 11, 2002 January 11, 2002 11.00% 41 41
March 1, 2002 March 1, 2002 10.50% 60 60
July 29, 2005 (1 (1 Callable (2) UsS$350 - 533
September 3, 2007 September 3, 2002 5.40% @3) Callable (4) 400 400
September 3, 2008 September 3, 2003 5.45% (5) Callable (4) 100 100
April 12, 2009 April 12, 2004 5.40% (6) Callable (4) 350 350
June 11, 2009 June 11, 2004 5.10% ) Callable (4) 350 350
July 7, 2009 July 7, 2004 6.05% (@) Callable (4) 175 175
October 12, 2009 October 12, 2004 6.00% (9 Callable (4) 150 150
August 15, 2010 August 15, 2005 6.40% (10) Callable (4) 700 700
February 13, 2011 February 13, 2006 5.50% (11) Callable (12) 125 -
April 26, 2011 April 26, 2006 8.20% (13) Callable (14) 100 100
September 12, 2011 September 12, 2006 6.50% (15) Callable ) 350 350
October 24, 2011 October 24, 2006 6.75% (16) Callable (2 Us$300 476 457
June 4, 2012 June 4, 2007 6.75% (17) Callable (4) 500 500
January 22, 2013 January 22, 2008 6.10% (18) Callable (19 500 -
November 14, 2014 November 14, 2014 10.00% 200 200
January 25, 2015 January 25, 2010 7.10% (20) Callable @) 500 500
April 12, 2016 April 12, 2011 6.30% (21) 400 -
June 8, 2023 June 8, 2023 9.30% 110 110
October 1, 2083 (22) (23) Callable (24) 250 250
June 6, 2085 (22) (25) Callable (2 Us$300 477 457

$ 6,314 $ 5,825

(1) Interest at a rate of .0625% above the U.S. dollar 1-month LIBOR. Redeemed on May 31, 2001.

(2)  Callable at the principal amount.

(3)  Interest at a rate of 5.40% until September 3, 2002, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(4)  Callable at the greater of (i) the yield of Government of Canada bonds plus 5 basis points, or (ii) the principal amount.

(5) Interest at a rate of 5.45% until September 3, 2003, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(6) Interest at a rate of 5.40% until April 12, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(7) Interest at a rate of 5.10% until June 11, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(8) Interest at a rate of 6.05% until July 7, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(9)  Interest at a rate of 6.00% until October 12, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(10) Interest at a rate of 6.40% until August 15, 2005, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(11) Interest at a rate of 5.50% until February 13, 2006, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(12) Callable at the greater of (i) the yield of Government of Canada bonds plus 8 basis points, or (ii) the principal amount.

(13) Interest at a rate of 8.20% until April 26, 2006, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(14) Callable at the greater of (i) the yield of Government of Canada bonds plus 10 basis points, or (ii) the principal amount.

(15) Interest at a rate of 6.50% until September 12, 2006, and thereafter at a rate of 1.00% above the 90-day Bankers' Acceptance rate.

(16) Interest at a rate of 6.75% until October 24, 2006, and thereafter at a rate of 1.00% above the U.S. dollar 6-month LIBOR.

(17) Interest at a rate of 6.75% until June 4, 2007, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(18) Interest at a rate of 6.10% until January 22, 2008, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(19) Callable at the greater of (i) the yield of Government of Canada bonds, or (ii) the principal amount.

(20) Interest at a rate of 7.10% until January 25, 2010, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(21) Interest at a rate of 6.30% until April 12, 2011, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate.

(22) Redeemable at any interest payment date at the option of the bank.

(23) Interest at a rate of .40% above the 30-day Bankers’ Acceptance rate.

(24) Callable at an amount not exceeding 100.5% of the principal amount plus accrued and unpaid interest up to the date of redemption.

(25) Interest at a rate of .25% above the U.S. dollar 3-month LIMEAN. In the event of a reduction of the annual dividend declared by the bank on its Common Shares, the interest payable on the
debentures is reduced pro rata to the dividend reduction and the interest reduction is payable with the proceeds from the sale of Common Shares.
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Repayment schedule
The aggregate maturities of the debentures, based on the maturity dates
under the terms of issue, are as follows:

/ Consolidated financial statements

Subsequent event

Subsequent to year-end, on November 8, 2001, the bank issued subor-
dinated debentures of US$400 million. Interest is paid at a rate of 0.50%
above the U.S. dollar three-month LIBOR until November 8, 2006, and
thereafter at a rate of 1.50% above the U.S. dollar three-month LIBOR.

2002 $ 101
2003 _
2004 -
2005 -
2006 _
2007 to 2011 3,276
Thereafter 2,937

$ 6,314

NOTE 9 | Capital stock

Authorized capital stock

Preferred — An unlimited number of First Preferred Shares and Second
Preferred Shares without nominal or par value, issuable in series; the
aggregate consideration for which all the First Preferred Shares and all
the Second Preferred Shares that may be issued may not exceed $10 bil-
lion and $5 billion, respectively.

Issued and outstanding capital stock

Common — An unlimited number of shares without nominal or par value
may be issued.

2001 2000 1999
Number Dividends Number Dividends Number Dividends
of shares declared of shares declared of shares declared
(000s) Amount per share (000s) Amount per share (000s) Amount per share
First Preferred
Non-cumulative Series E 1,500 $ 150 $ 5.16 1,500 $ 150 $ 5.38 1,500 $ 150 $ 4.69
Non-cumulative Series H (1) - - 1.69 12,000 300 2.25 12,000 300 2.25
US$ Non-cumulative Series | (1) 8,000 318 Us 1.91 8,000 304 us1.91 8,000 294 Us 1.91
Non-cumulative Series J 12,000 300 1.78 12,000 300 1.78 12,000 300 1.78
US$ Non-cumulative Series K 10,000 397 US 1.58 10,000 381 US 1.58 10,000 368 US 1.58
Non-cumulative Series N 12,000 300 1.18 12,000 300 1.18 12,000 300 1.18
Non-cumulative Series O 6,000 150 1.38 6,000 150 1.38 6,000 150 0.58
US$ Non-cumulative Series P 4,000 159 Us 1.44 4,000 152 Us 1.44 4,000 147 Us 0.61
Non-cumulative Series S 10,000 250 0.65 - - - - - -
$ 2,024 $ 2,037 $ 2,009
Common
Balance at beginning of year 602,398 $ 3,076 617,768 $ 3,065 617,581 $ 2,925
Issued 12,305 576 - - - -
Issued under the Stock Option Plan 2,819 81 2,700 59 953 17
Issued on the acquisition of Centura Banks, Inc. 67,413 3,317 - - - -
Options granted on acquisition of Dain Rauscher Corporation - 33 - - - -
Issued on the acquisition of
Richardson Greenshields Limited (2) 13 2 1,667 50 9,580 170
Issued on the acquisition of
RBC Dominion Securities Limited (3) = = - - 140 5
Purchased for cancellation (4) (10,927) (112) (19,737) (98) (10,486) (52)
Balance at end of year 674,021 $ 6,973 $ 1.38 602,398 $ 3,076 $ 1.14 617,768 $ 3,065 $ 0.94

(1) On August 24, 2001, the bank redeemed First Preferred Shares Series H. On September 25, 2001, the bank announced its intention to redeem First Preferred Shares Series | on

November 26, 2001.

(2)  During the year the bank exchanged 36,527 (2000 - 4,701; 1999 - 4,606,341) Class B shares and 77,956 (2000 — 8,008,712; 1999 — nil) Class C shares issued by its wholly owned

(3)
(4)

subsidiary, Royal Bank DS Holding Inc., on the acquisition of Richardson Greenshields Limited for 13,621 (2000 - 1,667,334; 1999 - 9,579,166) Common Shares. On November 9, 2001,
the remaining balance of Class C shares was exchanged for 318,154 Common Shares.

On November 1, 1998, the bank acquired all of the outstanding participating preferred shares of RBC Dominion Securities Limited in exchange for 140,000 Common Shares.

In June 2001 and in May 1999 (amended in February 2000), pursuant to a normal course issuer bid, the bank announced its intention to repurchase up to 18,000,000 and 18,707,963
Common Shares, respectively, during the 12 months ended June 22, 2002, and June 23, 2000, respectively. Purchases were made in the open market at market prices through the facilities of
the Toronto and Montreal Stock Exchanges, and in accordance with stock exchange requirements. The amount and timing of any such purchases were determined by the bank. Premiums paid
above the average carrying value of the Common Shares were charged to retained earnings. The bank repurchased 10,927,200 Common Shares (2000 - 19,736,880; 1999 - 10,485,800)
at a cost of $509 million (2000 - $660 million; 1999 — $333 million), common stock was reduced by $112 million (2000 — $98 million; 1999 — $52 million) and retained earnings was
reduced by $397 million (2000 — $562 million; 1999 — $281 million).
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NOTE 9 | Capital stock (continued)

Terms of preferred shares

Conversion dates

Dividend Redemption Redemption At the option of At the option of
per share (1) date (2) price (3) the bank (2), (4) the holder (5)
First Preferred

Non-cumulative Series E (6) (6) September 2, 2002 $100.00 Not convertible Not convertible
US$ Non-cumulative Series | US 0.476563 November 24, 2001 US 25.00 November 24, 2001 February 24, 2002
Non-cumulative Series J 0.443750 May 24, 2003 25.00 May 24, 2003 November 24, 2003
US$ Non-cumulative Series K US 0.393750 May 24, 2003 Us 25.00 May 24, 2003 November 24, 2003
Non-cumulative Series N 0.293750 August 24, 2003 26.00 August 24, 2003 August 24, 2008
Non-cumulative Series O 0.343750 August 24, 2004 26.00 August 24, 2004 Not convertible
US$ Non-cumulative Series P US 0.359375 August 24, 2004 US 26.00 August 24, 2004 Not convertible
Non-cumulative Series S 0.38125 August 24, 2006 26.00 August 24, 2006 Not convertible

(1) Non-cumulative preferential dividends on First Preferred Shares Series E are payable, as and when declared by the Board of Directors, on the 12th day of every month. Non-cumulative
preferential dividends on Series I, J, K, N, O, P and S are payable quarterly, as and when declared by the Board of Directors, on or about the 24th day of February, May, August and November.

(2)  Subject to the consent of the Superintendent of Financial Institutions Canada and the requirements of the Bank Act, the bank may, on or after the dates specified above, redeem First Preferred
Shares. These may be redeemed (i) for cash, in the case of First Preferred Shares Series E, I, J and K equal to the redemption price as stated above, in the case of Series N at a price per share
of $26, if redeemed during the 12-months commencing August 24, 2003, and decreasing by $0.25 each 12-month period thereafter to a price per share of $25 if redeemed on or after
August 24, 2007, and in the case of Series O and P at a price per share of $26 if redeemed during the 12 months commencing August 24, 2004, and decreasing by $0.25 each 12-month
period thereafter to a price per share of $25 if redeemed on or after August 24, 2008, and in the case of Series S at a price per share of $26 if redeemed during the 12 months commencing
August 26, 2006, and decreasing by $0.25 each 12-month period thereafter to a price per share of $25 if redeemed on or after August 24, 2010, or (ii) by conversion, in the case of
Series |, J and K into that number of Common Shares determined by dividing the then-applicable redemption price by the greater of $2.50 and 95% of the weighted average trading price of

Common Shares at such time.

(3) Subject to the consent of the Superintendent of Financial Institutions Canada and the requirements of the Bank Act, the bank may purchase First Preferred Shares for cancellation at a
purchase price, in the case of the Series E, I, J and K not exceeding the then-applicable redemption price specified above plus all declared and unpaid dividends, and, in the case of the
Series N, O, P and S at the lowest price or prices at which, in the opinion of the Board of Directors, such shares are obtainable.

(4) Subject to the approval of The Toronto Stock Exchange, the bank may, on or after the dates specified above, convert First Preferred Shares Series N, O, P and S into Common Shares of the bank.
First Preferred Shares may be converted into that number of Common Shares determined by dividing the then-applicable redemption price by the greater of $2.50 and 95% of the weighted

average trading price of Common Shares at such time.

(5) Subject to the right of the bank to redeem or to find substitute purchasers, the holder may, on or after the dates specified above, convert First Preferred Shares into Common Shares of the
bank. Series |, J, K and N may be converted, quarterly, into that number of Common Shares determined by dividing the then-applicable redemption price by the greater of $2.50 and 95%

of the weighted average trading price of Common Shares at such time.

(6)  The rights, privileges, restrictions and conditions attaching to the First Preferred Shares Series E were amended in 1997. Holders are entitled to receive, as and when declared by the Board
of Directors, a monthly non-cumulative cash dividend that (i) floats in relation to the bank’s Canadian prime rate and (ii) is adjusted upwards or downwards based on changes in market trading
value. The annual dividend rate applicable to any month will in no event be less than the sum of .25% plus 55% of the average prime rate or greater than the sum of .25% plus 75% of the

average prime rate.

Restrictions on the payment of dividends

The bank is prohibited by the Bank Act (Canada) from declaring any
dividends on its preferred or common shares when the bank is, or would
be placed as a result of the declaration, in contravention of the capital
adequacy and liquidity regulations or any regulatory directives issued
under the act. The bank may not pay dividends on its common shares at
any time unless all dividends to which preferred shareholders are then
entitled have been declared and paid or set apart for payment.

The bank has agreed that if RBC Capital Trust (a closed-end trust
which is a subsidiary of the bank) fails to pay any required distribution
on its capital trust securities, it will not declare dividends of any kind on
any of its preferred or common shares.

Currently, all of the aforementioned limitations do not restrict the
payment of dividends on preferred or common shares.

Regulatory capital
The bank is subject to the regulatory capital requirements defined by the
Superintendent of Financial Institutions Canada (OSFI), which includes
the use of Canadian GAAP. Two measures of capital strength established
by OSFI, based on standards issued by the Bank for International
Settlements (BIS), are risk-adjusted capital ratios and the assets-to-
capital multiple.

OSFI requires Canadian banks to maintain a minimum Tier 1 and
Total capital ratio of 4% and 8%, respectively. However, OSFI has
also formally established risk-based capital targets for deposit-taking
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institutions in Canada. These targets are a Tier 1 capital ratio of at least
7% and a Total capital ratio of at least 10%. At October 31, 2001, the
bank’s Tier 1 and Total capital ratios were 8.7% and 11.8%, respectively
(2000 - 8.6% and 12.0%, respectively).

In the evaluation of the bank’s assets-to-capital multiple, OSFI
specifies that total assets, including specified off-balance sheet financial
instruments, should be no greater than 23 times Total capital. At
October 31, 2001, the bank’s assets-to-capital multiple was 17.2 times
(2000 - 15.3 times).

During the year, the bank issued $750 million (2000 — $650 million)
of Trust Capital Securities (RBC TruCS), a form of innovative Tier 1 capital
under both Canadian and U.S. guidelines, which are reported as Non-
controlling interest in a subsidiary on the consolidated balance sheet.

Other

On October 27, 2000, the bank entered into a five-year agreement with
a AAA rated reinsurer, which requires the reinsurer to purchase up to
$200 million of non-cumulative first preferred shares at the October 27,
2000 market price should the general allowance for credit losses be
drawn down below a certain level. If these shares had been issued they
would have qualified as Tier 1 capital.

Subsequent event
On September 25, 2001, the bank announced its intention to redeem
First Preferred Share Series | on November 26, 2001.
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NOTE 10 | Income taxes
2001 2000 1999
Provision for income tax in income
Current
Canada — Federal $ 845 | $ 799 % 580
Provincial 360 349 234
International 103 258 176
1,308 1,406 990
Deferred
Canada - Federal 16 60 38
Provincial 1 20 (3)
International 15 (41) (10)
32 39 25
1,340 1,445 1,015
Income tax expense (benefit) in shareholders’ equity
Unrealized foreign currency translation gains and losses, net of hedging activities (487) (37) 213
Cumulative effect of initial adoption of
Employee Future Benefits accounting standard (157) - -
(644) (37) 213
Total income taxes $ 696 | $ 1,408 $ 1,228
Deferred income taxes (temporary differences)
2001 2000 1999
Deferred income tax asset (1)
Allowance for credit losses $ 582 | $ 514 $ 509
Deferred compensation 190 78 19
Pension related 93 - -
Tax loss carryforwards 84 72 19
Premises and equipment - 83 -
Deferred income 61 81 62
Other 399 223 335
1,409 1,051 944
Deferred income tax liability
Premises and equipment 91) - (29)
Deferred expense (88) (59) -
Pension related - (119) (141)
Other (134) (77) (171)
(313) (255) (341)
Net deferred income tax asset $ 1,09 | $ 796 $ 603

(1) The bank has determined that it is more likely than not that its deferred income tax asset will be realized through a combination of future reversals of temporary differences and taxable income.

Reconciliation to statutory tax rate

2001 2000 1999
Income taxes at Canadian statutory tax rate $ 1,601 41.5%| $ 1,600 42.8%  $ 1,194 43.0%
Increase (decrease) in income taxes resulting from
Lower average tax rate applicable to subsidiaries (253) (6.5) (311) (8.3) (199) (7.1)
Tax-exempt income from securities (7) (.2) (7) (.2) (10) (.4)
Other (1) (.1) 163 4.3 30 1.0
Income taxes reported in income/effective tax rate $ 1,340 34.7%| $ 1,445 386% $ 1,015 36.5%

Foreign earnings of certain subsidiaries would be taxed only upon their
repatriation to Canada. The bank has not recognized a deferred tax liability
for these undistributed earnings as management does not currently
expect them to be repatriated. Taxes that would be payable if all foreign

subsidiaries’ accumulated unremitted earnings were repatriated are esti-
mated at $772 million as at October 31, 2001 (2000 — $737 million;

1999 - $729 million).
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NOTE 11

Pensions and other postretirement benefits

The bank sponsors a number of defined benefit and defined contribution
plans providing pension and other postretirement benefits to eligible

employees.

The following tables present information related to the bank’s
benefit plans, including amounts recorded on the consolidated balance

sheet and the components of net periodic benefit cost:

Pension plans

Other postretirement plans (1)

2001 2000 2 2001 2000 2
Change in fair value of plan assets (3)
Fair value of plan assets at beginning of year $ 4519 | $ 4135 $ 67 | $ 68
Actual return on plan assets 123 326 7 3
Company contributions 20 13 1 -
Plan participant contributions 24 18 - -
Benefits paid (251) (197) (2) (4)
Experience gain (loss) (599) 266 - -
Plan settlements - - (72) -
Business acquisitions 63 - - -
Change in foreign currency exchange rate 6 (12) = -
Transfers from (to) other plans 144 (11) - -
Other = (19) - -
Fair value of plan assets at end of year $ 4049 | $ 4519 $ 1 $ 67
Change in benefit obligation
Benefit obligation at beginning of year $ 3710 $ 3471 $ 609 | $ 574
Service cost 104 98 64 17
Interest cost 268 254 49 42
Plan participant contributions 18 18 - -
Actuarial loss (gain) 55 70 19 (7)
Benefits paid (251) (197) (22) (17)
Transfers to other plans - (4) - -
Plan amendments and curtailments 31 15 - -
Plan settlements - - (72) -
Business acquisitions 117 - 35 -
Change in foreign currency exchange rate (9) (15) - -
Changes in assumptions 1 - 11 -
Benefit obligation at end of year $ 4044 | $ 3,710 $ 693 | $ 609
Funded status
Overfunded (underfunded) status at end of year $ 5 % 809 $ (692) $ (5642)
Unrecognized net actuarial loss (gain) 32 (756) 42 31
Unrecognized transition obligation (24) (1) 207 226
Unrecognized past service cost 205 258 10 -
Other (48) (94) 1 -
Prepaid (accrued) benefit expense $ 170 | $ 216 $ (432)| $ (285)
Weighted average assumptions as at October 31
Discount rate 7.00% 7.25% 7.25% 7.25%
Assumed long-term rate of return on plan assets 7.0% 7.0% 4.75% 4.75%
Rate of increase in future compensation 4.4% 4.4% 4.4% 4.4%
Pension benefit expense (4)
2001 2000 1999
Service cost $ 104 | $ 98 $ 120
Interest cost 268 254 238
Expected return on plan assets (306) (291) (274)
Amortization of transition asset (2) (2) -
Amortization of prior service cost 17 22 (3)
Amortization of net pension surplus - - (1)
Recognized net actuarial loss (gain) (45) (41) 13
Change in valuation allowance (14) 19 (10)
Defined benefit pension expense 22 59 83
Defined contribution pension expense 30 6 6
Pension benefit expense $ 52 | $ 65 $ 89
Other postretirement benefits expense (1)
2001 2000 1999
Service cost $ 64| $ 17 % 20
Interest cost 49 42 40
Expected return on plan assets (1) (3) (3)
Amortization of transition adjustment 17 17 17
Recognized net actuarial loss - - 1
Other 2 - -
Other postretirement benefits expense $ 131 $ 73 3 75

(1) Includes postretirement health, dental and life insurance. The assumed health care cost trend rates for the next year used to measure the expected cost of benefits covered for the postretirement
health and life plans were 7.25% for medical and 4.75% for dental with the ultimate trend rate of 4.5%. A one percentage point increase in assumed health care cost trend rates would have
increased the service and interest costs and obligation by $18 million and $85 million, respectively. A one percentage point decrease in assumed health care cost trends would have lowered

the service and interest costs and the obligation by $13 million and $67 million, respectively.
(2)  Comparative figures have been restated resulting from the adoption of the Canadian Institute of Chartered Accountants new standard on Employee Future Benefits.

(3) Plan assets include the bank’s Common Shares having a fair value of $43 million (2000 — $38 million).
(4)  An assumed discount rate of 7.0% (2000 — 7.25%; 1999 - 6.5%) was used to determine pension expense.
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NOTE 12 | Stock-based compensation

Stock Option Plan

A Stock Option Plan is offered to certain key employees and non-employee
directors of the bank. Under this plan, options are periodically granted to
purchase common shares at prices not less than the market price of such
shares immediately prior to the grant date. The options vest over a 4-year
period for employees and immediately for directors and are exercisable
for periods not exceeding 10 years.

For all options issued prior to 2000, no compensation expense was
recognized since on the day of the grant the option’s exercise price is not
less than the market price of the underlying stock. When the options are
exercised, the proceeds received are credited to common shares.

Beginning in 2000, the Stock Option Plan was amended to include
Stock Appreciation Rights (SARs). The amended plan entitles a partici-
pant to elect to exercise either an option or the corresponding SAR. SARs
can be exchanged for a cash amount equal to the difference between the
exercise price and the closing price of the common shares on the day
immediately preceding the day of exercise. Up to 100% of vested
options can be exercised as SARs. The bank expects participants to exer-
cise SARs and, as a result, accounts for this plan using the terms of the
SAR rather than the option. The compensation expense recorded for
the year ended October 31, 2001, in respect of this plan was $23 million
(2000 - $52 million).

Stock options
2001 2000 1999
Number Weighted Number Weighted Number Weighted
of options average of options average of options average
(000s) exercise price (000s) exercise price (000s) exercise price
Outstanding at beginning of year 25,880 $ 33.61 20,966 $ 32.42 15,422 $ 28.66
Granted 7,949 44.46 8,286 33.09 6,828 39.01
Exercised — Common shares (2,819) 28.77 (2,700) 22.05 (953) 17.83
- SARs (259) 33.55 - - - -
Cancelled (593) 37.82 (672) 36.10 (331) 35.50
Outstanding at end of year 30,158 $ 36.84 25880 $ 33.61 20,966 $ 32.42
Exercisable at end of year 12,895 32.62 8,881 30.29 5988 $ 25.29
Available for grant 20,289 25,849 8,463
Range of exercise prices
Options outstanding Options exercisable
Number Weighted Weighted average Number Weighted
outstanding g ini exercisable average
(000s) exercise price contractual life (000s) exercise price
$14.46-$15.68 1,392 $ 15.59 4.9 1,392 $ 15.59
$24.80-$28.25 3,959 25.93 7.5 3,200 25.40
$30.00-$39.64 18,845 36.81 8.1 8,213 38.18
$43.59-$50.72 5,962 49.17 10.0 90 46.49
Total 30,158 $ 36.84 8.3 12,895 $ 32.62

Employee Share Ownership Plans
The bank offers a Royal Employee Savings and Share Ownership Plan
(RESSOP) to its employees, whereby the bank contributes 50% of
employees’ contributions to a maximum of 3% of the employee’s salary
in the form of common shares. The bank contributed $39 million
(2000 - $39 million; 1999 — $40 million), under the terms of RESSOP,
towards the purchase of common shares. As at October 31, 2001,
an aggregate of 15,329,595 common shares were held under RESSOP.
A Restricted Share Ownership Plan is offered to certain employees of
the bank. Under this plan, common shares are purchased for employees.
The common shares are held in trust, and vest over two to three years. The
value of the restricted shares as at October 31, 2001, was $2 million.

Deferred Share Plans

A Deferred Share Unit Plan is offered to executive officers and non-
employee directors of the bank. Under this plan, each officer or director
may choose to receive all or a percentage of their annual incentive bonus
or fee in the form of deferred share units (DSUs). This election to partici-
pate in the plan must be made prior to the beginning of the fiscal year.
The DSUs accumulate additional DSUs at the same rate as dividends on
common shares. Officers and directors are not allowed to convert the DSUs
until termination or retirement. The value of the DSUs, when converted to

cash, will be equivalent to the market value of the common shares at the
time the conversion takes place. The value of the DSUs as at October 31,
2001, was $52 million (2000 — $26 million; 1999 — $20 million). The
compensation expense recorded for the year ended October 31, 2001, in
respect of this plan was $8 million.

A Deferred Bonus Plan is offered to certain key employees of
RBC Capital Markets. Under this plan, a percentage of each employee’s
annual incentive bonus is deferred and accumulates dividends at the
same rate as dividends on common shares. The employee will receive
the deferred bonus in equal amounts on the following three year-end
dates. The value of the deferred bonus paid will be equivalent to the orig-
inal deferred bonus adjusted for dividends and changes in the market
value of common shares at the time the bonus is paid. The value of
the deferred bonus as at October 31, 2001, was $128 million (2000 —
$89 million; 1999 — $26 million). The compensation expense recovery
for the year ended October 31, 2001, in respect of this plan was
$5 million.

Deferred Share Plans are offered to certain key employees of
RBC Investments. Under these plans, a percentage of each employee’s
year-end incentive bonus is deferred in the form of common shares.
The shares are held in trust and vest over three years. The value of the
deferred shares as at October 31, 2001, was $14 million.
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NOTE 12 | Stock-based compensation (continued)

Retention Plan — RBC Dain Rauscher

On the acquisition of Dain Rauscher, certain key employees of Dain
Rauscher were offered retention payments totalling $318 million to be
paid out evenly over expected service periods of between three and four
years. Payments to participants of the plan are based on the market value
of common shares on the vesting date. The compensation expense
recorded for the year ended October 31, 2001, in respect of this plan was
$143 million.

Other

A mid-term compensation plan is offered to certain senior executive offi-
cers of the bank. Under this plan, share units that vest evenly over three
years are granted to participants of the plan. Payments under the plan will
be made each year based on the market value of common shares on the
vesting date. The value of the share units as at October 31, 2001,
was $21 million. The compensation expense recorded for the year ended
October 31, 2001, in respect of this plan was $8 million.

NOTE 13 | Restructuring charges

During the year, the bank recorded $91 million of restructuring costs in
the consolidated statement of income as a result of the acquisition of
Centura Banks, Inc. There were no restructuring charges in 2000.

Balance at 2001 Amount Balance at
beginning of year Additions utilized end of year
Human resources $ 22 $ 22 $ 36 $ 8
Occupancy 21 - 17 4
Equipment 2 42 43 1
Other 4 27 13 18
$ 49 % 91 % 109 $ 31

NOTE 14 | Earnings per share
2001 2000 1999

Basic earnings per share

Net income $ 2411 | $ 2274 $ 1,757
Preferred share dividends (135) (134) (157)
Net income available to common shareholders $ 2276 | $ 2,140 $ 1,600
Average number of common shares outstanding 641,516 606,389 626,158

$ 355 | % 353 % 2.55

Diluted earnings per share

Net income available to common shareholders $ 2,276 | $ 2,140 $ 1,600
Effect of assumed conversions (1) 1 2 2
Net income adjusted for diluted computation $ 2,277 | $ 2,142 % 1,602
Weighted average number of shares outstanding 641,516 606,389 626,158
Convertible Class B and C shares (1) 363 736 2,708
Stock options (2) 5,337 2,740 3,439
Weighted average diluted number of shares outstanding 647,216 609,865 632,305

$ 352 | % 351 % 2.53

(1)  The convertible shares include the Class B and C shares issued by the bank’s wholly owned subsidiary Royal Bank DS Holding Inc., on the acquisition of Richardson Greenshields Limited
on November 1, 1996. The Class B shares are exchangeable into Royal Bank of Canada Common Shares, while the exchange of the Class C shares is determined based on the bank’s average
Common Share price during the 20 days prior to the date the exchange is made. During the year the bank exchanged 36,527 (2000 - 4,701; 1999 - 4,606,341) Class B shares and
77,956 (2000 - 8,008,712; 1999 - nil) Class C shares for 13,621 (2000 - 1,667,334; 1999 - 9,579,166) Common Shares.

(2)  The dilutive effect of stock options was computed using the treasury stock method. This method computes the number of incremental shares by assuming the outstanding stock options are
(i) exercised and (ii) then reduced by the number of shares assumed to be repurchased from the issuance proceeds, using the average market price of our common stock for the period.
Excluded from the computation of diluted earnings per share were average options outstanding of 7,862 with an exercise price of $50.72 and average options outstanding of 1,956 with an
exercise price of $49.03 (2000 - 6,153,507 at $39.64; 6,589,464 at $39.01; 2,639 at $38.22; and 393 at $43.59; 1999 - 6,355,830 at $39.64 and 6,237,862 at $39.01) as the

options’ exercise prices were greater than the average market price of the bank’s common stock.

78A / Canadian GAAP / Royal Bank of Canada



/ Consolidated financial statements

NOTE 15 | Commitments and contingencies

Financial instruments with contractual amounts representing credit risk
The primary purpose of these commitments is to ensure that funds are
available to a client as required. The bank’s policy for requiring collat-
eral security with respect to these instruments and the types of collateral
security held is generally the same as for loans.

Guarantees and standby letters of credit, which represent irrevo-
cable assurances that the bank will make payments in the event that a
client cannot meet its obligations to third parties, carry the same credit
risk as loans. Documentary and commercial letters of credit, which are
written undertakings by the bank on behalf of a client authorizing
a third party to draw drafts on the bank up to a stipulated amount under
specific terms and conditions, are collateralized by the underlying ship-
ment of goods to which they relate.

Financial instruments with contractual amounts representing credit risk

In securities lending transactions, the bank acts as an agent for
the owner of a security, who agrees to lend the security to a borrower
for a fee, under the terms of a pre-arranged contract. The borrower must
fully collateralize the security loan at all times.

Commitments to extend credit represent unused portions of autho-
rizations to extend credit in the form of loans, bankers’ acceptances,
guarantees or letters of credit.

Uncommitted amounts represent an amount for which the bank
retains the option to extend credit to a borrower.

A note issuance facility represents an underwriting agreement that
enables a borrower to issue short-term debt securities. A revolving under-
writing facility represents a note issuance facility that can be accessed
for a specified period of time.

2001 2000
Guarantees and standby letters of credit $ 13,391 $ 13,658
Documentary and commercial letters of credit 750 456
Securities lending 21,377 20,333
Commitments to extend credit
Original term to maturity of 1 year or less 44,179 38,853
Original term to maturity of more than 1 year 39,960 41,599
Uncommitted amounts 53,750 59,113
Note issuance/revolving underwriting facilities 132 155
$ 173,539| $ 174,167

Lease commitments

Minimum future rental commitments for premises and equipment under
long-term non-cancellable leases for the next five years and thereafter
are shown below.

Lease commitments

2002 $ 385
2003 350
2004 315
2005 268
2006 307
Thereafter 853
Total $ 2,478
Litigation

Various legal proceedings are pending that challenge certain practices or
actions of the bank and its subsidiaries. Many of these proceedings are
loan-related and are in reaction to steps taken by the bank and its sub-
sidiaries to collect delinquent loans and enforce rights in collateral
securing such loans. Management considers that the aggregate liability
resulting from these proceedings will not be material.

Pledged assets
Securities with a carrying value of $46.8 billion (2000 — $27.6 billion)
have been pledged as collateral for various types of funding transactions
including obligations related to assets sold under repurchase agreements
and obligations related to securities sold short. Securities owned that are
pledged as collateral that can be sold or repledged by the secured party
are reported in Trading account securities of $3.6 billion and Investment
account securities of $2.6 billion on the consolidated balance sheet.
Included in the securities pledged are assets with a carrying value of
$2.6 billion (2000 - $2.4 billion) that have been deposited as collateral
in order to participate in clearing and payment systems and depositories
or to have access to the facilities of central banks in foreign jurisdictions.
The fair value of collateral accepted that can be sold or repledged
by the bank totalled $52.9 billion. Such collateral is generally obtained
under reverse repurchase and securities borrowing agreements. Of this
collateral, $41.9 billion has been sold or repledged, generally as collat-
eral under repurchase agreements or to cover short sales.
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NOoTE 16 | Derivative financial instruments

Derivative financial instruments are financial contracts whose value is
derived from an underlying interest rate, foreign exchange rate, equity or
commodity instrument or index.

Derivative product types
The bank uses the following derivative financial instruments for both
trading and non-trading purposes.

Swaps are transactions in which two parties exchange cash flows on
a specified notional amount for a predetermined period. For interest rate
swaps, fixed and floating interest payments are exchanged based on a
notional amount. Cross currency swaps involve the exchange of fixed or
floating interest payments in one currency for the receipt of fixed or floating
interest payments in another currency. Cross currency interest rate swaps
involve the exchange of both interest and principal amounts in two
different currencies.

Forwards and futures are contractual obligations to buy or sell a
financial instrument on a future date at a specified price. Forward con-
tracts are effectively tailor-made agreements that are transacted between
counterparties in the over-the-counter market, whereas futures are stan-
dardized contracts that are transacted on regulated exchanges.

Options are contractual agreements under which the seller (writer)
grants the purchaser the right, but not the obligation, either to buy (call
option) or sell (put option), by or at a set date, a specified amount of
a financial instrument at a predetermined price. The seller receives a
premium from the purchaser for this right.

Derivatives held or issued for trading purposes

Most of the bank’s derivative transactions relate to sales and trading
activities. Sales activities include the structuring and marketing of deri-
vative products to customers to enable them to transfer, modify or reduce
current or expected risks. Trading involves market-making, positioning
and arbitrage activities. Market-making involves quoting bid and offer
prices to other market participants with the intention of generating rev-
enues based on spread and volume. Positioning involves managing
market risk positions with the expectation of profiting from favourable
movements in prices, rates or indices. Arbitrage activities involve identi-
fying and profiting from price differentials between markets and
products. The bank does not deal, to any significant extent, in leveraged
derivative transactions. These transactions contain a multiplier which,
for any given change in market prices, could cause the change in the
transaction’s fair value to be significantly different from the change in
fair value that would occur for a similar derivative without the multiplier.

Derivatives held or issued for non-trading purposes
The bank also uses derivatives in connection with its own asset/liability
management activities, which include hedging and investment activities.
Interest rate swaps are used to adjust exposure to interest rate risk
by modifying the repricing or maturity characteristics of existing and/or
anticipated assets and liabilities. As at October 31, 2001, the level of
interest rate derivatives in place to hedge anticipated transactions, and
accounted for as a hedge, was insignificant. Purchased interest rate
options are used to hedge redeemable deposits and other options
embedded in consumer products. Written options are used in the bank’s
asset/liability management activities when specifically linked to a pur-
chased option in the form of a collar. The amount of the bank’s deferred
gains and losses associated with non-trading derivatives hedging antici-
pated transactions was insignificant.
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Derivatives — Notional amounts and replacement cost

The following tables provide the notional amounts and gross positive
replacement cost of the bank’s derivative transactions. Notional
amounts, which are off-balance sheet, serve as a point of reference for
calculating payments and are a common measure of business volume.
The gross replacement cost of derivatives represents the total current
replacement value of all outstanding transactions in a gain position,
before factoring in the impact of master netting agreements.

Derivative-related credit risk

Credit risk from derivative transactions is generated by the potential for
the counterparty to default on its contractual obligations when one or
more transactions have a positive market value to the bank. This market
value is referred to as replacement cost since it is an estimate of what it
would cost to replace transactions at prevailing market rates if a default
occurred.

For internal risk management purposes, the credit risk arising from
a derivative transaction is defined as the sum of the replacement cost
plus an add-on that is an estimate of the potential change in the market
value of the transaction through to maturity. The add-on is determined by
statistically based models that project the expected volatility of the vari-
able(s) underlying the derivative, whether interest rate, foreign exchange
rate, equity or commodity price. Both the replacement cost and the add-
on are continually re-evaluated over the life of each transaction to ensure
that sound credit risk valuations are used.

Netting is a technique that can reduce credit exposure from deriva-
tives and is generally facilitated through the use of master netting
agreements. The two main categories of netting are close-out netting and
settlement netting. Under the close-out netting provision, if the counter-
party defaults, the bank has the right to terminate all transactions
covered by the master agreement at the then-prevailing market values
and to sum the resulting market values, offsetting negative against posi-
tive values, to arrive at a single net amount owed by either the
counterparty or the bank. Under the settlement netting provision, all pay-
ments and receipts in the same currency and due on the same day
between specified pairs of bank and counterparty units are netted, gen-
erating a single payment in each currency, due either by the bank or the
counterparty unit. The bank actively encourages counterparties to enter
into master netting agreements. However, measurement of the bank’s
credit exposure arising out of derivative transactions is not reduced to
reflect the effects of netting unless the enforceability of that netting is
supported by appropriate legal analysis as documented in bank policy.

To further manage derivative-related counterparty credit exposure,
the bank enters into agreements containing mark-to-market cap provi-
sions with some counterparties. Under such provisions, the bank has the
right to request that the counterparty pay down or collateralize the cur-
rent market value of its derivatives position with the bank. The use of
collateral does not currently represent a significant credit mitigation
technique for the bank in managing derivative-related credit risk.



The bank subjects its derivative-related credit risks to the same
credit approval, limit and monitoring standards that it uses for managing
other transactions that create credit exposure. This includes evaluation
of counterparties as to creditworthiness, and managing the size, diversi-
fication and maturity structure of the portfolio. Credit utilization for all
products is compared with established limits on a continual basis and is
subject to a standard exception reporting process. The bank utilizes a
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single internal rating system for all credit risk exposure. In most cases,
these internal ratings approximate the external risk ratings of public
rating agencies. The table below shows replacement cost, both before and
after the impact of netting, of the bank’s derivatives by risk rating and by
counterparty type. During 2001 and 2000, neither the bank’s actual
credit losses arising from derivative transactions nor the level of impaired
derivative contracts were significant.

Replacement cost of derivative financial instruments by risk rating and by counterparty type

Risk rating (1) Counterparty type (2)

BB or OECD
As at October 31, 2001 AAA, AA A BBB lower Total Banks governments Other Total
Gross positive replacement cost (3) $ 15558 $ 9,981 $ 2541 $ 701 $ 28,781 $ 18,770 $ 1,892 $ 8,119 $ 28,781
Impact of master netting agreements (11,975) (5,659) (1,026) (172) (18,832) (15,118) - (3,714) (18,832)
Replacement cost (after netting agreements) $ 3,583 $ 4,322 $ 1,515 $ 529 % 9,949 $ 3,652 % 1,892 $ 4,405 $ 9,949
Replacement cost (after netting agreements) — 2000 $ 4275 % 4,110 $ 1,346 $ 334 $ 10,065 $ 4,029 $ 1,846 $ 4,190 $ 10,065

(1)  The bank’s internal risk ratings for major counterparty types approximate those of public rating agencies. Ratings of AAA, AA, A and BBB represent investment grade ratings and ratings of BB

and lower represent non-investment grade ratings.
(2)  Counterparty type is defined in accordance with the capital adequacy requirements of the Superintendent of Financial Institutions Canada.
3) Represents the total current replacement value of all outstanding contracts in a gain position, before factoring in the impact of master netting agreements.

Notional amount of derivatives by term to maturity and replacement cost

Term to maturity 2001 2000
Within 1to Over 5 Other than Replacement Other than Replacement
1 year 5 years years (1) Total Trading trading cost (2) Trading trading cost (2)
Over-the-counter (OTC) contracts
Interest rate contracts
Forward rate agreements $ 16,700 $ 75,053 $ 3925 $ 95678 $ 95,678 $ - % 108 | $ 16,518 $ - $ 7
Swaps 201,031 359,441 137,430 697,902 628,735 69,167 17,568 477,038 53,614 4,517
Options purchased 6,549 7,838 5,514 19,901 19,787 114 416 31,564 131 168
Options written 10,783 6,570 4,824 22,177 22,177 - - 32,306 332 -
Foreign exchange contracts
Forward contracts 511,102 30,982 4,352 546,436 528,467 17,969 6,839 540,790 14,077 10,878
Cross currency swaps 1,064 2,934 4,620 8,618 8,618 - 518 4,836 452 180
Cross currency interest rate swaps 17,391 28,194 20,616 66,201 63,405 2,796 1,384 49,186 8,574 2,456
Options purchased 45,984 3,168 2 49,154 48,542 612 721 47,212 188 934
Options written 50,969 3,127 37 54,133 54,133 - - 53,275 188 -
Other contracts (3) 16,753 25,549 2,418 44,720 41,122 3,598 1,227 16,415 - 1,423
Exchange-traded contracts
Interest rate contracts
Futures — long positions 16,046 4,235 38 20,319 20,319 - - 14,544 430 -
Futures — short positions 39,089 4,211 19 43,319 43,232 87 - 19,949 800 -
Options purchased 5,615 7,737 - 13,352 13,352 - - 12,117 - -
Options written 11,230 849 - 12,079 12,079 - - 18,909 - -
Foreign exchange contracts
Futures — long positions 348 - - 348 348 - - 535 - -
Futures — short positions 144 - - 144 144 - - 17 - -
Other contracts (3) 47,270 10,860 - 58,130 58,130 - - 49,025 - -
$ 998,068 $ 570,748 $ 183,795 $1,752,611 $1,658,268 $ 94,343 28,781 | $1,384,236 $ 78,786 20,563
Impact of master netting agreements
With intent to settle net or
simultaneously (4) (39) (27)
Without intent to settle net or
simultaneously (5) (18,793) (10,471)
$ 9,949 $ 10,065

(1) Includes contracts maturing in over 10 years with a notional value of $19,637 million and related gross positive replacement cost of $950 million.

(2) Represents the total current replacement value of all outstanding contracts in a gain position, before factoring in the impact of master netting agreements. Exchange-traded contracts are
excluded from this presentation as the credit risk associated with these instruments is minimal since they are settled in cash on a daily basis. Written options are excluded as they represent
obligations of the bank and as such do not attract credit risk.

(3)  Comprises precious metals, commodity, equity-linked and credit derivative contracts.

(4)  Impact of offsetting credit exposures on contracts where the bank both has a legally enforceable master netting agreement in place and intends to settle the contracts on either a net basis

or simultaneously.

(5)  Additional impact of offsetting credit exposures on contracts where the bank has a legally enforceable master netting agreement in place but does not intend to settle the contracts on a net

basis or simultaneously.
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NoTE 17 | Concentrations of credit risk

Concentrations of credit risk exist if a number of customers are engaged
in similar activities, or are located in the same geographic region or have
comparable economic characteristics such that their ability to meet con-
tractual obligations would be similarly affected by changes in economic,

political or other conditions. Concentrations of credit risk indicate the
relative sensitivity of the bank’s performance to developments affecting a
particular industry or geographic location. Management does not believe
that the concentrations described below are unusual.

2001 2000
United Other United Other
Canada % States % Europe % countries % Total Canada % States % Europe % countries % Total
On-balance sheet assets
Total loans (1) $164,371 76% $ 29,879 14% $ 16,724 8% $ 6,207 2% $217,181 | $153,525 82% $ 15939 9% $ 9,109 5% $ 7,573 4% $186,146
Off-balance sheet
credit instruments
Financial instruments
with contractual
amounts representing
credit risk
Committed and
uncommitted
amounts to
extend credit (2)  $ 76,832 56% $ 43,508 32% $ 14,465 10% $ 3,084 2% $137,889 | $ 68,172 49% $ 46,539 33% $ 15940 11% $ 8,914 7% $139,565
Other financial
instruments 20,990 59 9,893 28 4,436 12 331 1 35,650 20,975 61 10,505 30 2,705 8 417 1 34,602
$ 97,822 56% $ 53,401 31% $ 18,901 11% $ 3,415 2% $173,539| $ 89,147 51% $ 57,044 33% $ 18,645 11% $ 9,331 5% $174,167
Derivatives before
master netting
agreements (3) $ 6,899 24% $ 9,154 32% $ 11,741 41% $ 987 3% $ 28,781 | $ 4,515 22% $ 5,798 28% $ 8,618 42% $ 1,632 8% $ 20,563

(1)

The largest concentrations in Canada are Ontario at 43% (2000 — 39%) and British Columbia at 11% (2000 — 14%). No industry accounts for more than 10% of total loans.

(2)  Of the commitments to extend credit, the largest industry concentration relates to financial institutions at 34% (2000 — 37%), mining and energy at 15% (2000 - 13%), transportation at 10%
(2000 - 11%) and manufacturing at 10% (2000 - 10%).
(3)  Represents replacement cost of which the largest concentration by counterparty type is with banks at 64% (2000 — 61%).
NoTE 18 | Estimated fair value of financial instruments

The estimated fair values are designed to approximate values at which
these instruments could be exchanged in a current transaction between
willing parties. However, many of the financial instruments lack an avail-
able trading market and therefore, fair values are based on estimates
using net present value and other valuation techniques, which are signif-
icantly affected by the assumptions used concerning the amount and
timing of estimated future cash flows and discount rates, which reflect
varying degrees of risk. Furthermore, due to the use of subjective judgment

Financial instruments

and uncertainties, the aggregate fair value amounts should not be
interpreted as being realizable in an immediate settlement of the
instruments.

The estimated fair values disclosed below do not reflect the value
of assets and liabilities that are not considered financial instruments
such as “premises and equipment.” In addition, the values of other non-
financial assets and liabilities, such as intangible values of client
relationships, have been excluded.

2001 2000
Book value Fair value Difference Book value Fair value Difference
Financial assets
Cash resources (1) $ 17535 $ 17,535 $ -1 $ 16,408 $ 16,408 $ -
Securities (2) 80,507 80,937 430 60,208 60,117 (91)
Loans (3) 204,980 209,133 4,153 172,647 173,552 905
Customers’ liability under acceptances (1) 9,923 9,923 - 11,628 11,628 -
Other assets (4) 37,865 37,915 50 25,680 25,788 108
Financial liabilities
Deposits (5) 233,447 236,196 (2,749) 202,896 204,386 (1,490)
Acceptances (1) 9,923 9,923 - 11,628 11,628 -
Obligations related to securities sold short (1) 16,443 16,443 - 13,419 13,419 -
Obligations related to assets sold under
repurchase agreements (1) 20,864 20,864 - 9,005 9,005 -
Other liabilities (4) 52,117 52,117 - 32,723 32,723 -
Subordinated debentures (6) 6,314 6,646 (332) 5,825 5,809 16

Due to their short-term maturity, the carrying values of certain on-balance sheet financial instruments are assumed to approximate their fair values.
The estimated fair values are provided in the Securities note to the consolidated financial statements (note 4). These are based on quoted market prices, when available. If quoted market

(2)
prices are not available, fair values are estimated using quoted market prices of similar securities.

(3) For certain variable rate loans that reprice frequently, fair values are assumed to be equal to the carrying values. The fair values of other loans are estimated through a discounted cash flow
calculation that applies market interest rates currently charged for similar new loans to expected maturity amounts.

(4)  The carrying values of Other assets and Other liabilities approximate their fair values with the exception of amounts relating to derivative financial instruments held or issued for other than
trading purposes. The net fair value over book value for these instruments is shown in Other assets.

(5)  The fair values of deposits with no stated maturity are assumed to be equal to their carrying values. The estimated fair values of fixed-rate deposits are determined by discounting the
expected cash flows, using market interest rates currently offered for deposits of similar remaining maturities (adjusted for early redemptions where appropriate).

(6)  The fair values of the debentures are based on quoted market prices for similar issues, or current rates offered to the bank for debt of the same remaining maturity.
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Derivative financial instruments (1)

2001 2000
Average fair value Year-end Year-end
for the year ended (2) fair value fair value
Positive Negative Positive Negative Positive Negative
Held or issued for trading purposes
Interest rate contracts
Forward rate agreements $ 33 % 24 $ 108 $ 79 | $ 7 % 4
Swaps 7,507 8,311 16,211 16,692 3,845 4,574
Options purchased 258 - 416 - 168 -
Options written - 203 - 325 - 136
7,798 8,538 16,735 17,096 4,020 4,714
Foreign exchange contracts
Forward contracts 9,239 8,339 6,800 5,868 10,683 9,722
Cross currency swaps 265 222 518 315 91 125
Cross currency interest rate swaps 1,770 1,718 1,309 1,975 2,164 1,830
Options purchased 779 - 715 - 934 -
Options written - 731 - 560 - 950
12,053 11,010 9,342 8,718 13,872 12,627
Other contracts (3) 1,418 1,667 928 2,651 1,423 1,178
$ 21,269 $ 21,215 27,005 28,465 19,315 18,519
Held or issued for other than trading purposes
Interest rate contracts
Swaps 1,357 1,104 672 256
Options written - - - 7
1,357 1,104 672 263
Foreign exchange contracts
Forward contracts 39 313 195 310
Cross currency swaps - - 89 89
Cross currency interest rate swaps 75 50 292 252
Options purchased 6 - _ _
120 363 576 651
Other contracts (3) 299 51 - -
1,776 1,518 1,248 914
Total gross fair values before netting 28,781 29,983 20,563 19,433
Impact of master netting agreements
With intent to settle net or simultaneously (4) (39) (39) (27) (27)
Without intent to settle net or simultaneously (5) (18,793) (18,793) (10,471) (10,471)
Total $ 9949 ¢$ 11,151 | $ 10,065 $ 8,935

(1)  The fair values of derivatives are presented on a gross basis before the impact of legally enforceable master netting agreements. The fair values of derivatives are determined using various
methodologies including: quoted market prices, where available; prevailing market rates for instruments with similar characteristics and maturities; net present value analysis or other pricing
models as appropriate.

(2)  Average fair value amounts are calculated based on monthly balances.

(3)  Comprises precious metals, commodity, equity-linked and credit derivative contracts.

(4)  Impact of offsetting credit exposures on contracts where the bank both has a legally enforceable master netting agreement in place and intends to settle the contracts on either a net basis
or simultaneously.

(5)  Additional impact of offsetting credit exposures on contracts where the bank has a legally enforceable master netting agreement in place but does not intend to settle the contracts on a net
basis or simultaneously.
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NOTE 19 | Contractual repricing and maturity schedule

The table below details the bank’s exposure to interest rate risk as defined
and prescribed by the Canadian Institute of Chartered Accountants hand-
book Section 3860, Financial Instruments — Disclosure and Presentation.
On- and off-balance sheet financial instruments are reported based on
the earlier of their contractual repricing date or maturity date. Effective
interest rates have been disclosed where applicable. The effective rates
shown represent historical rates for fixed-rate instruments carried at
amortized cost and current market rates for floating-rate instruments or
instruments carried at fair value.

Carrying amount by earlier of contractual repricing or maturity date

The table below does not incorporate management’s expectation of
future events where expected repricing or maturity dates differ signifi-
cantly from the contractual dates. The bank incorporates these assumptions
in the management of its interest rate risk exposure. These assump-
tions include expected repricing of trading instruments and certain loans
and deposits. Taking into account these assumptions on the consolidated
contractual repricing and maturity schedule at October 31, 2001, would
result in a change in the under-one-year gap from ($35.3) billion to
($19.1) billion (2000 - ($27.8) billion to ($12.1) billion).

Immediately Under 3 3to6 Over 6 to Over 1 to Over 5 Non-interest-
rate-sensitive months months 12 months 5 years years sensitive Total
Assets
Cash resources $ - $ 11,260 2376 $ 2,762 $% 119 $ - $ 1,018 $ 17,535
Effective interest rate 4.19% 3.11% 3.42% 2.61%
Securities
Trading account - 15,848 5,210 5,621 8,353 7,735 15,425 58,192
Effective interest rate 2.50% 2.47% 3.04% 4.05% 5.17%
Investment account and loan substitute - 4,066 1,764 4,141 8,195 2,564 1,585 22,315
Effective interest rate 2.88% 3.23% 4.21% 4.51% 5.62%
Loans 38,786 78,427 9,312 14,099 59,275 4,894 187 204,980
Effective interest rate 3.93% 5.27% 5.87% 6.61% 6.84%
Other assets - - - - - - 56,238 56,238
38,786 109,601 18,662 26,623 75,942 15,193 74,453 359,260
Liabilities
Deposits 64,837 106,175 16,753 19,651 24,022 1,978 31 233,447
Effective interest rate 2.56% 3.63% 3.75% 5.03% 5.41%
Obligations related to securities sold short - 664 288 706 4,594 6,136 4,055 16,443
Effective interest rate 2.58% 4.98% 2.69% 3.69% 5.33%
Obligations related to assets sold
under repurchase agreements - 19,509 734 464 50 - 107 20,864
Effective interest rate 2.62% 2.35% 2.63% 3.69%
Other liabilities - - - - - - 62,548 62,548
Effective interest rate
Subordinated debentures - 767 60 400 2,400 2,687 - 6,314
Effective interest rate 3.10% 10.50% 5.40% 6.02% 6.86%
Non-controlling interest in subsidiaries - - - - - 1,400 79 1,479
Effective interest rate 7.23%
Shareholders’ equity 150 - - - 700 300 17,015 18,165
Effective interest rate 6.40% 5.89% -
64,987 127,115 17,835 21,221 31,766 12,501 83,835 359,260
On-balance sheet gap (26,201) (17,514) 827 5,402 44,176 2,692 (9,382) -
Off-balance sheet financial instruments (1)
Derivatives used for asset liability
management purposes
Pay side instruments - (33,271) (1,481) (3,091) (22,409 (4,011) - (64,263)
Effective interest rate 3.56% 6.58% 5,70% 5.60% 5.94%
Receive side instruments - 35,815 3,056 4,513 13,805 7,074 - 64,263
Effective interest rate 4.09% 5.34% 4.88% 5.57% 6.13%
Derivatives used for trading purposes - 22,574 (14,223) (11,744) 7,124 1,928 (5,659) -
Effective interest rate 2.61% 2.35% 2.36% 3.69% 5.29%
- 25,118 (12,648) (10,322) (1,480) 4,991 (5,659) -
Total gap $(26,201) $ 7,604 $(11,821) $ (4,920) $ 42,696 $ 7,683 $(15,041) $ -
Canadian dollar (8,064) (786) (7,292) (4,784) 38,156 1,759 (24,598) (5,609)
Foreign currency (18,137) 8,390 (4,529) (136) 4,540 5,924 9,557 5,609
Total gap $(26,201) $ 7,604 $(11,821) $ (4,920) $ 42,696 $ 7,683 $(15,041) $ —
Canadian dollar - 2000 (18,165) (1,998) 4,484 (636) 32,951 2,649 (14,437) 4,848
Foreign currency — 2000 (12,620) 15,191 (5,635) (8,436) 1,431 1,512 3,709 (4,848)
Total gap — 2000 $(30,785) $ 13,193 $ (1,151) $ (9,072) $ 34,382 $ 4,161 $(10,728) $ —

(1)  Represents net notional amounts.
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NOTE 20

Reconciliation of Canadian and United States generally accepted accounting principles

These consolidated financial statements are prepared in accordance with

Canadian generally accepted accounting principles (GAAP), including

the accounting requirements of the Superintendent of Financial

Summary of reconciliation to U.S. GAAP

Institutions Canada. As required by the United States Securities and
Exchange Commission, material differences between Canadian and
United States GAAP are described below.

2001 2000 1999
Shareholders’ Shareholders’ Shareholders’

Net income equity Assets Net income equity Assets  Net income equity Assets
Canadian GAAP $ 2,411 $ 18,165 $ 359,260 | $ 2,274 $ 13,541 $ 289,740 $ 1,757 $ 12,615 $ 270,650
Derivative instruments and hedging activities (1) (1) (191) 1,235 - - - - - -
Reclassification of securities (2) - 199 199 - (56) (46) - (85) (85)
Postretirement benefits other than pensions (3) - - - (35) (163) 123 (37) (128) 97
Pension benefits (3) - - - - (27) (27) (6) (27) (27)
Trade date accounting (4) - - (1,464) - - 419 - - 2,327
Merger consummation costs (5) - - - - - - 14 - -
Insurance accounting (6) 41 19 1,290 (29) (13) 416 16 16 283
Additional pension obligation (7) - (17) 12 - - - - - -
Substantively enacted tax rate change (8) (16) - - 16 16 16 - - -
Other (9) - 30 1,951 (18) (1) 3,413 (19) 17 53
U.S. GAAP $ 2,435 $ 18,205 $ 362,483 | $ 2,208 $ 13,297 $ 294,054 $ 1,725 $ 12,408 $ 273,298

Earnings per share $ 3.58 $ 3.42 $ 2.50

Diluted earnings per share $ 3.55 $ 3.40 $ 2.48

(1)

(4)

Under U.S. GAAP, all derivatives are recorded on the balance sheet at fair value.

Changes in the fair value of derivatives are recorded in Net income, or if the derivative is
designated and to the extent it functions effectively as a cash flow hedge, in Other
comprehensive income within Shareholders’ equity. For derivatives designated as fair
value hedges, the changes recorded in Net income are generally offset by changes in the
fair value of the hedged item attributable to the risk being hedged. The changes recorded
in Other comprehensive income are subsequently reclassified to Net income to offset
the effects of variability in cash flows of the hedged item. Under Canadian GAAP, only
derivatives used in sales and trading activities are recorded on the balance sheet at fair
value. Recording derivatives and hedging activities in accordance with U.S. GAAP would
decrease Net income by $1 million for the year ended October 31, 2001, increase
Securities by $53 million, Other assets by $1,412 million, Deposits by $344 million,
Other liabilities by $734 million and Subordinated debentures by $348 million, and
decrease Cash resources by $19 million, Loans by $211 million and Shareholders’
equity by $191 million as at October 31, 2001.

Under U.S. GAAP, Securities are classified as Trading account (carried at estimated
current market value), Available for sale (carried at estimated current market value)

or Held to maturity (carried at amortized cost). The net unrealized gain (loss) on Available
for sale securities, net of related income taxes, is reported as Other comprehensive
income within Shareholders’ equity except where the changes in market value are
effectively hedged by derivatives. These hedged unrealized gains (losses) are recorded in
Net income, where they are generally offset by the changes in fair value of the hedging
derivatives. Under Canadian GAAP, Securities are classified as Investment account
(carried at amortized cost) or Trading account (carried at estimated current market value).
Classifying Securities in accordance with U.S. GAAP would increase Securities by

$339 million, decrease the related deferred income taxes included in Other assets by
$140 million, and increase Shareholders’ equity by $199 million as at October 31, 2001.
The bank adopted the new accounting standard issued by the CICA for Employee Future
Benefits which requires the bank to accrue the costs of all postretirement benefits over
the working lives of employees instead of the previous method of expensing costs when
paid. The new standard also requires a change to the discount rate used to value future
benefit obligations from an estimated long-term rate to a market-based interest rate.

As a result of adopting this new standard on November 1, 2000, there are no longer
differences between Canadian and U.S. GAAP related to employee future benefits
accounting except as noted in footnote (7).

Under U.S. GAAP, trade date accounting for Securities is used for both the consolidated
balance sheet and the consolidated statement of income. The bank’s practice under
Canadian GAAP is settlement date accounting for the consolidated balance sheet and
trade date accounting for the consolidated statement of income. The application of trade
date accounting to the bank'’s consolidated balance sheet would decrease Securities

by $1,611 million and Other liabilities by $1,464 million, and increase Other assets by
$147 million as at October 31, 2001.

(9)

Under U.S. GAAP, costs incurred to effect a business combination accounted for as a
pooling of interests are expensed as incurred. As a result, merger consummation costs
of $24 million incurred in 1998 to effect the proposed merger with Bank of Montreal
would be charged to income in 1998 under U.S. GAAP. Under Canadian GAAP, these
costs were deferred as Other assets, and were to be charged directly to Retained earnings
when the merger was consummated. Following the rejection of the proposed merger by
the Minister of Finance in December 1998, the deferred costs amounting to $24 million
plus additional costs of $12 million were charged to income in 1999 under Canadian
GAAP. The $36 million charged to income under Canadian GAAP exceeded,

by $24 million, the $12 million that would be charged to income under U.S. GAAP

in 1999. This would result in Net income under U.S. GAAP being $14 million higher
for the year ended October 31, 1999.

There are differences between U.S. and Canadian GAAP with respect to life insurance
premiums, investment accounting and actuarial reserving. These lead to timing differ-
ences in the charging or releasing of actuarial reserves to income and in the recognition
of gains and losses on investments. The application of U.S. GAAP to the bank’s insurance
operations would increase Net income by $41 million for the year ended October 31,
2001. Also, excluding the effects of reclassification of Securities which are included in
footnote (2) above, Other assets and Other liabilities would increase by $1,326 million
and $1,271 million respectively, the related Deferred income taxes would decrease
Other assets by $36 million and Shareholders’ equity would increase by $19 million

as at October 31, 2001.

For defined benefit pension plans, U.S. GAAP requires that the excess of the unfunded
accumulated benefit obligation over the unrecognized prior service cost be recorded

in Other comprehensive income. Recognition of this additional pension obligation
would increase Other liabilities by $29 million, the related deferred income taxes would
increase Other assets by $12 million and Shareholders’ equity would decrease by

$17 million as at October 31, 2001.

Under U.S. GAAP, the effects of changes in tax rates on deferred income taxes are
recorded when the tax rate change has been passed into law. Under Canadian GAAP,
these effects are recorded when the tax rate change has been substantively enacted.
The reductions in the corporate tax rate announced during calendar year 2000 and
considered substantively enacted then, have been passed into law. Adjusting for the
effects of their enactment in accordance with U.S. GAAP would reduce Net income by
$16 million for the year ended October 31, 2001.

Other differences between U.S. and Canadian GAAP relate to the right of offset,
accounting for joint ventures and other minor items. Investments in joint ventures are
proportionately consolidated under Canadian GAAP and accounted for under the equity
method under U.S. GAAP. Accounting for joint ventures in accordance with U.S. GAAP
would not affect Net income. The net of these items would increase Shareholders’ equity
by $30 million, Assets by $1,951 million and Liabilities by $1,921 million as at
October 31, 2001.
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