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Management’s Discussion and Analysis

Overview
Management evaluates the bank’s performance on a core basis (i.e.,

excluding one-time items) as well as on a reported basis (i.e., as reported

in its consolidated financial statements on pages 53 to 76). One-time

items are viewed by management as transactions that are not part of

normal day-to-day business operations or are unusual in nature, 

thereby obscuring management’s analysis of trends. There were some

one-time items in 1999 (shown in Table 4 on page 24), but no signifi-

cant one-time items in 2000. Throughout management’s discussion and

analysis, comparisons to 1999 will be based on core 1999 numbers.

Highlights
• Fully diluted earnings per share of $3.40, up 29% from 1999
• Economic Profit of $717 million, up 111%
• Revenues of $12.0 billion, up 14%
• Non-interest revenues 56% of total revenues, up from 51% in 1999 
• Non-interest expenses of $7.6 billion, up 9%, and base non-interest expenses of $5.5 billion, down 2%
• Nonaccrual loans down $26 million and total provision for credit losses down $69 million or 9% from 1999
• Total allowance for credit losses up $75 million to $1,975 million
• Repurchase of 19.7 million common shares for $660 million
• Capital ratios up and common share dividends of $1.14 per share, up 21%
• International net income 30% of total net income

Financial Priorities
Revenue Growth and Diversification
In 2000, revenues increased 14%, substantially higher than the bank’s

objective of growth in the mid-single digits. Net interest income increased

3% and non-interest revenue was 24% higher.

Cost Control
The efficiency ratio was 63.6% in 2000 versus 66.2% in 1999, and the

operating efficiency ratio (i.e., excluding costs and revenues of strategic

initiatives, costs of Stock Appreciation Rights and one-time expenses and

revenues) improved to 60.6% from 65.0%. The bank took $580 million out

of its cost base by the end of 2000, as detailed on page 34, and reached

an operating efficiency ratio (using Canadian GAAP) of 59.5% in the

fourth quarter of 2000 – in line with stated objectives.

Strong Credit Quality
Nonaccrual loans fell by $26 million from last year. The provision for

credit losses was $691 million, down from $760 million in 1999.

The allowance for credit losses was $1,975 million at October 31, 2000,

up $75 million from 1999. During the year, net charge-offs (charge-offs,

net of recoveries) were $677 million or .42% of average loans, versus

$958 million or .62% in 1999. During 1999, the bank had accelerated

the rate of charging off problem corporate loans to be consistent with

U.S. practice.

Balance Sheet and Capital Management
Using the guidelines provided by the Superintendent of Financial

Institutions Canada and Canadian GAAP financial information, the Tier 1

capital ratio was 8.6%, up from 8.1% a year ago. The Total capital ratio

was 12.0%, up from 11.2%. Both ratios met the bank’s medium-term

(3–5 year) capital ratio goals of 8% for Tier 1 capital and 11–12% for

Total capital.

Table 1: Earnings by Geographic Segment
2000 1999

(C$ millions, taxable equivalent basis) Canada International Total Canada International Total

Net interest income $ 4,796 $ 511 $ 5,307 $ 4,402 $ 750 $ 5,152
Non-interest revenue 5,277 1,403 6,680 4,277 1,214 5,491

Gross revenues 10,073 1,914 11,987 8,679 1,964 10,643
Provision for credit losses 703 (12) 691 672 88 760
Non-interest expenses 6,470 1,158 7,628 6,054 1,087 7,141
Income taxes (1) 1,354 106 1,460 854 163 1,017

Net income $ 1,546 $ 662 $ 2,208 $ 1,099 $ 626 $ 1,725

Core net income (2) $ 1,546 $ 662 $ 2,208 $ 1,171 $ 642 $ 1,813

(1) Includes non-controlling interest and taxable equivalent adjustment.
(2) Excludes one-time items in 1999, which are described in Table 4 on page 24.
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Line of Business Results
Overview
Table 3 on page 24 shows the bank’s results by business segment in

2000. Results for 1999 are shown both before and after the impact of

one-time items (shown in Table 4 on page 24). There were no one-time

items in 2000. The discussion below and on pages 24 to 28 refers to

core amounts (i.e., excluding one-time items) for 1999.

Personal & Commercial Financial Services generated 55% of the

bank’s net income in 2000 and produced a return on common equity of

21.3%. A substantial contributor to the bank’s successful cost-saving

initiatives, this segment achieved an efficiency ratio of 59.2% and an

operating efficiency ratio of 57.0%, improvements of 520 basis points

and 620 basis points, respectively, from 1999.

Wealth Management generated 19% of the bank’s net income. The

segment’s 47.8% return on common equity reflects relatively low capital

requirements due to its largely fee-based business. The efficiency ratio

was 73.9%, while the operating efficiency ratio was 71.2%.

Corporate & Investment Banking generated 23% of the bank’s net

income. Return on common equity was 20.8%, while the efficiency ratio

was 62.5% and the operating efficiency ratio was 58.0%.

Transaction Processing, a newly created segment in 2000, gener-

ated 6% of the bank’s net income. Return on common equity was

32.2%, while the efficiency ratio was 68.1% and the operating efficiency

ratio was 68.0%.

Other largely comprises Corporate Treasury (which manages the

bank’s market risk position of the non-trading businesses), Systems &

Technology and Real Estate Operations. In 2000, this segment recorded

a net loss of $59 million.

The bank allocates capital to its business segments based on their

credit, market, operational and other risks. The four operating segments’

returns on common equity in 2000 were negatively impacted by the

re-allocation of approximately $1.1 billion of common equity during the

first quarter from the Other segment to the four business segments to

underpin operational and business risks. Approximately $400 million was

re-allocated to Personal & Commercial Financial Services, $250 million

to Wealth Management, $450 million to Corporate & Investment

Banking and $50 million to Transaction Processing.

Economic Profit
The bank measures the Economic Profit of its businesses, in addition to

using a variety of other traditional measures, such as return on common

equity and growth in earnings. Economic Profit measures each business

segment’s cash operating earnings after providing for the cost of capital

committed to the segment.

Cash operating earnings is net income available to common share-

holders (i.e., excluding the impact of one-time items and amortization of

goodwill and other intangibles). The equity capital charge is derived by

applying the cost of common equity to the amount of average common

equity. The current cost of common equity is 13.5% and is manage-

ment’s proxy for the after-tax return required by shareholders for the use

of their capital. 

To create shareholder value, one must generate cash operating

earnings in excess of the equity capital charge. Positive Economic Profit

adds to shareholder value while negative Economic Profit destroys share-

holder value.

Economic Profit measures changes in value created for the share-

holders over time, and is an effective planning tool to focus attention

on shareholder value growth opportunities. The objectives are to:

• Increase cash operating earnings without tying up more capital

• Target investments in projects that yield positive economic returns

• Improve overall efficiency of invested capital through re-allocation

from less efficient uses

• Improve the risk-return profiles of the lines of business

Economic Profit strengthens risk management discipline, as busi-

ness segments are attributed cost of capital based on their credit,

market, operational and other risks. This discipline has resulted in con-

trolled growth and returns commensurate with risks. Furthermore,

Economic Profit encourages the allocation of more capital to stronger

performing businesses, and less capital to businesses that are weaker

performers. 

As shown in Table 2 below, the bank had record Economic Profit in

2000, resulting from cash operating earnings growing at a much

faster rate than average common equity. Economic Profit in 2000 was

$717 million, up $377 million or 111% from $340 million in 1999.

Business segment contributions were $427 million from Personal &

Commercial Financial Services (1999 – $297 million), $312 million

from Wealth Management (1999 – $215 million), $194 million from

Corporate & Investment Banking (1999 – $135 million) and $81 million

from Transaction Processing (1999 – $60 million). The Economic Profit

amounts for the business segments appear in Table 3 on page 24.

Table 2: Economic Profit (1)

(C$ millions) 2000 1999 1998 1997 1996

Net income available to common shareholders (2) $ 2,074 $ 1,568 $ 1,627 $ 1,523 $ 1,186
Adjustment for one-time items – 88 17 – –
Adjustment for amortization of goodwill and other intangibles 91 70 66 63 38

Cash operating earnings 2,165 1,726 1,710 1,586 1,224
Capital charge (1,448) (1,386) (1,249) (1,204) (1,094)

Economic Profit (1) $ 717 $ 340 $ 461 $ 382 $ 130

Economic Profit growth 111% (26)% 21% 194% –
Average common equity $ 10,725 $ 10,268 $ 9,255 $ 8,303 $ 7,543
Cost of common equity 13.5% 13.5% 13.5% 14.5% 14.5%

(1) Economic Profit is cash operating earnings (i.e., net income available to common shareholders excluding the impact of one-time items and amortization of goodwill and other intangibles) less a
charge for the cost of common equity employed.

(2) Net income less preferred share dividends.
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Table 3: Results by Business Segment
2000 1999

Personal &
Commercial Corporate &

Financial Wealth Investment Transaction
(C$ millions, taxable equivalent basis) Services Management Banking Processing Other (1) Total Core (2) Reported

Net interest income $ 4,789 $ 359 $ 43 $ 160 $ (44) $ 5,307 $ 5,152 $ 5,152
Non-interest revenue 1,729 2,138 2,287 514 12 6,680 5,386 5,491

Gross revenues 6,518 2,497 2,330 674 (32) 11,987 10,538 10,643
Provision for credit losses 649 (1) 91 (21) (27) 691 670 760
Non-interest expenses 3,857 1,846 1,456 459 10 7,628 6,971 7,141
Income taxes 782 239 260 102 29 1,412 1,041 974
Non-controlling interest and 
taxable equivalent adjustment 12 – 21 – 15 48 43 43

Net income (loss) $ 1,218 $ 413 $ 502 $ 134 $ (59) $ 2,208 $ 1,813 $ 1,725

Net income (loss) as a % of
total bank net income 55% 19% 23% 6% (3)% 100% 100% 100%

Net income growth over prior year 26% 52% 32% 25% n.a. 22% 1% (3)%
Fully diluted earnings per share $ 3.40 $ 2.63 $ 2.48
Economic Profit (3) 427 312 194 81 (297) 717 340 340
Return on common equity 21.3% 47.8% 20.8% 32.2% (3.7)% 19.3% 16.1% 15.3%
Efficiency ratio (4) 59.2% 73.9% 62.5% 68.1% n.a. 63.6% 66.2% 67.1%
Operating efficiency ratio (5) 57.0% 71.2% 58.0% 68.0% n.a. 60.6% 65.0% 65.0%
Non-interest revenue as a % of 
gross revenues 27% 86% 98% 76% n.a. 56% 51% 52%

Average assets $131,900 $ 8,000 $131,900 $ 1,600 $ 10,700 $284,100 $270,000 $270,000
Average loans 125,700 2,600 31,400 1,200 (900) 160,000 155,600 155,600
Average deposits 98,900 14,400 61,900 7,600 13,300 196,100 184,800 184,800
Average common equity 5,400 800 2,300 400 1,800 10,700 10,300 10,300

(1) The Other segment comprises mainly Corporate Treasury, Systems & Technology and Real Estate Operations.
(2) Core results exclude one-time items detailed in Table 4 below. There were no one-time items in 2000.
(3) Economic Profit is defined as cash operating earnings (i.e., net income available to common shareholders excluding the impact of one-time items and amortization of goodwill and other 

intangibles) less a charge for the cost of common equity employed.
(4) Non-interest expenses as a percentage of gross revenues.
(5) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, costs of Stock Appreciation Rights and one-time expenses and revenues.

Table 4: One-Time Items Affecting Business Segment Results in 1999 (1)

Personal &
Commercial Corporate &

Financial Investment
(C$ millions, taxable equivalent basis) Services Banking Other Total

Non-interest revenue
Gain on sale of securities (2) $ 28 $ – $ – $ 28
Gain on sale of real estate – – 95 95
Writedown of MECA & Integrion (3) – – (18) (18)

28 – 77 105
Provision for credit losses
Unallocated (4) (35) (55) – (90)

(35) (55) – (90)
Non-interest expenses
Restructuring costs (50) (83) (20) (153)
Merger costs (5) – – (12) (12)
Expenses related to the sale of real estate – – (5) (5)

(50) (83) (37) (170)

Total impact (pre-tax) (57) (138) 40 (155)

Total impact (after-tax) $ (33) $ (78) $ 23 $ (88)

Impact on fully diluted earnings per share $ (0.15)

(1) There were no one-time items in Wealth Management or Transaction Processing in 1999 and no one-time items at all in 2000.
(2) Related to shares received in satisfaction of a loan previously charged off.
(3) Writedowns of investments in MECA Software LLC and Integrion Financial Network LLC following the decision to migrate PC banking customers to the Internet.
(4) Recorded to allow for imperfections in models and in estimating risk.
(5) Related to the proposed merger with Bank of Montreal, which was denied by the Minister of Finance in December 1998.
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Personal & Commercial Financial Services
Overview
Personal & Commercial Financial Service’s net income was up 26% from

a year ago. 

Revenues were up 9%, with increases in all businesses, while

non-interest expenses were unchanged due to a highly effective cost-

reduction program, resulting in an improvement in the efficiency ratio of

520 basis points from 1999. The operating efficiency ratio (i.e., exclud-

ing expenses and revenues of strategic initiatives, costs of Stock

Appreciation Rights and one-time expenses and revenues) improved by

620 basis points from 1999 to 57.0%. 

The 20% increase in the provision for credit losses was largely due

to higher provisions for consumer loans.

Economic Profit was $427 million, an increase of 44% over 1999.

Return on common equity was 21.3%, up from 20.1% last year.

Core Results (1)

(C$ millions, taxable equivalent basis) % change 2000 1999

Net interest income 7% $ 4,789 $ 4,457
Non-interest revenue 14 1,729 1,521

Gross revenues 9 6,518 5,978
Provision for credit losses

Allocated specific 33 539 405
Allocated general and 
unallocated (19) 110 135

Total provision 20 649 540
Non-interest expenses – 3,857 3,848

Net income before income taxes 27 2,012 1,590
Income taxes 28 782 610
Non-controlling interest and 
taxable equivalent adjustment – 12 12

Net income 26% $ 1,218 $ 968

Net income as a % of 
total bank net income 200 bp 55% 53%

Economic Profit 44% $ 427 $ 297
Return on common equity 120 bp 21.3% 20.1%
Efficiency ratio (520)bp 59.2% 64.4%
Operating efficiency ratio (2) (620)bp 57.0% 63.2%
Average assets 6% $ 131,900 $ 123,900
Average loans 6 125,700 118,500
Average deposits 5 98,900 94,600
Average common equity 20 5,400 4,500

(1) Excluding one-time items in 1999 detailed in Table 4 on page 24. 
There were no one-time items in 2000.

(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues.

Insurance
• Insurance net income was down 5% from a high level in 1999,

which had reflected the release of actuarial reserves in 1999
• Total gross insurance premiums grew 22% over 1999, reflecting the

acquired Canadian individual life insurance and annuity business of
Prudential of America, and significant volume increases in home &
auto as well as property & casualty reinsurance

• Strong growth target of $2.5 billion in annual gross premiums
within five years

• Ranked in the world’s top 50 reinsurers, based on net reinsurance
premiums written (No. 57 in 1999), with a growing presence in the
life retrocession, property & casualty and structured reinsurance
businesses

(C$ millions) % change 2000 1999

Gross insurance premiums
Life 14% $ 751 $ 659
Non-life 44 286 199
Other 233 10 3

Total 22% $ 1,047 $ 861

Net income after tax
Life 4% $ 116 $ 112
Non-life (167) (16) (6)
Other 50 3 2

Total (5)% $ 103 $ 108

Emerging Businesses (includes Prism Financial Corporation, Royal Bank
Ventures Inc. and Security First Network Bank)
• Solid growth in Security First Network Bank’s number of accounts
• Prism Financial Corporation originated $4.9 billion of mortgages

since the acquisition in early April 2000
• Number of Canadian online clients, which more than doubled in

2000 over 1999, is again expected to significantly increase in 2001
• Expansion in the U.S. is creating new opportunities for cross-selling

products and services among member companies

Card Services

• Strong volume growth and effective cost-containment initiatives led

the business to 15% earnings growth this year

• The Bank One acquisition added over 200,000 new accounts and

an additional 25 affinity partners, bringing the number to over 50

(C$ millions, transactions in millions) % change 2000 1999

Average managed assets 11% $ 5,307 $ 4,770
Card spending volumes 8 25,299 23,350
Merchant spending volumes 13 23,026 20,346
No. of merchant debit transactions 22 429 351

Financial Performance by Business
Personal & Commercial Banking

• Solid revenue growth of 6% and strong volume growth

• Market leader in Canada in mortgages (15.3% market share) and

second in personal lending (16.3%) and personal deposits (15.7%)

• Leadership position maintained in business financing (14.0% mar-

ket share) and business deposits (21.2%)

(C$ millions) % change 2000 1999

Gross revenues 6% $ 5,094 $ 4,801
Average residential mortgages 6 62,850 59,300
Average personal loans 9 23,600 21,600
Average personal deposits 1 72,500 71,600
Average business loans 6 36,800 34,750
Average business deposits 14 22,300 19,500

% change 2000 1999

Security First Network Bank’s
No. of accounts 38% 55,400 40,200

Prism Financial Corporation
mortgage originations ($ billions) n.a. $ 4.9 n.a.

Canadian online clients 139 1,264,400 530,000



Management’s Discussion and Analysis

U.S. GAAP – Royal Bank of Canada 26

Wealth Management
Overview
Royal Investment Services’ net income increased by 52% over 1999,

reflecting strong performances from Royal Bank Action Direct (self-

directed brokerage), Private Client Division (full-service brokerage),

Royal Financial Planning and Global Private Banking. The segment’s con-

tribution to the bank’s net income increased to 19% from 15% in 1999.

Return on common equity declined to 47.8% due to the higher alloca-

tion of capital for operational and other risks, described on page 23.

Revenue growth exceeded expense growth, resulting in a substan-

tial improvement in the efficiency ratio. The operating efficiency ratio

improved by 770 basis points from 1999 to 71.2%. 

Economic Profit was $312 million, up 45% over 1999.

Assets under administration (AUA) were up 21% as a result of double-

digit percentage growth in Royal Bank Action Direct, Private Client

Division and Global Private Banking.

Assets under management (AUM) were up 13%, with particularly

strong growth in personal assets under management.

Financial Performance by Business
Royal Bank Action Direct
• As a result of strong capital markets, especially in the first half of

the year, Royal Bank Action Direct experienced significant busi-
ness growth in Canada with trade volumes up 125%, number of
accounts up 34% and electronic trading volumes up 196% over
last year. AUA grew 49% over 1999 to $14.5 billion and revenues
were up 89%

Private Client Division
• In the full-service brokerage division, AUA were up 21% and rev-

enues increased 25% over 1999. Fee-based assets (assets that
generate fees based on a percentage of the assets, rather than
transaction-based commissions) represented 14% of total AUA,
up from 11% in 1999

Royal Financial Planning (formerly Personal Wealth Management)
• Royal Financial Planning, in conjunction with Personal & Commer-

cial Banking, continued to expand the Personal Financial Advisor
program – a new relationship management value proposition for a
segment of affluent clients in the Royal Bank and Royal Trust
branch networks

RBC Private Counsel
• Formed in the first quarter of this year to provide a solution-based

focus to the global investment counsel needs of domestic clients
requiring discretionary investment services

Global Private Banking
• Global Private Banking experienced 22% growth in combined per-

sonal and institutional AUA and 27% growth in AUM, due in part to
the Ernst & Young Channel Islands acquisitions. Revenues were up
35% over 1999

Investment Management and Personal Trust
• Investment Management AUM and Personal Trust AUA were up

13% and 9%, respectively, over 1999. Were it not for the transfer
of assets to RBC Private Counsel in early 2000, Investment
Management revenues would have been up 13% from 1999

Royal Mutual Funds
• At $34 billion, mutual fund balances were up 11% from 1999.

Royal Mutual Funds is the third-largest Canadian mutual fund
company at October 31, 2000, with 8.1% of total mutual fund
assets in Canada

Core Results (1)

(C$ millions, taxable equivalent basis) % change 2000 1999 (2)

Net interest income 34% $ 359 $ 267
Non-interest revenue 27 2,138 1,684

Gross revenues 28 2,497 1,951
Provision for credit losses

Allocated specific 80 (1) (5)
Allocated general and 
unallocated n.a. – 5

Total provision n.a. (1) –
Non-interest expenses 19 1,846 1,556

Net income before income taxes 65 652 395
Income taxes 94 239 123

Net income 52% $ 413 $ 272

Net income as a % of 
total bank net income 400 bp 19% 15%

Economic Profit 45% $ 312 $ 215
Return on common equity (990)bp 47.8% 57.7%
Efficiency ratio (590)bp 73.9% 79.8%
Operating efficiency ratio (3) (770)bp 71.2% 78.9%
Average common equity 60% $ 800 $ 500

(1) There were no one-time items in 2000 or 1999.
(2) 1999 results have been restated for the transfer of Global Securities Services to the

Transaction Processing segment and for the revenues and costs associated with the transfer
of Royal Trust branches to the Personal & Commercial Financial Services segment.

(3) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues.

(C$ millions) % change 2000 1999 (1)

Assets under administration (AUA)
Personal

Royal Bank Action Direct 49% $ 14,500 $ 9,700
Private Client Division 21 107,700 89,200
Personal Trust 9 30,400 28,000
Global Private Banking 41 54,900 39,000
Other (2) (27) (1,400) (1,100)

Total personal 25 206,100 164,800

Institutional 5 42,200 40,100

21% $ 248,300 $ 204,900

(1) 1999 institutional assets under administration have been restated for the transfer of
Global Securities Services to the Transaction Processing segment and for reorganizations
within the Wealth Management segment.

(2) Other AUA represents assets administered by more than one business.

(C$ millions) % change 2000 1999

Assets under management (AUM)
Institutional 12% $ 36,700 $ 32,700
Personal 17 21,500 18,300
Mutual funds 11 34,100 30,600

13% $ 92,300 $ 81,600

(C$ millions) % change 2000 1999 (1)

Gross revenues by business
Royal Bank Action Direct 89% $ 193 $ 102
Private Client Division 25 1,050 840
Royal Financial Planning 40 112 80
RBC Private Counsel (2) n.a. 92 –
Global Private Banking 35 388 288
Investment Management (2) (8) 253 274
Royal Mutual Funds 11 409 367

28% $ 2,497 $ 1,951

(1) 1999 gross revenues have been restated for the transfer of Global Securities Services to
the Transaction Processing segment, certain reorganizations within Wealth Management
and for the revenues and costs associated with the transfer of Royal Trust branches to
Personal & Commercial Financial Services.

(2) At the beginning of 2000, RBC Private Counsel began managing assets formerly managed
by Investment Management. 
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Corporate & Investment Banking
Overview
The segment had a very strong performance in 2000. Net income grew

32% from 1999 and accounted for 23% of the bank’s total net income,

compared to 21% in 1999. Return on common equity improved to

20.8% from 19.7% in 1999.

Revenues were up 17%, with very strong growth in the Global

Equity and Global Banking divisions. Net interest income declined due

to higher funding costs from the growing equity derivatives portfolio,

which are included in interest expense and reduce net interest income.

The revenues from the equity derivatives portfolio are recorded in trading

revenues, which are included in non-interest revenues.

Non-interest expenses, excluding variable compensation and

strategic initiatives, were down $50 million or 8% versus 1999. 

The operating efficiency ratio improved by 240 basis points from

1999 to 58.0%.

The provision for credit losses declined 46% reflecting the exiting of

unprofitable international lending relationships over the past two years.

Economic Profit was $194 million, an increase of 44% over 1999.

Core Results (1)

(C$ millions, taxable equivalent basis) % change 2000 1999

Net interest income (89)% $ 43 $ 402
Non-interest revenue 44 2,287 1,588

Gross revenues 17 2,330 1,990
Provision for credit losses

Allocated specific (52) 81 168
Allocated general and 
unallocated n.a. 10 –

Total provision (46) 91 168
Non-interest expenses 19 1,456 1,222

Net income before income taxes 31 783 600
Income taxes 34 260 194
Non-controlling interest and 
taxable equivalent adjustment (22) 21 27

Net income 32% $ 502 $ 379

Net income as a % of 
total bank net income 200 bp 23% 21%

Economic Profit 44% $ 194 $ 135
Return on common equity 110 bp 20.8% 19.7%
Efficiency ratio 110 bp 62.5% 61.4%
Operating efficiency ratio (2) (240)bp 58.0% 60.4%
Average assets 4% $ 131,900 $ 127,300
Average loans (10) 31,400 34,800
Average deposits 2 61,900 60,700
Average common equity 28 2,300 1,800

(1) Excluding one-time items in 1999 detailed in Table 4 on page 24. 
There were no one-time items in 2000.

(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues.

Global Equity Division

• The Global Equity Division generated revenues of $731 million in

fiscal 2000, up 40% over fiscal 1999. Virtually all areas within

the division contributed to this growth, reflecting a substantial

improvement in new issue activity and continued expansion of our

equity derivative operations

Financial Performance by Business
Global Banking Division

• Revenues were up 12% as mergers & acquisitions and advisory

activity increased markedly. Lending revenues were up 2% even

as assets were managed downwards by 12%, reflecting more fee-

based lending activity

• Non-interest expenses excluding variable compensation and

strategic initiatives were down by $25 million, as the restructuring

and refocusing of the business continued 

(C$ millions) % change 2000 1999

Gross revenues 40% $ 731 $ 522
Average assets (7) 14,300 15,400

(C$ millions) % change 2000 1999

Gross revenues 12% $ 855 $ 764
Average assets (12) 28,500 32,400

Global Markets Division

• Favourable foreign exchange and money market conditions helped

to offset the weakness experienced in fixed income markets,

and the reduced revenues from Asian restructuring conducted in

1999. FX Direct added 500 new Internet clients during the year,

an increase of 135%

(C$ millions) % change 2000 1999

Gross revenues 6% $ 744 $ 704
Average assets 12 89,100 79,500
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Transaction Processing
Overview
Global Integrated Solutions, a newly created segment, showed strong

performance in 2000. Net income grew 25% from 1999 and accounted

for 6% of the bank’s total net income, unchanged from 1999. Return on

common equity improved to 32.2% from 27.7% in 1999.

Revenues were up 7%, with Global Securities Services contributing

all of the growth. 

Non-interest expenses rose 5% during 2000. The operating effi-

ciency ratio improved by 150 basis points from 1999 to 68.0%. 

The provision for credit losses fell by $27 million, reflecting recov-

eries for prior years’ losses on loans to international banks.

Economic Profit was $81 million, an increase of 35% over 1999.

Financial Performance by Business
Global Securities Services 

Global Securities Services (GSS) is Canada’s largest custodian, and a

recognized provider of custody and related securities services to corpo-

rate and institutional investors worldwide:

• GSS operates from 11 locations throughout the world, with a global

custody network spanning more than 80 markets

• Revenues and client assets under administration grew 28% and

22%, respectively, over 1999

• GSS continues to achieve top rankings in international custody

surveys. It is 

• Top-rated among Canadian custodians for the 12th consecutive

year (Global Custodian, Agent Bank Review 2000) 

• No. 2 in the world for quality of global custody service for invest-

ment managers (R&M Consultants, Global Custody Survey 2000)

• No. 3 for global custody service quality worldwide (Global

Investor, Global Custody Survey 2000)

Financial Institutions, Cash Management, Payments & Trade

Cash management, payment and trade products and services are provided

to the small and medium enterprises, commercial, corporate and financial

institution segments.

• Revenues decreased 10% from 1999 due largely to certain rev-

enues being reported in Corporate & Investment Banking in 2000

rather than in Global Integrated Solutions. Excluding this transfer,

revenues were unchanged from 1999

• Payment volumes grew 11% over 1999

Core Results (1)

(C$ millions, taxable equivalent basis) % change 2000 1999

Net interest income (5)% $ 160 $ 168
Non-interest revenue 12 514 459

Gross revenues 7 674 627
Provision for credit losses

Allocated specific (450) (21) 6

Total provision (450) (21) 6
Non-interest expenses 5 459 436

Net income before income taxes 28 236 185
Income taxes 31 102 78

Net income 25% $ 134 $ 107

Net income as a % of 
total bank net income – 6% 6%

Economic Profit 35% $ 81 $ 60
Return on common equity 450 bp 32.2% 27.7%
Efficiency ratio (140)bp 68.1% 69.5%
Operating efficiency ratio (2) (150)bp 68.0% 69.5%
Average common equity – $ 400 $ 400

(1) There were no one-time items in 2000 or 1999.
(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 

costs of Stock Appreciation Rights and one-time expenses and revenues.

(C$ millions) % change 2000 1999

Gross revenues 28% $ 360 $ 280
Assets under administration 22 920,000 755,000

(C$ millions, volumes in thousands) % change 2000 1999

Gross revenues (10)% $ 314 $ 347
Payment volumes 11 4,690 4,220
Payment errors 
(per 10,000 payments) (15) .82 .97
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Table 5: Change in Net Interest Margin
2000 1999

Net interest margin (1) 1.87% 1.91%

Components of change from prior year
Growth in global equity derivatives (.08)% (.04)%
Prime-core deposit spread .03 .01
Other .01 (.01)

Total change from prior year (.04)% (.04)%

(1) Net interest income, on a taxable equivalent basis, as a percentage of average total assets.

Non-Interest Revenue
As shown in Table 6 on page 30, non-interest revenues were $6.7 billion,

up $1.3 billion or 24% from 1999 (excluding one-time revenues in

1999 shown in Table 4 on page 24). Non-interest revenues accounted

for 56% of total revenues, up from 51% in 1999. 

Non-interest revenues were up 14% in Personal & Commercial

Financial Services, rose 27% in Wealth Management, increased by 44%

in Corporate & Investment Banking and rose by 12% in Transaction

Processing.

Most categories of non-interest revenues grew over 1999. Capital

market fees rose substantially, reflecting higher revenues from full-service

brokerage, discount brokerage and mergers & acquisitions activity.

The growth in trading revenues is discussed on page 30. Higher invest-

ment management and custodial fees reflected growth in assets under

management and under administration. The growth in card service rev-

enues partially stemmed from the return to the consolidated balance

sheet of previously-securitized credit card receivables, the acquisition of

Bank One’s Canadian credit card portfolio and increased dollar volumes

of transactions. The growth in foreign exchange revenues reflected

increased market share. Mutual fund revenue growth reflected net

growth in mutual fund assets of $3.5 billion during 2000.

Financial Priority: Revenue Growth and Diversification

Highlights
• Revenue growth of 14%, substantially higher than the objective for 2000 of growth in the mid-single digits
• Net interest income up 3%
• Net interest margin of 1.87%, down 4 basis points from 1999
• Non-interest revenues up 24%
• Non-interest revenues 56% of total revenues, up from 51% in 1999

Net Interest Income
Net interest income was up 3% from 1999 to $5.3 billion. The increase

stemmed from higher volumes of interest-earning assets, particularly

retail loans. As well, the spread between the prime rate and core deposit

funding costs widened slightly during the year as the average Canadian

prime rate increased to 7.05% from 6.49% in 1999. 

However, net interest income was reduced due to higher funding

costs from the growing equity derivatives portfolio, which are included in

interest expense and reduce net interest income. The revenues from the

equity derivatives portfolio are recorded in trading revenues, which are

included in non-interest revenues.

As shown in Table 5 below, the net interest margin declined by

4 basis points from last year to 1.87%, as the benefits of a wider spread

between the prime rate and core deposits and other items were more

than offset by the above-mentioned growth in global equity derivatives.

Outlook
• The bank is targeting revenue growth of over 10% in 2001, under the expectations that capital markets will not

strengthen or weaken significantly from the level in early December 2000, retail loan volumes will increase next year
and the net interest margin will remain relatively unchanged
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Trading Revenues
Trading revenues include gains and losses on securities and derivatives

that the bank trades actively, or expects to hold for short periods, and

whose values are marked-to-market daily. A description of trading rev-

enues included in net interest income and non-interest revenues is

provided in footnotes (1) and (2) to Table 7 on page 31.

Trading revenues recorded in net interest income decreased by

$370 million and in non-interest revenues increased by $434 million

during 2000, partially due to the equity derivatives portfolio. As men-

tioned on page 29, funding costs from the growing equity derivatives

portfolio are included in net interest income and the revenues are

recorded in non-interest revenue. Total trading revenues were up

$64 million or 6% in 2000, reflecting strong overall growth in the

equity derivatives business and active markets in 2000. The bank 

continues to avoid large proprietary trading positions and conducts the

majority of trading to accommodate clients in the major G7 markets

and currencies. 

With respect to products, as shown in Table 7 on page 31, revenues

from equity, commodity and precious metal contracts increased 51%

due to growth in the equity derivatives business. Trading revenues from

foreign exchange contracts rose 4%, while those from interest rate risk

management contracts were 75% higher. Revenues from debt instru-

ments shrank 39% due to additional costs of funding the inventory and

weakness in all fixed income markets – in Canada, the U.S. and Europe –

reflecting widening credit spreads and greater volatility. The size of the

bank’s high-yield bond trading portfolio was less than US$100 million

at October 31, 2000, with approximately 60% of this amount in the

telecommunications sector.

Table 6: Non-Interest Revenue
2000 vs 1999 1999 vs 1998

(C$ millions) 2000 1999 1998 Increase (decrease) Increase (decrease)

Capital market fees $ 1,810 $ 1,209 $ 1,118 $ 601 50% $ 91 8%
Trading revenues 1,540 1,106 760 434 39 346 46
Deposit and payment service charges 756 688 664 68 10 24 4
Investment management and custodial fees 684 547 495 137 25 52 11
Mutual fund revenues 528 479 447 49 10 32 7
Card service revenues 420 362 305 58 16 57 19
Securitization revenues 104 220 226 (116) (53) (6) (3)
Foreign exchange revenues, other 
than trading 299 243 218 56 23 25 11

Credit fees 212 189 183 23 12 6 3
Revenues from insurance activities 151 174 113 (23) (13) 61 54
Gain (loss) on sale of securities (11) 18 66 (29) (161) (48) (73)
Loss on disposal of premises 
and equipment (16) (5) (32) (11) (220) 27 84

Other 203 156 187 47 30 (31) (17)

Total core (i.e., excluding one-time gains) 6,680 5,386 4,750 1,294 24 636 13
One-time gains (1) – 105 247 (105) (100) (142) (57)

Total $ 6,680 $ 5,491 $ 4,997 $ 1,189 22% $ 494 10%

(1) One-time gains in 1999 are described in Table 4 on page 24. One-time gains in 1998 of $247 million consisted of a $277 million gain on sale of LDC Brady bonds offset by other charges
aggregating $30 million.
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Table 8: Change in Net Interest Income
2000 vs 1999 1999 vs 1998

Increase (decrease) Increase (decrease) 
due to changes in due to changes in

average average Net average average Net
(C$ millions, taxable equivalent basis) volume (1) rate (1) change volume (1) rate (1) change

Assets
Deposits with other banks

Canada $ 51 $ (11) $ 40 $ 6 $ 13 $ 19
International (38) 132 94 105 (105) –

Securities
Trading account 286 6 292 254 (172) 82
Available for sale 107 28 135 112 (30) 82
Held to maturity (6) 10 4 22 2 24

Assets purchased under reverse repurchase agreements (2) 187 185 (120) (156) (276)
Loans

Canada
Residential mortgage 122 (15) 107 282 (75) 207
Personal 216 129 345 158 4 162
Credit card 139 40 179 28 5 33
Business and government 24 83 107 27 (364) (337)

International (326) 740 414 (596) 491 (105)

Total interest income $ 573 $ 1,329 $ 1,902 $ 278 $ (387) $ (109)

Liabilities
Deposits

Canada $ 114 $ 466 $ 580 $ (78) $ 132 $ 54
International 226 615 841 233 (383) (150)

Obligations related to securities sold short (32) 134 102 32 (35) (3)
Obligations related to assets sold under 
repurchase agreements (13) 134 121 22 (95) (73)

Subordinated debentures 42 16 58 (15) (38) (53)
Other interest-bearing liabilities (47) 92 45 6 59 65

Total interest expense 290 1,457 1,747 200 (360) (160)

Net interest income $ 283 $ (128) $ 155 $ 78 $ (27) $ 51

(1) Volume/rate variance is allocated on the percentage relationship of changes in balances and changes in rates to the total net change in net interest income on a taxable equivalent basis.

Table 7: Trading Revenues 
(C$ millions) 2000 1999 1998

Net interest income (1) $ (365) $ 5 $ 179
Non-interest revenue (2) 1,540 1,106 752

Total $ 1,175 $ 1,111 $ 931

By product
Debt instruments (3) $ 257 $ 423 $ 389
Equity, commodity and precious metal contracts 496 329 224
Foreign exchange contracts (4) 301 290 267
Interest rate risk management contracts (5) 121 69 51

Total $ 1,175 $ 1,111 $ 931

(1) Includes interest earned on trading securities and other cash instruments held in the trading portfolios less funding costs associated with trading-related derivative and security positions. 
Net interest income for 1999 reflects reclassification of interest expenses to net interest income from non-interest revenue of $125 million. Net interest income prior to 1999 has not been
restated to reflect this reclassification. A similar reclassification in 1998 would have resulted in a transfer of $50 million of interest expense to net interest income from non-interest revenue. 
Total trading revenues did not change as a result of the reclassification.

(2) Primarily includes realized and unrealized gains and losses on trading securities, derivative instruments and foreign exchange trading activities. 
(3) Includes Canadian government securities and corporate debt instruments.
(4) Includes foreign exchange spot, forward, futures and options contracts.
(5) Includes swaps, interest rate options, interest rate futures, forward rate agreements and related cash instruments used to hedge the trading derivatives portfolios.
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Table 9: Net Interest Income on Average Assets and Liabilities
2000 1999 1998

Average Average Average Average Average Average
(C$ millions, taxable equivalent basis) balances (1) Interest (2) rate balances (1) Interest (2) rate balances (1) Interest (2) rate

Assets
Deposits with other banks

Canada $ 3,225 $ 164 5.09% $ 2,244 $ 124 5.53% $ 2,133 $ 105 4.92%
International 14,885 811 5.45 15,694 717 4.57 13,549 717 5.29

18,110 975 5.38 17,938 841 4.69 15,682 822 5.24

Securities
Trading account 39,111 1,435 3.67 31,315 1,143 3.65 24,768 1,061 4.28
Available for sale (3) 17,824 1,040 5.83 15,982 905 5.66 14,011 823 5.87
Held to maturity 1,057 71 6.72 1,161 67 5.77 779 43 5.52

57,992 2,546 4.39 48,458 2,115 4.36 39,558 1,927 4.87

Assets purchased under reverse repurchase agreements 21,729 1,078 4.96 21,769 893 4.10 24,444 1,169 4.78
Loans (4)

Canada
Residential mortgage 59,860 3,891 6.50 57,979 3,784 6.53 53,682 3,577 6.66
Personal 26,949 2,290 8.50 24,347 1,945 7.99 22,368 1,783 7.97
Credit card 3,559 405 11.38 2,297 226 9.84 2,009 193 9.61
Business and government 34,381 1,506 4.38 33,799 1,399 4.14 33,278 1,736 5.22

124,749 8,092 6.49 118,422 7,354 6.21 111,337 7,289 6.55
International 24,927 3,446 13.82 27,705 3,032 10.94 33,584 3,137 9.34

149,676 11,538 7.71 146,127 10,386 7.11 144,921 10,426 7.19

Total interest-earning assets 247,507 16,137 6.52 234,292 14,235 6.08 224,605 14,344 6.39
Non-interest-bearing deposits with other banks 525 666 394
Customers’ liability under acceptances 10,281 9,508 10,033
Other assets 27,724 27,531 28,623
Allowance for credit losses (1,937) (1,997) (2,155)

Total assets $ 284,100 $ 16,137 5.68% $ 270,000 $ 14,235 5.27% $ 261,500 $ 14,344 5.49%

Liabilities and shareholders’ equity
Deposits (5) 

Canada $ 107,533 $ 5,060 4.71% $ 104,919 $ 4,480 4.27% $ 106,784 $ 4,426 4.14%
International 71,024 3,997 5.63 66,498 3,156 4.75 61,933 3,306 5.34

178,557 9,057 5.07 171,417 7,636 4.45 168,717 7,732 4.58

Obligations related to securities sold short 14,195 656 4.62 15,015 554 3.69 14,168 557 3.93
Obligations related to assets sold 

under repurchase agreements 11,873 653 5.50 12,169 532 4.37 11,724 605 5.16
Subordinated debentures 5,129 344 6.71 4,499 286 6.36 4,711 339 7.20
Other interest-bearing liabilities 3,042 120 3.94 5,574 75 1.35 3,936 10 .25

Total interest-bearing liabilities 212,796 10,830 5.09 208,674 9,083 4.35 203,256 9,243 4.55
Non-interest-bearing deposits 17,509 13,379 9,971
Acceptances 10,281 9,508 10,033
Other liabilities 30,811 25,958 27,013

271,397 10,830 3.99 257,519 9,083 3.53 250,273 9,243 3.69

Shareholders’ equity
Preferred 1,978 2,213 1,972
Common 10,725 10,268 9,255

Total liabilities and shareholders’ equity $ 284,100 $ 10,830 3.81% $ 270,000 $ 9,083 3.36% $ 261,500 $ 9,243 3.53%

Net interest income as a % of total average assets $ 284,100 $ 5,307 1.87% $ 270,000 $ 5,152 1.91% $ 261,500 $ 5,101 1.95%

Net interest income as a % of total 
average interest-earning assets

Canada $ 179,982 $ 4,796 2.66% $ 168,842 $ 4,402 2.61% $ 161,648 $ 4,409 2.73%
International 67,525 511 .76 65,450 750 1.15 62,957 692 1.10

Total $ 247,507 $ 5,307 2.14% $ 234,292 $ 5,152 2.20% $ 224,605 $ 5,101 2.27%

(1) Calculated on a daily basis.
(2) Interest income includes loan fees (2000 – $274 million; 1999 – $250 million; 1998 – $195 million). The taxable equivalent adjustment is based on the Canadian tax rate of 42.8% for

2000, 43.0% for 1999 and 42.9% for 1998.
(3) Tax-exempt securities had average balances of $2,848, $2,017 and $1,152 million, interest earned of $63, $83 and $87 million and average rates of 2.21%, 4.12% and 7.55% for 2000,

1999 and 1998, respectively.
(4) Average balances include nonaccrual loans.
(5) Deposits include savings deposits with average balances of $34, $33 and $42 billion, interest expense of $0.7, $0.6 and $0.7 billion and average rates of 2.06%, 1.82% and 1.67% for

2000, 1999 and 1998, respectively. Deposits also include time deposits with average balances of $38, $37 and $47 billion, interest expense of $2.0, $2.0 and $2.6 billion and average rates
of 5.26%, 5.41% and 5.53% for 2000, 1999 and 1998, respectively.
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Table 10: Non-Interest Expenses
2000 vs 1999 1999 vs 1998

(C$ millions) 2000 1999 1998 Increase (decrease) Increase (decrease)

Human resources $ 4,695 $ 4,032 $ 3,638 $ 663 16% $ 394 11%

Occupancy
Net premises rent 384 262 239 122 47 23 10
Premises repairs and maintenance 68 88 93 (20) (23) (5) (5)
Depreciation 81 92 92 (11) (12) – –
Property taxes 15 41 46 (26) (63) (5) (11)
Energy 22 33 33 (11) (33) – –

570 516 503 54 10 13 3

Equipment
Office and computer rental 
and maintenance 376 376 329 – – 47 14

Depreciation 288 297 250 (9) (3) 47 19

664 673 579 (9) (1) 94 16

Communications
Telecommunications 225 225 209 – – 16 8
Marketing and public relations 173 182 175 (9) (5) 7 4
Postage and courier 170 157 156 13 8 1 1
Stationery and printing 127 129 125 (2) (2) 4 3

695 693 665 2 – 28 4

Other
Professional fees 267 274 262 (7) (3) 12 5
Business and capital taxes 134 114 118 20 18 (4) (3)
Deposit insurance 30 71 111 (41) (58) (40) (36)
Travel and relocation 85 90 98 (5) (6) (8) (8)
Amortization of goodwill and 
other intangibles 91 70 66 21 30 4 6

Employee training 38 48 60 (10) (21) (12) (20)
Donations 26 29 25 (3) (10) 4 16
Other 333 361 269 (28) (8) 92 34

1,004 1,057 1,009 (53) (5) 48 5

Total core (i.e., excluding 
one-time expenses) 7,628 6,971 6,394 657 9 577 9

One-time expenses (1) – 170 116 (170) (100) 54 47

Total $ 7,628 $ 7,141 $ 6,510 $ 487 7% $ 631 10%

(1) One-time expenses in 1999 are described in Table 4 on page 24. One-time expenses of $116 million in 1998 related to a $62 million restructuring charge and other charges 
aggregating $54 million.

Performance
As shown in Table 10 below, core non-interest expenses (i.e., excluding

one-time expenses in 1999 mentioned in Table 4 on page 24) were up

$657 million or 9% from 1999. There were a number of factors that

accounted for this increase. The bank incurred expenses relating to

strategic initiatives of $390 million in 2000, up $259 million from last

year. These largely related to acquisitions such as Prism Financial, private

banking operations of Ernst & Young in Jersey, Channel Islands, insur-

ance operations of Prudential of America Life Insurance Co. (Canada),

hiring of teams in investment banking outside Canada and growth of

North American eBusiness initiatives. Additionally, appreciation in the

bank’s share price during 2000 resulted in a $52 million expense for

Stock Appreciation Rights (SARs) that were granted under the Stock

Option Plan in November 1999. There was no such expense recorded in

1999. Operating non-interest expenses (i.e., excluding costs of strategic

initiatives and SARs and one-time expenses) were up 5% from 1999 as

shown in Table 11 on page 34. 

Performance-related compensation costs were up $453 million this

year, largely due to much stronger results in Corporate & Investment

Banking and Wealth Management. Base non-interest expenses (operating

non-interest expenses less performance-related compensation) were

actually down 2% from 1999 as also shown in Table 11. 

Financial Priority: Cost Control

Highlights
• Non-interest expenses up 9% from 1999, 430 basis points below the growth rate of revenues
• Base non-interest expenses down 2%
• Efficiency ratio of 63.6% versus 66.2% in 1999
• Operating efficiency ratio (i.e., excluding costs and revenues of strategic initiatives, costs of Stock Appreciation

Rights and one-time expenses and revenues) of 60.6%, 440 basis points better than in 1999
• Removed $580 million of costs from the expense base by the end of 2000, compared to objective of $400 million
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Table 11: Components of Non-Interest Expenses
2000 vs 1999

(C$ millions) 2000 1999 Increase (decrease)

Core non-interest expenses (1) $ 7,628 $ 6,971 $ 657 9%
Cost of strategic initiatives 390 131 259 198
Cost of Stock Appreciation Rights 52 – 52 n.a.

Operating non-interest expenses (2) 7,186 6,840 346 5
Performance-related compensation 1,662 1,209 453 37

Base non-interest expenses (3) $ 5,524 $ 5,631 $ (107) (2)%

(1) Excludes one-time expenses in 1999 detailed in Table 4 on page 24. There were no one-time expenses in 2000.
(2) Core non-interest expenses less costs of strategic initiatives and Stock Appreciation Rights.
(3) Operating non-interest expenses less performance-related compensation.

Cost Savings by End of 2000

(C$ millions) Targeted Achieved

Streamlined overhead functions $ 100 $ 160
Enhancement of service delivery 100 150
Lower costs for purchased goods and services 100+ 140
Redefinition of international corporate 

lending operations 75 80
Network reconfiguration 35 50

Total $ 400+ $ 580

Outlook
• In 2001, the bank expects to grow operating expenses at a lower rate than operating revenues

Table 12: Key Efficiency Ratios
2000 vs 1999

(C$ millions) 2000 1999 Increase (decrease)

Core non-interest expenses $ 7,628 $ 6,971 $ 657 9%
Core revenues $ 11,987 $ 10,538 $ 1,449 14%
Core efficiency ratio (1) 63.6% 66.2% (260)bp
Operating non-interest expenses $ 7,186 $ 6,840 $ 346 5%
Operating revenues (2) $ 11,849 $ 10,526 $ 1,323 13%
Operating efficiency ratio (3) 60.6% 65.0% (440)bp
Operating efficiency ratio (Canadian GAAP) 60.0% 64.0% (400)bp

(1) Core non-interest expenses as a percentage of total core revenues.
(2) Core revenues less revenues associated with strategic initiatives.
(3) Operating non-interest expenses as a percentage of operating revenues.

The substantial improvement in efficiency was achieved through the

removal of $580 million of costs from the bank’s cost base by the end

of 2000. This compared to targeted cost savings of $400 million as

shown below.

The bank had targeted savings of approximately $100 million from

reduced overhead functions and exceeded this target by $60 million.

These savings came largely from combining functions and reducing staff

in businesses, geographic units and the head office. 

Enhancement of service delivery refers to the removal and central-

ization of after-sales servicing and administrative activities from the

bank’s branches. The targeted cost savings from these efforts were

approximately $100 million, and $150 million were realized.

Approximately a quarter of the $400 million of cost savings was

targeted from lower procurement costs. The bank achieved $140 million

in savings from these sourcing initiatives.

The returns from international corporate lending have been volatile

and insufficient to warrant an extensive and expensive network outside

Canada. Savings of $80 million were achieved by the end of 2000 from

the restructuring of international corporate banking and global financial

institutions operations.

With approximately 90% of routine transactions now conducted

through electronic channels, branches have increasingly become sales

and advice outlets. The branch network was rationalized and restructured,

for total cost savings of $50 million by the end of 2000.

These changes resulted in 3,504 fewer people, excluding 845 non-

commissioned employees at Prism Financial Corporation, which was

acquired in April 2000. The annual attrition level prior to 2000 has run

around 5% or 2,500 people.

The bank believes that changes in business mix make an efficiency

ratio for the entire bank an inappropriate measure of cost performance.

Therefore, in future, the efficiency ratio for the bank as a whole will not

be measured. Instead, emphasis will be placed on the operating effi-

ciency ratio of each business segment and possibly other cost measures

that may be appropriate for some of the segments. Operating efficiency

ratios for the segments appear in the tables on pages 24 to 28.

The bank is aiming to further improve its cost competitiveness.

As shown in Table 12 below, the core efficiency ratio improved to

63.6% from 66.2% in 1999, while the operating efficiency ratio was

60.6%, down 440 basis points from last year. On a Canadian GAAP

basis, the bank achieved an operating efficiency ratio of 59.5% in the

fourth quarter of 2000, in line with the objective stated in its third quar-

ter 2000 earnings press release.



Management’s Discussion and Analysis

U.S. GAAP – Royal Bank of Canada 35

Income and Other Taxes
Income and other taxes reported in Table 13 below were $2.0 billion in

2000, comprising income taxes of $1,440 million (including a taxable

equivalent adjustment) and other taxes of $557 million. Income taxes

increased by $431 million over 1999, largely due to the $933 million

increase in net income before income taxes, while other taxes were up

$19 million as a result of higher goods and services tax and sales taxes,

payroll taxes, provincial capital taxes and business taxes, which more

than offset a decline in property taxes attributable to the sale of real

estate in 1999.

As shown below and in note 8 of the consolidated financial state-

ments on page 68, the effective income tax rate increased from 36.0%

in 1999 to 38.8% in 2000. 

In addition to the income and other taxes reported in the consolidated

income statement, the bank recorded income tax benefits of $17 million

in 2000 (1999 – expense of $108 million) in shareholders’ equity related to

unrealized gains and losses on available for sale securities (net of hedging

activities) and unrealized foreign currency translation gains and losses

(net of hedging activities). 

Table 13: Taxes 
(C$ millions) 2000 1999 1998

Income taxes
Consolidated statement of income $ 1,412 $ 974 $ 1,128
Taxable equivalent adjustment 28 35 37

1,440 1,009 1,165

Other taxes
Goods and services tax and sales taxes 208 187 182
Payroll taxes 188 176 171
Provincial capital taxes 108 98 95
Property taxes (1) 16 55 63
Business taxes 26 16 23
Insurance premium taxes 11 6 6

557 538 540

Total $ 1,997 $ 1,547 $ 1,705

Effective income tax rate (2) 38.8% 36.0% 37.9%
Effective total tax rate (3) 47.3% 47.2% 48.0%

(1) Includes amounts netted against non-interest revenue regarding investment properties.
(2) Income taxes reported in the consolidated statement of income, as a percentage of net income before taxes.
(3) Total income taxes and other taxes as a percentage of net income before income taxes and other taxes expressed on a taxable equivalent basis.
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Nonaccrual Loans
Loans are generally classified as nonaccrual under circumstances

described in note 1 of the consolidated financial statements on page 58.

As indicated in Table 14 below, nonaccrual loans declined $26 million

from 1999 to $1,678 million at October 31, 2000. This reflects net addi-

tions of $813 million and charge-offs and adjustments of $839 million. 

As shown in Table 15 on page 38, nonaccrual loans in Canada were

down $18 million, comprising a $41 million decrease in business and

government loans, partially offset by a $23 million increase in consumer

loans. Within business and government nonaccrual loans in Canada,

there were substantial decreases in the commercial real estate and

forest products and energy sectors, and a considerable increase in the

transportation and environmental sector. The increase in consumer

nonaccrual loans resulted from small increases in both the residential

mortgage and personal loans portfolios. International nonaccrual loans

decreased $8 million as reductions in Asia and Europe more than offset

an increase in the U.S. One corporate client accounted for a significant

portion of the increase in nonaccrual loans in the transportation and

environmental sector, both in Canada and internationally.

As a percentage of related loans (before deducting the allowance

for loan losses), nonaccrual loans declined to 1.0% from 1.1% a year

ago, with lower ratios both in Canada and internationally.

Financial Priority: Strong Credit Quality

Highlights
• Nonaccrual loans down 2% to $1,678 million 
• Nonaccrual loans to total loans of 1.0%, down from 1.1% in 1999
• Provision for credit losses down 9% from 1999 to $691 million
• Allocated specific provision ratio of .36%, up from .34% in 1999 
• Net charge-offs ratio of .42%, versus .62% in 1999
• Allowance for credit losses up $75 million to $1,975 million

Outlook
• The bank does not expect a significant change in the level of nonaccrual loans in 2001, based upon its expectation

of continued sound economic growth in Canada, albeit at a lower rate than in 2000

Table 14: Change in Nonaccrual Loans
(C$ millions) 2000 1999 1998 1997 1996

Nonaccrual loans at beginning of year $ 1,704 $ 2,001 $ 1,819 $ 2,376 $ 2,944

Additions 965 990 1,271 705 1,013
Reductions (152) (247) (643) (624) (629)

813 743 628 81 384
Charge-offs and adjustments (839) (1,040) (446) (638) (952)

Nonaccrual loans at end of year $ 1,678 $ 1,704 $ 2,001 $ 1,819 $ 2,376
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Provision for Credit Losses
The provision for credit losses is charged to income by an amount neces-

sary to bring the allowance for credit losses to a level determined

appropriate by management, as discussed in the Allowance for Credit

Losses section below. 

The provision for credit losses was $691 million in 2000, down

$69 million or 9% from 1999, as shown in Table 16 on page 39.

In Canada, the allocated specific provision for credit losses declined in

the business and government loan portfolio but increased in the con-

sumer loan portfolio during 2000. 

Provisions on personal loans rose largely due to higher provisions on

student loans, growth of the personal loan portfolio, higher than

expected losses on loans booked in 1999, and an increase to bring the

coverage ratio (allowance for loan losses as a percentage of nonaccrual

loans) to the previous year’s level. Accelerated charge-offs of personal

loans in early 2000, to bring the bank in line with U.S. practice, had 

caused a decline in the allowance for loan losses on personal loans. (The

bank had accelerated the charge-offs of corporate loans in 1999.) The

cause of the higher than expected losses on personal loans booked in

1999 has been identified and remedial action taken, with benefits

expected to be realized in 12 to 15 months.

Higher provisions on credit card loans stemmed from the purchase

of the Canadian credit card portfolio of Bank One, the return to the con-

solidated balance sheet of previously-securitized credit card receivables,

growth in card volumes and a planned change in the risk profile of the

business to accelerate volume growth. Despite these higher provisions,

credit card net income was up 15% in 2000.

Internationally, the allocated specific provision decreased as recov-

eries in Asia and Europe more than offset increases in the United States. 

The allocated specific provision amounted to .36% of average

loans (including bankers’ acceptances), up from .34% in 1999. Under

Canadian GAAP, the ratio was .32%, up from .30% in 1999 and com-

pared to a goal of .30–.40% for 2000.

Outlook
• In 2001, the bank is targeting a ratio of specific provisions for credit losses to average loans (including reverse

repurchase agreements) and bankers’ acceptances of .30–.40% (using Canadian GAAP), unchanged from its goal for
2000. This is based upon the bank’s expectation of continued sound economic growth in Canada, albeit at a lower
rate than in 2000

Allowance for Credit Losses
The allowance for credit losses is maintained at a level sufficient to

absorb probable losses in the loan and off-balance sheet portfolios. The

individual elements as well as the overall allowance are evaluated on a

quarterly basis. This evaluation is based on continuing assessments of

problem accounts, recent loss experience and changes in other factors,

including the composition and quality of the portfolio, economic condi-

tions and regulatory requirements. The allowance is increased by the

provision for credit losses, which is charged to income, and reduced by

the amount of charge-offs net of recoveries.

The determination of the allowance for credit losses is based upon

estimates derived from historical analysis, adjusted for management’s

judgment relating to current assumptions. Therefore, the allowance for

credit losses will inevitably differ from actual losses incurred in the

future. To minimize these differences, management assesses the meth-

odology and all significant assumptions on a regular basis.

As shown in Table 17 on page 40, the allowance for credit losses

increased $75 million between 1999 and 2000. Net charge-offs

decreased from $958 million to $677 million, largely due to a $299 mil-

lion decrease in domestic business and government loan charge-offs.

During 1999, the bank had accelerated the rate of charging off problem

corporate loans to be consistent with U.S. practice.

The bank has entered into a five-year agreement with a AAA rated

reinsurer to provide capital if exceptional losses occur in the bank’s

loan portfolio. The agreement requires the reinsurer to purchase up

to $200 million in Non-cumulative first preferred shares at the

October 27, 2000 market price, should the general allowance for credit

losses (allocated general and unallocated allowances) be drawn below

a certain level. In management’s view, if these shares had been issued

currently, based on existing regulatory guidelines, they would qualify as

Tier 1 capital. The sale of the securities would mitigate the impact of

loan losses on the capital base of the bank through the replenishment

of capital.

The allowance for credit losses comprises four components – allo-

cated specific, allocated country risk, allocated general and unallocated –

as described in note 1 of the consolidated financial statements on page 58. 

Allocated Specific 
Allocated specific allowances are maintained to provide for the most

likely losses on loans that have become nonaccrual. Allocated specific

allowances for business and government loans are established on an

individual borrower basis. Allocated specific allowances for residential

mortgages, personal loans and small business loans are determined on a

portfolio basis using historical loss experiences on nonaccrual loans.

No allocated specific allowance is maintained for credit cards, as these

balances are charged off after 180 days if no payment has been received.

Allocated Country Risk
Allocated country risk allowances are maintained with respect to exposures to

certain less developed countries based on an overall assessment of the out-

standing exposure and underlying economic conditions in those countries.

Allocated General
The allocated general allowance reflects the best estimate of probable

losses that exist within that portion of the portfolio that has not yet been

specifically identified as nonaccrual. This amount is determined based

on the application of statistical expected loss factors to outstanding and

undrawn facilities. The expected loss factors have been determined by

assessing statistical loss migrations, adjusted to reflect management’s

judgment regarding items that impact the quality of the portfolio. 

Unallocated 
The unallocated allowance is determined through management’s assess-

ment of probable losses that are in the portfolio but not adequately

captured in the determination of the allocated specific, allocated country

risk and allocated general allowances. This assessment includes consid-

eration of current economic and business conditions and regulatory

requirements affecting key lending operations. It also reflects manage-

ment’s acknowledgement of the imprecise and subjective elements

involved in modelling credit risk. 

Prior to October 31, 1999, the allocated general and unallocated allow-

ances did not exist as separate components.
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Table 15: Nonaccrual Loans 
(C$ millions) 2000 1999 1998 1997 1996

Canada
Atlantic provinces $ 115 $ 77 $ 60 $ 64 $ 61
Quebec 198 259 261 378 544
Ontario 572 438 543 583 1,020
Prairie provinces 129 198 161 369 390
British Columbia 355 415 485 83 52

Total Canada 1,369 1,387 1,510 1,477 2,067

Consumer
Residential mortgage 185 173 166 166 188
Personal 247 236 217 153 117

432 409 383 319 305

Business and government
Small business (1) 248 232 130 144 117
Transportation and environmental 185 21 13 287 303
Forest products 184 233 383 79 250
Commercial real estate 90 186 182 348 599
Agriculture (1) 53 62 47 46 51
Information technology and media 44 57 43 18 13
Consumer goods 37 43 55 43 112
Industrial products 28 19 25 68 58
Financial services 20 16 121 8 11
Commercial mortgages 16 25 22 43 88
Energy – 38 6 2 –
Other 32 46 100 72 160

937 978 1,127 1,158 1,762

Total Canada 1,369 1,387 1,510 1,477 2,067

International
United States 145 41 18 42 22
Europe 46 58 59 43 86
Latin America 9 10 4 20 1
Caribbean 48 47 62 71 83
Asia 33 127 308 132 54

281 283 451 308 246
Less developed countries (LDCs) 28 34 40 34 63

Total international 309 317 491 342 309

Business and government
Transportation and environmental 56 – 1 3 2
Commercial real estate 4 5 12 31 33
Consumer goods 2 18 119 115 70
Industrial products 83 38 76 30 54
Financial services 41 89 90 46 68
Energy 14 23 31 14 1
Other 109 144 162 103 81

Total international 309 317 491 342 309

Total $ 1,678 $ 1,704 $ 2,001 $ 1,819 $ 2,376

Nonaccrual loans as a % of related loans (including acceptances) (2)

Canada
Residential mortgage .30% .30% .30% .31% .39%
Personal .91 .97 .99 .76 .66
Business and government loans and acceptances 1.97 2.24 2.52 2.72 4.36

.97 1.07 1.21 1.25 1.89
International 1.15 1.28 1.49 1.07 1.27

Total 1.00% 1.11% 1.27% 1.21% 1.78%

(1) The 2000 amounts include government guaranteed portions of nonaccrual loans of $101 million in small business (1999 – $79 million) and $6 million in agriculture (1999 – $5 million). 
Previously, only the non-guaranteed portion was considered nonaccrual.

(2) Loans in Canada include all loans booked in Canada, regardless of currency or residence of borrower.
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Table 16: Provision for Credit Losses
(C$ millions) 2000 1999 1998 1997 1996

Provision for credit losses 
Canada

Atlantic provinces $ 58 $ 32 $ 35 $ 37 $ 36
Quebec 22 71 63 149 186
Ontario 342 52 144 13 153
Prairie provinces 64 95 53 29 86
British Columbia 40 192 132 37 3

Total Canada 526 442 427 265 464

Consumer
Residential mortgage – 4 9 12 56
Personal 301 172 171 114 99
Credit card 102 55 28 65 76

403 231 208 191 231

Business and government
Small business 105 113 48 51 73
Transportation and environmental 56 7 (27) (9) 53
Information technology and media 19 (16) (20) 5 (34)
Consumer goods 7 11 23 (29) 50
Agriculture 4 2 4 1 (1)
Commercial mortgages 2 8 6 18 26
Industrial products 2 (10) (6) 12 5
Financial services – 5 113 1 (1)
Energy (8) 12 1 (1) (1)
Commercial real estate (17) 9 (30) (78) (43)
Forest products (36) 81 76 86 103
Other (11) (11) 31 17 3

123 211 219 74 233

Total Canada 526 442 427 265 464

International
United States 99 45 (7) (8) (13)
Europe (9) 21 10 (24) (19)
Latin America 2 2 (2) 7 –
Caribbean 3 – 3 7 4
Asia (50) 20 124 83 34

Total international 45 88 128 65 6

Business and government
Transportation and environmental 42 – (1) 1 –
Consumer goods (7) (10) (5) 46 17
Industrial products 34 31 9 5 21
Financial services (21) 2 36 (2) 1
Energy (2) – 21 4 1
Commercial real estate 1 2 (2) (1) (28)
Other (2) 63 70 12 (6)

Total international 45 88 128 65 6

Allocated specific provision 571 530 555 330 470
Allocated country risk provision – – (80) – (300)
Allocated general provision (1) 73 n.a. n.a. n.a. n.a.

Total allocated provision (1) 644 n.a. n.a. n.a. n.a.
Unallocated provision (1) 47 n.a. n.a. n.a. n.a.

Total $ 691 $ 760 $ 575 $ 380 $ 570

As a % of related average loans (including acceptances)
Canada

Residential mortgage –% .01% .02% .02% .12%
Personal 1.12 .71 .76 .59 .60
Credit card 2.87 2.39 1.39 1.84 2.20
Business and government loans and acceptances .28 .49 .51 .19 .61

.39 .35 .35 .24 .44
International .18 .31 .37 .22 .03

Total allocated specific provision .36% .34% .36% .23% .37%

Total provision for credit losses .43% .49% .37% .27% .45%

As a % of average loans (including acceptances)
and reverse repurchase agreements
Total allocated specific provision .31% .30% .31% .21% .36%
Total provision for credit losses .38% .43% .32% .24% .43%

(1) The allocated general provision and the unallocated provision totalled $230 million in 1999, $100 million in 1998, $50 million in 1997 and $400 million in 1996. 
These were not separated into the allocated general and unallocated components.
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Table 17: Allowance for Credit Losses
(C$ millions) 2000 1999 1998 1997 1996

Allowance at beginning of year $ 1,900 $ 2,066 $ 2,118 $ 2,235 $ 2,669

Provision for credit losses 691 760 575 380 570

Charge-offs
Canada

Residential mortgage (11) (14) (17) (34) (46)
Personal (372) (236) (163) (138) (133)
Credit card (150) (65) (52) (98) (104)
Business and government (225) (524) (250) (361) (542)

(758) (839) (482) (631) (825)
International, excluding LDCs (81) (229) (29) (28) (124)
LDC exposures – (4) (325) (10) (186)

(839) (1,072) (836) (669) (1,135)

Recoveries
Canada

Residential mortgage – 2 6 9 11
Personal 44 31 26 21 21
Credit card 48 10 24 32 28
Business and government 48 66 80 62 65

140 109 136 124 125
International 22 5 8 17 9

162 114 144 141 134

Net charge-offs (677) (958) (692) (528) (1,001)
Adjustments 61 32 65 31 (3)

Allowance at end of year $ 1,975 $ 1,900 $ 2,066 $ 2,118 $ 2,235

Net charge-offs (excluding LDCs) as a % of average loans .42% .61% .24% .36% .64%

Net charge-offs as a % of average loans .42% .62% .45% .37% .79%

Allocation of allowance (1)

Canada
Residential mortgage $ 46 $ 53 $ 50 $ 52 $ 65
Personal 403 344 156 92 77
Credit card 88 60 – – –
Business and government 664 748 604 562 775

1,201 1,205 810 706 917
International 333 389 366 313 258

Allocated allowance for loan losses (2) 1,534 1,594 n.a. n.a. n.a.
Unallocated allowance for loan losses (2) 337 290 n.a. n.a. n.a.

Total allowance for loan losses 1,871 1,884 2,026 1,769 1,875
Allowance for off-balance sheet and other items (3) 98 – – – –
Allowance for tax-exempt securities 6 16 40 30 34
Allowance for country risk securities – – – 319 326

Total allowance for credit losses $ 1,975 $ 1,900 $ 2,066 $ 2,118 $ 2,235

Composition of allowance
Allocated specific $ 747 $ 786 $ 1,176 $ 932 $ 1,091
Allocated country risk 28 34 40 436 444
Allocated general (2) 863 790 n.a. n.a. n.a.

Total allocated allowance for credit losses (2) 1,638 1,610 n.a. n.a. n.a.
Unallocated allowance for credit losses (2) 337 290 n.a. n.a. n.a.

Total allowance for credit losses $ 1,975 $ 1,900 $ 2,066 $ 2,118 $ 2,235

Percentage of loans to total loans
Canada

Residential mortgage 37% 38% 36% 35% 36%
Personal 16 16 14 14 13
Credit card 3 2 1 2 3
Business and government 28 28 28 28 30

84 84 79 79 82
International 16 16 21 21 18

Total 100% 100% 100% 100% 100%

Allowance for loan losses as a % of loans (including acceptances) 1.1% 1.2% 1.3% 1.2% 1.4%

Allowance for loan losses as a % of loans (including acceptances)
and reverse repurchase agreements 1.0% 1.1% 1.1% 1.1% 1.3%

Allowance for loan losses as a % of nonaccrual loans (coverage ratio), 
excluding LDCs 112% 112% 103% 94% 77%

(1) As a result of a change in methodology in 1999, the allowance for loan losses in 2000 and 1999 includes amounts for the allocated general allowance, which have been allocated to loan 
categories. These amounts total $765 million (1999 – $790 million) and have been allocated as follows: for Canada – residential mortgages $18 million (1999 – $11 million), 
personal $207 million (1999 – $174 million), credit cards $88 million (1999 – $60 million), business and government $321 million (1999 – $370 million), and international $131 million
(1999 – $175 million). The amounts prior to 1999 do not include the allocated general allowance.

(2) The allocated general and the unallocated allowance totalled $850 million in 1998, $750 million in 1997 and $700 million in 1996. These were not separated into the allocated general 
and unallocated components prior to October 31, 1999.

(3) During 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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Table 18: Balance Sheet Growth
(C$ millions) 2000 1999

Components of growth in assets over prior year
Cash resources $ (3,436) (15)% $ 6,647 41%
Securities (1) 7,527 14 10,198 24
Assets purchased under reverse repurchase agreements (1,969) (10) 365 2
Loans

Residential mortgage (1) 3,742 6 2,774 5
Personal 2,764 11 2,494 11
Credit card 2,000 75 721 37
Business and government loans and acceptances 5,256 8 (9,331) (12)

13,762 9 (3,342) (2)
Allowance for loan losses 13 1 142 7

13,775 9 (3,200) (2)
Other assets 4,859 19 (21,786) (46)

Total change over prior year $ 20,756 8% $ (7,776) (3)%

Components of growth in liabilities and shareholders’ equity over prior year
Deposits

Canada
Non-interest-bearing $ 5,135 30% $ 2,493 17%
Interest-bearing 3,683 3 3,280 3

International
Non-interest-bearing 197 30 236 55
Interest-bearing 9,325 16 1,883 3

18,340 10 7,892 4
Other liabilities (302) – (16,331) (19)
Subordinated debentures 1,229 27 509 12
Non-controlling interest 600 583 (396) (79) 
Shareholders’ equity 889 7 550 5

Total change over prior year $ 20,756 8% $ (7,776) (3)%

(1) Reflects mortgage securitization balances of $0.5 billion (1999 – $3.2 billion) that have been transferred to securities.

As shown in Table 18 below, cash resources decreased by $3.4 billion

or 15% from 1999. In 1999, cash resources had been significantly

increased in preparation for potential disruptions relating to the Year

2000 issue.

Total consumer loans (residential mortgage, personal and credit

card loans) were up $8.5 billion or 10% from 1999. Residential mort-

gages were up 6% and personal loans were up 11%. Credit cards

increased $2.0 billion or 75%, partially reflecting the bank’s decision, 

in light of market conditions, to return to the consolidated balance sheet

$1.2 billion of previously-securitized credit card receivables funded

by commercial paper, and the purchase of the $430 million Canadian

credit card portfolio of Bank One in 2000. Business and government

loans and acceptances increased by $5.3 billion or 8%. Loans in Asia

and Latin America were lower, as shown in Table 21 on page 47.

Deposits increased by 10% during 2000, with the increase almost

equally distributed between international and Canadian deposits.

Interest-bearing deposits accounted for over two-thirds of the total

increase. Further details on deposits are provided in Table 25 on page 52.

Changes in capital are discussed on page 42.

Financial Priority: Balance Sheet and Capital Management

Highlights
• Strong growth in consumer loans
• Deposits increased at a faster rate than in 1999
• Internally generated capital of $1.4 billion
• Issued $1.2 billion of subordinated debentures and $650 million of innovative Tier 1 capital (RBC TruCS)
• Repurchased 19.7 million common shares for $660 million

Outlook
• The bank expects consumer loan growth in 2001 to remain solid but to moderate somewhat from 2000
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Capital Management
Capital management requires balancing the desires for strong, competi-

tive capital ratios and for maintaining high debt ratings with the need to

also provide solid returns to shareholders. In striving for this balance, the

bank considers expected levels of risk-adjusted assets and balance sheet

assets, future investment plans and the costs and terms of current and

potential capital issues.

The bank is committed to maintaining strong capital ratios through

internal capital generation, the issuance of capital instruments when

appropriate and controlled growth in risk-adjusted assets.

Balance Sheet Capital

Total balance sheet capital, which includes shareholders’ equity and

subordinated debentures, was $19.1 billion at October 31, 2000, 

up $2.1 billion from a year ago. The most significant factors behind the

increase were $1.4 billion of internally generated capital and the net

issuance of $0.6 billion of capital during 2000.

In January and August 2000, the bank issued $500 million and

$700 million of subordinated debentures, respectively. Debentures of

$20 million matured during the year. 

In April 2000, the bank issued $50 million of common equity upon

the conversion of Class C shares of the bank’s wholly owned subsidiary,

Royal Bank DS Holding Inc., that had been issued on November 1, 1996,

in connection with the acquisition of Richardson Greenshields.

In July 2000, the bank issued $650 million of RBC TruCS, a form of

innovative Tier 1 capital, which is reported as non-controlling interest in

subsidiaries on the consolidated balance sheet.

On February 23, 2000, the bank received stock exchange approval

to amend its normal course issuer bid, increasing the number of com-

mon shares that could be purchased during the 12-month period ending

June 23, 2000, from 3.5% to 6.0% of its common share float in

June 1999 (when the repurchase program was implemented), or

37.4 million shares. At the conclusion of the normal course issuer bid

in June 2000, 30.2 million common shares had been repurchased

since June 1999 at a cost of approximately $990 million, of which

19.7 million common shares were repurchased during fiscal 2000, at a

cost of approximately $660 million.

In August 2000, the bank announced a stock dividend of one com-

mon share for each outstanding common share. The effect of this

one-for-one stock dividend was the same as that of a two-for-one split of

the bank’s common stock. The common shares commenced trading on a

post-stock dividend basis on September 25, 2000, (the record date) on

the Toronto and Swiss Stock Exchanges, on September 26, 2000, on the

London Stock Exchange, and on October 6, 2000, on the New York

Stock Exchange.

Common share dividends were $689 million, up $101 million from

1999, and preferred share dividends were $134 million, down $23 mil-

lion. The bank announced two increases in its quarterly common share

dividend during the year, representing 25% growth, from $0.24 to

$0.30. The dividend payout ratio (common share dividends as a per-

centage of net income less preferred share dividends) was 33% in 2000

and 37% in 1999. The target payout ratio is 30–40%. 

On September 28, 2000, the bank announced that it had signed a

definitive merger agreement with Dain Rauscher Corporation (described

on page 6) and mentioned that it would issue common shares of approx-

imately $500 million, innovative Tier 1 capital up to $750 million as

well as subordinated debentures. Subsequently, on December 6, 2000,

the bank issued $750 million of innovative Tier 1 capital (RBC TruCS).

In addition, the bank announced on November 30, 2000, that it had

filed a preliminary prospectus for the issuance of common shares.

Regulatory Capital

Capital strength for Canadian banks is regulated pursuant to guidelines

issued by the Superintendent of Financial Institutions Canada (OSFI),

based on standards issued by the Bank for International Settlements

(BIS) and Canadian GAAP financial information.

Regulatory capital, which differs from capital recorded on the con-

solidated balance sheet, is allocated into two tiers. Tier 1 capital

comprises the more permanent form of capital. The components of Tier 1

and Tier 2 capital are shown in Table 19 on page 43.

Regulatory capital ratios are calculated by dividing Tier 1 and Total

capital by risk-adjusted assets. Risk-adjusted assets, as shown in

Table 20 on page 44, are determined by applying risk weights to bal-

ance sheet assets and off-balance sheet financial instruments according

to the relative credit risk of the counterparty. Risk-adjusted assets also

include an amount for the market risk exposure associated with the

bank’s trading portfolio.

The bank’s policy is to remain well capitalized so as to provide a

safety net for the variety of risks that it is exposed to in the conduct of

its business. In 1999, OSFI formally established risk-based capital targets

for deposit-taking institutions in Canada. These targets are a Tier 1 capital

ratio of at least 7% and a Total capital ratio of at least 10%. As at

October 31, 2000, the bank’s Tier 1 and Total capital ratios were 8.6% 

and 12.0%, respectively, compared to 8.1% and 11.2% at October 31,

1999. As mentioned in footnote (5) of Table 19 on page 43, the 

bank’s pro forma capital ratios at October 31, 2000, after giving effect

to acquisitions of Dain Rauscher Corporation, Liberty Life Insurance

Company and Liberty Insurance Services Corporation, the issuance of 

$500 million of common shares and $750 million of innovative Tier 1

capital, and the adoption of the new accounting standard on employee

future benefits would have been: common shareholders’ equity to risk-

adjusted assets of 7.3%; Tier 1 capital ratio of 8.0%; and Total capital

ratio of 11.0%.

The bank also monitors the common equity to risk-adjusted assets

ratio. This ratio was 7.3% at October 31, 2000, up from 7.1% at

October 31, 1999. 

The bank’s capital ratios on a U.S. basis, calculated using guide-

lines issued to U.S. banks by the Board of Governors of the Federal

Reserve System (FRB) and using U.S. GAAP financial information, are

provided in Table 19 on page 43. 

Pending Developments

In 1999, BIS issued a proposal for a new capital adequacy framework to

replace the previous Capital Accord of 1988, under which the bank is

currently regulated. This proposal continues to be at the discussion

phase and a further consultative paper is expected early in 2001. It is

difficult at this stage to estimate the impact of these proposed amend-

ments on the bank’s regulatory capital requirements. Implementation of

final proposals is not likely to occur prior to 2002.
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Table 19: Capital Ratios (1)

(C$ millions) 2000 1999 1998

Tier 1 capital 
Common equity $ 11,504 $ 10,606 $ 9,748
Non-cumulative preferred shares 2,037 2,009 2,144
Non-controlling interest in subsidiaries

RBC TruCS 650 – –
Other 23 22 247

Goodwill (647) (611) (546)

13,567 12,026 11,593

Tier 2 capital
Permanent subordinated debentures 457 441 463
Other subordinated debentures (2) 5,138 4,040 3,419
General allowance (3) 1,188 1,080 850
Non-controlling interest in subsidiaries 1 2 172

6,784 5,563 4,904

Investments in unconsolidated subsidiaries and substantial investments (4) (1,307) (891) (17)

Total capital $ 19,044 $ 16,698 $ 16,480

Risk-adjusted assets $ 158,364 $ 149,078 $ 157,064

Capital ratios (5)

Common equity to risk-adjusted assets 7.3% 7.1% 6.2%
Tier 1 capital to risk-adjusted assets 8.6% 8.1% 7.4%
Total capital to risk-adjusted assets 12.0% 11.2% 10.5%

Assets-to-capital multiple (6) 15.3 16.5 16.7

U.S. basis (5), (7)

Tier 1 capital to risk-adjusted assets 7.8% 7.6% 6.8%
Total capital to risk-adjusted assets 11.3% 10.7% 10.1%
Equity to assets (8) 4.5% 4.6% 4.3%
Tier 1 leverage (9) 4.2% 4.1% 4.0%

(1) Using guidelines issued by the Superintendent of Financial Institutions Canada, based on standards issued by the Bank for International Settlements and Canadian GAAP financial information.
(2) Subordinated debentures that are within five years of maturity are subject to straight-line amortization to zero during their remaining term and, accordingly, are included above at their

amortized value.
(3) The general allowance for credit losses may be included in Tier 2 capital up to a maximum of .75% of risk-adjusted assets. 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. In management’s view, if these shares had been issued today they would qualify as Tier 1 capital.

(4) Relates primarily to investments in insurance subsidiaries (2000 – $960 million), which are excluded from risk-adjusted assets and deducted from Total capital beginning in 1999. Had this
treatment for risk-adjusted assets and Total capital taken place in 1998, the Total capital to risk-adjusted assets ratio in that year would have been .2% lower under both the Canadian and
U.S. basis. Amount also includes $5 million in 2000 for a first loss facility.

(5) On September 28, 2000, the bank and Dain Rauscher Corporation announced that they had signed a definitive merger agreement (see note 12 of the consolidated financial statements),
which will increase risk-adjusted assets by approximately US$2.3 billion and reduce Tier 1 capital by approximately US$947 million. On November 1, 2000, the bank adopted the new
accounting standard on employee future benefits (see note 1 of the Canadian GAAP consolidated financial statements), which will reduce Tier 1 capital in the first quarter of 2001 by 
$221 million. Also on November 1, 2000, the bank acquired Liberty Life Insurance Company and Liberty Insurance Services Corporation (see note 12 of the consolidated financial 
statements), which will reduce Total capital by US$580 million. On December 6, 2000, the bank issued $750 million of innovative Tier 1 capital (RBC TruCS). On November 30, 2000, 
the bank filed a preliminary prospectus providing for the issuance of $500 million of common shares, which will increase Tier 1 capital by the same amount. Had these five transactions taken
place as at October 31, 2000, (assuming $500 million of issued common shares) the pro forma capital ratios would have been: common shareholders’ equity to risk-adjusted assets – 7.3%; Tier 1
capital ratio – 8.0%; and Total capital ratio – 11.0%. Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information,
the pro forma capital ratios would have been Tier 1 capital ratio – 7.5% and Total capital ratio – 10.4%.

(6) Total assets and specified off-balance sheet financial instruments, as determined by the Superintendent of Financial Institutions Canada, divided by Total capital.
(7) Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information.
(8) Average total shareholders’ equity divided by average total assets.
(9) Tier 1 capital divided by adjusted average assets net of the allowance for credit losses (includes gross derivative-related amounts, goodwill and deferred income taxes).
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Table 20: Risk-Adjusted Assets (1)

Risk-adjusted balance
Balance Predominant risk

(C$ millions) sheet amount weight (2) 2000 1999

Balance sheet assets
Cash resources $ 19,606 20% $ 2,763 $ 3,785
Securities 

Issued or guaranteed by Canadian or other OECD governments 20,925 0% 28 23
Other 36,085 100% 4,081 4,379

Residential mortgages (3)

Insured 30,491 0% 375 362
Conventional 32,446 50% 17,008 15,979

Other loans and acceptances (3)

Issued or guaranteed by Canadian or other OECD governments 12,700 0% 1,221 1,119
Other 108,638 100% 89,523 78,206

Other assets 28,849 0% 4,664 5,596

$ 289,740 $ 119,663 $ 109,449

Credit Credit
Contract conversion equivalent
amount factor amount 

Off-balance sheet financial instruments
Credit instruments

Guarantees and standby letters of credit
Financial $ 10,402 100% $ 10,402 100% $ 8,758 $ 9,399
Non-financial 3,256 50% 1,628 100% 1,626 1,311

Documentary and commercial letters of credit 456 20% 91 100% 86 107
Securities lending 20,333 100% 20,333 0% 417 313
Commitments to extend credit 

Original term to maturity of 1 year or less 97,966 0% – 0% – –
Original term to maturity of more than 1 year 41,599 50% 20,799 100% 18,856 21,606

Note issuance/revolving underwriting facilities 155 50% 77 100% 77 63

$ 174,167 $ 53,330 $ 29,820 $ 32,799

Gross positive Credit
Notional replacement equivalent
amount cost (5) amount (6)

Derivatives (4)

Interest rate contracts
Forward rate agreements $ 16,518 $ 7 $ 10 20% $ 3 $ 2
Swaps 530,652 4,517 7,288 20% 1,892 1,769
Options purchased 31,695 168 264 20% 61 120

578,865 4,692 7,562 1,956 1,891

Foreign exchange contracts
Forward contracts 554,867 10,878 16,943 20% 4,741 3,820
Swaps 63,048 2,636 5,421 20% 1,198 799
Options purchased 47,400 934 1,494 20% 452 360

665,315 14,448 23,858 6,391 4,979

Other contracts (7) 14,227 1,423 2,208 50% 772 401

Total derivatives before netting $ 1,258,407 20,563 33,628 9,119 7,271

Impact of master netting agreements (10,498) (14,934) (3,713) (2,946)

Total derivatives after netting $ 10,065 18,694 5,406 4,325

Total off-balance sheet financial instruments $ 72,024 $ 35,226 $ 37,124

General market risk 3,475 2,505

Total risk-adjusted assets $ 158,364 $ 149,078

(1) Using guidelines issued by the Superintendent of Financial Institutions Canada, based on standards issued by the Bank for International Settlements and Canadian GAAP financial information.
(2) Represents the predominant counterparty risk-weighting for that category.
(3) Amounts are shown net of allowance for loan losses.
(4) Futures and some purchased options are traded on exchanges and are subject to daily margin requirements. Such instruments are excluded from the calculation of risk-adjusted assets as they

are deemed to have no additional credit risk.
(5) Represents the total current replacement value of all outstanding contracts in a gain position.
(6) Consists of (i) the total positive replacement value of all outstanding contracts, and (ii) an amount for potential future credit exposure.
(7) Precious metals, commodity and equity-linked contracts.
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Introduced in 1996, and updated in 2000, the Risk Pyramid is the pri-

mary tool to assess risk across the bank. The Risk Pyramid gives the

organization a common language for evaluating risk in business reviews,

new businesses, new products, new initiatives, acquisitions or alliances.

The Pyramid was initially developed as a communication tool and con-

tinues to serve in that capacity.

Group Risk Management professionals work in partnership with the busi-

ness and functional units to identify risk, which is then measured,

monitored and managed. In line with a group-wide portfolio management

approach, portfolio analytical techniques are employed in an effort to

optimize the risk/reward profile and ensure efficient allocation of capital

within the bank.

Risk Management

Overview
The bank manages risk strategically to build shareholder value. The cor-

nerstone of effective risk management in the bank is a strong risk man-

agement culture, which is supported by numerous strategy and policy

development processes, run jointly by risk management professionals and

the businesses. This partnership approach is designed to ensure strategic

alignment of business, risk and resource issues. 

Although partnership is important, independence of the Group Risk

Management function is essential. The Vice-Chairman and Chief Risk

Officer, who reports directly to the Chairman and Chief Executive Officer,

heads up a global function that has been structured to reflect the evolv-

ing needs and strategic initiatives of the organization. A structure of

management and board committees provides oversight of the risk man-

agement process:

Risk Management Committee
• Approves policies, processes and systems for

management of risk across the group
• Approves major country and sectoral strategies
• Reviews effect of changing conditions on

business activities or risk profile
• Monitors portfolio quality
• Chaired by Vice-Chairman & Chief Risk Officer

Audit Committee of the Board of Directors
• Oversees financial reporting process
• Reviews internal control and audit procedures

Interest Rate Risk Committee
• Oversees interest rate risk management for

non-trading operations

Asset/Liability Committee
• Oversees market risk in non-trading operations,

liquidity risk and capital management
• Assesses balance sheet strategies to maximize shareholder value
• Chaired by Vice-Chairman & Chief Financial Officer

Group Risk Committee
• Provides strategic guidance
• Reviews overall risk policies and strategies
• Chaired by Chairman & Chief Executive Officer

Conduct Review and Risk Policy Committee of the Board of Directors
• Oversees policies and procedures for compliance with the self-dealing 

provisions of the Bank Act and the risk management process
• Reviews trends in risk profile
• Reviews major risk policies and counterparty,

country and sectoral exposures

Systemic

Risk Pyramid

Competitive Regulatory &
Legal

Strategic

Reputational

Credit Market Liquidity
Insurance

Underwriting
Actuarial

Operational
Technology

People
Process
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Credit Risk 
Traditionally, credit risk is considered to be the risk of loss due to the

inability or unwillingness of a counterparty to fulfill its payment obliga-

tions. However, the distinction from market risk is not clear-cut, since

credit risk can also result from loss in market value due to deterioration

in the financial position of a counterparty. A disciplined approach to

credit risk management preserves the independence and integrity of risk

assessment while being integrated into business management processes.

Policies and procedures, which are communicated throughout the orga-

nization, guide the day-to-day management of credit exposure and are an

essential part of the bank’s business culture.

Subject to the overriding principle of portfolio diversification, the

bank focuses on:

• Strategic and profitable client relationships, existing as well as

prospective

• Industries where Canadian companies enjoy a particular competi-

tive advantage or where the bank has developed special expertise 

• Volume-based sectors that generate an attractive return for the risk

(small business, public sector and agriculture)

The “new economy” sectors (information technology, telecommunica-

tions and media) have provided many business opportunities over the

past year. The bank has actively participated in the financing of both

mergers & acquisitions and new build-outs, capitalizing on the oppor-

tunities to enhance returns while rigorously applying key credit risk

principles. Given the volatility of share prices of technology companies,

a key priority was the need to ensure that the bank’s portfolio would not

be compromised in the event of low market valuations. Thus, while trans-

actional activity in these sectors was substantial, outstanding exposure

has grown only marginally.

At October 31, 2000, the bank’s loans to telecommunication and

cable companies was $4.8 billion, of which 66% was investment grade.

Telecommunication loans alone were $3.3 billion, of which 63% were

investment grade. Nonaccrual loans to the telecommunication and cable

sectors were less than $5 million in 2000.

The bank continues to pursue business in sectors where it has

developed an expertise (communications, media and technology, energy

and mining). Increasing emphasis is placed on the risk/return balance

of individual transactions as well as their impact on portfolio diversi-

fication, and particular attention is being given to the appropriate

balance between “new economy” and “old economy” or resource-based

sectors. Exposure to highly cyclical sectors with traditionally high debt

levels (forest products and commercial real estate) continues to be

closely managed. 

The bank has stayed the course on exposure to emerging markets.

Credit risk in Asia (excluding Japan), Latin America, Central & Eastern

Europe, Middle East and Africa was reduced further although not to the

significant degree of the previous year. Remaining exposure in these

markets is largely to companies with significant North American opera-

tions that offer the prospect of fee-generating business in their home

market. Exposure has also been reduced in other countries as increasing

emphasis has been placed on the risk/return profile of each client: the

bank does not intend to assume credit risk on a stand-alone basis if a

relationship does not meet the overall return targets.

Portfolio composition by product continues to shift away from tradi-

tional lending, particularly in global banking relationships. Emphasis is

placed on trading activities such as foreign exchange, swaps, options,

equity derivatives and fixed income products. Specialized teams in

Toronto, New York, London and Sydney handle these transactions.

Resident independent middle offices ensure that risk guidelines are

adhered to. New products or structures must be approved by Group Risk

Management in Toronto following risk analysis and stress testing.

Exposure control of trading products has two levels. First, individual

credit lines must be approved for every counterparty. Second, overall

usage of approved lines is capped by product group, counterparty loca-

tion or industry. Such limits are particularly important in the financial

industry, as banks account for approximately 35% and non-bank finan-

cial institutions for a further 15% of all the bank’s commercial credit

authorizations.

Corporate & Investment Banking
For the large corporate client base, the bank uses a strategic approach to

the management of risk. This incorporates forward-looking strategic lim-

its for sectors, countries and clients based on risk analysis, business

opportunities and the bank’s risk appetite. Over the past year, portfolio

rebalancing has continued with greater focus on selected strategic global

industry sectors and core clients, and reduction in exposures in certain

international markets. Portfolio management continues to play an

ever-increasing role in optimizing the risk/reward profile through the

development of comprehensive portfolio modelling techniques. 

Personal & Commercial Financial Services
The overall economy has continued to allow for growth in the personal

and commercial portfolios. Use of automated scoring decisioning has

continued, and is being augmented by dataflows to support more sophis-

ticated portfolio quality management, risk pricing, sensitivity testing and

efficiencies. Industry specialization within the commercial portfolio was

focused upon in 2000 and is expected to carry through into 2001, giving

the bank the ability to enhance its services to that market.
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Table 21: Loans (1)

(C$ millions) 2000 1999 1998 1997 1996 2000 1996

Canada
Atlantic provinces $ 9,690 $ 8,840 $ 8,052 $ 7,714 $ 7,233 5.8% 5.4%
Quebec 16,191 14,936 14,066 14,758 14,780 9.6 11.1
Ontario 60,999 54,724 51,977 48,717 45,268 36.4 33.9
Prairie provinces 29,402 25,521 23,288 22,150 17,814 17.5 13.3
British Columbia 25,118 23,141 22,295 21,646 19,782 15.0 14.8

Total Canada 141,400 127,162 119,678 114,985 104,877 84.3 78.5

International
United States 13,415 13,060 13,717 12,725 10,540 8.0 7.9
Europe, Middle East and Africa 6,544 6,617 13,174 11,763 9,855 3.9 7.4
Caribbean 2,059 1,502 1,573 1,274 1,104 1.2 .8
Latin America 1,842 2,309 3,875 3,493 2,162 1.1 1.6
Asia 1,781 2,417 4,550 5,372 5,033 1.1 3.7
Australia and New Zealand 771 983 825 343 72 .4 .1

Total international 26,412 26,888 37,714 34,970 28,766 15.7 21.5

Total loans 167,812 154,050 157,392 149,955 133,643 100.0% 100.0%

Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875)

Total $ 165,941 $ 152,166 $ 155,366 $ 148,186 $ 131,768

Canada
Consumer

Residential mortgage $ 61,444 $ 58,524 $ 55,836 $ 52,835 $ 47,613 36.6% 35.6%
Personal 27,207 24,353 21,814 20,214 17,817 16.2 13.3
Credit card 4,666 2,666 1,945 2,324 3,522 2.8 2.7

93,317 85,543 79,595 75,373 68,952 55.6 51.6

Business and government loans 
and acceptances
Small business 11,701 10,334 8,452 7,325 6,555 7.0 4.9
Agriculture 4,931 4,217 3,851 3,479 2,988 2.9 2.2
Energy 3,754 3,350 3,442 3,845 2,349 2.2 1.8
Commercial mortgages 2,961 2,635 2,434 2,392 2,166 1.8 1.6
Consumer goods 2,874 2,086 2,802 2,787 2,813 1.7 2.1
Commercial real estate 2,594 2,400 2,523 2,872 3,285 1.6 2.5
Industrial products 2,470 2,301 2,241 2,137 1,948 1.5 1.5
Information technology and media 2,338 1,851 1,524 1,340 1,331 1.4 1.0
Financial services 2,218 1,567 1,718 1,976 1,678 1.3 1.2
Transportation and environmental 1,519 1,562 1,392 1,481 1,903 .9 1.4
Government 1,385 2,105 1,951 1,575 1,891 .8 1.4
Forest products 1,362 1,151 1,728 1,976 1,856 .8 1.4
Other 7,976 6,060 6,025 6,427 5,162 4.8 3.9

48,083 41,619 40,083 39,612 35,925 28.7 26.9

Total Canada 141,400 127,162 119,678 114,985 104,877 84.3 78.5

International 
Consumer

Residential mortgage 1,540 718 632 534 507 .9 .4
Personal 812 902 947 650 623 .5 .4

2,352 1,620 1,579 1,184 1,130 1.4 .8

Business and government loans 
and acceptances
Energy 3,051 3,887 4,702 3,877 2,045 1.8 1.5
Consumer goods 1,111 1,411 2,756 2,365 2,518 .7 1.9
Commercial real estate 271 464 862 926 1,078 .2 .8
Industrial products 1,749 1,325 1,881 2,589 2,633 1.0 2.0
Information technology and media 4,710 3,824 5,238 4,722 3,267 2.8 2.4
Financial services 7,912 6,937 10,896 11,359 9,559 4.7 7.2
Transportation and environmental 1,487 1,975 2,296 1,762 1,421 .9 1.1
Government 167 773 492 622 725 .1 .5
Automotive 513 878 2,264 1,771 1,243 .3 .9
Other 3,089 3,794 4,748 3,793 3,147 1.8 2.4

24,060 25,268 36,135 33,786 27,636 14.3 20.7

Total international 26,412 26,888 37,714 34,970 28,766 15.7 21.5

Total loans 167,812 154,050 157,392 149,955 133,643 100.0% 100.0%

Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875)

Total $ 165,941 $ 152,166 $ 155,366 $ 148,186 $ 131,768

(1) Based on residence of borrower.
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Table 22: Foreign Outstandings (1)

2000 1999 1998

% of total % of total % of total
(C$ millions) assets assets assets

United States – Banks $ 5,462 $ 4,208 $ 2,590
Government 889 486 597
Other 30,034 23,865 27,008

36,385 12.38% 28,559 10.45% 30,195 10.74%

Western Europe
United Kingdom – Banks 4,347 4,960 4,593

Government 26 79 113
Other 5,791 4,308 5,759

10,164 3.46 9,347 3.42 10,465 3.72

France – Banks 2,379 2,082 2,785
Government 45 57 15
Other 1,552 784 1,077

3,976 1.35 2,923 1.07 3,877 1.38

Germany – Banks 5,471 5,608 5,335
Government 1 291 262
Other 643 268 143

6,115 2.08 6,167 2.26 5,740 2.04

Netherlands 1,300 .44 2,060 .75 1,184 .42
Switzerland 1,687 .57 2,044 .75 1,950 .70
Other 4,305 1.47 4,309 1.57 3,956 1.41

27,547 9.37 26,850 9.82 27,172 9.67

Central/Eastern Europe, Middle East and Africa
Saudi Arabia 225 .08 255 .09 278 .10
Turkey 109 .04 80 .03 208 .07
Other 311 .10 434 .16 613 .22

645 .22 769 .28 1,099 .39

Latin America
Argentina 324 .11 437 .16 978 .35
Brazil 75 .02 160 .06 584 .21
Chile 751 .26 640 .24 851 .30
Colombia 165 .06 229 .08 347 .12
Mexico 343 .12 665 .24 1,054 .38
Other 47 .01 43 .02 111 .04

1,705 .58 2,174 .80 3,925 1.40

Caribbean
Bahamas 1,549 .53 1,674 .61 1,149 .41
Other 1,952 .66 1,236 .45 1,607 .57

3,501 1.19 2,910 1.06 2,756 .98

Asia
Japan – Banks 634 390 1,073

Government 1,599 625 1,029
Other 1,000 1,256 1,597

3,233 1.10 2,271 .83 3,699 1.32

China 31 .01 37 .01 245 .09
Hong Kong 19 .01 324 .12 872 .31
Indonesia 16 .01 94 .03 179 .06
Singapore 336 .11 411 .15 484 .17
South Korea 338 .11 462 .17 603 .21
Taiwan 77 .03 212 .08 898 .32
Thailand 1 – 45 .02 198 .07
Other 44 .01 43 .02 83 .03

4,095 1.39 3,899 1.43 7,261 2.58

Australia and New Zealand 1,775 .60 2,444 .89 1,460 .52

Allowance for loan losses (2) (441) (.15) (389) (.14) (366) (.13)

Total $ 75,212 25.58% $ 67,216 24.59% $ 73,502 26.15%

(1) Includes the following assets with borrowers or customers in a foreign country: loans, accrued interest, acceptances, interest-bearing deposits with other banks, securities, other interest-earning
investments and other monetary assets including net revaluation gains on foreign exchange and derivative products. Local currency outstandings, whether or not hedged or funded by 
local currency borrowings, are included in country exposure outstandings. Foreign outstandings are reported based on location of ultimate risk.

(2) The allowance for loan losses includes the allocated country risk allowance and the international component of the allocated specific, the allocated general and the unallocated allowance. 
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Operational Risk 
Operational risk is the risk of direct or indirect loss resulting from inade-

quate or failed processes, technology or human performance, or from

external events. Its impact can be financial loss, loss to reputation, loss

of competitive position or regulatory censure.

While operational risk can never be fully eliminated, the bank

endeavours to minimize it by ensuring that the appropriate infrastruc-

ture, controls, systems, and trained and competent people are in place

throughout the group. Dedicated professionals are in place to identify

and implement best industry practices in the area of operational risk

management. 

The bank has been proactive in developing and implementing new

methodologies for the identification, assessment and management of

operational risk.

Again this year, all major business units were reviewed to determine

the potential for high-impact but low-probability operational loss events.

This risk assessment formed the basis for the internal allocation of

operational risk capital for fiscal 2001. More in-depth operational risk

self-assessments were also conducted in a number of major business

units, resulting in action plans taken on by the businesses to manage

their risks more proactively. 

The bank’s focus in 2001 is on the continuous improvement of

operational risk assessment tools and processes across the organization,

development of operational risk quantification methodologies, and stay-

ing at the forefront of best risk management practices.

eBusiness Risk
eBusiness brings together different cultures, industry practices, pro-

cesses, talents and complex value chains. With this in mind, along with the

speed of eBusiness growth and technological change, the bank is keep-

ing abreast of risk management industry best practices as they develop. 

Security, privacy and the management of technology are the risks

most commonly cited and the trends are closely monitored and managed

within the bank. Some unique and potentially high risks include strategic/

business planning; business continuity; project management; and recruit-

ment and retention of specialized human resource skills and competencies.

The bank recognizes that eBusiness risk identification and management

is an evolving process that will have to keep pace with changing business

models and opportunities. By establishing a focal point for eBusiness

risk, the bank intends to be a leader in eBusiness governance.

Market Risk 
Market risk is the risk of loss that results from changes in interest rates,

foreign exchange rates, equity prices and commodity prices.

Interest Rate Risk
Interest rate risk is the potential adverse impact on the bank’s earnings and

economic value due to changes in interest rates. The key sources of inter-

est rate risk to which the bank is exposed are repricing mismatch risk,

credit spread risk, basis risk and options risk. Repricing mismatch risk

arises when there are mismatches or gaps in the amount of assets, liabili-

ties and off-balance sheet instruments that mature or reprice in a given

period, primarily due to customers’ differing term preferences. Credit

spread risk arises when there are changes in the credit spread that result

from changes in the market’s perception of general or specific credit qual-

ity and liquidity. Basis risk arises when the differentials between various

indices upon which the bank prices its products change. Options risk

arises from the effect of interest rate movements and changes in volatilities

on the market value of the options within the bank’s portfolios.

Foreign Exchange Rate Risk
Foreign exchange rate risk is the potential adverse impact on the bank’s

earnings and economic value due to currency rate movements. The bank

is exposed to foreign exchange rate risk in both the spot and forward

foreign exchange markets and in the options market. Spot foreign

exchange risk arises when the total present value of assets in any cur-

rency does not equal the total present value of liabilities in that currency.

Forward foreign exchange risk arises when, for a given currency, the

maturity profile of forward purchases differs from the maturity profile of

forward sales. Options risk arises from the effect of interest rate and

exchange rate movements and changes in volatilities on the market value

of the options within the bank’s portfolios.

Equity Risk
Equity risk is the potential adverse impact on the bank’s earnings due to

movements in individual equity prices or general movements in the value

of the stock market. The bank is exposed to equity risk from the buying

and selling of equities as a principal in its brokerage business. Equity risk

also results from the bank’s trading activities, including the providing of

tailored equity derivative transactions to clients, arbitrage trading and

proprietary trading.

Commodity Risk
Commodity risk is the potential adverse impact on the bank’s earnings

and economic value due to movements in commodity prices. The bank’s

commodity risk arises primarily through exposure to movements in the

price of precious metals. There is minimal exposure to commodity risk in

the bank’s trading portfolio.

The level of market risk to which the bank is exposed varies continually,

reflecting changing market conditions, expectations of future price and

market movements and the composition of the bank’s trading and non-

trading portfolios. The bank has established risk management policies

and limits for its trading and asset/liability management activities that

allow it to monitor and control the exposure to market risk resulting from

these activities.

Trading Activities
The market risk associated with trading activities is a result of market-

making, positioning and sales and arbitrage activities in the foreign

exchange, interest rate, equity and commodity markets. The bank’s trad-

ing operation has a primary role of acting as a market-maker or jobber,

executing transactions that meet the financial requirements of its cus-

tomers, and transferring the market risks to the broad financial market.

The bank also acts as principal and uses market risk positions within the

authorizations granted by the board. This risk is managed primarily

through a Value-At-Risk (VAR) methodology. 

VAR is a generally accepted risk measurement concept that uses

statistical models to estimate within a given level of confidence the

maximum loss in market value that the bank would experience in its

trading portfolios from an adverse one-day movement in market rates

and prices. The bank’s VAR measure is based on a 99% confidence level

and is an estimate of the maximum potential trading loss in 99 out of

every 100 days. The bank uses an historical simulation of the previous

500 trading day scenarios to determine VAR for its trading portfolio. 

The graph on page 50 shows the daily net trading revenue compared to

the global trading VAR amounts for the year ended October 31, 2000.

Net trading revenue is defined as the sum of the mark-to-market adjust-

ments booked on trading positions and net interest income accrued

from trading assets. During fiscal 2000, the bank did not experience a

day with trading losses in excess of VAR.
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Table 23: Market Risk Measures – Trading Activities (1)

2000 1999

(C$ millions) Year-end High Average Low Year-end High Average Low

Global VAR by major risk category
Equity $ 14 $ 22 $ 13 $ 6 $ 9 $ 22 $ 16 $ 7
Foreign exchange and commodity 4 11 5 2 6 12 7 4
Interest rate 7 9 5 3 6 11 6 3

Global VAR (2) $ 18 $ 24 $ 16 $ 10 $ 13 $ 28 $ 20 $ 10

(1) Amounts are presented on a pre-tax basis and represent one-day VAR at a 99% confidence level.
(2) Global VAR reflects the correlation effect from each of the risk categories through diversification.
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In the last year, the bank expanded the scope of its interest rate products to

include credit derivatives. Credit derivatives allow trading of credit risk sep-

arate from an underlying instrument. For example, credit exposure to a

company can be acquired or divested through a credit derivative without

actually owning a loan or bond issued by the company. Credit derivatives

are one of the fastest growing over-the-counter trading products. Credit

derivatives are provided to institutional and corporate clients and are also

used by the bank in the management of its lending portfolio.
Table 23 above shows the year-end, high, average and low VAR by

major risk category for the bank’s combined trading activities for the years
ended October 31, 2000 and 1999. The table also shows the bank’s
global VAR, which incorporates the effects of correlation in the movements
of interest rates, exchange rates, equity prices and commodity prices and
the resulting benefits of diversification within the bank’s trading portfolio. 

The bank also performs analysis on the potential trading losses due
to stress events as a supplementary control on its market risk exposure.
This is accomplished through applying historical and internally devel-
oped scenarios to the daily trading positions to monitor the effect of
extreme market movements on the value of its portfolio.

The Group Risk Management function, which is independent of the
trading operations, is responsible for the daily monitoring of global trading
risk exposures. The function uses the bank’s VAR methodology to compare
actual exposures to the limits established, to assess global risk/return
trends and to alert senior management of adverse trends or positions. 
The function also develops and implements comprehensive risk mea-
surement policies and risk limits that apply to trading activities. 

As management recognizes that VAR is not an absolute measure of
market risk, other limits are also established to control market liquidity
risks, net position gap, term and volume for all products. This compre-
hensive market risk management framework ensures that an appropriate
diversification of risks through policies is adopted on a global basis.

Asset/Liability Management Activities of the Bank’s Non-Trading Portfolio
Core banking activities, such as deposit taking and lending, expose the
bank to market risk, mostly in the form of interest rate risk. The risk is
managed within economic value risk and net interest income risk limits
approved by the Group Risk Committee. The risk limits are based on an
immediate and sustained 200 basis point parallel movement in rates
across all maturities. Economic value risk measures the adverse net
impact on the present value of both on- and off-balance sheet assets and
liabilities. The limit for economic value risk is $1.1 billion or about 10%
of the bank’s common equity. Net interest income risk measures the
adverse impact on net interest income over the next 12 months. The net
interest income risk limit is $300 million.

The Corporate Treasury function actively monitors and manages the
Canadian domestic non-trading book. It also oversees a limited number
of authorized units that manage their interest rate exposure at a decen-
tralized level within established risk limits. 
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In managing the Canadian domestic non-trading book, the goal is to
achieve a balance between reducing risk from adverse movements in
interest rates and enhancing net interest income. To achieve this, deriv-
ative instruments, primarily interest rate swaps, are used to adjust the
risk profile of the book taking into account the shape of the yield curve,
expected changes in the level of interest rates and the current level of
risk being carried. When appropriate, the bank will also purchase options
to hedge some of the embedded options inherent in certain deposit and
loan banking products. Embedded options allow bank customers to alter
the maturity profile of their deposit or loan products. The most prevalent
types of embedded options are early redemption features in certain term
deposit products and prepayment options in some loan products. 

The primary analytical techniques used by the bank to measure the
economic value risk and net interest income risk and to manage non-trading
interest rate risk are scenario analysis and starting position analysis.
Scenario analysis is forward looking, and enables the bank to forecast net
interest income and analyze the impact under numerous economic and
interest rate scenarios. It incorporates assumptions about pricing strate-
gies, volume and mix of new business, expected changes in the level of
interest rates, changes in the shape of the yield curve and other factors
such as the impact of embedded options. Starting position analysis pro-
vides the framework for measuring economic value and net interest income
risk exposures against limits at a point in time. The results of the scenario 

and starting position analysis assist in determining the risk/return tradeoffs
of potential hedging and investment strategies. This allows the bank to
achieve a balance between enhancing net interest income and reducing
the risk of lower earnings from adverse movements in interest rates.

Table 24 below presents the potential impact of a 100 and 200
basis point increase and decrease on the bank’s economic value and on
current earnings from changes in interest rates on the non-trading port-
folio of the bank. These measures are based on the bank’s interest rate
sensitivity position at October 31, 2000, including all repricing assump-
tions. These measures assume that no further hedging is undertaken and
that all assets and liabilities reprice by the defined amounts. 

The domestic interest rate sensitivity position at October 31, 2000,
including all repricing assumptions, reflects a view on future interest rate
movements relative to the current yield curve. The risk position has been
and is currently being actively managed to reflect the relative stability of
interest rates since mid-2000. The bank’s view is that medium-term and
long-term rates reached a cyclical peak during the first nine months of fiscal
2000. While some short-term volatility is possible, the bank is positioning
itself for fairly stable or modestly declining rates during fiscal 2001.

All interest rate measures in this section are based upon the bank’s
interest rate exposures at a specific time. The exposures change contin-
ually as a result of the bank’s day-to-day business activities and its risk
management initiatives.

Table 24: Market Risk Measures – Non-Trading Activities
2000 1999

Economic Net interest Economic Net interest
(C$ millions) value risk (1) income risk (1) value risk (1) income risk (1)

100bp increase $ (306) $ 71 $ (267) $ 87
100bp decrease 241 (84) 213 (91)

200bp increase $ (628) $ 129 $ (544) $ 167
200bp decrease 473 (170) 416 (217)

(1) Amounts are presented on a pre-tax basis and represent changes in economic value and net interest income from changes in interest rates as at October 31.

Change in Accounting Standards for Derivatives – FAS 133
The Financial Accounting Standards Board Statement of Financial
Accounting Standards No. 133, Accounting for Derivative Instruments
and Hedging Activities (FAS 133), as amended by FAS 138, is effective
for the bank as of November 1, 2000, and is described in note 1 of the
consolidated financial statements on page 60.

Under current accounting policies, derivatives used in sales and
trading activities, which represent the vast majority of all derivatives
used by the bank, are already recorded on the consolidated balance
sheet at fair value. FAS 133 will require that all other derivatives also be
recorded on the consolidated balance sheet at fair values. Such other
derivatives principally comprise derivatives used in asset/liability man-
agement activities as described above.

The primary focus of the bank’s asset/liability management activi-
ties will remain the prudent management of economic value risk, while at
the same time aiming to achieve accounting effectiveness under FAS 133.
Adoption of the standard may result in increased volatility of reported
earnings and certain balance sheet amounts. It is difficult to estimate
the amount of such volatility given the nature and size of derivatives
used in asset/liability management activities, the dynamics of the
balance sheet items to which these derivatives relate, the likelihood of
future changes in interest rates, and the possibility of further changes
to authoritative guidance in the application of FAS 133. As a result,
estimates of future volatility are not provided.

Liquidity Risk 
The objective of liquidity management is to ensure that the bank has the 
ability to generate sufficient cash or its equivalents, in a timely and cost-
effective manner, to meet its commitments as they fall due. Liquidity
management is critical in protecting the bank’s capital, maintaining 
market confidence and ensuring that the bank can expand into profitable
business opportunities.

The bank’s liquidity management framework includes policies for
several key elements, such as minimum levels of liquid assets to be held
at all times. The bank uses liquid assets and repurchase and reverse
repurchase agreements when managing its short-term liquidity. Liquid
assets and assets purchased under reverse repurchase agreements
(before pledging, see next paragraph) totalled $100.7 billion or 34% of
total assets at October 31, 2000, as compared to $98.8 billion or 
36% of total assets at October 31, 1999. Canadian dollar liquid assets
are primarily marketable securities, and much of the bank’s foreign
currency liquid assets are issued by highly rated foreign banks. 

Policies are also in place to ensure that the bank is able to meet
potential pledging requirements that may arise. At October 31, 2000,
$27.1 billion of assets had been pledged as collateral, including obliga-
tions related to assets sold under repurchase agreements. For further
details, see note 12 of the consolidated financial statements. 

Another key element of the liquidity management framework is
cash flow management. There are limits on the maximum net outflow of
funds for specified time periods, particularly for key short-term time hori-
zons. Scenario analysis is performed on the assumed behaviour of cash
flows under varying conditions to assess funding requirements and is
updated as needed to reflect changing conditions. 

The bank’s framework also incorporates liquidity contingency plan-
ning to assess the nature and volatility of funding sources and to
determine alternatives to these sources. The contingency plan would be
activated to ensure that the bank’s funding commitments could be met
in the event of general market disruption or adverse economic condi-
tions. The plan is reviewed and updated at least annually.

Funding diversification is another key element of liquidity manage-
ment. As shown in Table 25 on page 52, deposits from consumers
comprise 43% of the bank’s deposits, versus 46% in 1999. Business and
government deposits as a percentage of total deposits remain at 46%.
Consumer deposits represent the prime source of Canadian dollar deposits,



Table 25: Deposits
2000 1999 1998

(C$ millions) Demand Notice Term Total Total Total

Personal $ 6,591 $ 26,222 $ 56,819 $ 89,632 $ 87,359 $ 85,910
Business and government 24,162 8,844 61,373 94,379 86,223 76,107
Bank 4,684 202 17,340 22,226 14,315 17,988

Total $ 35,437 $ 35,268 $ 135,532 $ 206,237 $ 187,897 $ 180,005

Non-interest-bearing
Canada $ 22,011 $ 16,876 $ 14,383
International 863 666 430
Interest-bearing 
Canada 116,113 112,430 109,150
International 67,250 57,925 56,042

Total $ 206,237 $ 187,897 $ 180,005
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while foreign currency deposits are primarily from large corporations and

foreign banks, including central banks. The bank manages its liquidity

through a strategically diversified portfolio of funding instruments.

Diversification of funding instruments is achieved through the consider-

ation of type and country of origin of depositors, by term and through

various locations and legal entities.

In 2000, the bank broadened its funding capacity. First, it increased

its wholesale funding by issuing $3,339 million of senior deposit notes

in various currencies. Second, the bank issued $1.2 billion of subor-

dinated debentures and $650 million of innovative Tier 1 capital as

outlined in the Capital Management section on page 42. 

These alternative activities have strengthened the bank’s domestic

and foreign funding presence. Their future use will be continually

assessed in light of market conditions and their impact on traditional

funding sources.

The bank continues to securitize $1.1 billion of credit card receiv-

ables funded by medium-term notes but, in light of market conditions, 

$1.2 billion of previously-securitized credit card receivables funded by

commercial paper were returned to the balance sheet. Credit card receiv-

ables currently funded on-balance sheet will be continually considered

for future securitization and, as a result, are a source of alternative

funding and capital relief.

During 2000, the bank securitized $500 million of residential

mortgages into mortgage-backed securities, which are available to sup-

port the bank’s activity in the domestic clearing and payment system or

can be sold to generate funds. 

1999 Compared to 1998
The following discussion and analysis provides a comparison of the bank’s

results of operations for the years ended October 31, 1999 and 1998. This

discussion should be read in conjunction with the consolidated financial

statements and related notes on pages 53 to 76. This portion of the man-

agement’s discussion and analysis is based on amounts reported in the

consolidated financial statements and does not exclude one-time items.

Business Segment Results
Personal & Commercial Financial Services’ net income decreased 4% to

$935 million in 1999, partially due to a restructuring charge of $50 mil-

lion. Return on common equity declined 680 basis points to 19.4%,

largely due to the re-allocation of common equity from the Other seg-

ment to the four operating segments to cover non-trading market risk. 

The efficiency ratio increased 40 basis points to 64.9% in 1999, also 

partially reflecting the above-mentioned restructuring charge.

Wealth Management’s 1999 net income was up 9% from 1998 to

$272 million. Return on common equity declined by 530 basis points

to 57.7% due to the re-allocation of common equity mentioned above.

The efficiency ratio increased by 160 basis points to 79.8%.

Corporate & Investment Banking’s net income increased 36% in 1999

to $301 million. Return on common equity improved by 80 basis points

to 15.3%. The efficiency ratio increased 320 basis points to 65.6%.

Transaction Processing’s 1999 net income was up 282% to $107 mil-

lion due to lower provision for credit losses. Return on common equity

improved from 5.0% to 27.7%. The efficiency ratio increased 370 basis

points to 69.5%.

Net Interest Income
Net interest income increased 1% to $5.2 billion in 1999 from $5.1 bil-

lion in 1998 partially due to higher volumes of interest-bearing assets,

which were offset by a change in reporting for equity derivatives.

Non-Interest Revenue
Non-interest revenue increased 10% to $5.5 billion in 1999, driven by

revenue gains from all of the operating segments.

Non-Interest Expenses
Non-interest expenses increased 10% to $7.1 billion. The increase was

primarily caused by higher human resource and increased one-time

expenses, largely related to a restructuring charge in 1999. The efficiency

ratio was 67.1% in 1999 compared to 64.5% in 1998.

Taxes
The bank’s income and other taxes for 1999 were $1.5 billion, for an

effective total tax rate of 47.2%. Income and other taxes were $1.7 bil-

lion in 1998, while the effective total tax rate was 48.0%.

Provision for Credit Losses
The provision for credit losses increased to $760 million in 1999 from

$575 million in 1998. This increase resulted largely from a higher

allocated general provision and unallocated provision of $230 million in

1999 versus $100 million in 1998.

The total allowance for loan losses was $1.9 billion or 1.2% of total

loans versus 1.3% in 1998.


