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Caution regarding forward-looking statements

From time to time, we make written and oral forward-looking statements
within the meaning of certain securities laws, included in this Annual
Report, in other filings with Canadian regulators or the U.S. Securities
and Exchange Commission, in reports to shareholders and in other com-
munications. These forward-looking statements include, among others,
statements with respect to our objectives for 2004, and the medium and
long terms, and strategies to achieve those objectives, as well as state-
ments with respect to our beliefs, plans, expectations, anticipations,
estimates and intentions. The words “may,” “could,” “should,” “would,”
“suspect,” “outlook,” “believe,” “anticipate,” “estimate,” “expect,”
“intend,” “plan,” and words and expressions of similar import are
intended to identify forward-looking statements.
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By their very nature, forward-looking statements involve inherent risks
and uncertainties, both general and specific, and risks exist that predic-
tions, forecasts, projections and other forward-looking statements will
not be achieved. We caution readers not to place undue reliance on these
statements as a number of important factors could cause actual results
to differ materially from the plans, objectives, expectations, estimates
and intentions expressed in such forward-looking statements. These fac-
tors include, but are not limited to, the strength of the Canadian economy
in general and the strength of the local economies within Canada in
which we conduct operations; the strength of the United States economy

and the economies of other nations in which we conduct significant oper-
ations; the effects of changes in monetary and fiscal policy, including
changes in interest rate policies of the Bank of Canada and the Board of
Governors of the Federal Reserve System in the United States; the effects
of competition in the markets in which we operate; inflation; judicial
decisions; capital market and currency market fluctuations; the timely
development and introduction of new products and services in receptive
markets; the impact of changes in the laws and regulations regulating
financial services (including banking, insurance and securities); changes
in tax laws; technological changes; our ability to complete strategic acqui-
sitions and to integrate acquisitions; judicial or regulatory proceedings;
changes in consumer spending and saving habits; the possible impact on
our businesses of international conflicts and other developments includ-
ing those relating to the war on terrorism; and our anticipation of and
success in managing the risks implicated by the foregoing.

We caution that the foregoing list of important factors is not exhaustive.
When relying on our forward-looking statements to make decisions,
investors and others should carefully consider the foregoing factors and
other uncertainties and potential events. We do not undertake to update
any forward-looking statement, whether written or oral, that may be
made from time to time by us or on our behalf.



Management’s discussion and analysis

This portion of the Annual Report provides a discussion and analysis of
our financial condition and results of operations so as to enable a reader
to assess material changes in financial condition and results of operations
for the 12 months ended October 31, 2003, compared to those of the
12 months ended October 31, 2002. The consolidated financial state-
ments prepared in accordance with U.S. generally accepted accounting
principles (GAAP) are on pages 67 to 98.

In the fourth quarter of 2003, we changed the presentation of rev-
enues and expenses of RBC Insurance and Royal Bank of Canada,
without any effect on net income, to provide additional disclosures,
which, we believe, make our disclosure more consistent with disclosure
practices in the insurance industry. All comparative information has
been appropriately reclassified. Total insurance revenues are now
reported in non-interest income as insurance premiums, investment and

Overview

fee income. Previously they had been reported in net interest income and
in several lines of non-interest income, the largest of which was insur-
ance revenues. The costs associated with generating these revenues are
now captured in insurance policyholder benefits, claims and acquisition
expense, whereas previously they were netted against the insurance rev-
enues line in non-interest income. The administrative costs of RBC
Insurance continue to be reported in non-interest expense. The table on
page 30 provides a further breakout of these lines, and the accounting
policies related to our insurance operations are contained in Note 1 to
the consolidated financial statements on page 75.

Our fiscal year-end is October 31. All dollar amounts in manage-
ment’s discussion and analysis are in Canadian dollars, unless otherwise
specified.

Net income and diluted earnings per share (EPS)

(C$ millions, except per share and percentage amounts) % change 2003 2002
Net income 5 $ 3,036|] $ 2,898
EPS 8% $ 443 % 4.12

As shown in the table above, net income in 2003 increased $138 mil-
lion or 5% over 2002 despite a $60 million decline in net income due to
the strengthening of the Canadian dollar relative to the U.S. dollar, which
resulted in a lower translated value of U.S. dollar-denominated earnings.
The Canadian dollar appreciated 9% relative to the U.S. dollar, averaging
US$.697 in 2003 compared to US$.637 in 2002. The movement of the
Canadian dollar compared to currencies other than the U.S. dollar had a
minimal impact on the change in our earnings compared to a year ago.
The higher net income in 2003 predominantly reflected a reduc-
tion in the provision for credit losses of approximately $225 million
after-tax, which more than offset the lower translated value of U.S. dollar-
denominated earnings as a result of the stronger Canadian dollar.
Diluted earnings per share were $4.43, up $.31 or 8% from a year
ago, with approximately $.04 of the increase due to a reduction in the num-
ber of common shares outstanding, primarily as a result of the repurchase

of common shares, which is discussed on page 59. The stronger
Canadian dollar reduced diluted earnings per share by $.09 in 2003.

As shown in Table 2 below, our 2003 revenues continue to be
diversified, with revenues from outside Canada totalling $6.6 billion or
39% of revenues, including U.S. revenues of $4.6 billion or 27% of
total revenues.

Canadian net income declined by $58 million or 3%, reflecting
lower earnings from the domestic capital markets operations. U.S. net
income increased by $172 million or 82%, largely due to stronger per-
formance from RBC Dain Rauscher’s full-service brokerage and fixed
income businesses and a $45 million after-tax decline in retention com-
pensation costs, as well as a significantly lower provision for credit losses
related to our business and government loan portfolio. Other interna-
tional net income was up $24 million or 4% from 2002, reflecting
higher earnings from the international reinsurance business.

Earnings by geographic segment

2003 2002
United Other United Other

(C$ millions) Canada States International Total Canada States International Total
Net interest income $ 5190 ¢$ 1,187 $ 271 $ 6,648 $ 5466 $ 1,106 $ 356 $ 6,928
Non-interest income 5,108 3,428 1,763 10,299 4,746 3,696 1,690 10,132
Total revenues 10,298 4,615 2,034 16,947 10,212 4,802 2,046 17,060
Provision for credit losses 521 106 88 715 529 440 96 1,065
Insurance policyholder benefits, claims and

acquisition expense 552 414 438 1,404 368 431 531 1,330
Non-interest expense 5,824 3,504 908 10,236 5,747 3,670 827 10,244
Income taxes (1) 1,309 209 38 1,556 1,418 b1 54 1,523
Net income $2092 $ 382 $ 562 $ 3,036 $2150 $ 210 $ 538 $ 2,898

(1) Includes non-controlling interest in net income of subsidiaries.
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Outlook

Management’s discussion and analysis

We are targeting growth in diluted earnings per share of 10-15% and a return on common equity of 17-19% in fiscal
2004 based on the expectations that our cost management and revenue enhancement efforts will allow expenses to grow
at a lower rate than revenues and that business and capital market conditions will continue to improve in 2004.

Financial priorities

Revenue growth and diversification

In 2003, total revenues were down $113 million or 1%. The significant
appreciation of the Canadian dollar relative to the U.S. dollar resulted in a
$495 million decline in the translated value of U.S. dollar-denominated
revenues, which more than offset the benefits of higher trading revenues
in 2003. A detailed discussion follows on pages 38 to 41.

Cost control

Non-interest expense was $8 million lower in 2003. While the stronger
Canadian dollar relative to the U.S. dollar reduced the translated value of
non-interest expense by $340 million, there were increases in pension
and other postretirement benefit costs, costs related to further automat-
ing our retail banking technology infrastructure and expanding our retail
sales force, and costs related to companies we acquired during the year.
A full discussion is provided on pages 42 to 44.

Strong credit quality

Provisions for credit losses declined by $350 million or 33% and non-
accrual loans by $543 million or 24% this year due to a significant
improvement in the quality of our corporate loan portfolio. Detailed dis-
cussion and tables can be found on pages 45 to 52.

Balance sheet and capital management

Total assets were $412.6 billion at October 31, 2003, up $30.6 billion
or 8% from October 31, 2002. At October 31, 2003, using Superinten-
dent of Financial Institutions Canada (OSFI) guidelines and Canadian
GAAP financial information, our Tier 1 capital ratio was 9.7% versus
9.3% at October 31, 2002, while the Total capital ratio was 12.8% ver-
sus 12.7%. Both ratios were above our medium-term (three- to five-year)
capital goals of 8-8.5% for Tier 1 capital and 11-12% for Total capital.
More details are provided on pages 58 to 60.

Factors that may affect future results

There are numerous factors, many beyond our control, that could cause
results to differ significantly from our expectations. Some of these fac-
tors are described below. Other factors, including credit, market,
liquidity, insurance, operational and other risks are described in the Risk
management section beginning on page 53.

By their very nature, and as noted in the “Caution regarding forward-
looking statements” on page 21, forward-looking statements involve
inherent risks and uncertainties, both general and specific, and risks that
predictions, forecasts, projections and other forward-looking statements
will not be achieved. We caution readers not to place undue reliance on
such statements in this management’s discussion and analysis as a num-
ber of important factors could cause actual results to differ materially
from the plans, objectives, goals, targets, expectations, estimates and
intentions expressed in such forward-looking statements.

Industry and non-company factors

As an integrated financial services company conducting business in
Canada, the United States and other countries, our revenues and earn-
ings are affected by the health of the economic, business and capital
markets environments specific to the geographic regions in which we
conduct business.

Factors such as interest rates, inflation, exchange rates, consumer
spending, business investment, government spending, the health of the
capital markets, and terrorism impact the business and economic envi-
ronment and, ultimately, the amount of business we conduct in a
specific geographic region. For example, in an economic downturn char-
acterized by higher unemployment, lower family income, lower corporate
earnings, lower business investment and consumer spending, the
demand for our loan and other products would be adversely affected and
the provision for credit losses would likely increase, resulting in lower
earnings. Similarly, a downturn in the equity markets could cause a
reduction in new issue and investor trading activity, assets under man-
agement (AUM) and assets under administration (AUA), resulting in lower
fee, commission and other revenues.

Our earnings are affected by the monetary policies of the Bank of
Canada and the Board of Governors of the Federal Reserve System

in the United States.

Bond and money market expectations about inflation and central bank
monetary policy decisions have an impact on the level of interest rates,
which can have an impact on earnings. Our policy for the non-trading
balance sheet is to manage the interest rate risk to a target level.
We have defined this target level as a risk neutral balance sheet where
the interest rate exposures of most assets and liabilities are matched,
with the residual assets representing a notional investment of equity
spread evenly across a term of 60 months. As a result, our interest rate
risk profile has slightly faster repricing of assets than liabilities.
Consequently, a decline in interest rates would tend to reduce the net
interest income earned on our non-trading portfolio as shorter-term
assets reprice and to increase the value of our longer-term assets.
Conversely, an increase in interest rates would result in an increase in
the net interest income and a decrease in the value of our longer-term
assets. For a more complete discussion of interest rate risk and its poten-
tial impact on our non-trading portfolio, please refer to the discussion
of asset/liability management activities in our non-trading portfolio on
page 61. For a more complete discussion of interest rate risk and its
potential impact on our trading business, please refer to the discussion
of trading activities on page 55.

Our performance can be influenced by the degree of competition

in the markets in which we operate.

The competition for clients among financial services companies in the
consumer and business markets in which we operate is intense. Customer
loyalty and retention can be influenced by a number of factors, including
relative service levels, the prices and attributes of products or services,
and actions taken by competitors. Non-financial companies can provide
consumers with the option to pay bills and transfer funds without involv-
ing banks. Such disintermediation could reduce fee revenues.
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Management’s discussion and analysis

Changes in the statutes, regulations and regulatory policies that govern
activities in our various business lines could impact our results.
Regulations are in place to protect the financial and other interests of our
clients. Changes to statutes, regulations or regulatory policies, including
changes in the interpretation or implementation of statutes, regulations
or regulatory policies, could affect us by increasing the ability of competi-
tors to compete with the products and services we provide. In addition,
our failure to comply with applicable statutes, regulations or regulatory
policies could result in sanctions and financial penalties by regulatory
agencies that could adversely impact our reputation and earnings.

Although we take what we believe to be reasonable measures
designed to ensure compliance with governing statutes, laws, regulations
and regulatory policies in the jurisdictions in which we conduct business,
there is no assurance that we will always be in compliance or deemed to
be in compliance. Accordingly, it is possible that we could receive a judi-
cial or regulatory judgment or decision that results in fines, damages and
other costs that would have a negative impact on our earnings.

Failure to obtain accurate and complete information from or on behalf
of customers and counterparties could adversely impact our results.
When deciding to extend credit or enter into other transactions with cus-
tomers and counterparties, we may rely on information provided to us by
or on behalf of customers and counterparties, including audited financial
statements and other financial information. We also may rely on represen-
tations of customers and counterparties as to the completeness and
accuracy of that information. Our financial condition could be adversely
impacted if the financial statements on which we rely do not comply with
generally accepted accounting principles (GAAP) or are materially mislead-
ing, and if customers or counterparties default on amounts owing to us.

Company specific factors

Our financial performance will be influenced by our ability to execute
our U.S. expansion and integration strategy.

The first phase of our U.S. expansion strategy entailed putting together
the original building blocks by acquiring businesses largely in the per-
sonal and commercial banking, insurance, and wealth management
areas. The second phase entails adding to these original building blocks
through additional strategic acquisitions, branch openings, greater market
penetration, new product and service offerings, heightened marketing
and sales initiatives, and more client referrals between the companies
operating in our different business lines. It also entails achieving cost
synergies through the integration of the back-office and head office func-
tions of our business units. Although we regularly explore opportunities
for strategic acquisitions of companies in our lines of business, there is
no assurance that we will be able to continue to complete acquisitions on
terms and conditions that satisfy our investment criteria. While results to
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date have generally met our targets, there is no assurance we will con-
tinue to achieve anticipated cost synergies from the integration of
acquired companies. Our performance is contingent on retaining the
clients and key employees of acquired companies, and there can be no
assurance that we will always succeed in doing so.

The accounting policies and methods we utilize determine how we
report our financial condition and results of operations, and they may
require management to make estimates or rely on assumptions about
matters that are inherently uncertain.

Our financial condition and results of operations are reported using
accounting policies and methods prescribed by GAAP. In certain cases,
GAAP allows accounting policies and methods to be selected from two or
more alternatives, any of which might be reasonable, yet result in our
reporting materially different amounts.

Management exercises judgment in selecting and applying our
accounting policies and methods to ensure that, while GAAP compliant,
they reflect our best judgment of the most appropriate manner in which
to record and report our financial condition and results of operations.
Significant accounting policies to the consolidated financial statements
are described on pages 72 to 76.

As detailed on pages 25 to 26, two accounting policies have been
identified as being “critica
tion and results of operations as they (1) require management to make

to the presentation of our financial condi-

particularly subjective and/or complex judgments about matters that are
inherently uncertain and (2) carry the likelihood that materially different
amounts could be reported under different conditions or using different
assumptions and estimates. These critical accounting policies relate to
adequacy of our allowance for credit losses and the determination of the
fair value of certain of our financial instruments.

Other factors

Other factors that may affect future results include changes in trade pol-
icy, the timely development and introduction of new products and
services in receptive markets, changes in tax laws, technological changes,
unexpected changes in consumer spending and saving habits, and our
anticipation of and success in managing the associated risks.

We caution that the foregoing discussion of factors that may affect
future results is not exhaustive. When relying on forward-looking state-
ments to make decisions with respect to Royal Bank of Canada, investors
and others should carefully consider the foregoing factors, other uncer-
tainties and potential events, and other external and company specific
factors that may adversely affect future results and the market valuation
placed on our common shares. We do not undertake to update any for-
ward-looking statement, whether written or oral, that may be made from
time to time by us, or on our behalf.



Critical accounting policies

Application of critical accounting policies

Our significant accounting policies are contained in Note 1 to the con-
solidated financial statements on pages 72 to 76. Certain of these
policies are recognized as critical accounting policies because they
require us to make particularly subjective or complex judgments about
matters that are inherently uncertain and because of the likelihood that
materially different amounts could be reported under different conditions
or using different assumptions. Our critical accounting policies relate to
the allowance for credit losses and the fair value of certain financial
instruments. They have been reviewed and approved by our Audit
Committee, in consultation with management, as part of their review and
approval of our significant accounting policies.

Allowance for credit losses

The allowance for credit losses of $2,164 million reflects manage-
ment’s estimate of probable losses in our loan and off-balance sheet
portfolios at October 31, 2003. This comprises an allocated allowance of
$1,926 million and an unallocated allowance of $238 million as outlined
in Table 15 on page 50. Provisions for credit losses, which are charged
to the income statement, increase the allowance, while charge-offs net
of any recoveries reduce the allowance. We determine and maintain the
allowance based on a comprehensive and systematic review of our lend-
ing and off-balance sheet portfolios. As outlined in Note 1 on page 73,
the allowance is determined based on management’s identification and
evaluation of problem accounts and estimation of probable losses that
may exist in the remaining portfolio.

Allocated specific allowance — This is maintained to absorb losses relat-
ing to both specifically identified borrowers and pools of homogeneous
loans that include loans that have been recognized as nonaccrual. The
losses relating to identified large business and government debtors are
estimated on an account-by-account basis based on the present value
of expected cash flows. Management’s judgment is required when fore-
casting the amount and timing of future cash flows, determining the fair
value of any underlying security, estimating the costs of realization,
assessing observable market prices, and determining expectations
about future prospects of the borrower and any guarantors on loans
specifically identified as nonaccrual. The losses relating to other portfolio-
type products, excluding credit cards, which are directly charged off
after 180 days in arrears, are estimated based on the historical net
charge-off experience. This amount represents the average percentage
lost on nonaccrual balances and is based on past history and manage-
ment’s judgment.

Allocated general allowance — The allocated general allowance, which is
reviewed on a quarterly basis, represents our best estimate of probable
loan losses that have been incurred within the portfolio on loans not yet
specifically identified as nonaccrual. The size of this allowance is depen-
dent largely on the quality of the portfolio and economic conditions.

The methodology we employ to determine the allocated general
allowance for business and government loans is supported by several
parameters, such as the expected default frequencies associated with
each borrower’s risk rating, loss in the event of default and exposure at
default. These parameters, which allow us to generate a range of probable
credit losses within the portfolio, are based on historical experience and
are supported by external data. Management judgment and other support-
ing factors are then applied to determine the allocated general allowance
within the range of probable credit losses. An adverse change in any of the
above parameters would affect the range of probable credit losses derived
and may have a similarly adverse impact on our allocated general
allowance, while a favourable change may have a similarly corresponding
impact. For more homogeneous loans, probable losses are estimated
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based upon historical migration and charge-off rates we have experienced
on each portfolio. Management uses this information in conjunction with
its assessment of portfolio credit quality and economic and business
conditions to determine the level of the allocated general allowance.

Unallocated allowance — The unallocated allowance, also reviewed on a
quarterly basis, reflects the subjective and judgmental elements involved
in our determination of credit risk and the resulting loss estimates, and is
an estimate of probable credit losses that have not been captured as part
of the allocated specific and allocated general allowance. In determining
the unallocated allowance, management considers regulatory require-
ments, recent loan loss experience and trends in credit quality and
concentration as well as any inherent model imprecision.

Fair value of financial instruments

In accordance with U.S. GAAP, certain financial instruments are carried
on our balance sheet at their fair value. These financial instruments com-
prise assets held in our trading portfolio, securities that are available for
sale, obligations related to securities sold short and derivative financial
instruments. At October 31, 2003, approximately $153 billion of our
financial assets and $61 billion of our financial liabilities were carried at
fair value. Fair value is defined as the amount at which an instrument
could be bought or sold in a current transaction between willing parties,
other than in a forced or liquidation sale.

The fair value of the majority of the financial instruments in our
portfolios is determined based on their quoted market price as it pro-
vides the best evidence of value, and best reflects the price between two
willing parties attempting to transact in an open market. Note 23 on
pages 97 to 98 provides disclosure of the estimated fair value of all our
financial instruments at October 31, 2003.

If a quoted market price is not available, we use internal or external
financial valuation models to estimate the fair value. Where we believe
the potential exists that the amount realized on sale will be less than the
estimated fair value due to insufficient liquidity over a short period of
time, a provision is made. We also maintain a provision for model risk,
which may occur when the estimated value does not reflect the true
value under certain stress market conditions. These provisions reflect
varying levels of management judgment based on quantitative research
and analysis, and industry practice.

The majority of our trading and available for sale portfolios, and
obligations related to securities sold short comprise or relate to actively
traded debt and equity securities which are carried at fair value based
on available quoted market prices. Where quoted market prices are not
available for a particular security, the quoted market price of a security
with similar characteristics and risk profile is used to estimate the fair
value of the unquoted security.

For derivative financial instruments, we determine fair value using
various methodologies, including quoted market prices, prevailing market
values for similar instruments, net present value of future cash flows and
other internal or external pricing models. As few over-the-counter (OTC)
derivative financial instruments are actively quoted, we rely primarily
on internally developed pricing models and established industry standard
pricing models, such as Black-Scholes, to determine fair value. For
further information on our derivative instruments, refer to Note 21 on
pages 95 to 97.

In determining the assumptions to be used in our pricing models,
we look primarily to external readily observable market inputs including
factors such as interest rate yield curves, currency rates and price and
rate volatilities as applicable. However, certain derivative financial instru-
ments are valued using significant unobservable market inputs such as
default correlations, among others. These inputs are subject to signifi-
cantly more quantitative analysis and management judgment.
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Management’s discussion and analysis

The following table summarizes our significant financial assets and lia-
bilities by valuation methodology at October 31, 2003:

Assets and liabilities carried at fair value by valuation methodology

Financial assets Financial liabilities

Obligations
related to
Trading  Available for sale securities
(C$ millions, except percentage amounts) securities securities Derivatives sold short Derivatives
Fair Value $ 81,014 $ 35783 $ 36,473 $ 22,743 $ 38,276
Based on
Quoted market prices 87% 80% % 95% %
Pricing models with significant observable market parameters 13 20 99 5 100
Pricing models with significant unobservable market parameters - - 1 - -
Total 100% 100% 100% 100% 100%

The use of methodologies, models and assumptions in pricing and valu-
ing these financial assets and liabilities is subjective and requires
varying degrees of judgment by management. The use of different
methodologies, models and assumptions may result in significantly dif-
ferent fair values and financial results. To mitigate this risk, all
significant financial valuation models are vetted by our risk management
function, which is not involved in trading the assets and liabilities and is
mandated to provide an independent perspective. Our internal financial
valuation models for accounting are strictly controlled and regularly
recalibrated, and require the approval of our risk management function.
In addition, OSFI reviews our models selectively based on the risk profile
of the business to ensure appropriateness of the models and validity of
the assumptions used by management.
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As outlined in Note 1 on page 72, changes in the fair value of
trading securities and obligations related to securities sold short are rec-
ognized as trading revenues in non-interest income.

Changes in the fair value of our derivatives are recognized in non-
interest income except in the case of cash flow hedges and hedges of net
foreign currency investments in subsidiaries. Refer to Note 1 on pages 73
and 74 for further details.

Changes in the value of available for sale securities are recognized
in other comprehensive income, which is a component of shareholders’
equity. Writedowns to reflect other than temporary impairment are
assessed regularly and recognized in non-interest income.



Line of business results

Overview

Table 3 below shows our results by business segment in 2003. GAAP
does not prescribe a method for allocating equity to business segments.
For management and reporting purposes, we attribute common equity to
our business segments (including the Other segment) based on method-
ologies designed to measure the equity capital necessary to underpin the
risks of the businesses in each segment, as discussed in the Economic
Capital section on page 54. The difference between our total common
equity and the common equity attributed to our business segments is
allocated to the Other segment. The capital attribution methodologies
involve judgment by management, are revised from time to time with
changes applied prospectively and affect measures such as business
segment return on equity (ROE).

Furthermore, the attribution of common equity is a dynamic process
and is affected by current business activity, volumes and environmental
factors. Average common equity attributed to our business segments,
except RBC Insurance and RBC Global Services, is lower than a year ago
partially as a result of the decline in the value of U.S. dollar-denominated
assets due to the appreciation of the Canadian dollar relative to the
U.S. dollar. The decreases in RBC Banking and RBC Capital Markets are
also the result of lower credit risk. Average common equity attributed to
RBC Insurance is higher largely due to the acquisition of Business Men’s
Assurance Company of America (BMA) on May 1, 2003.

In addition, effective the first quarter of this year, we reduced the
equity capital attributed to goodwill and intangibles risk, consistent with
our capital attribution for other risk categories and to reflect the benefits
of having diversified businesses and risks. This resulted in reductions in
average common equity attributed to the RBC Banking, RBC Investments
and RBC Capital Markets segments.

We generated 51% of our net income from RBC Banking, which had
an ROE of 20.8%. Net income increased $8 million from 2002, as dis-
cussed on page 28. Net income from U.S. operations was $141 million,
$65 million lower than in 2002. This decrease largely reflected the
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effect of the lower translated value of U.S. dollar-denominated earnings
due to the strengthening of the Canadian dollar relative to the U.S. dollar,
as well as to higher costs associated with both RBC Mortgage (a sub-
sidiary of RBC Centura), and with acquisitions completed during the year.

Net income from RBC Insurance was 8% of total net income, and
ROE was 26.4%. Net income was $38 million or 20% higher than in
2002, as discussed on page 30. Total U.S. net income was $27 million,
down $8 million from 2002 due largely to integration costs associated with
the acquisition of BMA during the year.

RBC Investments generated 14% of our net income, and had an
ROE of 15.1%. Net income rose $66 million or 19% from last year, as
discussed on page 32. Net income from the U.S. increased to $88 mil-
lion from a loss of $1 million in 2002, primarily as a result of improved
earnings from RBC Dain Rauscher’s full-service brokerage and fixed
income businesses, and a $25 million after-tax reduction in retention
compensation costs.

Net income from RBC Capital Markets was 16% of total net income,
and its ROE was 12.6%. Net income increased $52 million or 12% com-
pared to the previous year, as discussed on page 34. U.S. net income
was $122 million, up from a loss of $36 million in 2002, as there was a
significant decline in the provision for credit losses related to the U.S.
corporate loan portfolio.

RBC Global Services contributed 6% of our net income and recorded
an ROE of 27.7%. This segment’s net income improved $5 million or 3%
from 2002, as discussed on page 36.

The Other segment, which mainly comprises Corporate Treasury,
Corporate Resources, Systems & Technology and Real Estate Operations,
generated 5% or our net income in 2003, and produced an ROE of
7.7%. Its 2002 results are shown in Note 3 on page 78. Net income
was $173 million, down $31 million from 2002, due largely to refine-
ments in the methodology for attributing net interest income to our
business segments.

Results by business segment

2003 2002
RBC RBC RBC  RBC Capital RBC Global
(C$ millions, except per share and percentage amounts) Banking Insurance Investments Markets Services Other (1) Total Total
Net interest income $ 5546 $ - $ 419 $ 410 $ 164 $ 109 $ 6,648 $ 6,928
Non-interest income 2,106 2,045 3,111 2,215 680 142 10,299 10,132
Total revenues 7,652 2,045 3,530 2,625 844 251 16,947 17,060
Provision for credit losses 554 - (2) 189 2 (28) 715 1,065
Insurance policyholder benefits, claims and
acquisition expense - 1,404 - - - - 1,404 1,330
Non-interest expense 4,642 424 2,911 1,671 595 (7) 10,236 10,244
Income taxes 894 (11) 209 271 69 11 1,443 1,415
Non-controlling interest 8 - - 3 - 102 113 108
Net income $ 1554 $ 228 $ 412 $ 491 $ 178 $ 173 $ 3,036| $ 2,898
U.S. net income 141 27 88 122 7 (3) 382 210
Net income
As a % of total 51% 8% 14% 16% 6% 5% 100% 100%
% growth over prior year 1% 20% 19% 12% 3% (15)% 5% 19%
Return on common equity 20.8% 26.4% 15.1% 12.6% 27.7% 7.7% 17.0% 16.6%
Average common equity (2) $ 7350 $ 850 $ 2650 $3800 $ 650 $ 2,200 $17,500, $16,900
Diluted EPS $ 443 $ 4.12

(1) Represents other activities, which mainly comprise Corporate Treasury, Corporate Resources, Systems & Technology and Real Estate Operations.
(2)  Calculated using methods intended to approximate the average of the daily balances for the period. Attributed to the segments as discussed above.
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RBC Banking

Business profile

RBC Banking serves 11.5 million individual, small and medium-sized
business, and mid-market commercial clients in Canada, the U.S., the
Caribbean and the Bahamas. Our multiple distribution capabilities include
a network of branches, business banking centres and other sales units,
accredited financial planners, mobile sales representatives, automated
banking machines, and telephone and Internet banking channels.
Drawing on our extensive distribution network and working together with
other RBC businesses, we offer our clients tailored solutions and financial
planning and advice based on life events through a diverse range of finan-
cial products and services including deposit accounts, investments and
mutual funds, credit and debit cards, business and personal loans, and
residential and commercial mortgages.

Industry profile

In Canada, personal and commercial banking is a mature industry domi-
nated by the five largest Canadian banks, although competition is fierce
and niche players increasingly operate in select businesses such as credit
cards. The U.S. market is more fragmented, and many regional markets are
highly competitive. Many banks have expanded their focus to offer invest-
ment products and financial advice and planning to targeted clients.
Critical success factors, in our opinion, include providing a superior client
experience, strong revenue focused sales processes, and maintaining rigor-
ous credit and operational risk management practices and expense control.

Our strengths

o Established Canadian retail banking brand

e  Strong capabilities in Customer Relationship Management (CRM)
and client segmentation and sub-segmentation, and specialized
sales forces

e  Comprehensive product, sales, service and national distribution
capabilities compared to niche players

. Highest client household penetration ratio in personal segments,
and lead market share in business deposits and financing among
Canadian banks

e  Growing U.S. presence in retail banking in the fast-growing South-
east, and in mortgage origination and builder finance nationally

Our strategy

Our strategy is to grow profitable relationships with each one of our busi-

ness and personal clients in North America by delivering a superior and

tailored client experience, reducing costs, and effectively managing risk

and capital.
We are focused on achieving the following strategic priorities:

Superior client experience

. Deliver a superior and tailored client experience to each one of our
business and personal clients, with extraordinary focus placed on
our high value clients

Strong fundamentals

. Ensure strong revenue growth in Canada, deepening client relation-
ships and our “share of wallet,” drawing on our financial planning
and advice capabilities, and delivering tailored value propositions to
targeted segments

. Reinforce our risk mitigation and cost management focus, rigorously
managing credit, operational, and compliance risk, and building low-
cost delivery capabilities that significantly reduce the risk of errors

North American expansion

e Accelerate U.S. revenue and earnings growth, significantly growing
our business with current and prospective clients of RBC Centura
and its RBC Mortgage subsidiary and RBC Builder Finance division,
while selectively expanding our network in the Southeast and in tar-
geted national markets

Cross-enterprise leverage

e  (Create a seamless cross-enterprise and north-south experience for
our clients, making it easy to do business across RBC Financial
Group

Outlook for 2004

Our business is influenced by the interest rate environment, consumer
and business loan demand and credit quality trends. Based on our fore-
cast of slightly higher interest rates in Canada in 2004, we anticipate
that deposit spread compression could ease. This, combined with rea-
sonable economic and accompanying loan growth, should have positive
revenue growth implications in our Canadian business. In the U.S., we
anticipate that branch openings, combined with recent acquisitions in
Florida and in our mortgage operations, will have a positive revenue
impact. We also expect that cost synergies from the acquisitions and other
cost management initiatives will contribute to U.S. net income growth.
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Financial performance

Net income was up $8 million or 1% from 2002, as higher earnings in
Canada more than offset a $65 million decline in U.S. earnings due to
the strengthening of the Canadian dollar relative to the U.S. dollar (which
accounted for $18 million of the earnings decline) and higher costs
associated with RBC Mortgage operations and with acquisitions com-
pleted during the year.

Total revenues were up $5 million in 2003 despite a stronger
Canadian dollar, which reduced the translated value of U.S. dollar-
denominated revenues by $121 million. This reflected strong loan and
deposit volume growth in Canada, which more than offset deposit spread
compression, as well as the contribution of U.S. acquisitions completed
in 2003 and higher revenues at RBC Mortgage.

Non-interest expense increased $122 million or 3%. Higher non-
interest expense in Canada reflected higher pension and postretirement
benefit costs, investments made to enhance automated service delivery
capabilities and the hiring of additional salespeople in the branch net-
work. In the U.S., expense growth reflected the acquisitions of Admiralty
Bancorp, Inc. in January 2003, the mortgage unit of Bank One in August
2003 and Sterling Capital Mortgage Company in October 2003, as well
as higher staffing and operational costs at RBC Mortgage due to
increased origination and refinancing activity earlier in the year. The effi-
ciency ratio increased 160 basis points as non-interest expense grew at
a rate higher than revenues.

The provision for credit losses decreased by $72 million or 12%
with significant improvement in the quality of the business loan portfo-
lio, as well as lower provisions taken in the personal loan portfolio.

ROE rose to 20.8% in 2003, largely as a result of a $500 million
decline in average common equity attributed to this segment, as dis-
cussed on page 27.

Results
(C$ millions, except percentage amounts) % change 2003 2002
Net interest income —% $ 5,546/ $ 5,557
Non-interest income 1 2,106 2,090
Total revenues - 7,652 7,647
Provision for credit losses
Allocated specific (12) 554 626
Total (12) 554 626
Non-interest expense 3 4,642 4,520
Net income before income taxes (2) 2,456 2,501
Income taxes (6) 894 947
Non-controlling interest - 8 8
Net income 1% $ 1,554/ $ 1,546
U.S. net income (32) $ 141 $ 206
Net income as a % of
total group net income (200)bp 51% 53%
ROE 160 bp 20.8% 19.2%
Net interest margin (average assets) (13)bp 3.42% 3.55%
Net interest margin (average
earning assets) (16)bp 3.60% 3.76%
Efficiency ratio (1) 160 bp 60.7% 59.1%
Average assets (2) 4% $162,400| $ 156,500
Average loans and acceptances (2) 4 149,600 144,400
Average deposits (2) 5 129,000 122,900
Average common equity (2), (3) (6) 7,350 7,850
Credit information
Nonaccrual loans (13) $ 1,007 $ 1,157
Net charge-offs (13) 648 744
Net charge-offs as a % of
average loans and acceptances  (9)bp .43% .52%
Number of employees
(full-time equivalent) 7% 37,475 35,014

(1) Efficiency ratio is defined in the Glossary on page 109.

(2)  Calculated using methods intended to approximate the average of the daily balances for
the period.

(3)  Attributed to the segment as discussed on page 27.



Strategy by division

Canada

Operating in Canada under the RBC Royal Bank brand, we serve individ-
uals, small and medium-sized businesses, and commercial clients in all
provinces and territories. We offer our clients extensive physical and
alternative distribution choices, providing them with 24/7 access. We
continue to strengthen our channel distribution capabilities, including
significant reinvestment in our branch network and staff, and in our elec-
tronic banking capabilities.

We offer a wide range of financial services and advice, as detailed in
our business profile on page 28, and products and expertise in specialized
areas such as foreign exchange, asset-based finance, leasing and automo-
tive finance. We also provide individual and business clients with a full
choice of Visa credit card products including our increasingly popular
Avion Platinum card, debit cards and other smart card applications. We
provide merchants with credit and debit card acceptance services, point-
of-sale capabilities and Internet-secure electronic transaction solutions
through Moneris Solutions, a joint venture in which we participate equally
with Bank of Montreal, managed through RBC Global Services.

Our goal is to grow profitable relationships with each one of our busi-
ness and personal clients, using our expertise in CRM, client segmentation
and sub-segmentation, and sales management, which includes specialized
Investment Retirement Planner, Financial Planning, Mortgage, Knowledge-
Based Industry and Agriculture sales forces, among others. We plan to
drive revenue growth by delivering a superior and tailored client experience
which includes strong capabilities in financial planning and advice, lever-
aging the full RBC Financial Group.

We will continue to reinforce our cost management focus by lever-
aging e-enabled technology and cross-enterprise economies of scale. We
will continue to rigorously focus on the management of credit, opera-
tional and compliance risk, including fraud management initiatives and
strengthened credit-scoring capabilities.

United States

RBC Centura serves as the focal point of our personal and commercial bank-

ing businesses in the U.S. Headquartered in Rocky Mount, North Carolina,

RBC Centura serves individual and business clients in the Southeastern U.S.

RBC Centura also includes RBC Mortgage, a Chicago-based national retail

mortgage originator, and RBC Builder Finance, a Houston-based financing

division for home builders and developers. RBC Centura’s footprint

recently expanded with the acquisition on November 21, 2003, of the 13

Florida branches of Provident Financial Group Inc., bringing RBC

Centura’s Florida network to 24 branches. RBC Mortgage expanded

through the acquisition of Houston-based Sterling Capital Mortgage

Company, becoming one of the top 10 mortgage originators in the U.S.
Our U.S. priorities include:

e  Expanding our retail banking business base in the Southeast, sig-
nificantly growing our business with current and prospective clients
of RBC Centura, as well as through targeted acquisitions and new
branch expansion

e  Strengthening our residential mortgage and builder finance national
niche lines of business

. Building our private banking capabilities, working closely with RBC
Investments

. Rapidly building a scalable platform to support growth

. Realizing north-south synergies and strengthening our client seg-
mentation, sales and marketing capabilities

. Leveraging cross-selling opportunities across RBC Financial Group,
including our new RBC Snowbird Package

Caribbean and the Bahamas

Operating under the brand name RBC Royal Bank of Canada, we provide
a broad range of personal and commercial banking products and services
to individual and business clients in the Bahamas, Barbados, the
Cayman Islands, and the Eastern Caribbean countries of Antigua,
Dominica, Montserrat, St. Kitts, and St. Lucia through a network of
branches, business centres and automated banking machines.

Management’s discussion and analysis

Financial highlights by division

Total revenues were $59 million or 1% higher than in 2002 as volume
growth in personal lending and deposit products, increased loan portfolio
spread and higher card fees offset lower net interest margin from deposit
spread compression. Card balances increased 11%, reflecting the suc-
cess of the Avion card campaign, while continued strength in the
housing market drove mortgage balances 6% higher. Approximately 40%
of the increase in the number of employees represented the expansion of
the sales force in the branch network in 2003.

Results (1)
(C$ millions) % change 2003 2002
Total revenues 1% $ 6,165 $ 6,106
Average residential mortgages 6 72,600 68,200
Average personal loans 3 24,200 23,600
Average personal deposits 8 80,100 74,400
Average business loans
and acceptances (2) 33,300 34,100
Average business deposits - 30,600 30,500
Average card balances 11 6,900 6,200
Card spending volumes 13 30,200 26,700
Number of:
Employees (full-time equivalent) 4 30,865 29,716
Automated banking machines (2) 4,062 4,151
Branches (1) 1,104 1,117
Online clients 10 2,552,966| 2,311,915

(1)  Averages are calculated using methods intended to approximate the average of the daily
balances for the period.

Total revenues were $34 million or 3% lower than last year, due to the
strengthening of the Canadian dollar relative to the U.S. dollar (which
reduced the translated value of revenues by $107 million). In U.S. dollars,
total revenues increased 6% to US$879 million due largely to acquisitions
completed during the year and the contribution of RBC Mortgage. The
growth in average mortgage balances was due primarily to higher levels of
loans held for sale at RBC Mortgage, as well as the impact of the acquisi-
tion of Eagle Bancshares, Inc. (in July 2002) and the success of a new
adjustable rate mortgage product. Although total mortgage originations
were up $8.9 billion or 26% from 2002, origination volumes declined
significantly in the fourth quarter of 2003, reflecting lower refinancing
activity due to the upward movement in interest rates.

Results (1)
(C$ millions) % change 2003 2002
Total revenues 3% $ 1,264|% 1,298
Average residential mortgages 45 4,200 2,900
Average personal loans - 3,300 3,300
Average personal deposits (7) 8,000 8,600
Average business loans
and acceptances (1) 8,700 8,800
Average business deposits 7 5,800 5,400
Average card balances - 100 100
Card spending volumes - 400 400
Mortgage originations ($ billions) 26 42.6 33.7
Number of:
Employees (full-time equivalent) 30 5,444 4,181
Automated banking machines 1 279 275
Branches (2) (1) 242 245
Online clients 17 104,473 89,434

(1) Averages are calculated using methods intended to approximate the average of the daily
balances for the period.

(2) Excludes RBC Mortgage and RBC Builder Finance sales offices of 274 in 2003 and
252 in 2002.

Total revenues fell $20 million or 8% from last year, due largely to the
strengthening of the Canadian dollar relative to the U.S. dollar and
certain Caribbean currencies.

Results
(C$ millions) % change 2003 2002
Total revenues 8% $ 223| % 243
Number of:
Employees (full-time equivalent) 4 1,166 1,117
Automated banking machines - 60 60
Branches - 43 43
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Management’s discussion and analysis

RBC Insurance

Business profile

Operating as RBC Insurance, we provide a wide range of creditor, life,
health, travel, home, auto and reinsurance products and services to more
than five million clients in Canada, the U.S. and internationally. These
products and services are offered through a wide variety of distribution
channels, including the telephone, independent brokers, travel agents, a
proprietary sales force and the Internet.

Industry profile

The Canadian insurance industry comprises more than 100 life insur-
ance companies and more than 200 property and casualty insurers and
generates almost $60 billion in premiums annually. The U.S. life insur-
ance industry, in which our U.S. business is focused, is both competitive
and fragmented and includes almost 1,200 national and regional com-
panies. The U.S. travel insurance industry, which is a new market for
RBC Insurance, is estimated to be worth more than US$500 million in
premiums and is served by a small number of companies. The interna-
tional reinsurance industry continues to be dominated by several global
players but also includes a number of niche companies.

Key industry trends that continue to affect the insurance sector
include ongoing consolidation and increased government regulation and
oversight. In addition, consumer product preferences are shifting to
reflect demographic changes and renewed concerns over health and
travel safety. Distribution is also evolving, with the Internet becoming a
more important sales and support tool.

Our strengths

e An integrated North American insurance operation, focused on
leveraging synergies across the organization

e A diverse set of products designed to meet a wide range of con-
sumer needs

e  Multiple distribution channels, which are supported by strong infra-
structure and sales expertise

e A strong brand. As part of RBC Financial Group, we have access
to a broad range of financial services, distribution channels and
client bases

. Market leadership in a number of Canadian insurance markets,
including travel and individual life insurance

Our strategy

We are focused on growing our insurance organization by offering a wide

range of products and services through multiple distribution channels in

Canada, as well as in select U.S. and international markets. To accom-

plish this we are seeking to:

. Focus on generating above-average revenue growth in conjunction
with strong profitability through significant expansion across all of
our businesses by adding distribution channels and entering into
new markets

. Further integrate our operational areas on a North American basis to
maximize efficiencies and economies of scale and scope, while also
further leveraging the strengths of being part of RBC Financial Group

e  Adopt a leadership position in seeking change in bank insurance
regulation to ensure the greatest opportunities for providing inte-
grated bank insurance products and services to our clients

. Focus on financial management to continue to build our expertise in
managing capital, investment and taxes within an international
bank insurance context

Outlook for 2004

Performance in our business is influenced by our policyholder claims
experience, the general economic and interest rate environment, and by
credit risk considerations related to our investment portfolios. Our outlook
is for strong revenue growth, driven by demographic trends, reasonable
economic growth in Canada and the U.S., and expansion into new prod-
ucts and markets with a particular focus on wealth management and
living benefits solutions. We will also focus on opportunities for efficiencies
from further integrating our Canadian and U.S. operations and expect that
performance from our U.S. life insurance operations will improve as we
integrate the acquisition of BMA and realize cost and revenue synergies.
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Financial performance

Net income increased $38 million or 20% from 2002 due to strong prof-
itability in the reinsurance business, cost-reduction efforts in all lines of
business and improvements in the home and auto insurance business.
Earnings from the U.S. were $27 million compared to $35 million a year
ago. The decline largely reflected costs for integrating BMA, acquired
in May 2003, and a $7 million loss in BMA due to lower interest rates in
the U.S.

While RBC Liberty Insurance reported 13 months of activity in
2002 as a result of a change in its reporting period from September 30
to October 31 to be consistent with our fiscal year, the Canadian opera-
tions reported 13 months of results in 2003 for the same reason. The
extra month of results in 2003 largely offset the extra month of results
reported last year.

Insurance premiums, investment and fee income were up $135 mil-
lion or 7% in 2003. The increase was largely due to higher earned
premiums and investment income from the acquisition of BMA in the
middle of 2003 and growth in earned premiums from the home and auto
business. In addition, improvements in the equity markets increased
both investment income and policyholder benefits associated with cus-
tomer holdings of Universal Life products by $83 million.

Insurance policyholder benefits, claims and acquisition expense
was higher, primarily reflecting volume growth in the home and auto
business and the increase in policyholder benefits related to Universal
Life products mentioned above, which was partly offset by lower reinsur-
ance claims.

The $25 million or 6% increase in non-interest expense was related
to business volume growth as well as costs associated with the acquisi-
tion of BMA, which were partially offset by cost savings in other areas.

ROE increased to 26.4% as higher net income more than offset the
additional $150 million in average common equity attributed to this seg-
ment, as discussed on page 27.

Results
(C$ millions, except percentage amounts) % change 2003 2002
Non-interest income
Net earned premiums (1) 1% $ 1,576 |$ 1,564
Investment income 69 317 188
Fee income (4) 152 158
Insurance premiums, investment
and fee income 7 2,045 1,910
Insurance policyholder benefits,
claims and acquisition expense 6 1,404 1,330
Non-interest expense 6 424 399
Net income before income taxes 20 217 181
Income taxes n.m. (11) (9)
Net income 20% $ 228 |$ 190
U.S. net income (23) $ 27 |$ 35
Net income as a % of
total group net income 100 bp 8% 7%
ROE 70 bp 26.4% 25.7%
Premiums and deposits 9% $ 2,214 |$ 2,023
Average assets (2) 27 8,900 7,000
Average common equity (2), (3) 21 850 700
Number of employees
(full-time equivalent) 9% 2,883 2,641

(1) Net of reinsurance premiums.

(2)  Calculated using methods intended to approximate the average of the daily balances for
the period.

(3)  Attributed to the segment as discussed on page 27.

n.m. not meaningful



Strategy by division

Life
Our life business provides a wide range of individual and group life and
health insurance solutions to individual and business clients as well as
life retrocession to businesses in Canada, the U.S. and around the world.

In Canada, life and health insurance products are distributed
through more than 7,000 independent brokers affiliated with producer
groups, financial planning firms and stock brokerage firms, as well as
through direct sales and a network of career sales representatives. In the
U.S., we provide life and health insurance products through independent
broker-dealers and a proprietary sales force. We also offer select products
through direct channels.

Over the next year, our focus will be on further integrating our life
insurance operations, increasing growth in premiums through enhancing
our products and services and further developing our distribution network.

Non-life

Our non-life business includes home, auto and travel insurance for indi-
vidual and business clients and property reinsurance for businesses in
Canada and select international markets.

We provide Canadians with a wide range of home and auto insur-
ance products, offering them to individual clients and employee and
affinity groups through direct sales. Travel insurance products, which are
sold through travel agents and the Internet in Canada and the U.S., as
well as through bank channels in Canada, include trip cancellation and
interruption insurance, out-of-country medical and baggage insurance.

We participate in the property reinsurance business by accepting a
share of the risk on property policies issued by other insurance compa-
nies. The majority of our current business is generated from insurance
companies in the U.S. and Europe.

Our goal is to grow our non-life business by continuing to expand
our home and auto, and travel insurance operations and effectively man-
aging our property reinsurance portfolio.

Fee businesses

We are involved in a number of other key insurance and related activities
that generate fee income, including travel assistance services, structured
reinsurance, the administration of bank creditor insurance programs,
insurance software and outsourcing and administration solutions services.

Our travel and emergency assistance services include co-ordinating
the delivery of emergency health, evacuation and transportation services
when clients have a travel emergency, while our structured reinsurance
business provides solutions to help corporations better manage financial
risk. We also oversee the creditor insurance products and services for
individual and business clients of RBC Financial Group. This includes
life and disability insurance for mortgages, loans and Visa cards.

In the U.S., our fee businesses include outsourcing services and
administration and software systems. Our Business Process Outsourcing
division provides services such as underwriting, billing and collection,
and claims processing, while our Software Solutions division develops
Web-enabled software for life, health, annuity and reinsurance adminis-
tration. Together, these divisions have more than 200 client sites and
serve domestic, international and multinational insurers worldwide.

Our goal is to continue to build on our existing infrastructure and
technology to enhance our product and service offering and grow our
fee businesses.

Management’s discussion and analysis

Financial highlights by division

Higher insurance premiums, investment and fee income reflected a sub-
stantial increase in investment income associated with Universal Life
products and higher earned premiums from the Canadian life business,
which more than offset lower earned premiums from the reinsurance busi-
ness and from RBC Liberty Insurance due to policy surrenders. In 2003,
an extra month of revenues of $27 million was reported for the Canadian
life operation as it changed its reporting period to be consistent with our
fiscal year, and in 2002, an extra month of revenues of $43 million was
reported for the U.S. operations for the same reason. The increase in aver-
age assets was primarily due to the acquisition of BMA in May 2003.

Results
(C$ millions) % change 2003 2002
Insurance premiums, investment

and fee income 7% $ 1,313|$ 1,226
Average assets (1) 29 7,500 5,800
Number of:
Life and health policies in force and

certificates in Canada (thousands) 29 3,850 2,985
Life policies in force

in the U.S. (thousands) (6) 2,185 2,325
Sales agents (U.S. and Canada) 2 1,268 1,244
(1)  Calculated using methods intended to approximate the average of the daily balances for

the period.

The home and auto business drove insurance premiums, investment and
fee income $62 million higher in 2003 due to increased sales of new
policies. The number of home and auto policies in force increased 42%
from last year. In addition, the Canadian home and auto, and travel busi-
nesses reported an extra month of revenues of $27 million in 2003 as
these businesses changed their reporting period to be consistent with our
fiscal year.

Results
(C$ millions) % change 2003 2002
Insurance premiums, investment

and fee income 17% $ 436 | $ 374
Average assets (1) 43 1,000 700
Number of:
Home and auto — personal lines

policies in force (thousands) 42 132 93
Travel — coverages (thousands) 2 2,388 2,339
(1)  Calculated using methods intended to approximate the average of the daily balances for

the period.

Insurance premiums, investment and fee income fell $14 million in
2003 as a result of lower outsourcing revenues from the U.S. businesses,
which was related to the decline in the number of policies under admin-
istration. In addition, an extra month of results was reported in 2002,
accounting for $7 million of the decrease, to align the reporting period of
the U.S. operations with our fiscal year.

Results
(C$ millions) % change 2003 2002
Insurance premiums, investment

and fee income B)% $ 296 | $ 310
Average assets (1) (20) 400 500
Number of:
Assistance services —

calls (thousands) (2) 670 681
Policies under administration

in the U.S. (thousands) 4) 3,925 4,100
(1)  Calculated using methods intended to approximate the average of the daily balances for

the period.

U.S. GAAP Royal Bank of Canada 31



Management’s discussion and analysis

RBC Investments

Business profile

RBC Investments provides wealth management services including full-
service and self-directed brokerage, financial planning, investment
counselling, personal trust, private banking and investment management
products and services to clients in Canada, the U.S. and internationally.
Products and services are delivered through the RBC Royal Bank branch
network across Canada, RBC Investments offices, RBC Dain Rauscher
branches in the U.S., private banking offices and other locations world-
wide. Services are also delivered via the Internet and telephone.

Industry profile

Wealth management remains a highly competitive business with numer-
ous large and boutique firms serving the market. Volatile markets and the
rising costs of managing the regulatory and compliance requirements of
the business continue to encourage consolidation. Consolidation in the
mutual fund industry has not significantly altered the competitive land-
scape as distribution channels continue to be expanded by all players.

Our strengths

. Relationship management capabilities from experienced people
and technology applications

e  Ability to deliver the breadth of products and services clients need
to meet their financial goals

. Multiple distribution channels for client convenience

e  Ability to access the client base and draw on the capabilities of RBC

e  Solutions designed for specific investment strategies and client risk
tolerance

Our strategy

QOur goal is to be our clients’ first choice for wealth management. We plan
to do so by developing broader and deeper relationships with our clients
throughout their lives.

Employee engagement, service excellence and client commitment
underlie our pursuit of exceptional business performance and share-
holder value creation. In order to broaden and deepen relationships with
our clients, we are using segmentation strategies to develop targeted
solutions for specific client groups. In addition, we are transforming our
distribution models to ensure that our financial consultants and advisors
have more time to focus on their clients. We are also focusing on
improving our operational infrastructure and processes to efficiently
support growth.

Outlook for 2004

Based on our expectation that investor confidence and capital markets
performance will continue to improve modestly, we expect moderate rev-
enue growth in 2004. Cost-containment efforts should keep the rate of
expense growth below that of revenue growth. Retention compensation
costs relating to U.S. acquisitions are forecast to be approximately
$20 million lower in 2004 than in 2003, further contributing to net
income growth.
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Financial performance

Net income increased $66 million or 19% in 2003, driven primarily by
improved earnings in the U.S. and ongoing cost-containment initiatives,
as well as higher earnings from the Canadian self-directed brokerage and
asset management businesses. U.S. net income was up $89 million from
a year ago, with significantly improved performance in the full-service
brokerage business, strong fixed income results and declining retention
compensation costs.

Total revenues fell $117 million or 3%, largely reflecting the
strengthening of the Canadian dollar relative to the U.S. dollar, which
reduced the translated value of U.S. dollar-denominated revenues by
$175 million. This decline more than offset higher revenues from RBC
Dain Rauscher’s fixed income and full-service brokerage businesses.
Total revenues from the wealth management businesses in Canada were
negatively affected by weak capital market conditions in the first half of
the year.

The $233 million or 7% decline in non-interest expense included a
$150 million reduction due to the stronger Canadian dollar, and reflected
savings from cost-containment initiatives and a $41 million decline in
retention compensation costs at RBC Dain Rauscher.

ROE improved 400 basis points to 15.1%, reflecting higher earn-
ings in 2003, as well as a $350 million reduction in average common
equity attributed to this segment, as discussed on page 27.

Results
(C$ millions, except percentage amounts) % change 2003 2002
Net interest income 13% $ 419 |$ 371
Non-interest income (5) 3,111 3,276
Total revenues 3) 3,530 3,647
Provision for credit losses
Allocated specific 100 (2) (1)
Total 100 (2) (1)
Non-interest expense (7) 2,911 3,144
Net income before income taxes 23 621 504
Income taxes 32 209 158
Net income 19% $ 412 |$ 346
U.S. net income (loss) n.m. $ 88 |$ (1)
Net income as a % of
total group net income 200 bp 14% 12%
ROE 400 bp 15.1% 11.1%
Average common equity (1) (12)% 2,650 3,000
Number of employees
(full-time equivalent) (13)% 10,464 12,001

(1)  Calculated using methods intended to approximate the average of the daily balances for
the period. Attributed to the segment as discussed on page 27.
n.m. not meaningful



Strategy by division

Canada

Wealth Management Canada

This group includes Dominion Securities (full-service brokerage) and
Action Direct (self-directed brokerage), which serve both investors
requiring advisor-based comprehensive financial solutions and self-
managed investors. Services are provided by over 1,320 investment
advisors and 115 investment representatives, as well as via telephone
and the Internet. Additionally, within this group our Private Counsel,
Trust Services and Private Banking businesses serve high net worth
clients across Canada, offering a relationship management approach for
clients in need of sophisticated financial solutions. In Canada, there are
43 investment counsellors, 67 trust officers and 51 private bankers in
locations across the country. RBC Investments Financial Planning is a
business operated jointly with RBC Banking. This team serves domestic
branch-based clients with more than $50,000 in investable assets of
which a portion must include mutual funds or managed products. There
are 1,030 relationship financial planners and 530 commission-based
investment and retirement planners who are also financial planners and
licensed mutual funds salespeople. RBC Investments reports financial
results from its share of this jointly operated business within Wealth
Management Canada. Our goal is to grow our market position in Canada
by continuing to build and enhance existing client relationships.

Global Asset Management

This unit includes RBC Asset Management, which became Canada’s
largest mutual fund company in 2003. We directly manage more than
$43 billion of assets in mutual and pooled funds as well as other client
assets. We provide proprietary and externally managed investment man-
agement products and advisory services through RBC Royal Bank,
RBC Investments’ distribution businesses and external distributors to
private and institutional clients in Canada and worldwide. Our family of
mutual funds and other pooled products encompasses a broad range of
investment solutions including money market, fixed income, balanced
and Canadian, U.S. and global equity funds, as well as alternative invest-
ments. RBC Asset Management has enjoyed strong success in asset
retention, resulting from strong relative investment performance,
improved client retention by RBC Royal Bank and RBC Investments
Financial Planning, and support for RBC Funds in the advisory (broker and
independent financial planner) channel, which contributed to a continued
gain in market share. Beginning in 2004, Global Asset Management will
also include Voyageur Asset Management (in 2003, included within
RBC Dain Rauscher), our U.S.-based asset management company, which
manages US$21 billion in mutual funds and institutional mandates. In
2004, our goal is to maximize growth opportunities by leveraging RBC
partnerships in Canada and the U.S.

United States

RBC Dain Rauscher

Minneapolis-based RBC Dain Rauscher is ranked as the eighth-largest
full-service securities firm in the U.S., based on number of financial con-
sultants. We have nearly 1,750 financial consultants serving individual
clients from coast to coast and a fixed income business with 327 invest-
ment bankers, sales representatives and traders serving institutional and
retail clients nationwide. RBC Dain Rauscher plans to grow through
broadening and deepening relationships with existing clients by under-
standing their needs and the potential profitability of the client
relationship. We also plan to grow by focusing on opportunities that gen-
erate greater market share and scale within our existing markets.

International

Global Private Banking

Operating under the brand name Royal Bank of Canada Global Private
Banking, this unit provides private banking, trust and investment coun-
selling, and investment advisory solutions to high net worth clients in more
than 100 countries from 23 offices around the world. In 2004, this group
will include the International Advisory Group (in 2003, included within
Wealth Management Canada) to better align this business directly with
its international clients. This team has both Canadian and internationally-
based employees. Our goal is to provide specialized global services to high
net worth clients with assets of more than $1 million. In 2004, we will
continue to grow revenues by exploring acquisition opportunities in the
Americas and Europe, by building distribution alliances with financial
institutions that are strong in their local market but lack an international
wealth management capability, and with an increasingly aggressive out-
reach sales and marketing program. The addition of non-proprietary money
management capabilities will expand our value proposition to clients.

Management’s discussion and analysis
Financial highlights by division

Lower transaction-based and asset value-based fee revenues drove the
$67 million or 5% decline in revenues from the wealth management
businesses in Canada, reflecting an extremely weak Canadian RRSP sea-
son in 2003, which more than offset strong performance from the
self-directed brokerage business. Global Private Banking revenues fell
$15 million, also due to lower fee-based revenues and reduced net inter-
est income as a result of low interest rates. The decline in revenues from
RBC Dain Rauscher is entirely attributable to the strengthening of the
Canadian dollar relative to the U.S. dollar, as both its full-service brokerage
and fixed income businesses performed well. Global Asset Management
revenues remained virtually unchanged.

Total revenues
(C$ millions) % change 2003 2002
Wealth Management Canada (5)% $ 1,212 \$ 1,279
RBC Dain Rauscher (2) 1,666 1,702
Global Private Banking (4) 368 383
Global Asset Management - 287 286
Other n.m. (3) (3)
(3)% $ 3,530 |$ 3,647

n.m. not meaningful

The AUA of the wealth management businesses in Canada was virtually
unchanged despite higher year-end equity values compared to 2002, as
$14 billion in custody-related AUA was transferred to RBC Global
Services. RBC Dain Rauscher’s AUA balance fell 4% in 2003 due to the
strengthening of the Canadian dollar relative to the U.S. dollar, which
reduced the translated value of U.S. dollar-denominated assets. In U.S.
dollars, RBC Dain Rauscher’s AUA increased US$11.8 billion. Global
Private Banking's personal AUA was also affected by the stronger
Canadian dollar which negatively affected the translated value of both
Pound-Sterling and U.S. dollar-denominated assets. Institutional AUA
grew 11% as additional business was acquired from existing clients.

Assets under administration (AUA)

(C$ millions) % change 2003 2002
Personal

Wealth Management Canada —% $142,750| $ 142,160
RBC Dain Rauscher (4) 128,150 132,930
Global Private Banking (15) 43,750 51,570
(4) 314,650 326,660

Institutional — Global
Private Banking 11 77,520 69,730
()% $392,170| $ 396,390

Personal AUM decreased $4 billion due to the effect of the stronger
Canadian dollar on foreign currency-denominated assets in 2003. Much
of the 7% increase in institutional AUM was related to the accumulation
of new assets despite the foreign exchange impact mentioned above,
while the higher mutual fund balances primarily reflected higher asset
values at the end of 2003 compared to last year.

Assets under management (AUM)

(C$ millions) % change 2003 2002
Personal (12)% $ 31,3000 $ 35,660
Institutional 7 19,690 18,410
Mutual funds 7 36,730 34,230

(1% $ 87,720| $ 88,300
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RBC Capital Markets

Business profile

RBC Capital Markets provides wholesale financial services to large corpo-
rate, government and institutional clients in North America and in
specialized product and industry sectors globally. Headquartered in
Toronto, RBC Capital Markets has key centres of expertise in New York
and London, and offices in 28 other cities.

Industry profile

The Canadian wholesale financial services market is mature and, as a
result, many Canadian firms are seeking growth opportunities outside of
their domestic market, primarily in the U.S. The U.S. capital markets are
dominated by several large global investment banks whose principal focus
is on the top tier of companies forming the S&P 500 Index. However, we
believe significant opportunities exist for specialized players targeting the
lower end of the S&P 500 as well as companies that have the potential to
move into this category. To succeed in the North American context requires
the ability to provide clients with innovative, value-added solutions that
reflect a keen understanding of both the company and industry sector.
We believe that increasingly, new business opportunities will accrue to
those firms with a reputation for adhering to high ethical standards.

Our strengths

e Top-tier market shares in virtually all lines of business in Canada

. Established reputation as a premier Canadian investment dealer as
evidenced by our market share leadership

e  Superior origination and distribution capability in Canada as mea-
sured by our standings in underwriting league tables

. Expertise and market knowledge in a broad array of industries

Our strategy

Our goals are to be recognized as the leading corporate and investment
bank in Canada based on external rankings and to build a successful
integrated North American business, while continuing to expand our spe-
cialized global businesses.

Key strategies for RBC Capital Markets include the following:

. In Canada, to maintain our position as a leading full-service
provider in all of our markets by continuing to leverage the breadth
of our long-standing client relationships, the depth of our trading,
research and sales capabilities, and the strength of our brand and
reputation in the Canadian market

. In the U.S., to provide value-added solutions by offering our targeted
clients a broad product portfolio delivered through specialized indus-
try teams, with the goal of building an integrated North American
franchise. We will leverage the depth of our research and advisory
capabilities in targeted North American industry sectors, specifically
energy, technology, communications, health care, consumer prod-
ucts and mid-sized financial institutions

e  Continue to expand our global specialized businesses by providing
clients with customized, value-added solutions in the areas of
bonds, money markets, foreign exchange, structured finance and
equity and credit derivatives

Outlook for 2004

Our total revenues and earnings are dependent on the performance of
both capital and credit markets and the strength of the economic envi-
ronment, which drive demand for new issue and advisory services,
merger and acquisition activities and trading volumes. Although eco-
nomic and market conditions remain uncertain, our expectation is that
capital markets performance will improve modestly in 2004, resulting in
moderate revenue growth. We also expect to maintain our discipline with
respect to costs and credit risk.
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Financial performance

Net income increased $52 million or 12% in 2003, as a significant
reduction in the provision for credit losses related to the U.S. corporate
loan portfolio more than offset lower revenues and higher non-interest
expense.

Total revenues fell $49 million or 2%. A $115 million reduction in
the translated value of U.S. dollar-denominated revenues due to the
stronger Canadian dollar, and lower net interest income reflecting the
intentional reduction in the size of the corporate loan portfolio, more than
offset extremely strong performance from the fixed income businesses. The
fixed income businesses benefited from highly active debt markets and the
favourable interest rate environment in 2003.

Non-interest expense was up $44 million or 3% compared to last
year, primarily due to higher variable compensation costs during the sec-
ond half of the year related to the improvement in capital market activity,
and costs associated with new growth initiatives and with restructuring
the U.S. investment banking and institutional equities businesses. These
increases more than offset the $69 million reduction in the translated
value of U.S. dollar-denominated expenses due to the stronger Canadian
dollar.

The $276 million decline in the provision for credit losses, the
$376 million decline in nonaccrual loans and the $332 million decline
in net charge-offs reflected the improvement in the quality of the corpo-
rate loan portfolio compared to 2002. Exposures to higher risk sectors,
such as telecommunication and energy, continue to be reduced.

ROE improved to 12.6% in 2003, due to higher net income as well
as a $150 million reduction in average common equity attributed to this
segment, as discussed on page 27.

Results
(C$ millions, except percentage amounts) % change 2003 2002
Net interest income (23)% $ 410 | $ b32
Non-interest income 3 2,215 2,142
Total revenues (2) 2,625 2,674
Provision for credit losses
Allocated specific (59) 189 465
Total (59) 189 465
Non-interest expense 3 1,671 1,627
Net income before income taxes 31 765 582
Income taxes 90 271 143
Non-controlling interest n.m. 3 -
Net income 12% $ 491 | $ 439
U.S. net income (loss) n.m. $ 122 | $ (36)
Net income as a % of
total group net income 100 bp 16% 15%
ROE 210 bp 12.6% 10.5%
Average assets (1) 10% 199,300, 180,700
Average loans and acceptances (1) (16) 24,300 28,800
Average deposits (1) (1) 80,100 81,100
Average common equity (1), (2) (4) 3,800 3,950
Credit information
Nonaccrual loans (34)% $ 718|$ 1,094
Net charge-offs (65) 178 510
Net charge-offs as a % of
average loans and acceptances (104)bp .73% 1.77%
Number of employees
(full-time equivalent) (1)% 2,912 2,938
(1)  Calculated using methods intended to approximate the average of the daily balances for
the period.

(2)  Attributed to the segment as discussed on page 27.
n.m. not meaningful



Strategy by division

Global Investment Banking

In February 2003, the Capital Markets Services division was split into its
two component parts — Global Investment Banking and Global Equity —
primarily to address the changes in the regulatory and governance envi-
ronments that require the separation of research and investment banking
activities.

The Global Investment Banking division houses the corporate and
investment banking businesses. We offer a full range of credit and cor-
porate finance products, including debt and equity underwriting,
mergers and acquisitions advice and execution and financial sponsorship
coverage.

In Canada, we intend to continue to be a full-service provider to all
industries, building on the breadth and longevity of our client relation-
ships and a long-standing reputation as a top-ranked investment bank.
In the U.S., we plan to be industry-focused — specifically on technology,
telecommunication, health care, energy, consumer products and mid-
sized financial institutions. We expect to differentiate ourselves on our
ability to provide superior market-based solutions for our target clients.

Global Equity
Global Equity provides expertise in the research and trading of North
American and select international securities.

We intend to leverage our broad knowledge of Canadian markets,
the strength of our research capabilities and the breadth and depth of
our institutional client relationships to serve our clients better. In the
U.S., our goal is to combine our traditional capital markets focus with our
research capabilities to build a franchise in select segments of the U.S.
middle market — specifically, the technology, health care, energy, com-
munications, consumer products, financial institutions and real estate
sectors. We plan to continue to develop our electronic trading capabili-
ties to keep pace with the increasing demand from clients for electronic
execution services.

Global Financial Products
This division brings together the business activities involving the origina-
tion, syndication, securitization, trading and distribution of debt
products globally. These products include loans, bonds and derivatives at
both the investment grade and sub-investment grade levels. As well,
Global Financial Products is the centre of expertise for the proprietary
trading activities of RBC Capital Markets. The combination of these busi-
nesses provides the ability to maximize internal expertise and deliver a
broad array of value-added ideas and solutions to clients.

We intend to continue to focus on identifying opportunities where
we can build from our existing strengths to provide solutions-based
approaches to structuring transactions for our clients.

Global Treasury Services

Global Treasury Services combines our money markets and foreign
exchange businesses and provides global clients with foreign exchange,
commodities, derivatives and interest rate products, as well as prime
brokerage, currency risk management and advisory services. These prod-
ucts and services are delivered through our extensive global sales and
trading network, operating from centres that include Toronto, London,
New York and Sydney. Recognized as a market leader in foreign
exchange e-commerce solutions, we also deliver services through our
Internet trading platform, FX Direct, and are a member of the multi-bank
global trading platform, FXall. We plan to continue to invest in innovative
electronic delivery channels that offer sophisticated and flexible prod-
ucts and services.

Global Credit

Global Credit provides centralized management of all credit exposure asso-
ciated with our loan portfolio. While wholesale lending is fundamental to
the attraction and expansion of high-margin client businesses, lending
must be strategic in order to maximize the returns to shareholders. Our
portfolio and transaction management specialists use sophisticated risk
management and analytical tools designed to ensure that the pricing on
loans is commensurate with the associated risk and reflects the value of all
products and services a client has with RBC Financial Group.

Our transaction specialists use appropriate structures to provide
clients with value-added, as opposed to commoditized, credit solutions.
We work closely with our distribution teams to manage the size and
credit quality of our corporate lending base.

Alternative Investments

Alternative Investments was formed in June 2002 with a mandate to
expand our wholesale asset management capabilities, which today
include operations in structuring hedge fund transactions and in private
debt and equity. The alternative asset business provides non-traditional
investment opportunities to high net worth individuals, corporations and
institutional clients. These investment options include private equity and
hedge funds, and can extend to other vehicles such as leveraged buyouts
and Collateralized Debt Obligations. We are uniquely positioned to lever-
age our existing infrastructure and our superior product knowledge
across other businesses within RBC Financial Group that have strong rela-
tionships with our target client base.

Management’s discussion and analysis
Financial highlights by division

Total revenues were negatively affected by the appreciation of the
Canadian dollar relative to the U.S. dollar, which reduced the translated
value of U.S. dollar-denominated revenues by $115 million. Revenues
from Global Financial Products were up $118 million or 13%, as the
favourable interest rate environment, higher market volumes and new
initiatives helped to fuel revenue growth in many of our fixed income
businesses. Notably strong results were experienced in bond businesses
in both domestic and international markets, as well as structured prod-
ucts and securitization. Revenues from our proprietary trading activities
in Global Financial Products were lower than last year, largely due to the
appreciation of the Canadian dollar relative to the U.S. dollar. Poor capi-
tal market conditions during the first half of 2003 dampened revenues
from Global Investment Banking and Global Equity. In addition, 2002
revenues from Global Investment Banking included credit derivative
gains related to accounts classified as nonaccrual last year. Global Treasury
Services revenues were up $11 million on higher contributions from the
foreign exchange and money market sales and trading businesses.
Revenues from Global Credit were up $8 million despite lower net
interest income due to the intentional reduction in the size of the cor-
porate loan book, as last year’s results included net losses on credit
derivatives. Revenues from Alternative Investments increased $10 mil-
lion, largely due to strong growth in the hedge fund business. The
Alternative Investments business also recorded $39 million of losses on
private equity investments related largely to the four years ended
October 31, 2003. These losses were recognized as a result of our deter-
mination that certain private equity investments should be accounted for
using the equity method of accounting rather than the previously applied
cost method of accounting.

Total revenues
(C$ millions) % change 2003 2002
Global Investment Banking (26)% $ 531 $ 715
Global Equity (4) 292 304
Global Financial Products 13 1,004 886
Global Treasury Services 2 556 545
Global Credit 6 141 133
Alternative Investments 11 101 91
(2)% $ 2625|$ 2,674

The decline in average assets in the Global Investment Banking and
Global Credit businesses reflected the continued and intentional reduc-
tion in the size of the non-core corporate loan portfolio compared to a
year ago. The increase in average assets in Global Financial Products
related to the growth in fixed income and global equity derivatives busi-
nesses, and in Alternative Investments reflected the growth in the hedge
fund business. Global Treasury Services also recorded a growth in aver-
age assets, due to positive mark-to-market adjustments relating to
foreign exchange derivatives, and increased assets in support of our
money market sales and trading and liquidity management activities.

Average assets (1)

(C$ millions) % change 2003 2002
Global Investment Banking (51)% $ 5,200/ $ 10,600
Global Equity - 600 600
Global Financial Products 29 93,000 71,900
Global Treasury Services 7 85,400 79,700
Global Credit (51) 4,900 10,100
Alternative Investments 31 10,200 7,800

10% $ 199,300 $ 180,700

(1)  Calculated using methods intended to approximate the average of the daily balances for
the period.
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RBC Global Services

Business profile

RBC Global Services offers specialized transaction processing services to
business, commercial, corporate and institutional clients in Canada and
select international markets, principally the U.K. and Australia. Key
businesses include global custody, investment administration, corre-
spondent banking, cash management, payments and trade finance. Our
50% interest in the Moneris Solutions joint venture with Bank of Montreal
for merchant card processing is reported in RBC Global Services.

Industry profile

The transaction processing services industry is highly competitive and
relatively mature in the Canadian market. Monoline specialists and new
market entrants compete against traditional financial institutions. Scale
continues to be important to support the significant investment in tech-
nology required to introduce new products and services, accommodate
industry-driven infrastructure changes and enhance operational efficien-
cies. The quality of client service and strength of client relationships are
also key differentiating factors in these businesses. Market consolidation
continued in 2003, particularly in businesses such as global custody
and merchant card processing, which require global capability or signifi-
cant scale.

Our strengths

e We have a leadership position in Canada in these businesses as
measured by assets under administration (AUA) and number of
client relationships

e We have strong client relationships as demonstrated by our high
rate of client retention and new business generated from existing
clients

e We are recognized for quality of service as evidenced in third-party
client surveys, such as Global Custodian magazine’s annual Agent
Bank review, which has assigned us “Top Rated” status for 15 con-
secutive years; and our recognition by Stewart Associates as Canada’s
highest-rated service provider of cash management services for the
past five years

e  We continue to develop and deploy new technology and client ser-
vice solutions

e We are able to leverage our market position by aligning the resources
within RBC Global Services with the expertise of other platforms
within RBC Financial Group to offer a superior integrated service

Our strategy

Our goal is to maintain and enhance our leadership position in Canada

while continuing to develop a competitive international presence.

To meet our goal, we will:

. Leverage our Canadian product and service strengths to profitably
grow our business in North America and select international markets

. Expand the business through key alliances, acquisitions and partner-
ships and continue to leverage the Moneris Solutions joint venture

o Enhance our processing and systems platforms to deliver new capa-
bilities, improve efficiencies and achieve economies of scale

. Differentiate our service offering by taking a client-centric approach
that incorporates the diversified strengths and products of RBC
Financial Group

Outlook for 2004

While our transaction processing revenue is primarily derived from stable,
fee-based sources, interest earned on deposits and cash balances, and
fees earned on client assets are variable sources of revenue that influence
the overall revenue of this segment. Key risks to this income stream come
from lower interest rates and poor capital markets performance. We
expect interest rates to remain low in historical terms, which will continue
to have an unfavourable impact on our revenue growth in 2004. Higher
asset values resulting from a modest improvement in capital markets dur-
ing 2004 should have a favourable impact on fee revenues, which should
offset the unfavourable impact of the low interest rate environment.
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Financial performance
Net income was up $5 million or 3% from 2002 as higher revenues, a
lower provision for credit losses and lower income taxes offset higher
non-interest expense.

Total revenues increased $36 million or 4%, reflecting growth in fee
income from the cash management and custody businesses. However,
lower capital markets transaction volumes and securities values earlier in
2003, as well as the low interest rate environment throughout the year,
restrained the pace of revenue growth.

Non-interest expense was $47 million or 9% higher in 2003, due to
increased business activity during the year, continued investments in
technology and higher pension and severance costs.

The provision for credit losses decreased $8 million, as exposures
to higher risk countries were closely monitored.

ROE fell 100 basis points in 2003 to 27.7%, primarily reflecting
$50 million in additional average common equity attributed to the seg-
ment, as discussed on page 27.

Results
(C$ millions, except percentage amounts) % change 2003 2002
Net interest income 21% $ 164 $ 136
Non-interest income 1 680 672
Total revenues 4 844 808
Provision for credit losses
Allocated specific (80) 2 10
Total (80) 2 10
Non-interest expense 9 595 548
Net income before income taxes (1) 247 250
Income taxes (10) 69 77
Net income 3% $ 178 $ 173
U.S. net income (22) $ 7| $ 9
Net income as a % of
total group net income - 6% 6%
ROE (100)bp 27.7% 28.7%
Average common equity (1) 8 650 600
Credit information
Nonaccrual loans 37)% $ 19| $ 30
Net charge-offs n.m. 5 (1)
Net charge-offs as a % of
average loans and acceptances 41 bp .36% (.05)%
Number of employees
(full-time equivalent) (1)% 2,550 2,571

(1)  Calculated using methods intended to approximate the average of the daily balances for
the period. Attributed to the segment as discussed on page 27.
n.m. not meaningful



Strategy by division

Institutional & Investor Services

Institutional & Investor Services is Canada’s largest custodian as mea-
sured by AUA, and a provider of investment administration services
to corporate and institutional investors worldwide. We operate from
12 locations throughout the world, with a global custody network span-
ning 80 markets.

Our plan is to continue to leverage our leadership position in the
Canadian market to expand internationally, with a focus on serving fund
managers, financial institutions and private banks.

We expect to achieve growth in our fee-based revenue streams by:
e  Selling newly developed products and services to existing clients
. Expanding our client offerings in Europe and Asia-Pacific
. Further exploring alliance and acquisition opportunities

Financial Institutions
A comprehensive range of correspondent banking services is provided to
banks globally and to broker-dealers within Canada, including cash manage-
ment, payments, clearing, trade, foreign exchange, derivatives lending,
securities lending, custody and settlement, and structured financing.
Our goal is to leverage our leadership position in the Canadian dollar
clearing market and our strong client relationships by:
e  Creating differentiated value-added solutions that address the
unique needs of the various market segments
e  Adding new revenue streams by introducing service offerings that
integrate our new products with those of other business platforms
We will continue to monitor and manage our exposure to higher risk
markets.

Treasury Management & Trade

Treasury Management & Trade provides cash management, payment and
trade services to business and public sector markets in Canada. Our
Trade team provides importers and exporters with a variety of trade prod-
ucts, services and counsel. Our cash management group provides a full
range of solutions to clients including disbursement, receivable and
information products. Through Moneris Solutions, we provide merchants
with credit and debit card transaction processing services.

Our goal is to continue to be the leading provider in Canada by
retaining profitable client relationships and growing market share in
strategic markets by:

. Enhancing our market segmentation approach that accommodates
the diverse needs of business and public sector markets

. Expanding the functionality of our Web-based delivery channel for
both cash management and trade services

. Introducing new trade products and services as well as expanding
trade alliances to meet clients’ international trade requirements,
while effectively managing risk

. Leveraging our cash management sales and service leadership position

Management’s discussion and analysis

Financial highlights by division

Total revenues increased $16 million or 4%. Higher fee income was par-
tially offset by lower foreign exchange revenue and weaker capital
markets earlier in the year. Although the higher AUA balance in 2003
reflects the positive impact of new business, the majority of the increase
was due to higher equity values at the end of the year.

Results

(C$ millions) % change 2003 2002
Total revenues 4% $ 417 $ 401
Assets under administration 16 1,122,000) 963,200

Total revenues decreased $2 million or 2% primarily due to lower inter-
est rates. Average asset and deposit balances have changed little from
last year, although the mix has changed as we continue to manage our
exposure to higher risk markets.

Results

(C$ millions) % change 2003 2002

Total revenues 2% $ 96| $ 98

Average assets (1) (18) 1,400 1,700

Average deposits (1) 19 2,020 1,700

(1)  Calculated using methods intended to approximate the average of the daily balances for
the period.

Total revenues increased $22 million or 7% primarily due to growth in
non-interest income from cash management products and services. Net
interest income also increased as deposit growth more than offset lower
interest rates.

Results

(C$ millions, volumes in thousands) % change 2003 2002
Total revenues 7% $ 331 $ 309
Average deposits (1) 6 6,740 6,350
Payment volumes 3 7,634 7,440
Payment errors (per 100,000 payments) (12) 2.9 3.3

(1)  Calculated using methods intended to approximate the average of the daily balances for
the period.
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Management’s discussion and analysis

Financial priority: Revenue growth and diversification

Highlights

e Total revenues down 1%

e Net interest income down 4%

e Net interest margin of 1.65%, down 21 basis points
e Non-interest income up 2%

¢ Non-interest income 61% of total revenues

Total revenues

2003 vs 2002
(C$ millions) 2003 2002 Increase (decrease)

Net interest income $ 6,648 $ 6,928 $ (280) (4)%
Non-interest income 10,299 10,132 167 2
Total revenues $ 16,947 $ 17,060 $ (113) (1)%

Total revenues were down $113 million or 1% from a year ago, reflecting
a $495 million decline in the translated value of U.S. dollar-denominated
revenues due to a significant appreciation of the Canadian dollar relative

Outlook

to the U.S. dollar, which more than offset the benefits of higher trading
revenues in 2003. Excluding the effect of the appreciation of the
Canadian dollar, revenues were up $382 million or 2%.

We are targeting revenue growth of 5-8% in fiscal 2004 based on, among other things, our expectations that capital mar-
kets activity will continue to improve, interest rates in Canada will rise moderately and the Canadian and U.S. economies

will grow somewhat faster than in 2003.

Net interest income

Net interest income was $6.6 billion, down $280 million or 4% from
2002, with $120 million of the decrease attributable to a decline in the
translated value of U.S. dollar-denominated net interest income due to the
strengthening of the Canadian dollar relative to the U.S. dollar. As shown
in Table 6 on page 39, while higher asset volumes (including residential

mortgages, personal and credit card loans) added $203 million to net
interest income in 2003, changes in the rates received on assets and
paid on liabilities reduced net interest income by $483 million, primarily
reflecting price competition in retail banking and low interest rates, which
led to margin compression.

W Y:INEW Net interest income and margin

(C$ millions, except percentage amounts) 2003 2002 2001
Average assets (1) $ 402,000/ $ 371,800 $ 331,700
Net interest income 6,648 6,928 6,291
Net interest margin (2) 1.65% 1.86% 1.90%

(1)  Calculated using methods intended to approximate the average of the daily balances for the period.

2) Net interest income, as a percentage of average assets.

Net interest margin

As shown in Table 5 above, the net interest margin decreased by 21 basis
points from a year ago to 1.65%. This reflected significant growth in
low-interest-yielding assets such as securities, higher market values of
non-interest-yielding assets such as derivative-related amounts (included
in other assets) and spread compression resulting from price competition
in retail banking and low interest rates.
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As shown in Table 7 on page 40, while the average rate paid on
total liabilities decreased by 20 basis points, the average rate received
on total assets decreased by 39 basis points, leading to a 21 basis point
reduction in the net interest margin. The average rate received on secu-
rities dropped 42 basis points while volumes of securities were up
$10.6 billion on average or 11%. Similarly, other assets, which do not
earn interest, were up $10.9 billion on average.
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Change in net interest income

2003 vs 2002
Increase (decrease)
due to changes in

2002

vs 2001

Increase (decrease)
due to changes in

average average Net average average Net
(C$ millions) volume (1) rate (1) change volume (1) rate (1) change
Assets
Deposits with banks
Canada $ 1 3 - % 1 $ 3 % 9 $ (12)
United States 23 (65) (42) (21) (171) (192)
Other International 29 (96) (67) (17) (128) (145)
Securities
Trading account 122 (159) (37) 459 (657) (198)
Available for sale 192 (267) (75) 155 (180) (25)
Assets purchased under
reverse repurchase agreements 115 21 136 197 (709) (512)
Loans
Canada
Residential mortgage 230 (237) (7) 218 (402) (184)
Personal 38 65 103 (116) (475) (591)
Credit card 100 (4) 96 (28) (9) (37)
Business and government (112) 663 551 (147) 157 10
United States (88) (315) (403) 662 (570) 92
Other International 55 (708) (653) (173) (686) (859)
Total interest income $ 705 $ (1,102) $ 397)) $ 1,186 $ (3,839 $ (2,653)
Liabilities
Deposits
Canada $ 278 $ 84 $ 362 | $ 70 $ (1,818 $ (1,748)
United States 1 (224) (223) 379 (1,007) (628)
Other International (9) (372) (381) 315 (942) (627)
Obligations related to securities sold short 118 (76) 42 130 13 143
Obligations related to assets sold under
repurchase agreements 66 72 138 (12) (468) (480)
Subordinated debentures (17) (13) (30) 7 (11) (4)
Other interest-bearing liabilities 65 (90) (25) 94 (40) 54
Total interest expense 502 (619) (117) 983 (4,273) (3,290)
Net interest income $ 203 $ (483) $ (280)| $ 203 % 434 % 637

(1) Volumef/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.
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IR Net interest income on average assets and liabilities

Average balances (1)

Interest (2) Average rate

(C$ millions, except percentage amounts) 2003 2002 2001 2003 2002 2001 2003 2002 2001
Assets
Deposits with banks
Canada $ 393 | $ 331 % 427 % 7| % 6 $ 18 1.78% 1.81% 4.22%
United States 6,688 5,635 6,040 101 143 335 1.51 2.54 5.55
Other International 10,679 9,760 10,128 266 333 478 2.49 3.41 4.72
17,760 15,726 16,595 374 482 831 2.11 3.06 5.01
Securities
Trading account 70,974 66,631 53,477 1,908 1,945 2,143 2.69 2.92 4.01
Available for sale 31,795 25,583 21,623 832 907 932 2.62 3.55 4.31
102,769 92,214 75,100 2,740 2,852 3,075 2.67 3.09 4.09
Assets purchased under reverse repurchase agreements 41,565 35,463 29,591 787 651 1,163 1.89 1.84 3.93
Loans (3)
Canada
Residential mortgage 69,911 65,901 62,449 3,896 3,903 4,087 5.57 5.92 6.54
Personal 27,201 26,631 28,089 1,837 1,734 2,325 6.75 6.51 8.28
Credit card 5,197 4,354 4,586 615 519 556 11.83 11.92 12.12
Business and government 27,771 30,217 33,890 1,842 1,291 1,281 6.63 4.27 3.78
130,080 127,103 129,014 8,190 7,447 8,249 6.30 5.86 6.39
United States 28,754 30,307 20,561 1,388 1,791 1,699 4.83 5.91 8.26
Other International 12,082 11,539 12,671 572 1,225 2,084 4.73 10.62 16.45
170,916 168,949 162,246 10,150 10,463 12,032 5.94 6.19 7.42
Total interest-earning assets 333,010 312,352 283,532 14,051 14,448 17,101 4.22 4.63 6.03
Non-interest-bearing deposits with banks 1,947 1,753 1,188
Customers’ liability under acceptances 6,838 8,515 9,890
Other assets 62,411 51,465 39,125
Allowance for credit losses (2,206) (2,285) (2,035)
Total assets $ 402,000 | $ 371,800 $ 331,700 $ 14,051 $ 14,448 $ 17,101 3.50% 3.89% 5.16%
Liabilities and shareholders’ equity
Deposits (4)
Canada $ 122,159 | $ 111,880 $ 110,228 $ 3,326| $ 2,964 $ 4,712 2.72% 2.65% 4.27%
United States 40,237 40,208 29,977 564 787 1,415 1.40 1.96 4.72
Other International 68,316 68,641 60,482 1,577 1,958 2,585 231 2.85 4.27
230,712 220,729 200,687 5,467 5,709 8,712 2.37 2.59 4.34
Obligations related to securities sold short 22,624 19,563 16,358 839 797 654 3.71 4.07 4.00
Obligations related to assets sold
under repurchase agreements 22,522 19,630 19,892 552 414 894 2.45 2.11 4.49
Subordinated debentures 6,792 7,089 6,972 376 406 410 5.54 5.73 5.88
Other interest-bearing liabilities 7,889 5,546 3,042 169 194 140 2.14 3.50 4.60
Total interest-bearing liabilities 290,539 272,557 246,951 7,403 7,520 10,810 2.55 2.76 4.38
Non-interest-bearing deposits 20,947 21,540 20,732
Acceptances 6,838 8,515 9,890
Other liabilities 65,010 50,626 38,192
Total liabilities 383,334 353,238 315,765 7,403 7,520 10,810 1.93 2.13 3.42
Shareholders’ equity
Preferred 1,185 1,682 2,036
Common 17,481 16,880 13,899
Total liabilities and shareholders’ equity $ 402,000 | $ 371,800 $ 331,700 $ 7,403| $ 7,520 $ 10,810 1.84% 2.02% 3.26%
Net interest income as a % of total average assets $ 402,000 | $ 371,800 $ 331,700 $ 6,648 $ 6,928 $ 6,291 1.65% 1.86% 1.90%
Net interest income as a % of total
average interest-earning assets
Canada $ 200,595 | $ 199,066 $ 186,480 $ 5190 $ 5466 $ 5,493 2.59% 2.75% 2.95%
United States 59,933 52,230 39,696 1,187 1,106 371 1.98 2.12 .93
Other International 72,482 61,056 57,356 271 356 427 .37 .58 .74
Total $ 333,010 | $ 312,352 $ 283,532 $ 6,648 $ 6,928 $ 6,291 2.00% 2.22% 2.22%

(1)  Calculated using methods intended to approximate the average of the daily balances for the period.
(2) Interest income includes loan fees of $303 million (2002 — $321 million; 2001 — $328 million).

(3)  Average balances include nonaccrual loans.

(4)  Deposits include savings deposits with average balances of $38 billion (2002 — $39 billion; 2001 — $38 billion), interest expense of $.3 billion (2002 — $.3 billion; 2001 — $.6 billion)
and average rates of .78% (2002 - .69%; 2001 — 1.58%). Deposits also include term deposits with average balances of $161 billion (2002 - $155 billion; 2001 - $145 billion),
interest expense of $4.1 billion (2002 — $4.4 billion; 2001 - $6.9 billion) and average rates of 2.52% (2002 - 2.84%; 2001 — 4.79%).

Non-interest income
As shown in Table 8 on page 41, non-interest income was up $167 million,
or 2%, from 2002, despite a $375 million decline in the translated value
of U.S. dollar-denominated revenues, for the reasons discussed below.
Trading revenues were up $243 million or 14%, largely in fixed
income and money market trading, reflecting the impact of the favourable
interest rate environment on trading revenues. Insurance premiums,
investment and fee income were up $135 million or 7%, largely due to a
$76 million increase associated with the acquisition of Business Men's
Assurance Company of America on May 1, 2003, an $83 million increase
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in investment income associated with customer holdings of Universal
Life products and a $66 million increase in home & auto insurance rev-
enues, offset by lower reinsurance revenues. Gain (loss) on sale of
available for sale securities was up $131 million, largely due to
$112 million of net losses on sale of available for sale securities in 2002
that did not recur this year. Deposit and payment service charges were
up $37 million or 4% due to higher automated banking machine rev-
enues and payment processing volumes. Underwriting and other advisory
fees were up $28 million, or 4%, reflecting an improvement in capital
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rV:IN:E Non-interest income

2003 vs 2002
(C$ millions, except percentage amounts) 2003 2002 2001 Increase (decrease)
Insurance premiums, investment and fee income 2,045 $ 1,910 $ 1,695 $ 135 7%
Trading revenues 2,009 1,766 1,820 243 14
Investment management and custodial fees 1,143 1,177 1,094 (34) (3)
Securities brokerage commissions 1,108 1,223 1,045 (115) 9)
Deposit and payment service charges 1,078 1,041 887 37 4
Mutual fund revenues 673 723 692 (50) (7)
Underwriting and other advisory fees 671 643 478 28 4
Card service revenues 303 285 290 18 6
Foreign exchange revenues, other than trading 279 274 291 5 2
Credit fees 227 223 237 4 2
Mortgage banking revenues 180 240 206 (60) (25)
Securitization revenues 165 172 125 (7) 4)
Gain (loss) on sale of available for sale securities 19 (112) (130) 131 n.m.
Gain from divestitures (1) - - 445 - -
Other 399 567 339 (168) (30)
Total $ 10,299, $ 10,132 $ 9,514 $ 167 2%

(1)  Gain on divestitures in 2001 included $89 million on formation of Moneris Solutions joint venture, $43 million on sale of Group Retirement Services and $313 million on sale of

RT Capital Management.
n.m. not meaningful

markets activity in the last six months of the fiscal year, and card service
revenues were up $18 million or 6% due to higher retail transaction vol-
umes. However, investment management and custodial fees were down
$34 million, or 3%, and mutual fund revenues were $50 million, or 7%
lower, reflecting weak equity markets in the first six months of the year.
Mortgage banking revenues (which relate to mortgages originated in the
U.S. by RBC Centura and its subsidiary RBC Mortgage) were down
$60 million or 25%, reflecting additional hedging and other costs in
the fourth quarter of 2003. Securities brokerage commissions were
down $115 million or 9%, reflecting weak equities markets and the
resultant lower client trading volumes during the first half of the year.

Other non-interest income declined by $168 million or 30%, mainly due
to a $55 million charge for equity losses on private equity investments
and a $69 million decline in fair value of non-trading derivatives for
which hedge accounting was not permitted. The losses on private equity
investments related largely to the four years ended October 31, 2003.
These losses were recognized as a result of our determination that cer-
tain private equity investments should be accounted for using the equity
method of accounting rather than the previously applied cost method
of accounting.

Non-interest income accounted for 61% of total revenues, up from
59% in 2002.

Trading revenues

(C$ millions) 2003 2002 2001
Net interest income (1) $ 73| $ 127 % (68)
Non-interest income (2) 2,009 1,766 1,820
Total $ 2,082 $ 1,893 % 1,752
By product
Equity $ 614| $ 753 % 684
Fixed income and money markets (3) 1,167 876 726
Foreign exchange contracts (4) 301 264 342
Total $ 2,082 $ 1,893 % 1,752
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.
Primarily includes realized and unrealized gains and losses on trading securities, derivative instruments and foreign exchange trading activities.
3) Includes government securities and corporate debt instruments, swaps, interest rate options, interest rate futures and forward rate agreements.

Includes primarily foreign exchange spot, forward, futures and options contracts as well as commodity and precious metals.

Trading revenues

Trading revenues include gains and losses on securities and derivatives
that arise from market-making, sales and principal trading activities.
These securities and derivative positions are marked-to-market on a daily
basis. Proprietary trading activities are strictly managed in accordance
with Value-At-Risk (VAR) and trading limits and we continue to conduct
the majority of client-related trading in the major G7 markets and cur-
rencies. A description of trading revenues included in net interest
income and non-interest income is provided in Table 9 above.

As shown in Table 9 above, total trading revenues were up $189 mil-
lion or 10% in 2003. Fixed income and money market trading revenues
increased by $291 million, or 33%, reflecting the impact of the
favourable interest rate environment, which resulted in higher bond

trading revenues in international and domestic markets. Structured prod-
ucts, including credit derivatives, also experienced better results as a
result of growth in client volumes and favourable trading returns. Foreign
exchange contract trading revenues increased by $37 million, or 14%,
due to higher volumes in both spot and derivative markets as global cur-
rency volatility increased. Increased sales and marketing efforts have
enhanced foreign exchange trading volumes with institutional and corpo-
rate clients, while prudent risk taking and analytics contributed to higher
trading revenues. Equity trading revenues decreased by $139 million,
or 18%. Institutional equity trading volumes in listed and OTC markets
declined during the year.

U.S. GAAP Royal Bank of Canada 41



Management’s discussion and analysis

Financial priority: Cost control

Highlight
e Non-interest expense was unchanged from 2002

Non-interest expense was unchanged from 2002. While the stronger
Canadian dollar relative to the U.S. dollar reduced translated value of
non-interest expense by $340 million, this reduction was offset by
increases in pension and other postretirement benefit costs, costs related
to further automating our retail banking technology infrastructure and
expanding our retail banking sales force in Canada and costs relating to
companies we acquired during the year.

As shown in Table 10 on page 43, human resources costs increased
by $134 million or 2% in 2003, reflecting a $142 million or 18%
increase in benefits expense. The increase in benefits expense was prin-
cipally due to a $56 million increase in pension benefit expense (largely
due to the amortization of prior year actuarial losses resulting from lower
asset returns and a lower discount rate used to value pension liabilities
in 2003). Other postretirement benefit expense increased by $69 million,
primarily due to the amortization of actuarial losses resulting from higher
claims experiences and a lower discount rate used to value other post-
retirement benefit liabilities in 2003 (see Note 17 on page 90). Salaries
increased by $58 million or 2%, largely due to the additional salaries
associated with expanding our retail banking sales force in Canada and
salaries associated with acquisitions that closed in 2003 (Admiralty
Bancorp, Business Men’s Assurance Company of America and Sterling
Capital Mortgage Company). Stock compensation costs were up $19 mil-
lion, reflecting the issuance of deferred shares. Acquisition retention
compensation costs declined by $74 million to $84 million. We expect
retention compensation costs relating to pre-2004 acquisitions to fall to
approximately $45 million in 2004 and to $20 million in 2005.

Professional fees were up $47 million or 11% due to an increase in
fees paid to external service providers to deal with increased volumes at
RBC Mortgage and also an increase in systems upgrade and conversion
costs at RBC Centura. Equipment costs were up $14 million or 2%.
However, outsourced item processing costs were down $14 million or
5%, occupancy costs were down $21 million or 3%, communications
costs were down $46 million or 6% and other costs were down $121 mil-
lion or 14%.

Continuing our focus on cost control
The cost control initiatives undertaken in 2003 and in prior years are
continuing to yield favourable results. Despite higher costs associated
with growing our business, enhancing the client experience, and invest-
ing in new sales positions and technology, non-interest expense was
essentially unchanged from 2002, aided by a stronger Canadian dollar,
which reduced the translated value of U.S. dollar-denominated expenses.
RBC Banking continued its monitoring and containment of control-
lable expenses and focused on a number of initiatives. Discretionary
expenses in Canada, which include stationery, professional fees and
travel, were reduced by 9% from a year ago, select internal reports were
eliminated, and we discontinued mailing cancelled cheques with interim
statements to business clients, generating $30 million of savings in
total. In the U.S., RBC Centura continued to integrate functions into
RBC Royal Bank to take advantage of our Canadian operations’ scale and
expertise and to reduce costs. In 2002, RBC Centura’s mainframe com-
puter processing was relocated into the main processing centre in
Ontario, generating cost savings in 2003, in addition to increasing scale
and performance.
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Moving into 2004, we expect savings from a new service platform
for tellers, which we expect to begin using in January 2004 and which
will simplify and streamline transaction processing and should also
enhance client service levels. We also expect to realize savings from a
new real-time image based tracing system, which replaces the current
manual process used to resolve client issues and further enhances our
fraud detection and prevention capability. However, we will continue to
invest in providing standardized and flexible solutions across client seg-
ments, channels and products. These investments are expected to result
in a superior client experience and net cost savings commencing in
2007 but expense outlays that exceed revenue benefits and cost savings
prior to that time. In 2004, RBC Centura will continue to focus on reduc-
ing costs and improving efficiency. All in all, we are aiming to grow
RBC Banking expenses by at least 2 percentage points less than rev-
enues in each of the next three years.

RBC Insurance realized cost savings in 2003 through the introduc-
tion of a number of initiatives geared to reducing costs and enhancing
efficiency. For example, the insurance operation consolidated a number
of business locations, both in Canada and the U.S., to leverage existing
capacity and improve service levels. In addition, RBC Insurance consoli-
dated its technology services into a single group in order to build an
integrated North American technology organization for the business.
RBC Insurance also integrated recently acquired BMA into its existing
operations, including moving the administration of a fixed block of busi-
ness to its Greenville, South Carolina, operations in less than 30 days
following the close, achieving cost reductions in excess of 30% of the
pre-acquisition cost base.

At RBC Investments, the cost-cutting program, initiated in 2001 to
offset the effects of market weakness, continued into 2003 and is
expected to further progress in 2004. In 2003, cost savings were
achieved by reducing overhead costs through integration of select
branch offices and support facilities of the Canadian full-service broker-
age business, restructuring the U.S. and Caribbean private banking units
and right-sizing the U.S. brokerage business in response to the weak
market environment during the first six months of the fiscal year. RBC
Dain Rauscher achieved cost savings through the realization of the full
year benefit of the prior year’s integration of Tucker Anthony Sutro,
which was acquired on October 31, 2001, by realizing the remaining
US$30 million of the originally targeted US$60 million of annual inte-
gration cost savings.

RBC Capital Markets achieved expense reductions in 2003 through
a number of initiatives. It continued to integrate the Investment Banking
and Global Equity operations in the U.S. During the year, primary
Nasdaq trading functions were moved from Minneapolis to New York to
increase operational efficiency, while sales and trading positions that
covered East coast accounts were relocated from Minneapolis to
New York to better align them with the markets they serve. Also, trading
operations groups in London and Toronto were integrated to eliminate
duplicate and inefficient processes and generate cost savings. In addi-
tion, we are continuing to reduce loan portfolio management costs
(including those relating to the structured lending portfolio). A lending
process review, undertaken in 2003, has resulted in ongoing process
changes that are expected to provide savings into 2004 and beyond.
RBC Capital Markets will continue its focus on cost control in 2004.
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W:INBEE Non-interest expense

2003 vs 2002
(C$ millions, except percentage amounts) 2003 2002 2001 Increase (decrease)
Human resources
Salaries (1) $ 3,247 $ 3,189 $ 2,747 $ 58 2%
Variable compensation 2,084 2,095 2,056 (11) (1)
Acquisition-related retention compensation 84 158 176 (74) 47)
Benefits 925 783 694 142 18
Stock compensation (2) 57 38 23 19 50
6,397 6,263 5,696 134 2
Occupancy
Net premises rent 571 587 553 (16) 3)
Premises repairs and maintenance 72 70 55 2 3
Depreciation 95 103 91 (8) (8)
Property taxes 11 11 6 - -
Energy 18 17 11 1 6
767 788 716 (21) (3)
Equipment
Office and computer rental and maintenance (1) 481 467 417 14 3
Depreciation 285 285 296 - -
766 752 713 14 2
Communications
Telecommunication 315 350 283 (35) (10)
Marketing and public relations 212 211 180 1 -
Postage and courier 113 121 108 (8) (7)
Stationery and printing 104 108 108 4) 4)
744 790 679 (46) (6)
Professional fees (1) 466 419 411 47 11
Outsourced item processing 292 306 303 (14) (5)
Amortization of goodwill - - 252 - -
Amortization of other intangibles 71 72 36 (1) (1)
Other
Business and capital taxes 144 129 171 15 12
Travel and relocation 140 144 121 (4) 3)
Employee training 39 46 43 (7) (15)
Donations 38 41 35 (3) (7)
Other (1) 372 494 465 (122) (25)
733 854 835 (121) (14)
Total $ 10,236] $ 10,244 $ 9,641 $ (8) =
(1) Includes, in 2001, a U.S. retail banking restructuring charge comprising salaries of $22 million, office and computer rental and maintenance of $42 million, professional fees of $21 million and

other of $6 million.

(2) Includes the cost of stock options, stock appreciation rights and performance deferred shares.

RBC Global Services realized cost savings in 2003 through a number of
initiatives. Institutional & Investor Services undertook a review of com-
mon processes across the various business units to enhance efficiency and
reduce costs, which resulted in a number of initiatives including the cre-
ation of a global account reconciliation services unit to perform account
reconciliation activities for all domestic and global operations and the
centralization of securities trade processing in Canada into one special-
ized unit. Treasury Management & Trade realized cost savings through a
number of process improvement and technology initiatives, including the
migration of regional electronic business banking support functions into
its national client service centre and the introduction of a streamlined
technology-based client enrollment process in its cash management
business. These initiatives are expected to deliver cost savings in excess
of $5 million annually.

In addition to each platform undertaking its own cost-containment
initiatives, we have an E2 (efficiency and effectiveness) effort underway
throughout the group. In this regard, throughout 2003, we continued to
review infrastructure and functional costs on an enterprise-wide basis,
with the objective of eliminating duplication across businesses and func-
tions and creating shared services to leverage centres of expertise. In
2004, we will review several larger initiatives to develop common systems
and operational processes, enabling us to build a strong infrastructure to
support our business expansion plans. This should also free up resources
that can be redirected to enhancing client service and growing revenue.
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V:IRBS Taxes

(C$ millions, except percentage amounts) 2003 2002 2001
Income taxes $ 1,443, $ 1,415 % 1,350
Other taxes
Goods and services and sales taxes 220 224 221
Payroll taxes 267 245 237
Capital taxes 124 107 146
Property taxes (1) 11 11 6
Business taxes 20 22 25
Insurance premium taxes 26 22 21
668 631 656
Total $ 2,111 $ 2,046 $ 2,006
Effective income tax rate (2) 31.4% 32.0% 34.7%
Effective total tax rate (3) 40.1% 40.5% 44.1%

(1) Includes amounts netted against non-interest income regarding investment properties.
(2)  Income taxes, as a percentage of net income before income taxes.
(3)  Total income and other taxes as a percentage of net income before income and other taxes.

Income and other taxes

Our operations are subject to a variety of taxes, including taxes on
income and capital assessed by Canadian federal and provincial govern-
ments and the governments of foreign jurisdictions where we operate.
Taxes are also assessed on expenditures or supplies consumed in support
of our operations.

Income and other taxes shown in Table 11 above were $2,111 mil-
lion in 2003, comprising income taxes of $1,443 million and other taxes
of $668 million. Income taxes increased by $28 million from 2002,
largely due to higher net income before tax. Other taxes increased by
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$37 million, largely due to an increase in the amount of payroll and cap-
ital taxes paid.

As shown above, the effective income tax rate decreased from
32.0% in 2002 to 31.4% in 2003, reflecting a reduction in federal and
provincial tax rates in Canada. In addition to the income and other taxes
reported in the consolidated statement of income, we recorded income
taxes of $895 million in 2003 ($7 million recovery in 2002) in share-
holders’ equity as shown in Note 15 on page 88.



Financial priority: Strong credit quality

Highlights

Management’s discussion and analysis

e Business and government loans and acceptances decreased from 39% of total loans and acceptances in 2002 to

34% at October 31, 2003

e Nonaccrual loans down 24% to lowest level since 2000

e Nonaccrual loans to total loans and acceptances down from 1.27% to .98%
e Provision for credit losses down 33% to $.7 billion, lowest level since 2000
e Allocated specific provision ratio of .33%, down from .50%

e Net charge-offs ratio of .45%, down from .71%

e Allowance for credit losses down slightly from $2.3 billion to $2.2 billion

Loan portfolio

During 2003, our loan portfolio performed well, reflecting changes in our
credit practices adopted over the past few years. Three significant items
affected the portfolio during 2003. The first item relates to our continued
efforts to move towards a lower-risk portfolio mix, which includes more
residential mortgage loans and fewer corporate loans, which entail higher
risk and capital underpinning. As shown in the charts below, business and
government loans and acceptances decreased to 34% of total loans and
acceptances in 2003 from 43% in 1999. A significant portion of this
change occurred in 2003. The second item relates to our efforts to reduce
exposure to the more sensitive and capital intensive sectors. The third item
relates to further acquisitions in connection with our U.S. expansion strategy.

The portion of our business and government credit exposure rated
investment grade remained relatively flat, moving from 70% in 2002 to
69% in 2003. Business and government loans include our small busi-
ness portfolio of $9.7 billion, which is generally rated lower than our
exposures to larger businesses.

Table 12 on page 47 and Table 17 on page 52 provide a detailed
breakdown of loans and acceptances. Our loan portfolio continues to be well
diversified. Business and government loans and acceptances declined in
2003 due to our strategy of exiting non-core client relationships in RBC
Capital Markets, the implementation of new single-name limits and an
overall decline in demand for credit as corporate balance sheets have
strengthened.

Our efforts to reduce business and government loans are reflected
by decreases in various sectors. Decreases in the energy sector occurred
in Canada ($1.2 billion), the United States ($1.5 billion) and other inter-
national ($.4 billion). The energy sector has been affected by two items
in particular. Loans to the oil and gas (exploration and production) sub-
sector have declined as a result of consolidation in the industry and our
efforts to reduce single-name concentrations. The other factor has been
a concerted effort to reduce exposure to the sensitive power generation
and distribution sub-sector where loan outstandings have declined by
41% from 2002 to $1.2 billion.

Breakdown of loans and acceptances portfolio (2003)

Significant change...

B 44% Residential mortgage

[J 34% Business and government loans and acceptances
[0 19% Personal

[0 3% Credit card

Transportation and environment loans exposure decreased by
$1.1 billion in total. Decreases occurred in both Canada ($.3 billion) and
international ($.8 billion). Airlines and aerospace loans have been iden-
tified as a sensitive sub-sector and targeted for reduction. Over the year
loans outstanding were down $.4 billion or 35% to $.7 billion.
The decrease in international includes a reduction in loan outstandings
($.5 billion) to a particular counterparty in the United Kingdom.

Loans to telecommunications companies are also being actively man-
aged down. Loan outstandings have decreased by 69% from $1.7 billion at
year-end 2002 to only $.5 billion at the end of 2003. The decreases are
spread out over Canada, United States and other international.

Loans to hotels, restaurants and entertainment companies have
decreased $.3 billion or 10% to $2.8 billion. Approximately 38% of
these loans are reported in the small business sector with the remainder
in the Other sector.

Although the overall business and government portfolio decreased,
there were some increases in certain areas related to our U.S. expansion
strategy. During 2003 we acquired Admiralty Bancorp, Inc. (Admiralty)
and Business Men’s Assurance Company of America (BMA). The loans in
BMA back the actuarial liabilities of the company. The increase in com-
mercial real estate of $.9 billion in the U.S. reflects an increase of
$1.5 billion resulting from the acquisitions of Admiralty and BMA which
has been partially offset by other reductions.

From a risk management perspective, the sectors that utilize the
most Economic Capital (EC) are commercial real estate, energy and
telecommunications. For a discussion of EC see page 54. As noted
above, our real estate exposure has increased as a result of our U.S.
expansion strategy but we are committed to managing this exposure.
Although EC related to the energy and telecommunication sectors remains
high, significant progress has been made in reducing outstandings.

Nonaccrual loans

Loans are generally classified as nonaccrual (meaning interest is no
longer being accrued) under conditions described in Note 1 on page 72.

Breakdown of loans and acceptances portfolio (1999)

...in portfolio mix

B 39% Residential mortgage

[0 43% Business and government loans and acceptances
[J 16% Personal

[0 2% Credit card
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As indicated in Table 13 on page 48, nonaccrual loans decreased by
$543 million or 24% during the year to $1,745 million. Although charge-
offs decreased from $1,457 million in 2002 to $976 million in 2003,
the significant decrease in net additions from $1,280 million in 2002 to
$433 million in 2003 resulted in an overall decrease in nonaccrual loans.
Nonaccrual loans declined in both the consumer and the business and
government loan portfolios and are at their lowest level since 2000.

Nonaccrual loans in the consumer portfolio declined by $71 million
to $366 million, with Canada accounting for $54 million of the reduc-
tion. New additions declined, resulting from continued improvements in
the portfolio due to benefits realized from the prior implementation of
advanced risk modeling technology designed to optimize risk-reward and
enhance credit policies and procedures.

Business and government nonaccrual loans fell $472 million to
$1,379 million, with reductions of $154 million in Canada, $205 million
in the U.S. and $113 million in other international. In Canada, the reduc-
tions were spread over various sectors including small business
($36 million), forest products ($30 million) and transportation and envi-
ronment ($20 million). The level of small business nonaccrual loans
continues to decline as a result of enhanced underwriting, monitoring
and collection processes. The decrease in forest products largely relates
to one particular counterparty. The reduction in transportation and envi-
ronment results from the resolution of a significant land transportation
account partially offset by the impairment of a Canadian transportation
account. In the United States, at the end of 2003, there were no nonac-
crual telecommunications loans compared to $77 million in 2002. This
reduction largely resulted from charge-off, repayment and sale of nonac-
crual loans from 2002. The other decreases were spread over various
industries. In other international, nonaccrual loans in the mining and
metals sector decreased by $71 million. This was largely due to one loan
recovery. During the second half of the year, new nonaccrual loan forma-
tions declined.

At the end of 2003, approximately 70% of the original nonaccrual
loan amount (amount when a loan was originally classified as non-
accrual) in RBC Capital Markets has been charged off or specifically
provided for.

Nonaccrual loans as a percentage of related loans and acceptances
(before deducting the allowance for loan losses) decreased to .98% from
1.27% in 2002, reflecting improvements in both the Canadian and
international ratios, as shown in Table 18 on page 52.

Outlook

Provision for credit losses

The provision for credit losses is charged to income by an amount necessary
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 $715 million in 2003, down
$350 million from 2002, as shown in Table 14 on page 49. This was the
lowest level since 2000.

In the consumer portfolio, the allocated specific provision for credit
losses decreased by $13 million, resulting from a decline of $18 million
in Canada, partially offset by small increases in the United States and
other international. The decline in Canada reflected a reduction in per-
sonal partially offset by an increase in credit card. Although the allocated
specific provisions for credit cards increased, the ratio to average bal-
ances decreased from 3.10% in 2002 to 2.92% in 2003, as shown
in Table 18 on page 52. This indicated that credit quality of the cards
portfolio is being maintained as volume grows.

The allocated specific provision on business and government loans
decreased by $337 million or 53% to $298 million in 2003. The largest
decrease related to telecommunications loans ($262 million) as this sec-
tor was provisioned for in prior years and no additional amounts were
required during the current year.

We acquire credit protection on portions of our portfolio by entering
into credit derivative contracts. This year’s provision for credit losses
included an amount related to a European energy account that was clas-
sified as nonaccrual. The provision for credit losses was partially offset
by a gain of $14 million on a related credit derivative, recorded in non-
interest income in accordance with Financial Accounting Standards
Board (FASB) Statement of Financial Accounting Standards No. 133,
Accounting for Derivative Instruments and Hedging Activities (FAS 133).
Management believes an analysis that nets credit derivative gains on
accounts in default against the related provision for credit losses is useful
since it reflects the full loss associated with such accounts and manage-
ment considers such information when evaluating our credit exposures.
Management also believes that investors may find this information useful
in their assessment of our credit quality and risk management.

As shown in Table 18 on page 52, the allocated specific provision
for credit losses amounted to .33% of average loans, acceptances and
reverse repurchase agreements (.32% net of the effect of credit deriva-
tives), down from .50% in 2002 (.48% net of the effect of credit
derivatives). Under Canadian GAAP, the specific provision for credit
losses ratio was .33% (.32% net of the effect of credit derivatives), down
from .51% in 2002 (.49% net of the effect of credit derivatives) and
well below our 2003 objective of .45-.55%.

In 2004, we expect an allocated specific provision for credit losses ratio in the range of .35-.45% (using Canadian

GAAP), consistent with our medium-term goal.

Allowance for credit losses

The allowance for credit losses is maintained at a level that management
believes is 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 based on our assessment of problem
accounts on an ongoing basis, recent loss experience and changes in
other factors, including the composition and quality of the portfolio, eco-
nomic conditions and regulatory requirements. The allowance is increased
by the provision for credit losses, which is charged to income, and
decreased by the amount of charge-offs net of recoveries.

The determination of the allowance for credit losses is based upon
estimates derived from historical analyses, which are adjusted to take
into account management’s assessment of underlying assumptions in
relation to the current environment. As a result, the allowance for credit
losses will not likely equal the actual losses incurred in the future. To min-
imize these differences, management undertakes an assessment of the
methodology utilized and its underlying assumptions on a regular basis.

As described in Note 1 on page 73, the allowance for credit losses
comprises three components — allocated specific, allocated general and
unallocated.

As shown in Table 15 on page 50, the allowance for credit losses
decreased by $150 million or 6% from 2002 to $2,164 million, consis-
tent with the reduction in nonaccrual loans over the same period. During
the year, charge-offs, net of recoveries, declined to $806 million or .45%
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of average loans and acceptances, from $1,259 million or .71% a year
ago as charge-offs taken in 2002 in certain sectors such as telecommu-
nications were not required in 2003.

Credit risk concentrations

Concentration risk exists if a number of clients are engaged in similar
activities, are located in the same geographic region or have comparable
economic characteristics such that their ability to meet contractual
obligations would be similarly affected by changes in economic, political
or other conditions. The strategies we use to minimize concentration risk
are discussed further under risk mitigation in the Risk management sec-
tion on page 55.

As shown in Table 12 on page 47, the largest Canadian exposure is
in Ontario, which has 37% of total loans and acceptances. Internationally,
the largest concentration is in the U.S., where we have 14% of our total
loans and acceptances.

The largest sector concentrations, excluding small business, are in
financial services, commercial real estate and agriculture with 5%, 5%
and 3% of loans and acceptances, respectively.

Table 16 on page 51 shows contractual amounts with clients out-
side of Canada. Of the total international contractual amounts,
$72 billion or 18% of total assets are in the United States and
$51 billion or 12% of total assets are outside Canada and the U.S.
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:I8BFH Loans and acceptances ()

Percentage of total

(C$ millions, except percentage amounts) 2003 2002 2001 2000 1999 2003 1999
Canada
Atlantic provinces (2) $ 10,021 $ 9,770 $ 9,654 $ 9,690 $ 8,840 5.6% 5.7%
Quebec 15,930 15,190 13,863 16,191 14,936 8.9 9.7
Ontario 65,922 63,627 70,164 60,999 54,724 37.0 355
Prairie provinces (3) 27,162 26,989 25,192 29,402 25,521 15.2 16.6
British Columbia 23,807 23,367 22,696 25,118 23,141 133 15.0
Total Canada 142,842 138,943 141,569 141,400 127,162 80.0 825
Consumer
Residential mortgage 73,978 67,700 64,066 61,444 58,524 41.5 38.0
Personal 28,262 25,918 27,202 27,207 24,353 15.8 15.8
Credit card 4,663 4,740 4,110 4,666 2,666 2.6 1.7
106,903 98,358 95,378 93,317 85,543 59.9 55.5
Business and government loans and acceptances
Small business (4) 9,705 9,470 9,788 11,701 10,334 5.4 6.7
Agriculture 4,546 4,427 4,758 4,931 4,217 2.5 2.7
Commercial mortgages 2,616 2,468 2,635 2,961 2,635 1.5 1.7
Consumer goods 2,183 2,238 2,447 2,874 2,086 1.2 1.4
Commercial real estate 2,091 2,393 2,325 2,594 2,400 1.2 1.6
Energy 1,703 2,911 4,293 3,754 3,350 9 2.2
Government 1,629 1,039 1,597 1,385 2,105 9 1.4
Automotive (5) 1,472 1,370 864 673 611 .8 A4
Industrial products 1,372 1,569 2,174 2,470 2,301 .8 1.5
Transportation and environment (5) 1,112 1,450 2,138 1,519 1,562 .6 1.0
Forest products 956 954 1,275 1,362 1,151 .5 .8
Financial services 856 3,015 3,010 2,218 1,567 #5) 1.0
Media and cable (6) 839 994 1,510 1,120 1,135 85 7
Mining and metals 333 361 636 897 845 2 5
Telecommunication 169 487 677 1,008 525 ol 3
Information technology 114 191 203 210 191 .1 1
Other 4,243 5,248 5,861 6,406 4,604 2.4 3.0
35,939 40,585 46,191 48,083 41,619 20.1 27.0
Total Canada 142,842 138,943 141,569 141,400 127,162 80.0 82.5
International
United States 25,151 29,192 25,944 13,415 13,060 14.1 8.5
Europe, Middle East and Africa 6,755 6,340 7,918 6,544 6,617 3.8 4.3
Caribbean 1,941 2,018 1,856 2,059 1,502 1.1 1.0
Latin America 646 1,400 1,680 1,842 2,309 4 1.5
Asia 729 1,004 1,328 1,781 2,417 4 1.6
Australia and New Zealand 426 677 805 771 983 2 .6
Total international 35,648 40,631 39,5631 26,412 26,888 20.0 17.5
Consumer
Residential mortgage 4,841 5,142 3,378 1,540 718 2.7 .5
Personal 5,741 6,038 5,309 812 902 3.2 .6
Credit card 153 174 173 - - ol -
10,735 11,354 8,860 2,352 1,620 6.0 1.1
Business and government loans and acceptances
Consumer goods 983 1,383 1,699 1,111 1,411 .6 9
Commercial real estate 5,984 5124 4,082 271 464 3.4 3
Energy 1,872 3,731 2,994 3,051 3,887 1.1 25
Government 126 130 128 167 773 1 5
Automotive 323 411 527 513 878 2 .6
Industrial products 532 1,199 2,116 1,749 1,325 3 9
Transportation and environment 1,676 2,442 1,571 1,487 1,975 9 1.3
Forest products 193 417 385 468 549 .1 4
Financial services 7,445 6,542 9,347 7,912 6,937 4.2 4.5
Media and cable (6) 949 1,321 1,380 2,033 1,909 5 1.2
Mining and metals 565 1,192 1,071 901 881 3 .6
Telecommunication 371 1,246 1,558 2,244 1,206 2 .8
Information technology 81 180 396 433 709 - 4
Other 3,813 3,959 3,417 1,720 2,364 2.1 1.5
24,913 29,277 30,671 24,060 25,268 14.0 16.4
Total international 35,648 40,631 39,5631 26,412 26,888 20.0 17.5
Total loans and acceptances 178,490 179,574 181,100 167,812 154,050 100.0% 100.0%
Allowance for loan losses (2,055) (2,203) (2,278) (1,871) (1,884)
Total $ 176,435 $ 177,371 $ 178,822 $ 165,941 $ 152,166

(1)  Based on residence of borrower.

(2) Comprises Newfoundland and Labrador, Prince Edward Island, Nova Scotia and New Brunswick.

(3)  Comprises Manitoba, Saskatchewan and Alberta.
Comprises the following industries in 2003: commercial real estate of $1,777 million (2002 - $1,737 million; 2001 — $1,788 million), consumer goods of $1,777 million (2002 —
$1,583 million; 2001 - $1,665 million), industrial products of $952 million (2002 — $887 million; 2001 — $916 million), transportation and environment of $503 million (2002 —
$552 million; 2001 — $605 million), automotive of $462 million (2002 — $377 million; 2001 — $434 million), forest products of $298 million (2002 — $278 million; 2001 — $296 million),
energy of $137 million (2002 - $125 million; 2001 — $157 million), information technology of $113 million (2002 - $93 million; 2001 — $133 million), mining and metals of $65 million
(2002 - $69 million; 2001 - n.a.), financial services of $136 million (2002 — $132 million; 2001 — $96 million), media and cable of $81 million (2002 — $77 million; 2001 — $84 million),
telecommunications of $48 million (2002 — $34 million; 2001 — $45 million), and other of $3,356 million (2002 — $3,526 million; 2001 — $3,569 million).

(5)  Commencing in 2002, certain amounts were reclassified from the transportation and environment sector grouping to the automotive group.

(6) Includes cable loans of $236 million in Canada in 2003 (2002 - $267 million; 2001 — $330 million; 2000 — $262 million; 1999 — $169 million) and $432 million internationally in 2003
(2002 - $634 million; 2001 — $625 million; 2000 - $1,321 million; 1999 — $850 million).
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irV:IRB%W Nonaccrual loans

(C$ millions, except percentage amounts) 2003 2002 2001 2000 1999
Canada
Atlantic provinces (1) $ 81 $ 107 $ 124 $ 115 $ 77
Quebec 155 90 282 198 259
Ontario 348 471 621 572 438
Prairie provinces (2) 140 177 143 129 198
British Columbia 340 427 453 355 415
Total Canada 1,064 1,272 1,623 1,369 1,387
Consumer
Residential mortgage 110 102 142 185 173
Personal 213 275 310 247 236
323 377 452 432 409
Business and government
Small business (3) 169 205 261 248 232
Agriculture (3) 127 141 111 53 62
Commercial mortgages 24 17 22 16 25
Consumer goods 32 47 11 37 43
Commercial real estate 8 23 95 90 186
Energy 1 1 27 - 38
Automotive - 10 18 5 1
Industrial products 18 23 45 28 19
Transportation and environment 118 138 274 185 21
Forest products 169 199 195 184 233
Financial services 3 - 7 20 16
Media and cable 15 18 43 36 42
Mining and metals - - 1 - -
Telecommunication 8 20 - - 2
Information technology 17 6 11 8 13
Other 32 47 50 27 45
741 895 1,171 937 978
Total Canada 1,064 1,272 1,623 1,369 1,387
International
United States 361 584 626 145 41
Europe, Middle East and Africa 116 115 79 46 58
Caribbean 66 71 55 48 47
Latin America 109 217 14 9 10
Asia 1 3 14 33 127
Australia and New Zealand 28 26 23 - -
681 1,016 811 281 283
LDCs - - 31 28 34
Total international 681 1,016 842 309 317
Consumer
Residential mortgage 21 29 37 14 14
Personal 22 31 15 - -
43 60 52 14 14
Business and government
Consumer goods 16 10 19 2 18
Commercial real estate 65 75 81 4 5
Energy 239 242 3 14 23
Automotive 7 29 33 - 5
Industrial products 7 30 10 83 38
Transportation and environment 18 68 91 56 -
Financial services 42 77 83 41 89
Media and cable (4) 71 56 - - -
Mining and metals 57 128 40 11 11
Telecommunication - 77 272 - -
Information technology 11 48 76 - -
Other 105 116 82 84 114
638 956 790 295 303
Total international 681 1,016 842 309 317
Total (5), (6) $ 1,745 $ 2,288 $ 2,465 $ 1,678 $ 1,704

(1)  Comprises Newfoundland and Labrador, Prince Edward Island, Nova Scotia and New Brunswick.

(2) Comprises Manitoba, Saskatchewan and Alberta.

3) Includes government guaranteed portions of nonaccrual loans of $39 million in small business in 2003 (2002 — $64 million; 2001 — $95 million; 2000 — $101 million; 1999 — $79 million)
and $9 million in agriculture (2002 — $10 million; 2001 — $6 million; 2000 — $6 million; 1999 — $5 million).

(4)  Consists entirely of cable loans.

(5) Includes foreclosed assets of $34 million in 2003 (2002 — $32 million; 2001 — $37 million; 2000 — $16 million; 1999 — $26 million).

(6) Past due loans greater than 90 days not included in nonaccrual loans was $222 million in 2003 (2002 — $217 million; 2001 — $245 million).
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i V:INBPM Provision for credit losses

(C$ millions, except percentage amounts) 2003 2002 2001 2000 1999
Canada
Atlantic provinces (1) $ 46 59 $ 63 $ 58 $ 32
Quebec 77 (5) 43 22 71
Ontario 303 330 398 342 52
Prairie provinces (2) 55 86 81 64 95
British Columbia 40 59 104 40 192
Total Canada 521 529 689 526 442
Consumer
Residential mortgage 4 3 8 - 4
Personal 230 266 265 301 172
Credit card 152 135 125 102 55
386 404 398 403 231
Business and government
Small business 77 110 164 105 113
Agriculture (2) 22 20 4 2
Commercial mortgages 3) (5) 7 2 8
Consumer goods 2 19 2 7 11
Commercial real estate (14) (15) 15 (17) 9
Energy - 4 17 (8) 12
Automotive - - 17 - -
Industrial products 2 (7) 14 2 (10)
Transportation and environment 69 (19) 13 56 7
Forest products 13 4 7 (36) 81
Financial services (4) (27) (9) - 5
Media and cable 1 (7) 13 12 8
Mining and metals 1 (1) - (1) 1
Telecommunication (1) 59 - (1) (32)
Information technology 2 3 3 8 8
Other (8) (15) 8 (10) (12)
135 125 291 123 211
Total Canada 521 529 689 526 442
International
United States 108 440 377 99 45
Europe, Middle East and Africa 64 38 (1) 9) 21
Caribbean 8 6 (6) 3
Latin America 15 57 5 2 2
Asia (1) (10) (19) (50) 20
Australia and New Zealand - 5 4 - -
Total international 194 536 360 45 88
Consumer
Residential mortgage 4 7 - - 1
Personal 24 15 5 - -
Credit card 3 4 2 - -
31 26 7 - 1
Business and government
Consumer goods 8 (2) - (7) (10)
Commercial real estate 5 4 65 1 2
Energy 78 141 (8) (2) -
Automotive (1) 1 7 (8) (2)
Industrial products (1) 5 3 34 31
Transportation and environment 8 21 8 42 -
Financial services 3 21 3) (21) 2
Media and cable 26 - 3 -
Mining and metals 4 28 - 2 15
Telecommunication - 202 272 - -
Information technology 4) 41 7 - 3
Other 37 48 (1) 4 46
163 510 353 45 87
Total international 194 536 360 45 88
Allocated specific provision 715 1,065 1,049 571 530
Allocated general provision (3) 6 (22) 205 73 n.a.
Total allocated provision (3) 721 1,043 1,254 644 n.a.
Unallocated provision (3) (6) 22 (135) 47 n.a.
Total $ 715 1,065 $ 1,119 $ 691 $ 760

(1) Comprises Newfoundland and Labrador, Prince Edward Island, Nova Scotia and New Brunswick.

(2) Comprises Manitoba, Saskatchewan and Alberta.

(3)  The allocated general provision and the unallocated provision together totalled $230 million in 1999. This was not separated into the allocated general and unallocated components.
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IRl Allowance for credit losses

(C$ millions, except percentage amounts) 2003 2002 2001 2000 1999
Allowance at beginning of year $ 2,314 $ 2,392 $ 1,975 $ 1,900 $ 2,066
Provision for credit losses 715 1,065 1,119 691 760
Charge-offs
Canada
Residential mortgage (6) (11) (15) (11) (14)
Personal (345) (381) (394) (372) (236)
Credit card (188) (172) (169) (150) (65)
Business and government (218) (330) (296) (225) (524)
(757) (894) (874) (758) (839)
International
Residential mortgage 4) (1) (9) - -
Personal (28) (17) (7) - -
Credit card 4) (6) (2) - -
Business and government (183) (506) (233) (81) (229)
LDC exposures - (33) - - (4)
(219) (563) (251) (81) (233)
(976) (1,457) (1,125) (839) (1,072)
Recoveries
Canada
Residential mortgage - - - - 2
Personal 66 68 66 44 31
Credit card 36 37 44 48 10
Business and government 53 72 58 48 66
155 177 168 140 109
International
Personal 2 2 1 - -
Credit card 1 1 - - -
Business and government 12 18 16 22 5
15 21 17 22 5
170 198 185 162 114
Net charge-offs (806) (1,259) (940) (677) (958)
Acquisition of Admiralty Bancorp 8 - - - -
Acquisition of Eagle Bancshares, Inc. - 18 - - -
Acquisition of Centura Banks - - 157 - -
Adjustments (67) 98 81 61 32
Allowance at end of year $ 2,164 $ 2,314 $ 2,392 $ 1,975 $ 1,900
Allocation of allowance (1)
Canada
Residential mortgage $ 33 $ 35 $ 45 $ 46 $ 53
Personal 395 429 447 403 344
Credit card 147 147 147 88 60
Business and government 682 711 791 664 748
1,257 1,322 1,430 1,201 1,205
International
Residential mortgage 4 6 4 11 9
Personal 42 36 33 - -
Credit card 4 5 5 - -
Business and government 510 583 581 322 380
560 630 623 333 389
Allocated allowance for loan losses 1,817 1,952 2,053 1,534 1,594
Unallocated allowance for loan losses 238 251 225 337 290
Total allowance for loan losses 2,055 2,203 2,278 1,871 1,884
Allowance for off-balance sheet and other items (2) 109 109 109 98 -
Allowance for tax-exempt securities - 2 5 6 16
Total allowance for credit losses $ 2,164 $ 2,314 $ 2,392 $ 1,975 $ 1,900

(1) The allowance for loan losses includes an amount for the allocated general allowance, which has been allocated to loan categories. These amounts total $1,060 million (2002 — $1,060 million;
2001 - $1,076 million; 2000 — $765 million; 1999 — $790 million) and have been allocated as follows: for Canada - residential mortgage $21 million (2002 — $20 million; 2001 — $21 million;
2000 - $18 million; 1999 — $11 million), personal $266 million (2002 - $266 million; 2001 - $266 million; 2000 - $207 million; 1999 - $174 million), credit card $147 million (2002 —
$147 million; 2001 — $147 million; 2000 — $88 million; 1999 — $60 million), business and government $385 million (2002 — $386 million; 2001 — $385 million; 2000 — $321 million;
1999 - $370 million), and for International — residential mortgage $2 million (2002 - $3 million; 2001 — $2 million; 2000 and 1999 - nil), personal $33 million (2002 - $22 million; 2001 —
$26 million; 2000 and 1999 - nil), credit card $4 million (2002 — $5 million; 2001 — $5 million; 2000 and 1999 - nil), and business and government $202 million (2002 — $211 million;

2001 - $224 million; 2000 — $131 million; 1999 — $175 million).
(2)  Commencing in 2000, the allowance for off-balance sheet and other items was separated and reported under other liabilities. Previously, the amount was included in the allowance for

loan losses.

50 U.S. GAAP Royal Bank of Canada



Management’s discussion and analysis

W:INBY W Foreign outstandings ()

2003 2002 2001
% of total % of total % of total
(C$ millions, except percentage amounts) assets assets assets
United States — Banks $ 7,204 $ 5,838 $ 7,186
Government 7,970 3,257 3,834
Other 57,086 62,210 49,172
72,260 17.51% 71,305 18.67% 60,192 16.60%
Western Europe
United Kingdom — Banks 8,600 7,179 6,275
Government 512 295 153
Other 9,141 5,719 5,256
18,253 4.42 13,193 3.45 11,684 3.22
France — Banks 4,073 2,061 2,378
Government 166 86 68
Other 678 831 1,176
4,917 1.19 2,978 .78 3,622 1.00
Germany — Banks 5,974 5,344 5,952
Government 1,309 318 173
Other 385 381 559
7,668 1.86 6,043 1.58 6,684 1.84
Netherlands 2,458 .60 2,271 .59 2,218 .61
Switzerland 763 .18 1,714 .45 1,362 .38
Other 5,223 1.27 5,658 1.48 5,244 1.45
39,282 9.52 31,857 8.33 30,814 8.50
Central/Eastern Europe, Middle East and Africa 198 .05 247 .06 469 .13
Latin America
Argentina 87 .02 146 .04 193 .05
Brazil 33 .01 38 .01 71 .02
Chile 385 .09 800 .21 836 .23
Mexico 318 .08 493 .13 696 .19
Other 42 .01 42 .01 174 .05
865 .21 1,519 .40 1,970 .54
Caribbean
Bahamas 1,255 .30 1,453 .38 1,520 42
Other 1,437 .35 485 .13 1,902 .52
2,692 .65 1,938 .51 3,422 .94
Asia
Japan - Banks 428 321 53
Government 4,263 2,426 1,663
Other 92 64 988
4,783 1.16 2,811 74 2,704 .75
Singapore 289 .07 229 .06 217 .06
South Korea 389 .09 405 11 449 .12
Other 330 .08 38 .01 145 .04
5,791 1.40 3,483 .92 3,515 .97
Australia and New Zealand 2,425 .59 2,842 74 2,335 .65
Allowance for loan losses (2) (678) (.16) (760) (.20) (728) (.20)
Total $ 122,835 29.77% $ 112,431 29.43% $ 101,989 28.13%

(1) Includes contractual amounts with clients in a foreign country related to: loans, accrued interest, acceptances, interest-bearing deposits with 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)  Includes the international component of the allocated specific, allocated general and unallocated allowance. For years prior to 2002, the allowance for loan losses also includes the allocated
country risk allowance.
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U.S. loans and acceptances and loan quality information 1)

Loan balances

Nonaccrual loans

Provision for credit losses

(C$ millions) 2003 2002 2001 2000 2003 2002 2001 2000 2003 2002 2001 2000
Consumer
Residential mortgage $ 4,09 |$ 4353 $ 2666 $ 845 $ 7% 16 $ 24 $ - $ 3% 7% 8 $ -
Personal 5,015 5,269 4,621 78 22 31 15 - 24 15 5 -
Credit card 107 125 128 - - - - - 3 4 2 -
9,218 9,747 7,415 923 29 47 39 - 30 26 15 -
Business and government loans
and acceptances
Consumer goods 816 958 1,172 435 16 10 9 - 8 4 2 -
Commercial real estate 5,480 4,531 3,773 44 65 75 81 4 5 5 66 2
Energy 1,200 2,680 1,613 1,582 114 95 - - 16 107 - -
Government 100 19 23 - - - - - - - - -
Automotive 318 409 408 221 7 29 33 - (1) 1 6 -
Industrial products 449 974 1,513 1,107 5 30 8 68 (1) 8 3 40
Transportation and environment 350 484 788 469 9 36 48 56 7 5 (4) 42
Forest products 123 223 98 181 - - - - - - - -
Financial services 3,011 3,770 4,104 4,521 9 46 30 - - 11 7 -
Media and cable (2) 854 1,107 1,038 1,782 44 56 - - 12 - 3 -
Mining and metals 91 70 45 104 - - - - - - - -
Telecommunication 315 689 835 1,131 - 77 272 - - 202 272 -
Information technology 81 177 299 374 11 48 76 - 4 41 7 -
Other 2,745 3,354 2,820 541 52 35 30 17 36 30 - 15
15,933 19,445 18,529 12,492 332 537 587 145 78 414 362 99
$ 25151|$ 29,192 $ 25944 $ 13,415 $ 361 $ 584 $ 626 $ 145 $ 108 |$ 440 $ 377 % 99
(1)  Based on residence of the borrower.
(2)  Includes cable loans of $357 million (2002 — $522 million; 2001 — $455 million; 2000 — $1,162 million) and gross nonaccrual cable loans of $44 million (2002 — $56 million).
IR EN Risk profile
(C$ millions, except percentage amounts) 2003 2002 2001 2000 1999
Percentage of loans and acceptances to total loans and acceptances
Canada (1)
Residential mortgage 41% 38% 35% 37% 38%
Personal 16 14 15 16 16
Credit card 3 3 2 3 2
Business and government 18 21 24 28 28
78 76 76 84 84
International 22 24 24 16 16
Total 100% 100% 100% 100% 100%
Nonaccrual loans
Beginning of year $ 2,288 2,465 $ 1,678 $ 1,704 $ 2,001
Net additions 433 1,280 1,912 813 743
Charge-offs and adjustments (976) (1,457) (1,125) (839) (1,040)
End of year $ 1,745 2,288 $ 2,465 $ 1,678 $ 1,704
As a % of related loans and acceptances
Canada (1)
Residential mortgage .15% .15% .22% .30% .30%
Personal .75 1.06 1.14 91 .97
Business and government 2.26 2.36 2.75 1.97 2.24
.76 .93 1.18 .97 1.07
International 1.76 2.34 1.95 1.15 1.28
Total .98% 1.27% 1.36% 1.00% 1.11%
Allowance for credit losses
Allocated specific $ 757 894 $ 951 $ 747 $ 786
Allocated country risk - - 31 28 34
Allocated general (3) 1,169 1,169 1,185 863 790
Total allocated 1,926 2,063 2,167 1,638 1,610
Unallocated 238 251 225 337 290
Total $ 2,164 2,314 $ 2,392 $ 1,975 $ 1,900
As a % of loans and acceptances 1.2% 1.2% 1.3% 1.1% 1.2%
As a % of loans, acceptances and reverse repurchase agreements 1.0% 1.0% 1.0% 1.0% 1.1%
As a % of nonaccrual loans (coverage ratio), excluding LDCs 118% 96% 93% 112% 112%
Provision for credit losses
Allocated specific $ 715 1,065 $ 1,049 $ 571 $ 530
Allocated general (2) 6 (22) 205 73 n.a.
Total allocated 721 1,043 1,254 644 n.a.
Unallocated (2) (6) 22 (135) 47 n.a.
Total $ 715 1,065 $ 1,119 $ 691 $ 760
Credit derivative gains (14) (115) - - -
Credit derivative losses - 69 - - -
Total provision net of credit derivative gains/losses $ 701 1,019 $ 1,119 $ 691 $ 760
Allocated specific provision as a % of average loans, acceptances and
reverse repurchase agreements .33% .50% 52% 31% .30%
Provision as a % of average loans, acceptances and reverse repurchase agreements .33 .50 .65 .38 43
Allocated specific provision net of credit derivative gains/losses as a % of average loans,
acceptances and reverse repurchase agreements .32 .48 - - -
As a % of related average loans and acceptances
Canada
Residential mortgage .01% % .01% % .01%
Personal .85 1.00 .94 1.12 71
Credit card 2.92 3.10 2.73 2.87 2.39
Business and government .39 .32 .67 .28 49
.38 .39 .50 .39 .35
International .47 1.28 1.08 .18 .31
Total allocated specific provision 40% .60% 61% .36% .34%
Total provision for credit losses .40 .60 .65 .43 .49
Net charge-offs (excluding LDCs) as a % of average loans and acceptances .45% .69% .55% A2% 61%
Net charge-offs as a % of average loans and acceptances .45% 71% .55% A2% .62%

(1) Loans and acceptances in Canada include all loans and acceptances booked in Canada, regardless of the currency or residence of the borrower.
(2)  The allocated general provision and the unallocated provision totalled $230 million in 1999. These were not separated into the allocated general and unallocated components.
(3) Includes the allowance for off-balance sheet and other items.
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Risk management

Overview

The mission of the risk management function is to build shareholder

value through leadership in the strategic management of risk. Strategic

priorities are to:

. Ensure alignment of risk appetite and business strategies

e  Attract, develop and retain high-performing risk management
professionals

. Enhance communication on risk and risk appetite throughout
the organization

. Invest in capabilities to better measure, understand and manage risk

e  Strengthen the efficiency, accessibility and responsiveness of key
risk processes and practices

Risk Pyramid

Systemic

Regulatory

Competitive & Legal

Strategic

Reputational

Credit Market Liquidity Insurance Operational

The Risk Pyramid: An organizational perspective
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|

[ [ 1
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Business Segments
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Management’s discussion and analysis

Our business activities expose us to the risks outlined in the risk pyramid
below. We use the risk pyramid as a tool to identify and assess risk across
the organization. Risks are shown within the pyramid according to the
level of control and influence that we can exert to mitigate or manage
each specific risk type.

Controllable risks

e Credit risk is the risk of loss due to a counterparty’s inability to ful-
fill its payment obligations. It also refers to a loss in market value
due to the deterioration of a counterparty’s financial position.
A counterparty may be an issuer, debtor, borrower, policyholder,
reinsurer or guarantor.

. Market risk is the risk of loss that results from changes in interest
rates, foreign exchange rates, equity prices and commodity prices.

e  Liquidity risk is the risk that we are unable to generate or obtain
sufficient cash or equivalents on a cost-effective basis to meet our
commitments as they fall due.

. Insurance risk relative to our insurance platform, is the risk inher-
ent in the development, issuance and administration of insurance
policies, and includes product design and pricing risk, claims
administration risk, underwriting risk and liability risk.

e  Operational risk is the risk of direct or indirect loss resulting from
inadequate or failed processes, technology, human performance or
external events. The impact of operational risk can be financial loss,
loss of reputation, loss of competitive position, poor client service
and resulting legal or regulatory proceedings.

An organizational perspective

The cornerstone of effective risk management is a strong risk manage-
ment culture, supported by numerous strategy and policy development
processes, run jointly by risk management professionals and the business
segments. This partnership is designed to ensure strategic alignment of
business, risk and resource issues.

Risk management professionals work in partnership with the busi-
ness segment and functional units to identify risks, which are then
measured, monitored and managed. In line with our group-wide portfolio
management approach, portfolio analysis techniques are employed in an
effort to optimize the risk-reward profile and ensure the efficient and
appropriate attribution of capital.

A structure of management and board committees provides over-
sight of the risk management process.
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The Board of Directors and Group Risk Committee

The top level of the organizational perspective risk pyramid on page 53
comprises the Board of Directors, the Conduct Review and Risk Policy
Committee and Group Risk Committee.

Key responsibilities are to:

e  Shape, influence and communicate the organization’s risk culture

o Determine and communicate the organization’s risk appetite

. Define the organizational structure for Group Risk Management

. Review and approve policies for controlling risk

. Review and monitor the major risks being assumed by, or facing,
the organization and provide direction as required

. Ensure there are sufficient and appropriate risk management
resources across the organization to protect against the risks
being taken

Risk management

The middle level of the organizational perspective risk pyramid com-
prises the Chief Risk Officer, Group Risk Management and the various
Risk Committees. The Risk Committees include the Asset/Liability
Committee, U.S. Corporate Governance Committee, Ethics and Compli-
ance Committee, Risk Management Committee and other committees
responsible for areas such as interest rate risk and trading risk. To
address the increasing complexity of products in the marketplace, New
Business Committees were established in 2003 in London, New York
and Toronto to provide risk oversight of all new business initiatives in
RBC Capital Markets.

Key responsibilities of the Chief Risk Officer, Group Risk Management

and the various Risk Committees are to:

. Implement and maintain an integrated enterprise-wide risk mea-
surement, management and reporting framework

o Establish a comprehensive risk assessment and approval process
including enterprise-wide policies and procedures

. Establish guidelines and risk limits to ensure appropriate risk diver-
sification and optimization of risk-return on both a portfolio and
transactional basis

e  Advise the board and executive management of major risks being
assumed by, or facing, the organization

. Partner with the business segments to identify, understand, mea-
sure, mitigate and monitor the risks being taken

Economic Capital

Economic Capital (EC) is an estimate of the amount of common equity
required to underpin risks. It is calculated by estimating the level of cap-
ital that is necessary to cover risks consistent with our desired solvency
standard and AA debt rating. EC analysis is intended to represent the
shareholder’s perspective and drives the optimization of shareholder
returns. Calculation of EC involves a number of assumptions and judg-
ments, and changes to them may result in materially different amounts
of EC being computed. Capital attribution methodologies are continually
monitored to ensure risks are being consistently quantified utilizing all
available information. Periodically, enhancements are made to these
methodologies with the changes applied prospectively.

EC is attributed to our business segments to provide directly com-
parable performance measurements for each of our business activities
and to assist senior management in strategic planning, resource alloca-
tion and performance measurement.

EC is calculated for eight distinct risk types. Credit, market, insur-
ance and operational risk are detailed in the following sections. Business
risk is the risk of loss due to variances in volumes, prices and costs
caused by competitive forces, regulatory changes, and reputational and
strategic risks. Goodwill and intangibles, and fixed asset risks are defined
as the risk that the value of these assets will be less than their net book
value at a future date.
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The total required economic capital takes into account the diversifi-
cation benefits between and within risk categories and lines of business.
These diversification benefits are passed on to our businesses and are
reflected in the EC levels used in their ROE calculations.

The following chart represents the proportionate EC levels by risk
type for fiscal 2003. Over the past three years there has been a shift of
economic capital from credit risk to goodwill and intangibles risk, which
is consistent with our strategies of reducing non-core lending exposures,
and our expansion in the U.S.

Economic Capital by risk type

B 35% Credit risk

[ 28% Goodwill and intangibles risk
[ 12% Operational risk

[0 8% Business risk

[0 7% Non-trading market risk

O 4% Insurance risk

[ 3% Fixed asset risk

[l 3% Trading market risk

The following sections discuss how we manage the major controllable risks,
which include credit, market, liquidity, insurance and operational risk.

Credit risk
Our approach to credit risk management preserves the independence
and integrity of risk assessment while being integrated into the portfolio
management processes. Policies and procedures, which are communi-
cated throughout the organization, guide the day-to-day management of
credit risk exposure and are an essential part of our business culture.
The goal of credit risk management is to evaluate and manage credit risk
in order to further enhance our strong credit culture.

We manage credit risk directly through key control processes, risk
measurements used by management to monitor performance and
through the use of certain risk mitigation strategies.

Key control processes

Credit scoring models are used for underwriting and ongoing monitoring
of consumer and certain small business credit. Applicant scoring is used
for underwriting purposes and utilizes established statistical methods of
analyzing applicant characteristics and past performance to determine
the probability of the risk for future credit performance. Behavioural
scoring is used for ongoing management of booked accounts and utilizes
statistical techniques that capture past performance to predict future
behaviour of existing accounts. Both applicant and behavioural scores use
customer centric scoring models which consider the strength of the entire
client relationship, utilizing certain variables, to predict future behaviour.

For commercial and corporate clients, we assign an internal risk rat-
ing based on a detailed review of the borrower. This examination
considers industry sector trends, market competitiveness, overall com-
pany strategy, financial strength, access to funds, financial management
and any other risks facing the organization. Our rating system is based on
a 22-point scale. The internal risk ratings are assessed and updated on a
regular basis.

In addition to control processes for credit granting and ongoing
monitoring, we have established risk limits in place to ensure that we do
not become over-exposed to any one borrower or family of related bor-
rowers, industry sector or geographic area.



Risk measurements

Credit risk is monitored on an ongoing basis with formal monthly and
quarterly reporting to ensure our senior management is aware of shifts in
loan quality and portfolio performance. The three critical components
of this reporting framework are a dashboard for consumer and small
business lending, and classification reporting and expected loss monitor-
ing on the commercial and corporate lending portfolios.

The dashboard is a monthly reporting mechanism in place for all
consumer and small business loan portfolios. The performance of each
portfolio is assessed against various risk/reward measures and assigned
one of the following ratings — concern, monitor or good. At year-end, port-
folios representing approximately 3% of consumer and small business
loans outstanding at October 31, 2003, were rated as concern. To moni-
tor any shifts in portfolio quality, further assessment criteria are applied
to each portfolio to generate one of the following portfolio quality trend
indicators — declining, stable or improving. At year-end, most portfolios
reflected a stable or improving portfolio quality trend, including the port-
folios classified as concern from a risk-reward perspective.

Classification reporting is an ongoing process in place to ensure
that Account and Risk Managers are effective in early problem recogni-
tion on commercial and corporate lending. Once any sign of weakness is
identified or concern is raised, the exposure is classified as Especially
Mentioned, Substandard, Doubtful or Loss. Total classified outstanding
loans decreased by $2.2 billion from a year ago to $3.9 billion at
October 31, 2003.

In addition, current one-year expected losses on our commercial
and corporate loan portfolio provides a good indicator of asset quality
trends. Expected loss is compared to long-term or through-the-cycle
expected losses to assess where we are in the credit cycle.

Risk mitigation

To respond proactively to credit deterioration and to mitigate risk, a
problem loan workout group with specialized expertise handles the man-
agement and collection of nonaccrual loans and certain accrual loans.

Portfolio diversification remains the cornerstone of our risk mitiga-
tion activities, and as a result, our credit policies and limits are structured
to ensure we are not overexposed to any given client, industry sector or
geographic area.

To avoid excessive losses resulting from a particular counterparty
being unable to fulfill its payment obligations, single-name limits are in
place, with the limit set based on the applicable risk rating. In certain
cases loans are syndicated in order to reduce overall exposure to a sin-
gle name.

Limits are also in place to manage exposure to any particular country
or sector. Each country and sector is assigned a risk rating. This risk rating
considers factors common to all entities in a given country or sector yet
outside the control of any individual entity. Limits are determined based on
the risk rating along with our overall risk appetite and business strategy.

To mitigate risk on portions of our portfolio, we enter into credit
derivative contracts. As at October 31, 2003, credit mitigation was in
place to cover $.7 billion in corporate credit exposure, down from $1 bil-
lion as at October 31, 2002, reflecting overall improvements in asset
quality which resulted in a lower need for protection.

Loan sales are also used to manage risk. We seek to identify and
sell loans we have made to borrowers whose risk/reward profiles and bor-
rower ratings no longer satisfy our requirements. Loan sales totalled
approximately $.5 billion in 2003.

Market risk

Market risk is the risk of loss that results from changes in interest rates,
foreign exchange rates, equity prices and commodity prices. The level
of market risk to which we are exposed varies depending on market condi-
tions, expectations of future price and market movements and the
composition of our trading portfolio. We establish risk management policies
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and limits for our trading and asset/liability management activities that
allow us to monitor and control our exposure to market risk resulting from
these activities.

We conduct trading activities over-the-counter and on exchanges in
the spot, forward, futures and options markets, and we also participate in
structured derivative transactions. Market risks associated with trading
activities are a result of market-making, positioning and sales and arbi-
trage activities in the interest rate, foreign exchange, equity, commodities
and credit markets. Our trading operation primarily acts as a market
maker, executing transactions that meet the financial requirements of
our clients and transferring the market risks to the broad financial mar-
ket. We also act as principal and take proprietary market risk positions
within the authorizations granted by the Board of Directors.

The trading book consists of positions that are held for short-term
resale, taken on with the intent of benefiting in the short term from
actual and/or expected differences between their buying and selling
prices or to lock in arbitrage profits.

Interest rate risk

Interest rate risk is the potential adverse impact on our earnings and eco-
nomic value due to changes in interest rates. Most of our holdings in
financial instruments result in exposure to interest rate risk.

Credit spread risk and debt specific risk

Credit spread and debt specific risk are the potential adverse impact on
our earnings and economic value due to changes in the creditworthiness
and credit rating of issuers of bonds and money market instruments, or
the names underlying credit derivatives. We are exposed to credit spread
risk and debt specific risk through our positions in bonds, money market
instruments and credit derivatives.

Foreign exchange rate risk

Foreign exchange rate risk is the potential adverse impact on our earn-
ings and economic value due to currency rate movements and
volatilities. In our proprietary positions, we hold risk in both the spot and
forward foreign exchange markets and in the derivatives market.

Equity risk

Equity risk is the potential adverse impact on our earnings due to move-
ments in individual equity prices or general movements in the level of
the stock market. We are exposed to equity risk from the buying and sell-
ing of equities as a principal in our investment banking activities. Equity
risk also results from our trading activities, including the offering of
tailored equity derivative products to clients, arbitrage trading and pro-
prietary trading.

Monitoring market risk

A comprehensive risk policy framework governs trading-related risks and
activities and provides guidance to trading management, middle office/
compliance functions and operation areas. We employ an extensive set of
principles, rules, controls and limits, which we believe conform to indus-
try best practice. This market risk management framework is designed to
ensure that an appropriate diversification of risks is adopted on a global
basis. Group Risk Management (GRM) — Market Risk is a corporate func-
tion that is independent of the trading operations and it is responsible for
the daily monitoring of global trading risk exposures via risk measures
such as VAR, sensitivity analysis and stress testing. GRM uses these risk
measures to assess global risk-return trends and to alert senior manage-
ment of adverse trends or positions. These risk measures are reported on
a daily basis to senior management. The senior management of RBC
Capital Markets and senior executives within GRM review trends in mar-
ket risk on a weekly basis. Trends in market risk are reported to the
Group Risk Committee and the Conduct Review and Risk Policy
Committee on a quarterly basis.
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Market risk measures — Trading activities 1)
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VAR is an industry standard measure of market risk and is a determinant
of minimum regulatory capital requirement. Our VAR model uses statisti-
cal models, historical market price information and credit migration
statistics to estimate within a given level of confidence the maximum
loss in market value that we would experience in our trading portfolios
from an adverse movement in market rates, prices or issuer ratings. Our
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. We use
a combination of historical simulation of the previous 500 trading days
and Monte Carlo event generation for migration and default events to
determine VAR for our trading portfolio.

In addition to VAR, extensive sensitivity analysis and stress testing
are performed, monitored and reported on a daily basis as a supplemen-
tary control on our market risk exposure. Sensitivity analysis is used to
measure the impact of small changes in individual risk factors such as
interest rates and foreign exchange rates and are designed to isolate and
quantify exposure to the underlying risk factors that affect option prices.
Stress testing measures the impact of extreme market movements and is
intended to alert senior management of the exposure to potential politi-
cal, economic or other disruptive events.

The year-end, high, average and low VAR by major risk category for
our combined trading activities for the years ended October 31, 2003
and 2002 are shown in Table 19 above. The table also shows our 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 our trading portfolio. As
the table illustrates, the average global VAR in 2003 was $13 million,
compared to $11 million in 2002. The largest contributor to VAR is the
interest rate product class. The VAR associated with this product class
captures the interest rate risk, credit spread risk and default risk associ-
ated with money market, fixed income, and fixed income derivatives
trading. Risk in newer products not yet captured within our VAR calculation
is measured by other sensitivity and stress scenarios appropriate for
the products.

The graph on this page, top right compares the global trading VAR
amounts to the relevant daily net trading revenue for the year ended
October 31, 2003. During fiscal 2003, we experienced eight days of net
trading losses, and net trading losses in any single day did not exceed
the VAR estimate for that day. The breadth of our trading activities is
designed to diversify market risk to any particular strategy, and to reduce
trading revenue volatility.

Back-testing against hypothetical profit and loss is used to monitor
the statistical validity of VAR models. Actual one-day changes in market
rates and prices as well as actual 10-day changes in issuer ratings are used
to calculate hypothetical profit and loss on a given portfolio for a particular
date if the end of day portfolio was held constant during the period.
Back-testing is performed daily across all trading portfolios. In fiscal 2003,
there were no instances of the hypothetical net loss exceeding the VAR.
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Amounts are presented on a pre-tax basis and represent one-day VAR at a 99% confidence level.
Global VAR reflects the correlation effect from each of the risk categories through diversification.
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Liquidity risk

The objective of liquidity management is to ensure we have the ability
to generate or obtain sufficient cash or its equivalents on a timely and
cost-effective basis to meet our commitments as they fall due. The man-
agement of liquidity risk is crucial to protecting our capital, maintaining
market confidence and ensuring that we can expand into profitable busi-
ness opportunities.

Liquidity risk is managed dynamically, and exposures are continually
measured, monitored and mitigated. We have developed and imple-
mented a comprehensive liquidity management framework comprising
policies, procedures, methodologies and measurements.

For further information on liquidity see the Liquidity management
section on page 62.

Insurance risk

The Insurance business contains elements of credit, market and opera-
tional risk, and it also subjects us to product design and pricing risk,
claims administration risk, underwriting risk and liability risk.

The process of designing and pricing products includes the estima-
tion of many factors including future investment yields, claims
experience, expenses, policy lapse rates and taxes. Product design and
pricing risk is the risk that actual experience will not match the assump-
tions made at the time pricing was determined and, as a result, financial
losses will occur.

This risk is managed through detailed experience studies to support
pricing assumptions and independent verification of scenario testing by
our actuaries. In addition a portion of the policy benefit liabilities held on
the balance sheet provides for misestimation and deterioration of
assumptions from those assumed in the pricing. Claims experience risk
in relation to estimates of future mortality and morbidity can also be mit-
igated through reinsurance.

Claims administration risk is the exposure to higher than expected
claims due to administrative practices in settling claims. Policies and
procedures are in place designed to ensure that trained staff properly
handle claims. There are approval limits in place to ensure that large-
dollar claims are handled and reviewed by more senior staff.

Underwriting risk is the risk of exposure to financial losses resulting
from the inappropriate selection and acceptance of the risks to be
insured. Establishing policy retention limits that vary by market and geo-
graphic location or having property and casualty catastrophe reinsurance,
mitigates exposure to large claims.

Liability risk is the risk that attributes of a specific type of risk are
misunderstood and improperly quantified, resulting in the liabilities
established for this type of risk being inadequate. Actuaries review the
assumptions used in the calculation of policy benefit liabilities on a
quarterly basis to reduce our exposure to this type of risk.

The overall insurance risks assumed are dependent on our ability to
reprice the contracts. For property and casualty insurance risks (mainly
travel, home & auto) and group life insurance, the price charged for cover-
age is guaranteed for relatively short periods (up to a year). For most
individual life insurance, the price charged for coverage can be guaranteed
for periods of several years and there is greater insurance risk as a result.

To measure and report on risk, each business/product line is classi-
fied as concern, monitor, or good. This classification is based on a review
of solvency ratios, claim ratios, the combined (profitability) ratio and lia-
bilities. At the end of 2003, all business/product lines were classified as
monitor or good.

Operational risk

Operational risk is the risk of direct or indirect loss resulting from inade-
quate or failed processes, technology, human performance or from
external events. We endeavour to minimize operational losses by ensur-
ing that effective infrastructure, controls, systems and individuals are in
place throughout our organization. We employ professionals who are
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proactive in developing and implementing new methodologies for the
identification, assessment and management of operational risk.

To monitor and mitigate operational risks in the organization, we
have developed and are in the process of implementing the Risk and
Control Self-Assessment process and the Loss Event Database, both
enterprise-wide initiatives.

Risk and Control Self-Assessment (RCSA)
RCSA is a formal process established to identify, document, assess and
manage our operational risks. Each business segment and functional
unit is divided into its component activities, which become entities to be
assessed. Each entity completes a self-assessment, usually in a cross-
functional workshop setting, to determine key risks, mitigating controls,
the potential impact should a problem occur, the likelihood of a problem
occurring, and the acceptability of the residual exposure. Where residual
exposure is deemed unacceptable, the group will identify root causes
and agree on an action plan and timeline. The findings of the various
RCSAs conducted are documented, aggregated, analyzed and reported
on a group-wide basis.

At October 31, 2003, RCSAs had been completed on approximately
30% of the entities deemed to be medium-to-high priority. It is expected
that all risk assessments for this group will be completed by mid-2005.

Loss Event Database (LED)

The LED is a centralized database designed to capture information per-
taining to operational losses, with more detailed information collected
for losses exceeding $25,000. The losses tracked are mapped to the
entities identified in the RCSA process. Information such as the fre-
quency, severity and nature of operational losses is captured. This data
capture allows for analysis at the business segment and enterprise level
and leads to a better understanding of the root causes of operational
losses and improved risk mitigation strategies. Based on data collected
to date, we have determined that the most frequent losses relate to
process risk where there is a failure in the transaction processes in high-
volume environments.

Ongoing developments

While operational risk is not a new risk, increased focus and renewed
rigour in its management are evident throughout the industry, be it with
respect to capital reform or changing expectations for managing and
reporting this risk. The RCSA and LED initiatives outlined above are key
to our strategies for effectively managing operational risk, while research
and development efforts will continue in the areas of quantification
methodologies, scenario analysis and key risk indicators as we strive to
stay at the forefront of operational risk management best practices.

Changing regulatory landscape

As a globally active, diversified financial services company, we fall within
the purview of multiple regulatory bodies in different jurisdictions, geo-
graphic locations and business lines. There is also continued expansion
in regulatory interest and expectations with respect to areas such as cap-
ital, risk management, corporate governance, reporting and disclosure.
Some of the more visible of these are the capital reform efforts of the
Basel Committee, the disclosure and certification requirements under
the Sarbanes-Oxley Act of 2002 in the U.S., anti-money laundering
requirements, and updated standards for sound business and financial
practices from the Canada Deposit Insurance Corporation. Key to
addressing this changing regulatory landscape effectively are ongoing
assessments of how the requirements of multiple regulators overlap, and
an integrated, coordinated approach to evaluating how the practices sup-
porting our sound and prudent management measure up against evolving
regulatory requirements. Wherever possible, we base compliance on
existing sound and prudent practices, and endeavour to meet multiple
regulatory requirements concurrently.
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Financial priority: Balance sheet and capital management

Highlights

e Consumer loans up 7%

e Deposits up 6%

¢ Internally generated capital of $1.8 billion
e (apital ratios stronger

e Common share repurchases of $852 million

e $900 million of Innovative Tier 1 capital, Trust Capital Securities — Series 2013 issued
e First Preferred Shares Series J redeemed for $300 million
e US$ First Preferred Shares Series K redeemed for US$250 million

Total assets were $412.6 billion at October 31, 2003, up $30.6 billion
or 8% from October 31, 2002.

Securities were up $21.4 billion or 22% from a year ago reflecting an
increase in trading account securities of $11.5 billion due to increased
trading activity and an increase of $9.9 billion in available for sale securi-
ties primarily due to redeployment of funds to higher-yielding investments.

Loans (before allowance for loan losses) were up $1.0 billion or 1%.
Consumer loans (residential mortgage, personal and credit card loans)
were up $7.9 billion or 7%, with residential mortgages up $6.0 billion or
8% (after $4.1 billion of securitizations during the year), personal loans
up $2.0 billion or 6% and credit card balances down $.1 billion or 2%
(after $1.0 billion of securitizations during the year). Business and gov-
ernment loans were down, reflecting our deliberate effort to reduce the size
of our corporate loan portfolio and a reduction in the demand for credit.

Other assets were up $11.3 billion to $71.5 billion. This reflected a
$7.0 billion increase in other — other assets (due to increases in collateral
received in connection with securities lending and borrowing activities
and the volume of securities sold pending settlement) and a $5.4 billion
increase in the fair value of our foreign exchange derivative-related
amounts. Other — other assets includes $425 million (US$322 million)
of receivables due from Cooperatieve Centrale Raiffeisen-Boerenleenbank
B.A. (Rabobank), relating to a derivative contract that is the subject of
litigation with Rabobank, as discussed in Note 20 to the financial state-
ments on page 94. This amount is net of a settlement we received in the
fourth quarter, valued at approximately US$195 million plus interest,
which was in accordance with the terms of a settlement agreement with
Enron Corporation, the Enron Creditors’ Committee and Rabobank. The
settlement received has reduced the amount owing by Rabobank but did

Capital ratios
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not otherwise affect the ongoing litigation with Rabobank. Management
expects to recover the amount owing from Rabobank in its entirety, and
accordingly a provision for loss has not been recorded.

Deposits were $260.5 billion, up $15.5 billion or 6% from October 31,
2002. Interest-bearing deposits were up $14.1 billion or 6% and non-
interest-bearing deposits up $1.4 billion or 5%. Personal deposits were
up $4.8 billion, business and government deposits up $10.2 billion and
bank deposits were up $.5 billion. Further details on deposits are pro-
vided in Note 10 on page 84.

The fair values of loans and deposits differ from their respective
book values due to changes in the level of interest rates and changes in
credit status. The estimated fair value of loans due from clients
exceeded book values by $1.8 billion at October 31, 2003, and $2.2 bil-
lion at October 31, 2002. The estimated fair value of deposits owed to
clients exceeded book value by $1.3 billion at October 31, 2003, and
$1.5 billion at October 31, 2002. The net amount of the fair value
excess of loans due from clients and the fair value excess of deposits due
to clients was $498 million at October 31, 2003, as shown in Note 23
on page 97. The estimated fair values of loans and deposits were in
excess of their book values largely due to a decline in interest rates.

Other liabilities increased $16.1 billion to $125.9 billion. The growth
was largely due to a $5.7 billion increase in derivative-related amounts,
a $4.8 billion increase in obligations related to securities sold short, and
a $3.9 billion increase in insurance claims and policy benefit liabilities
largely due to the acquisition of Business Men's Assurance Company of
America by RBC Liberty Insurance in May 2003.

Subordinated debentures (subordinated indebtedness) decreased by
$379 million to $6.6 billion.

Non-controlling interest in subsidiaries consists primarily of RBC Capital
Trust, a closed-end trust, which has $1.4 billion of transferable trust
units (RBC TruCS) outstanding. The RBC TruCS are included in Tier 1 cap-
ital under guidelines issued by OSFI.

Shareholders’ equity was $18.1 billion at October 31, 2003, down
$638 million from a year ago reflecting $634 million of preferred share
redemptions. A $1.1 billion increase in retained earnings was offset by a
$1.1 billion decline in accumulated other comprehensive income. The
decline was primarily due to an $839 million increase in unrealized for-
eign currency translation losses net of hedging activities. We also
recognized in other comprehensive income an additional pension obliga-
tion of $197 million, net of related income taxes, primarily due to the
fair value of plan assets being less than the accumulated benefit obliga-
tion for certain plans this year.



We fund pension plans in compliance with applicable legislative
and regulatory requirements, which require funding when there is a
deficit on an actuarial funding basis. Different assumptions and methods
are prescribed for regulatory funding purposes versus accounting purposes.
This year we contributed $737 million to pension plans, fully funding them
for regulatory purposes. Note 17 on page 90 describes the funding position
for accounting purposes and the sensitivity of key assumptions.

Capital management

Capital management requires balancing the desire to maintain strong
capital ratios and high debt ratings with the need to provide competitive
returns to shareholders. In striving to achieve this balance, we consider
expected levels of risk-adjusted assets and balance sheet assets, our
future investment plans, and the costs and terms of current and poten-
tial capital issuances.

We are committed to maintaining strong capital ratios through
internal capital generation, the issuance of capital instruments when
appropriate, and controlled growth in assets. During 2003, we achieved
strong levels of internal capital generation notwithstanding the weak cap-
ital markets environment during the first six months of the fiscal year.
The weak market environment and planned reductions of corporate loans
also contributed to slower growth in risk-adjusted assets, which enabled
us to continue repurchasing shares and redeeming some of our outstanding
capital instruments, replacing them partly with more cost-effective
Innovative Tier 1 capital. Our debt ratings continue to favourably impact
our ability to raise capital at competitive prices.
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Capital management activity

In 2003, we repurchased 14.5 million common shares, of which
8.6 million shares were repurchased for $502 million under a normal
course issuer bid that expired in June 2003; and 5.9 million shares were
repurchased for $350 million under a normal course issuer bid that
allows for the repurchase of up to 25 million common shares, represent-
ing approximately 3.8% of outstanding common shares, between June 24,
2003, and June 23, 2004. In total, during 2003, we spent $852 million
to repurchase our common shares and issued 5.3 million common
shares for $183 million in connection with the exercise of employee
stock options.

On July 23, 2003, RBC Capital Trust 1l, an SPE and open-end trust
we sponsor, issued $900 million of Innovative Tier 1 capital, Trust
Capital Securities — Series 2013 (RBC TruCS — Series 2013).

In May 2003, we redeemed $300 million of First Preferred Shares
Series J, and US$250 million of First Preferred Shares Series K, both of
which were included in our Tier 1 capital.

In September 2003, we redeemed $100 million of subordinated
debentures.

Regulatory capital

Capital levels for Canadian banks are regulated pursuant to guidelines
issued by OSFI, based on standards issued by the Bank for International
Settlements. Regulatory capital is allocated into two tiers. Tier 1 capital
comprises the more permanent components of capital. The components
of Tier 1 and Tier 2 capital are shown in Table 20 below.

WY:INLW Capital ratios o)

(C$ millions, except percentage amounts) 2003 2002 2001
Tier 1 capital
Common equity $ 17543 | $ 17,238 $ 16,141
Non-cumulative preferred shares 832 1,545 2,024
Non-controlling interest in subsidiaries
RBC Capital Trust 1,400 1,400 1,400
RBC Capital Trust I 900 - -
Other 27 29 28
Goodwill (4,443) (4,832) (4,742)
16,259 15,380 14,851
Tier 2 capital
Permanent subordinated debentures 396 467 477
Other subordinated debentures (2), (3) 5,847 6,147 5,935
General allowance () 1,407 1,420 1,410
7,650 8,034 7,822
Investment in insurance subsidiaries (2,143) (2,014) (2,107)
Other substantial investments (371) (368) (387)
First loss facility (21) (20) (8)
Total capital $ 21,374 | $ 21,012 $ 20,171
Risk-adjusted assets $ 166,911 | $ 165,659 $ 171,047
Capital ratios
Common equity to risk-adjusted assets 10.5% 10.4% 9.4%
Tier 1 capital to risk-adjusted assets 9.7% 9.3% 8.7%
Total capital to risk-adjusted assets 12.8% 12.7% 11.8%
Assets-to-capital multiple (5) 18.2 17.3 17.2
U.S. basis (6)
Tier 1 capital to risk-adjusted assets 8.7% 8.5% 8.1%
Total capital to risk-adjusted assets 12.0% 11.9% 11.2%
Equity to assets (7) 4.9% 5.3% 5.1%

(1)  Using guidelines issued by OSFI and Canadian GAAP financial information except as noted in footnote (6).
(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) On November 3, 2003, we issued $1 billion of subordinated debentures, which increased Total capital by the same amount.

(4)  The general allowance for credit losses may be included in Tier 2 capital up to a maximum of .875% (2001-2002 - .875%) of risk-adjusted assets.

(5)  Total assets and specified off-balance sheet financial instruments, as prescribed by OSFI, divided by Total capital.

(6)  Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information.

(7)  Average total shareholders’ equity divided by average total assets (including netted derivatives). Average total shareholders’ equity is calculated as the average of month-end balances for the period.
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Regulatory capital ratios are calculated by dividing Tier 1 and Total
capital by risk-adjusted assets based on Canadian GAAP financial infor-
mation. Risk-adjusted assets, as shown in Table 21 below, are determined
by applying OSFI prescribed risk weights to balance sheet assets and
off-balance sheet financial instruments according to the deemed credit
risk of the counterparty. Risk-adjusted assets also include an amount
for the market risk exposure associated with our trading portfolio.

In 1999, OSFI formally established risk-based capital targets for
deposit-taking institutions in Canada. These targets are a Tier 1 capital
ratio of 7% and a Total capital ratio of 10%. As at October 31, 2003, our
Tier 1 and Total capital ratios were 9.7% and 12.8%, respectively, com-
pared to 9.3% and 12.7% at October 31, 2002. Throughout 2003, we
maintained capital ratios that exceeded our medium-term goals of
8.0-8.5% for the Tier 1 capital ratio and 11-12% for the Total capital
ratio. Our capital ratios, calculated using guidelines issued to U.S. banks
by the Board of Governors of the Federal Reserve System and using
U.S. GAAP financial information are shown in Table 20 on page 59.

In addition to the Tier 1 and Total capital ratios, Canadian banks
need to operate within a leverage constraint, and ensure that their assets-
to-capital multiple does not exceed the level prescribed by regulators.
The assets-to-capital multiple shown in Table 20 on page 59 is cal-
culated by dividing gross adjusted assets based on Canadian GAAP
by Total capital. Gross adjusted assets represent the bank’s total assets

including specified off-balance sheet items and are net of prescribed
deductions.

Our policy is to remain well capitalized so as to provide a cushion
for the risks we are exposed to in the conduct of our business.

Pending developments

Changes to the Basel Il agreement for assessing capital adequacy are
currently in the process of being finalized. The implementation is not
expected prior to fiscal 2007.

Several changes in accounting principles have either been intro-
duced or are being proposed in the U.S. and in Canada in the areas of
consolidation of Variable Interest Entities (as described in Note 1 to the
consolidated financial statements on page 76, and in Note 13 on
page 86) and classification of certain financial instruments as either
equity or liabilities. These changes could significantly affect the reporting
of assets and capital instruments. The lack of definitive guidance by
accounting boards and uncertainties regarding the response of regulators
to the accounting changes have increased capital management chal-
lenges. We continue to closely monitor changes in the accounting
framework and their potential impact on our capitalization levels through
ongoing dialogue with our external auditors, other financial institutions,
the Canadian Bankers Association and OSFI.

Risk-adjusted assets )

Risk-adjusted balance

Balance  Weighted average
(C$ millions, except percentage amounts) sheet amount  of risk weights (2) 2003 2002
Balance sheet assets
Cash resources $ 17,554 12% $ 2,026 $ 2,054
Securities
Issued or guaranteed by Canadian or other OECD governments 37,692 0% 28 36
Other 79,698 6% 4,557 4,929
Residential mortgages (3)
Insured 36,308 1% 377 379
Conventional 42,472 52% 21,951 20,168
Other loans and acceptances (3)
Issued or guaranteed by Canadian or other OECD governments 20,141 19% 3,778 3,098
Other 113,705 72% 82,169 89,836
Other assets 55,463 13% 6,996 5,692
$ 403,033 $ 121,882 $ 126,192
Credit Credit
Contract conversion equivalent
amount factor amount
Off-balance sheet financial instruments
Credit instruments
Guarantees and standby letters of credit
Financial $ 14,504 100% $ 14,504 91% $ 13,201, $ 8,560
Non-financial 3,038 50% 1,519 100% 1,519 1,609
Documentary and commercial letters of credit 2,014 20% 403 99% 399 150
Securities lending 17,520 100% 17,520 6% 1,087 646
Commitments to extend credit
Original term to maturity of 1 year or less 40,432 0% - - -
Original term to maturity of more than 1 year 28,182 50% 14,091 95% 13,357 15,638
Uncommitted amounts 59,801 0% - - - -
Note issuance/revolving underwriting facilities 24 50% 12 100% 12 12
$ 165,515 $ 48,049 $ 29,575 $ 26,615
Derivatives 2,137,758 26,652 24% 6,320 6,469
Total off-balance sheet financial instruments $2,303,273 $ 74,701 $ 35895 $ 33,084
Total specific and general market risk 9,134 6,283
Total risk-adjusted assets $ 166,911, $ 165,559
(1)  Using guidelines issued by the Superintendent of Financial Institutions Canada and Canadian GAAP financial information.

(2) Represents the weighted average of counterparty risk weights within a particular category.
(3)  Amounts are shown net of allowance for loan losses.
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Asset/liability management

Overview

Asset/liability management comprises the evaluation, monitoring and
management of our non-trading portfolio, liquidity management and
funding. It is important to note that liquidity and capital resources are
likely to be affected by many of the same factors that are detailed in this
section of Management’s discussion and analysis, the factors discussion
on pages 23 to 24 and the Risk management discussion on pages 53 to
57. Additionally, off-balance sheet financing arrangements are often
integral to both liquidity and capital resources, and are discussed in
detail on pages 63 to 65 of this section.

Non-trading portfolio

Traditional non-trading banking activities, such as deposit taking and
lending, expose us to market risk, of which interest rate risk, as
described on page 55, is the largest component.

We actively manage the interest rate risk for the North American
non-trading balance sheet and oversee all other non-trading units that
have been assigned interest rate risk limits. We endeavour to adopt the
industry’s best practices and carry out the following functions:

Policy

The Conduct Review and Risk Policy Committee of the Board of Directors
approves the global policies governing interest rate risk management.
The policies define the acceptable limits within which risks to net inter-
est income over a 12-month horizon, and the economic value of equity,
are to be contained. These ranges are based on immediate and sus-
tained + 200 basis points parallel shifts of the yield curve. The limit for
net interest income risk is 6% of projected net interest income, and for
economic value of equity risk is 12% of projected common equity. The
economic value of equity is equal to the present value of assets less the
present value of liabilities, plus or minus the market value of off-balance
sheet instruments.

Interest rate funds transfer pricing

We use a funds transfer pricing mechanism to centralize interest rate risk
within Corporate Treasury and to ensure an equitable allocation of inter-
est income to the various business units. Funds transfer pricing at the
transactional level ensures that interest rate risk is appropriately trans-
ferred to Corporate Treasury for management. The funds transfer pricing
rates are market-based and are aligned with interest rate risk management
principles. They are supported by empirical research into client behaviour
and are an integral input to the retail business pricing decisions.

Applied research

We investigate best practices in instrument valuation, econometric
modeling and new hedging techniques on an ongoing basis. Our investiga-
tions range from the evaluation of traditional asset/liability management
processes to pro forma application of recent developments in quantita-
tive methods to our processes.

We also focus on developing retail product valuation models that
incorporate consumer behaviour. These valuation models are typically
derived through econometric estimation of consumer exercise of options
embedded in retail products. The most significant embedded options are
mortgage rate commitments and prepayment options. On the liability
side of the balance sheet, we tend to focus on modeling administered
rates and the sensitivity of liability balances to interest rate changes.
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Risk measurement

We measure our risk position on a daily, weekly or monthly basis with the
frequency employed commensurate with the size and complexity of the
portfolio. Measurement of risk is based on client rates as well as funds
transfer pricing rates. We continue to make investments in new technology
to facilitate measurement and timely management of our interest rate risk
position. In 2003, Key Rate Analysis was introduced as the primary mea-
sure of our risk position. Key Rate Analysis provides us with an assessment
of the sensitivity of the exposure of our economic value of equity to instan-
taneous changes in individual points on the yield curve.

We supplement our assessment by measuring interest rate risk for a
range of dynamic and static market scenarios. Dynamic scenarios simu-
late our interest income in response to various combinations of business
and market factors. Business factors include assumptions about future
pricing strategies and volume and mix of new business, whereas market
factors include assumed changes in interest rate levels and changes in
the shape of the yield curve. Static scenarios supplement dynamic sce-
narios and are also employed for assessing both value of equity risk and
net interest income risk.

Interest rate risk management

Our goal is to manage interest rate risk of the non-trading balance sheet to
a targeted level, on an ongoing basis. We modify the risk profile of the bal-
ance sheet through proactive hedging activity to achieve our targeted level.

The interest rate risk can be disaggregated into linear risk and non-
linear risk based on the varying responses of the balance sheet to different
interest rate movements. The linear risk is primarily managed through
interest rate swaps. The non-linear risk arises primarily from embedded
options in our products that allow clients to modify the maturities of their
loans or deposits. Examples are a client prepaying a personal loan or a
prospective client getting a committed rate on a new mortgage before the
mortgage loan takes effect. Embedded options are modeled using
assumptions based on empirical research and the risks are managed by
either purchasing options or by a dynamic hedging strategy.

The performance of the interest rate risk management function
within Corporate Treasury is benchmarked on a total return basis. A by-
product of this benchmarking exercise is a methodology that controls
model risk by continuously back-testing model assumptions against
actual client behaviour.

Table 22 below shows the potential impacts of 100 and 200 basis
point increases and decreases in interest rates on economic value of
equity and net interest income of our non-trading portfolio. These mea-
sures are as of October 31, 2003, and are based on assumptions made
by management and validated by empirical research. The methodology
assumes that no further hedging is undertaken. We have defined a risk
neutral balance sheet as one where net residual assets representing
equity are notionally invested evenly over a five-year horizon. As a result
of this decision, our interest rate risk profile has slightly faster repricing
of assets than of liabilities with the duration of equity at about 2.5 years.

All interest rate measures in this section are based upon our interest
rate exposures at a specific time. The exposures change continually as a
result of day-to-day business activities and our risk management initiatives.

Market risk measures — Non-trading activities ()

2003 2002

(C$ millions)

Net interest
income risk

Economic value
of equity risk of equity risk

Net interest
income risk

Economic value

100bp increase
100bp decrease

200bp increase
200bp decrease

$ (423) $ 115 | $ (309) $ 104
261 (126) 145 (151)

$ (869) $ 207 | $ (662) $ 190
545 (294) 345 (327)

(1) Amounts are presented on a pre-tax basis as at October 31.
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Liquidity management

Our liquidity management framework is designed to ensure that reliable
and cost-effective sources of cash are available to satisfy current and
prospective commitments, both on- and off-balance sheet. The primary
goals of this framework are the preservation of a large base of core cus-
tomer deposits, ongoing access to diversified sources of wholesale funding
and the maintenance of a dedicated pool of unencumbered marketable
securities that provide ready access to cash. The discussion that follows
reflects our consolidated liquidity management practices and processes.

The Corporate Treasury function has global responsibility for the
development of liquidity management policies, strategies and contingency
plans and for recommending and monitoring limits within this framework.
Our principal regional trading and funding platforms provide transactional
support for liquidity management policies and strategies. The Group Risk
Committee and the Asset/Liability Committee share management oversight
responsibility for liquidity management and liquidity policies and receive
regular reports detailing compliance with limits and guidelines.
Committees of the Board of Directors approve our liquidity management
framework and significant related policies, and the Board of Directors is
informed on a periodic basis about our current and prospective liquidity
condition. Additionally, we have a liquidity contingency plan in place,
which is maintained and administered by the Liquidity Crisis Team.

Since most of the funding of our subsidiaries is provided by the par-
ent organization, managing our liquidity position on a consolidated basis
is the most pragmatic and relevant approach. When managing the flow of
liquidity between different legal entities within the consolidated group,
we take into account the tax and regulatory considerations associated
with each jurisdiction. While such tax and regulatory considerations add
a degree of complexity to internal fund flows, given intra-group funding
arrangements, our consolidated liquidity management approach already
takes into account the maximum funding demands associated with intra-
group requirements. Subsidiaries responsible for managing their own
liquidity do so in compliance with policies and practices established by
Corporate Treasury and with governing regulatory requirements.

We measure and monitor our liquidity condition from structural,
tactical and contingent perspectives. The assessment of our liquidity
position based on these measures reflects management estimates and
judgments pertaining to the behaviour of our customers and future market
conditions. We monitor industry practices and regulatory developments
and, as appropriate, upgrade our liquidity management framework to
reflect relevant developments. We consider our liquidity profile to be
sound and there are no known trends, demands, commitments, events or
uncertainties that are presently viewed as likely to materially change our
current liquidity position.

Structural liquidity risk management

Existing balance sheet composition can create liquidity exposure due to
mismatches in effective maturities between assets and liabilities.
Structural liquidity risk management addresses this type of exposure,
which is measured and monitored through ongoing analysis of our bal-
ance sheet.

We use the cash capital model to assist in the evaluation of balance
sheet liquidity and in the determination of the appropriate term structure of
our debt financing. This methodology provides a comprehensive, formula-
based approach to assess our ability to continue as a going concern
during a prolonged liquidity event, such as an unexpected withdrawal of
short-term funding. In the context of a sustainable business model, the
cash capital methodology allows us to measure and monitor the relation-
ship between illiquid assets and core funding. This reconstruction of our
balance sheet enables us to more accurately estimate our exposure to, and
make appropriate contingency plans for, a protracted loss of unsecured
funding as well as to quantify our longer-term financing requirements.

Tactical liquidity risk management

Tactical liquidity risk management addresses our normal day-to-day
funding requirements and is managed by imposing limits on net fund
outflows for specified periods, particularly for key short-term time horizons.
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Scenario analysis is performed periodically on the assumed behaviour of
cash flows under varying conditions to assess funding requirements and,
as required, to update assumptions and limits. Detailed reports on our
principal short-term asset/liability mismatches are monitored on a daily
basis to ensure compliance with the prudential limits established for over-
all group exposure and by major currency and geographic location.
Corporate Treasury issues procedural directives to the individual units
engaged in executing policy to ensure consistent application of cash flow
management principles across the entire organization.

Contingent liquidity risk management

The liquidity contingency plan identifies comprehensive action plans
that would be implemented in the event of general market disruptions or
adverse economic developments that could jeopardize our ability to meet
commitments. Four different market scenarios, of varying duration and
severity, are addressed in the liquidity contingency plan to highlight
potential liquidity exposures and requisite responses. The Liquidity
Crisis Team, comprising senior individuals from business and functional
units, meets regularly to review, test and update implementation plans
and to consider the need for activation in view of developments in
Canada and globally.

To address potential liquidity exposures identified by our scenario
analyses, we maintain a pool of segregated and unencumbered mar-
ketable securities. These high-quality assets can be readily sold or
pledged for secured borrowing and represent a dedicated and reliable
source of emergency funding. Based on our scenario analyses, our hold-
ings of segregated liquid assets are considered to be sufficient to meet
all on- and off-balance sheet obligations if access to funding is tem-
porarily impaired. In addition, we maintain a separate portfolio of eligible
assets to support our participation in Canadian payment and settlement
systems. All pledging activities are subject to review or approval by the
Asset/Liability Committee and are managed and monitored against
defined limits. Assets that are encumbered are not accorded any liquid-
ity value in our tactical and contingent liquidity calculations.

Liquid assets and assets purchased under reverse repurchase agree-
ments (before pledging as detailed below) totalled $178 billion or 43% of
total assets at October 31, 2003, as compared to $155 billion or 41% at
October 31, 2002. Liquid assets are primarily diversified and highly rated
marketable securities. As at October 31, 2003, $14 billion of assets had
been pledged as collateral, up from $10 billion at October 31, 2002.
We have another $46 billion in obligations related to assets sold under
repurchase agreements and securities sold short at October 31, 2003,
compared to $39 billion at October 31, 2002. For further details, see
Note 20 to the consolidated financial statements on page 93.

Funding strategy

Diversification of funding sources is a crucial component of our overall
liquidity management strategy since it expands funding flexibility, mini-
mizes funding concentration and dependency and generally lowers
financing costs. Core funding, comprising capital, longer-term liabilities
and a diversified pool of personal and, to a lesser extent, commercial
deposits, is the foundation of our strong structural liquidity position.

Credit ratings

Our ability to access unsecured funding markets and our financing costs
in such markets are primarily dependent upon maintaining an accept-
able credit rating, which in turn is largely determined by the quality of
our earnings, the adequacy of our capital and the effectiveness of our
risk management programs. While our estimates suggest that a minor
downgrade would not materially influence our funding capacity or costs,
we recognize the importance of avoiding such an event and are commit-
ted to actions that should reinforce existing external assessments of our
financial strength. A series of downgrades could have an adverse impact
on our funding capacity and on the results of our operations.



Deposit profile

The composition of our global deposit liabilities is summarized in Note 10
on page 84. Personal deposits remain the prime source of funding for
our Canadian dollar balance sheet while most foreign currency deposits
originate from unsecured, “wholesale” sources, including large corporate
and institutional clients and foreign commercial and central banks. Our
personal deposit franchise constitutes a principal source of predictable
and dependable funding. Certain commercial and institutional client
groups also maintain relational balances with relatively low volatility pro-
files. Taken together, these depositors represent a consistently reliable
component of core funding as they typically have extensive banking rela-
tionships and are less responsive to market developments than
transactional lenders and investors. Behavioural characteristics, rather
than contractual or repricing terms, are used to categorize core deposits.
We also promote wholesale funding diversity and regularly review sources
of short-term funds to ensure maintenance of wide diversification by
provider, product and geographic origin. In addition, we maintain an
ongoing presence in different funding markets, constantly monitoring
market developments and trends in order to identify opportunities or
risks and to take appropriate pre-emptive actions.

Term funding sources

Long-term funding strategy is integrated with our current and estimated
structural liquidity position as reflected in our cash capital position.
Liquidity objectives, as well as market conditions, interest rates, credit
spreads and desired financial structure, influence annual long-term
funding activities, including currency mix and market concentration.
Diversification into new markets and untapped investor segments is con-
stantly evaluated against relative issuance costs. Our long-term funding
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sources are managed to minimize concentration by geographic location,
investor segment, and currency and maturity profile. During fiscal 2003,
we continued to expand our long-term funding base by issuing, either
directly or through our subsidiaries, $5.7 billion of senior deposit notes in
various currencies and markets. We also established a U.S. shelf regis-
tration, to enable us to more conveniently raise senior and subordinated
indebtedness in the U.S. public market. Total long-term funding outstand-
ing on October 31, 2003, was $14.2 billion, compared to $13.2 billion
on October 31, 2002.

We use asset securitization programs as an alternative source of
funding and for liquidity and asset/liability management purposes.
During 2003, $1.6 billion of new financing was obtained through the
securitization and sale of $1.0 billion of credit card receivables funded
by medium-term notes and $610 million of government guaranteed resi-
dential mortgages. In addition, we sold $131 million of commercial
mortgages to a third-party securitization special purpose vehicle. As of
October 31, 2003, $2.7 billion of our credit card receivables were
financed through notes issued by a securitization special purpose entity.
Our total outstanding mortgage-backed securities (MBS) sold at October 31,
2003, was $2.9 billion (see Note 7 on pages 82 and 83, and off-balance
sheet arrangements below for more details).

Contractual obligations
In the normal course of business, we enter into contracts that give rise to
commitments of future minimum payments. Depending on the nature of
these commitments, the obligation may be recorded on- or off-balance
sheet. Table 23 below provides a summary of our future contractual
funding commitments.

Contractual obligations

(C$ millions) Within 1 year 1to3years Over 3tob5 years Over 5 years Total
Unsecured long-term funding $ 3016 $ 5510 $ 5573 % 145 $ 14,244
Subordinated debentures - - - 6,581 6,581
Obligations under capital leases 358 628 480 681 2,147
Obligations under operating leases 30 37 4 - 71
Purchase obligations 25 11 - - 36
Other long-term debt obligations - - - 900 900
Total $ 3429 $ 6,186 $ 6,057 $ 8307 $ 23,979

Off-balance sheet arrangements
In the normal course of business, we engage in a variety of financial
transactions that, under GAAP, are either not recorded on our balance
sheet or are recorded on our balance sheet in amounts that differ from
the full contract or notional amounts. These transactions involve, among
other risks, varying degrees of market, credit and liquidity risk, which are
discussed in the Risk management section on pages 53 to 57.
Off-balance sheet transactions are either proprietary or client trans-
actions, represent an ongoing part of our business and are generally
undertaken for risk management, capital management and/or funding
management purposes. Off-balance sheet activities we undertake
include derivative financial instruments, transactions with special pur-
pose entities and issuance of guarantees. We do not reasonably expect
any presently known trend or uncertainty to affect our ability to continue
using these arrangements. Each of these types of arrangements, includ-
ing their nature, business purpose, importance and significant financial
impact, as applicable, is discussed below.

Derivative financial instruments
Derivatives are primarily used in sales and trading activities. Sales activi-
ties include the structuring and marketing of derivative products to
clients to enable them to transfer, modify or reduce current or expected
risks. Trading involves market-making, positioning and arbitrage activities.
We also use derivatives to manage our exposures to interest, currency
and other market risks. To the extent that one or more of the derivative
financial transactions we undertake involve amounts owing from third-
party counterparties, we are exposed to counterparty credit risk (credit
risk is discussed in more detail on pages 54 and 55).

All derivatives are recorded at fair value on our balance sheet
(fair value assumptions are discussed on page 25). Although derivative

transactions are measured in terms of their notional amounts, these
amounts are not recorded on our balance sheet, as the notional amounts
serve as points of reference for calculating payments, and are not the
actual amounts that are exchanged.

The total notional amount of our derivatives amounted to $2,141 bil-
lion at October 31, 2003, compared to $2,086 billion at October 31,
2002. The fair value of our trading and non-trading derivative assets
totalled $35.2 billion and $1.7 billion compared to $30.1 billion and
$1.6 billion at October 31, 2002, respectively, while the fair value of our
trading and non-trading derivative liabilities totalled $37.6 billion and
$1.1 billion compared to $32.0 billion and $1.0 billion at October 31,
2002, respectively. Changes in the fair value of our derivatives are
recorded in non-interest income except in the case of cash flow hedges
and hedges of net foreign currency investments in subsidiaries.

Notes 1 and 21 on pages 73 to 74, and 95 to 97, respectively, pro-
vide more detail on our accounting for, and types of, derivatives.

Special purpose entities
Special purpose entities (SPEs) are principally used to securitize finan-
cial and other assets in order to obtain access to funding, to mitigate
credit risk and to manage capital. SPEs are an important part of the
financial markets, providing market liquidity by facilitating investors’
access to specific portfolios of assets and risks in a form that meets their
investment criteria. We use SPEs to securitize certain loans. We also act
as an intermediary or agent for clients who want to use SPEs to securitize
their own financial assets. We provide SPE repackaging services to
clients who seek access to financial assets in a form different than what
is conventionally available.

SPEs are typically set up for a single, discrete purpose, have a lim-
ited life and serve to legally isolate the financial assets held by the SPE
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from the selling organization. SPEs are not operating entities, usually
have no employees and may be Variable Interest Entities (VIES) as
defined by FASB Interpretation No. 46, Consolidation of Variable Interest
Entities (FIN 46).

We provide services to, and/or may have variable interests in, SPEs
through a number of different key arrangements as outlined below.

Variable interests represent contractual, ownership or other pecu-
niary interests in an unconsolidated SPE that will absorb a portion of that
SPE’s expected losses if they occur, or receive portions of the SPE’s
expected residual returns if they occur.

We manage and monitor our direct involvement with SPEs through
our SPE Risk Committee, which comprises representatives from func-
tional areas including risk management, corporate treasury, finance,
subsidiary governance office, law, taxation, subsidiary banking groups
and human resources. This committee’s key activities include formulat-
ing policies governing SPEs, reviewing new and unusual SPE transactions
and monitoring the ongoing activities of SPEs.

Securitization of our financial assets

Credit card receivables

We securitize a portion of our credit card receivables through an SPE.
The SPE is funded through the issuance of senior and subordinated
notes collateralized by the underlying credit card receivables. The pri-
mary economic purposes of this activity are to diversify our funding
sources and to enhance our liquidity position. Although these credit card
receivables are no longer on our balance sheet, we maintain the client
account and retain the relationship.

The securitization of our credit card receivables is a sale from a
legal perspective and qualifies for sale treatment from an accounting
perspective. At the time of sale these receivables are removed from our
balance sheet resulting in a gain or loss reported in non-interest income.

This SPE meets the criteria for a Qualifying SPE (QSPE) pursuant to
FASB Statement of Financial Accounting Standards No. 140, Accounting
for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities (FAS 140) and, accordingly, as the transferor of the credit card
receivables, we are precluded from consolidating this SPE. We continue to
service the credit card receivables sold to the QSPE for which we receive
benefits equivalent to market-based compensation for such services. In
addition, we perform an administrative role for the QSPE in which we are
responsible for ensuring that the ongoing public filings of the QSPE are
performed, as required, and that the investors in the QSPE'’s asset-backed
securities receive interest and principal payments on a timely basis.

We provide first-loss protection to the QSPE in two forms. Our inter-
est in the excess spread from the QSPE is subordinate to the QSPE'’s
obligation to the holders of its asset-backed securities. Excess spread is
the residual net interest income after all trust expenses have been paid.
Therefore, our excess spread serves to absorb losses with respect to the
credit card receivables before payments to the QSPE’s noteholders are
affected. The present value of this excess spread is reported as a
retained interest within available for sale securities on our consolidated
balance sheet. In addition, we provide loans to the QSPE to pay upfront
expenses. These loans rank subordinate to all notes issued by the QSPE.

At October 31, 2003, total credit card receivables securitized and
held off-balance sheet amounted to $2.7 billion, compared to $1.7 bil-
lion at October 31, 2002. The carrying value of our retained interests in
securitized credit card receivables at October 31, 2003, was $19.7 mil
lion compared to $15.1 million in 2002, and amounts receivable under
subordinated loan agreements were $8.7 million compared to $5.2 mil-
lion in 2002.

Residential mortgage loans

We routinely securitize residential mortgage loans through the creation of
MBS and sell a portion of these MBS to an independent SPE. Due to the
high quality of the residential mortgages backing the MBS, the securiti-
zation and subsequent sale provide a cost-effective source of liquidity
and help diversify our funding sources. We retain interests in the excess
spread on the sold MBS and continue to service the mortgages underly-
ing these MBS for which we receive benefits, equivalent to market-based
compensation.
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At October 31, 2003, total residential mortgage loans securitized
and held off-balance sheet amounted to $2.9 billion, compared to
$2.4 billion at October 31, 2002. The carrying value of our retained
interests in securitized residential mortgage loans at October 31, 2003,
was $95.4 million compared to $94.6 million in 2002.

Further details about the securitization of our financial assets dur-
ing the year are shown in Note 7 on pages 82 to 83.

Capital Trusts
During the year we issued a $900 million senior deposit note to an
RBC sponsored SPE, RBC Capital Trust II. The SPE was funded by trust
securities, comprising Trust Capital Securities — Series 2013 (TruCS)
of $900 million, and Special Trust Securities (STS) of $1 million which
we retained. The purpose of issuing a senior deposit note, through
such an SPE was to raise Innovative Tier 1 regulatory capital in a cost-
effective manner.

Under current U.S. GAAP, we are not the primary beneficiary of this
SPE and are therefore precluded from consolidating the assets and lia-
bilities of this SPE. For further details on our capital trust activity,
including RBC Capital Trust, which we do consolidate pursuant to cur-
rent GAAP, and the terms of the TruCS issued and outstanding, refer to
Note 13 on page 86.

Securitization of client financial assets

Within our global securitization group, our principal relationship with
SPEs comes in the form of administering multi-seller asset-backed com-
mercial paper conduit programs (multi-seller SPEs) totalling $26.8 billion
as at October 31, 2003, and $22.2 billion as at October 31, 2002. We
currently administer five multi-seller SPEs — three in Canada and two in
the U.S. These five multi-seller SPEs have purchased financial assets
from our clients totalling $22.5 billion. Under current accounting stan-
dards, the five multi-seller SPEs that we administer are not consolidated
on our balance sheet.

We are involved in the multi-seller SPE markets because our clients
value these transactions, they offer a growing source of revenue and they
generate a favourable risk-adjusted return for us. Our clients primarily
utilize multi-seller SPEs to diversify their financing sources and to reduce
funding costs by leveraging the value of high-quality collateral.

The multi-seller SPEs purchase various financial assets from clients
and finance the purchases by issuing highly rated asset-backed commer-
cial paper. The multi-seller SPEs typically purchase the financial assets
as part of a securitization transaction by our clients. In these situations,
the sellers of the financial assets continue to service the respective
assets and generally provide some amount of first-loss protection on the
assets. While we do not maintain any ownership or retained interests, we
do have variable interests in these multi-seller SPEs. We provide or retain
certain services such as transaction structuring and administration as
specified by the multi-seller SPE program documents and based on rat-
ing agency criteria for which we receive fees. In addition, we provide
backstop liquidity facilities and partial credit enhancement to the multi-
seller SPEs. We have no rights to, or control of, the assets owned by the
multi-seller SPE.

Fee revenue for such services, which is reported as non-interest
income, amounted to $34.2 million during the year compared to
$32.2 million during 2002.

The table below summarizes the financial assets owned by the
multi-seller SPEs at fiscal years ended October 31.

Asset class

(C$ millions) 2003 2002
Credit cards $ 6,248/ $ 4,671
Auto loans and leases 3,681 3,615
Equipment receivables 2,566 2,509
Trade receivables 3,680 2,479
Residential mortgages 1,138 2,004
Other loans 1,159 1,275
Dealer floor plan receivables 1,269 1,208
Consumer loans 1,004 1,196
Asset-backed securities 952 926
Other 754 706

$ 22,451|$ 20,589




The commercial paper issued by each multi-seller SPE is in the
multi-seller SPE’s own name with recourse to the financial assets owned
by the multi-seller SPE. The multi-seller SPE commercial paper is non-
recourse to us except through our participation in liquidity and/or credit
enhancement facilities, and non-recourse to the other multi-seller SPEs
that we administer. Each multi-seller SPE is largely prohibited from issu-
ing medium-term notes or other forms of indebtedness to finance the
asset purchases. Consequently, each multi-seller SPE’s commercial paper
liabilities are generally equal to the assets owned by that multi-seller SPE.
The small difference between each of the multi-seller SPE’s asset and liabil-
ity balances is mostly related to the discount or interest costs attributable to
the commercial paper. As of October 31, 2003, the total face amount of
commercial paper issued by the multi-seller SPEs equaled $22,494 mil-
lion, generating $22,451 million of cash proceeds, with the difference
between these amounts representing the commercial paper discount.

At fiscal years ended October 31, total commitments and amounts out-
standing under liquidity and credit enhancement facilities, which are inclu-
ded in our discussion on Guarantees below, are shown in the following table:

Liquidity and credit facilities

2003 2002
(C$ millions) Committed (1) Outstanding | Committed (1)  Outstanding
Liquidity facilities $ 25,727 $ -1$ 22,593 $ -
Credit facilities 6,791 - 7,211 -

(1) Our maximum exposure to loss under these facilities is $25.7 billion for 2003 and
$22.6 billion for 2002.

The economic exposure that we assume when we provide backstop liquid-
ity commitments and partial credit enhancement is contingent in nature.
We manage these exposures within our risk management functions in the
same manner that we manage other contingent and non-contingent risk
exposures. Our risk management process considers the credit, liquidity
and interest rate exposure related to each of the assets. The risk expo-
sure of each of these components individually and taken as a whole is
deemed to be acceptable. All transactions are reviewed by external rating
agencies. The weighted average credit quality of the assets supported by
our backstop liquidity and partial credit enhancement is among the high-
est quality rating levels based on our internal risk rating system, which is
described on page 54. The liquidity risk to us is deemed to be low based
on the historical performance and high credit quality of the multi-seller
SPES’ assets. Interest rate exposure is deemed to be low and is generally
managed at the transaction level by passing on the funding cost variabil-
ity to the securitization structures.

Corporate Treasury scrutinizes contingent balance sheet risk, in
effect monitoring the risk of drawdown under any of the credit facilities.

Creation of investment products

We use repackaging SPEs, which generally transform credit derivatives
into cash instruments, to distribute credit risk and to create customized
credit products, to meet the needs of investors with specific require-
ments. As part of this process, we may acquire variable interests, by
entering into trading derivative contracts with these SPEs in order to con-
vert various risk factors such as yield, currency or credit risk of underlying
assets to meet the needs of the investors. In this role as derivative coun-
terparty to the SPE, we also assume the associated counterparty credit
risk of the SPE. In order to enter into these transactions, we establish an
internal risk rating for the SPE and provide ongoing risk assessment and
monitoring of the SPE’s credit risk. As with all counterparty credit expo-
sures, these exposures are put in place and reviewed pursuant to our
normal risk management process in order to effectively manage and
monitor this credit risk profile.
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These SPEs often issue notes. Those notes may be rated by external
rating agencies, as well as listed on a stock exchange, and are generally
traded via recognized bond clearing systems. While the majority of the
notes that are created in repackagings are expected to be sold on a “buy &
hold” basis, we may on occasion act as market maker. We do not, how-
ever, provide any repackaging SPE with any guarantees or other similar
support commitments. There are many functions required to create a
repackaged product. We fulfill some of these functions and independent
third parties or specialist service providers fulfill the remainder.

Currently we act as sole arranger and swap provider for SPEs where
we are involved, and in most cases, as paying and issuing agent as well.

As with all our trading derivatives, these derivative variable interests
are carried at fair value in derivative-related assets and liabilities.

Asset management

We act as collateral manager for Collateralized Debt Obligation (CDO) SPEs,
which invest in leveraged bank-initiated term loans, high-yield bonds and
mezzanine corporate debt. As collateral manager, we are engaged by the
CDO SPE, pursuant to a Collateral Management Agreement, to advise the
SPE on the purchase and sale of collateral assets it holds. For these advisory
services, we are paid a predetermined market-based fee, which may consti-
tute a variable interest, based on a percentage of assets held by the SPE.

The notional amount of the CDOs we managed at the end of fiscal
2003 was US$.8 billion (2002 — US$1.6 billion). Although we have a
nominal investment in the first-loss tranche of a US$300 million CDO,
we provide no liquidity or credit support to these SPEs beyond this
investment. The CDOs we manage may from time to time purchase col-
lateral assets originated by us or third parties.

The program documents covering the formation and operation of the
individual CDOs provide strict guidelines for the purchase of such assets.
We recognize fee income from collateral management services and, where
indicated, interest income from investments in individual CDOs.

For other types of off-balance sheet arrangements we enter into
through VIEs, please refer to Note 1 on page 76.

Guarantees

We issue guarantee products, as defined by FASB Interpretation No. 45,
Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others (FIN 45), to our
clients to help them meet their financing needs in return for fees
recorded in non-interest income. Our significant types of guarantee
products are backstop liquidity facilities, financial standby letters of
credit, credit enhancements, stable value products, performance guaran-
tees and certain indemnification agreements.

Our maximum potential exposure in relation to these items at
October 31, 2003, amounted to $61 billion. The maximum potential expo-
sure represents the maximum risk of loss if there were a total default by the
guaranteed parties, without consideration of possible recoveries under
recourse provisions, insurance policies or from collateral held or pledged.

Note 20 on pages 93 and 94 provides detailed information
regarding the nature and maximum potential exposure for the types of
guarantee products mentioned above.

In addition to guarantees, we also provide commercial commitments
to our clients to help them meet their financing needs. On behalf of our
clients we undertake written documentary and commercial letters of credit,
authorizing a third party to draw drafts from us to a stipulated amount and
typically having underlying shipments of goods as collateral. We make
commitments to extend credit, which may represent unused portions of
authorizations to extend credit in the form of loans, acceptances and
letters of credit. We have uncommitted amounts, but not obligations
to extend credit. Table 24 below provides a detailed summary of our off-
balance sheet commercial commitments.

IV Commercial commitments )

(C$ millions) Within 1 year 1to3years Over3to5 years Over 5 years Total
Documentary and commercial letters of credit 1,509 $ 505 - - $ 2,014
Commitments to extend credit 40,278 19,123 5,212 4,001 68,614
Uncommitted amounts 59,801 - - - 59,801
Total $ 101,588 $ 19,628 $ 5212 $ 4,001 $ 130,429
(1)  Based on remaining term to maturity.
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2002 compared to 2001

The following discussion and analysis provides a comparison of our results
of operations for the years ended October 31, 2002, and October 31,
2001. This discussion should be read in conjunction with the consoli-
dated financial statements and related Notes on pages 67 to 98.

Business segment results

Net income from RBC Banking increased 32% to $1,546 million in
2002 from $1,174 million in 2001, reflecting the acquisition of Centura
Banks on June 5, 2001, and a lower provision for credit losses. ROE
increased from 16.8% to 19.2% due to the higher earnings.

Net income from RBC Insurance was up 10% to $190 million in
2002. Earnings in 2001 were adversely affected by claims resulting
from the events of September 11, 2001. ROE increased from 20.0% to
25.7% due to higher earnings and lower common equity attributed to
this segment.

Net income from RBC Investments was down 32% from 2001 to
$346 million primarily due to the gain on sale of RT Capital Manage-
ment’s institutional money management business in 2001. ROE declined
from 27.0% to 11.1% due to lower earnings and higher common equity
attributed to this segment.

Net income from RBC Capital Markets increased by 26% to
$439 million, as expenses fell far more than revenues. ROE was 10.5%,
up from 9.6% in 2001 due to higher earnings.

Net income from RBC Global Services was down 35% to $173 mil-
lion due to higher loan losses pertaining to Argentine loans, and lower
net interest income and foreign exchange revenues. ROE declined from
49.3% to 28.7%, due to lower earnings and higher common equity
attributed to this segment.

The Other segment’s net income improved to $204 million from
$(35) million in 2001. ROE increased from (5.3)% to 25.0% due to
higher earnings.

Quarterly financial information
Selected financial information for the eight most recently completed
quarters is shown on page 104.
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Net interest income

Net interest income increased 10% to $6.9 billion in 2002 from
$6.3 billion in 2001, largely due to increased net interest income asso-
ciated with U.S. acquisitions.

Non-interest income
Non-interest income increased 6% to $10.1 billion in 2002 and
accounted for 59% of total revenues.

Non-interest expense
Non-interest expense increased 6% to $10.2 billion, largely due to
higher human resources costs, reflecting an increase in salaries expense
and benefits expense.

Taxes
Income taxes were $1.4 billion in 2002, unchanged from 2001, while
the effective income tax rate was 32.0% compared to 34.7% in 2001.

Provision for credit losses

The provision for credit losses decreased 5% to $1,065 million in 2002
from $1,119 million in 2001. The total allowance for loan losses was
$2.2 billion, or 1.2% of total loans and acceptances, down from
$2.3 billion or 1.3% in 2001.
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