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e S ggllsh summary of the acceptance of prospectus supplement
B N S received on January 18, 2005

We acknowledge receipt of the price fixing supplement no. 16 dated January 18, 2005 to the
final short form prospectus of the National Bank of Canada dated July 15, 2003, qualifying the
offering of NBC Mid-Term Linked Notes Series 2005-1 due January 26, 2014. This document
now forms part of the public files of the Agence nationale d’encadrement du secteur financier
(also known under the name “Autorité des marchés financiers™).

Fees in the amount of $1,016.12 will be payable at the time of the filing of the report under
Section 98.1 of the Regulation.

Yours truly,

— e
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NUMERO DE PROJET SEDAR: 528867
DOSSIER N°' 2026

Montréal le 4 février 2005

Banque Nationale du Canada

Objet : Supplément de fixation du prix
Recu le 18 janvier 2005

Messieurs,
Nous accusons

réception du supplément de fixation du prix n°16 daté du 18 janvier 2005 au prospectus
simplifié définitif de Banque Nationale du Canada daté du 15 juillet 2003, visant le placement
de billets & moyen terme série 2005-1 liés au rendement total de la BNC échéant le 26 janvier
2014. Ce document fait maintenant partie des dossiers publics de I'Autorité des marchées
financiers.

Des droits au montant de 1 016,12 $ seront exigibles et devront étre versés lors du dépét du
rapport prévu a l'article 98.1 du Réglement.

Veuillez agréer, Messieurs, 'expression de nos salutations distinguées.

(s) Nicole Berthelette
Nicole Berthelette
Agent vérificateur

NB/pg

800, square Victoria, 22ieéme étage, tour de la Bourse, C.P. 246, Montréal (Québec) H4Z 1G3
Tél. : (514) 395-0337 * Télécopieur : (514) 873-6155
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CANADA

PROVINCE OF QUEBEC

DISTRICT OF MONTREAL

NATIONAL BANK OF CANADA

The Annual Meeting of Shareholders of National Bank of Canada will be
held at 9:30 a.m. on Wednesday, March 2, 2005, at the Fairmont The
Queen Elizabeth Hotel, 900 René-Lévesque Boulevard West, Montreal,
Quebec.

CERTIFICATE OF MAILING

I the undersigned, Sylvie St-Pierre, by the present certify that :

1. 1 am an authorized officer of National Bank Trust Inc., a trust
company duly -incorporated, having its head office at 1100
University, Montreal.

2. National Bank Trust Inc. is the Transfer Agent and Registrar for the
Preferred Shares Serie 13 and 15 of the Capital Stock of
NATIONAL BANK OF CANADA.

3. National Bank Trust Inc. confirm that the mailing of the following
documents began on January 24, 2005 and was completed on
January 27, 2005 to the address of all registered Sharcholders of the
Bank of record January 13, 2005:

A) Annual Report 2004;

B) Notice of Annual Meeting of Shareholders and Management Proxy
Circular;

C) Minutes of the Annual Meeting of Holders of Common Shares of
National Bank of Canada heid on March 10, 2004;

D) Return card to shareholders regarding future Interim Reports.

i

Montréal, this twenty-eighth (28™) day of the month of January, two
thousand five (2005).

NATIONAL BANK TRUST INC.

By : (Signed) Svlvie St-Pierre
Authorized Officer




File No. 82-3764

CANADA

PROVINCE OF QUEBEC

. DISTRICT OF MONTREAL

NATIONAL BANK OF CANADA

The Annual Meeting.of Shareholders of National Bank of Canada will be
held at 9:30 a.m. on Wednesday, March 2, 2005, at the Fairmont The
Queen Elizabeth Hotel, 900 René-Lévesque Boulevard West, Montreal,
Quebec. .

CERTIFICATE OF MAILING

I the undersigned, Sylvie St-Pierre, by the present certify that :

1. 1 am an authorized officer of National Bank Trust Inc., a trust
company duly incorporated, having its head office at 1100
University, Montreal.

2. National Bank Trust Inc. is the Transfer Agent and Registrar for the
common shares of the Capital Stock of NATIONAL BANK OF
CANADA.

3. National Bank Trust Inc. confirm that the mailing of the following
documents began on January 24, 2005 and was completed on
January 27, 2005 to the address of all registered Shareholders of the
Bank of record January 13, 2005:

A) Annual Report 2004;

B) Notice of Annual Meeting of Shareholders and Management Proxy
Circular; =

C) Proxy Form; '~

D) Minutes of the Annual Meeting of Holders of Common Shares of
National Bank of Canada held on March 10, 2004;

E) Return card to shareholders regarding future Interim Reports;

F) Return Envelope. ‘

Montréal, this twenty-eighth (28™) day of the month of January, two
thousand five (2005).

NATIONAL BANK TRUST INC.

By : (Signed) Svlvie St-Pierre
Authorized Officer
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o Eh‘gli's‘hisi)lmmal_y of the report on the number of securities
OF 7z issued in Québec dated January 24, 2005

Coampn rd

In accordance with Section 114 of the Regulation respecting securities (Québec), set forth below
is the report of National Bank of Canada on the number and value of the securities issued in

Québec under the exemption set forth in Section 52 of The Securities Act (Québec) during the
fiscal year ended on October 31, 2004.

TITLE NUMBER: VALUE:
> Dividend Reinvestment Plan [See attached [See attached
document] document]

» Stock Option Plan:

o Options granted to employees residing in Québec [See attached [See attached
e Options exercised by employees residing in document] document]
Québec
Sincerely,
[signature]

MONTREAL:371532.1
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BANQUE
NATIONALE
DU CANADA

Le 24 janvier 2005
DEPOT SEDAR

COMMISSION DES VALEURS MOBILIERES DU QUEBEC
Tour de la Bourse

800, Square Victoria

221" étage

Montréal (Québec)

H4Z 1G3

A l'attention du service de I’information continue

OBJET : Rapport sur le nombre de titres placés au Québec

Madame, Monsieur,

Voici, conformément a Particle 114 du Reglement sur les valeurs mobiliéres du Québec, le rapport de la
Banque Nationale du Canada sur le nombre et la valeur des titres placés au Québec sous le régime des
dispenses prévues a I’article 52 de la Loi sur les valeurs mobiliéres du Québec au cours de I’exercice
financier ayant pris fin le 31 octobre 2004.

TITRE : NOMBRE : VALEUR :

» Régime de réinvestissement de dividende : 82 102 3571314.77%
» Régime d’option d’achat d’actions :
¢  Options octroyées aux employés résidant au Québec : 1247250 51 137 250.00%

e  Options exercées par les employés résidant au Québec : 1152380 51262 581.20%

Veuillez agréer, madame, monsieur, [’expression de nos sentiments les meilleurs.

(signé) Linda Caty
Vice-présidente et secrétaire corporatif

CADOCUME~1\Sylvie\LOCALS~1\Temp\RAPPORT 114 EF 2003-2004.doc
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MINUTES of the Annual Meeting of Holders of Common Shares of
NATIONAL BANK OF CANADA held at the Fairmont The Queen Elizabeth
Hotel, 900 René-Lévesque Boulevard West, Montreal, Quebec, Canada,
on Wednesday, March 10, 2004, at 9:30 a.m. [the "Meeting"].

After welcoming the shareholders, André Bérard, Chairman of the Board
of Directors (the "Board”) of National Bank of Canada (the "Bank”],
stated that, in accordance with the By-Laws of the Bank, the Board had
designated him to act as Chairman of the Meeting. He also stated that
the Board had designated Johanne Dupont, Vice-President and Corporate
Secretary, to act as Secretary of the Meeting.

ATTESTATION OF QUORUM AND APPOINTMENT OF SCRUTINEERS
The Chairman of the Meeting noted that the required quorum of 10
shareholders was present and appointed Suzanne Bourgouin and Josée
Legault, from National Bank Trust Inc., to act as Scrutineers during the
Meeting.

RECEIPT OF CONSOLIDATED FINANCIAL STATEMENTS

The Chairman of the Meeting declared received the consolidated financial
statements of the Bank for the financial year ended October 31, 2003
and the related auditors’ report. He then gave the floor over to Réal
Raymond, President and Chief Executive Officer.

ADDRESS BY THE PRESIDENT AND CHIEF EXECUTIVE OFFICER
Réal Raymond began his addressi! by highlighting the Bank's excellent
results and the appreciation in the price of its common shares.

He then summarized the initiatives taken by the Bank in the area of
corporate governance. He discussed the creation of a Disclosure
Committee and the new measures implemented to more closely align
the interests of the Bank's senior officers with those of shareholders.

Mr. Raymond pointed out that André Bérard would be stepping down as
member and Chairman of the Board and thanked him warmly for his
dedication and contribution to the Bank.

Mr. Raymond informed the shareholders of the Bank’s strategy built
around the business modet of a super-regionat bank. He discussed the
importance of partnerships and changes in the Bank’s offering of financial
products and services.

In closing, he invited the shareholders to view an audio-visual presentation
on the contribution of the Bank and its employees to a host of
organizations aimed at improving the quality of life of fellow citizens.

ADDRESS BY THE COMMITTEE CHAIRS

Jean Douville, Chair of the Conduct Review and Corporate Governance
Committee, informed the shareholders of the work and responsibilities
of this committee.

File No. 82-3764

Minutes

Further to a question from Lowell Weir, a shareholder of the Bank, a
discussion ensued concerning the increase in the remuneration of
directors and the remuneration of the next Chairman of the Board. With
regard to the latter point, the Chairman of the Meeting suggested that
Mr. Weir contact the Corporate Secretary's Office to obtain the information.

Jean Gaulin, Chair of the Human Resources Committee, and Pierre
Bourgie, Chair of the Audit and Risk Management Committee, discussed
the work of their committees during the financial year.

REVIEW OF GENERAL PRACTICES GOVERNING VOTING

Johanne Dupont reviewed the general voting procedure. She explained
that a proposal had to be included in the Management Proxy Circular
(the "Circular”] for it to be presented, discussed and voted upon at the
Meeting, and that the voting on each of the proposals would proceed by
way of secret ballot.

Lowell Weir intervened and proposed changes to the agenda for the
Meeting. The Chairman of the Meeting explained to Mr. Weir why changes
could not be made.

PRESENTATION OF MANAGEMENT PROPOSALS(2}

REDUCTION OF THE MINIMUM AND MAXIMUM NUMBER OF DIRECTORS
Luc Lachapelle, a shareholder of the Bank, moved that an amendment
be made to Section 4.1 of By-Law | of the Bank such that the Board
would consist of no tess than 12 and no more than 18 directors. Johanne
Blanchard, shareholder of the Bank, seconded the maotion.

Lowell Weir intervened to present an amendment to the motion. The
Chairman of the Meeting explained to Mr. Weir why the amendment
could not be made.

The Chairman of the Meeting invited the shareholders to vote on
Management's first proposal.

ELECTION OF DIRECTORS

The Chairman of the Meeting informed the shareholders that
Francois J. Coutu, Dennis Wood and he would not be standing for
re-election. He thanked Mr. Coutu and Mr. Wood for their contribution
to the work and deliberations of the Board. He pointed out that the
number of Directors to be elected was 15, in accordance with a resclution
passed by the Board.

Roger Fournelle, a shareholder of the Bank, moved that the following
persons be nominated as Directors of the Bank until the subsequent
annual meeting: Lawrence S. Bloomberg, Pierre Bourgie,
Gérard Coulombe, Bernard Cyr, Shirley A. Dawe, Nicole Diamond-Gélinas,
Jean Douville, Marcel Dutil, Jean Gaulin, Paul Gobeil, Suzanne Leclair,
E.A. [Dee) Parkinson-Marcoux, Réal Raymond, Roseann Runte and
Jean Turmel. Tami Dubrofsky, a shareholder of the Bank, seconded
this motion.

[1) A copy of this address was entered in the records of the Bank and is available on request.
(2} The texts of management proposals and shareholder proposals and the Bank's position are presented in their entirety in the Circular.
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The Chairman of the Meeting invited the shareholders to vote on
Management's second proposal.

AGGREGATE REMUNERATION OF DIRECTORS

Bernard Poulin, a shareholder of the Bank, moved that an amendment
to Section 4.6 of By-Law | of the Bank be made in order to increase the
aggregate remuneration which could be paid to all directors of the Bank
during a financial year from $1,300,000 to $1,800,000. Jack Hasen, a
shareholder of the Bank, seconded this motion.

Lowell Weir intervened and requested that the remuneration of the
Chairman of the Board be disclosed. The Chairman of the Meeting
explained to the shareholder why he could not comply with that request
at the time.

The Chairman of the Meeting invited the shareholders to vote on
Management’s third proposal.

APPOINTMENT OF AUDITOR

Gilles Henrichon, a shareholder of the Bank, moved that the accounting
firm of Samson Bélair/Deloitte & Touche, S.E.N.C.R.L. be appointed as
sole auditor of the Bank for the financial year beginning on November 1,
2003 and ending on October 31, 2004. Jacques Chevrefils, a shareholder
of the Bank, seconded the motion.

The Chairman of the Meeting invited the shareholders to vote on
Management's fourth proposal.

PRESENTATION OF SHAREHOLDER PROPOSALS
The Chairman of the Meeting stated that the Bank had received, within
the prescribed deadline, requests from the following three shareholders:

* the Association for the Protection of Quebec Savers and Investors
(the "APEIQ")

* Global Benefits on behalf of U.A. Canadian Pipeline Industry National
Pension Trust Fund, and

¢ Lowell Weir

toinclude 11 proposals in the Circular for presentation at the Meeting.

Before proceeding with the presentation, discussion and voting on the
shareholder proposals, the Chairman of the Meeting outlined certain
guidelines to be followed.

FIRST SHAREHOLDER PROPOSAL

Atthe invitation of the Chairman of the Meeting, Rachel Didier, Corporate
Secretary of the APEIQ, presented the proposal to pass a by-law to
prohibit the chief executive officer from sitting on the board of directors
of any other listed company that is unrelated, with a view to ensuring
independence and avoiding all conflicts of interest.

The Chairman of the Meeting reminded the shareholders that the Bank's
position was presented in the Circular and invited them to vote on the
first shareholder proposal.

SECOND SHAREHOLDER PROPOSAL

The APEIQ, represented by Rachel Didier, proposed that the Bank disclose
in the Management Proxy Circular all the boards of directors of companies
whose stock is traded on North American stock exchanges and on which
the nominees to the Board currently serve or have served in the past
five years, in order to provide shareholders with all the relevant
information to assess the degree of independence of the directors they
elect.

Réal Raymond informed Ms. Didier that as this proposal and the third
proposal had raised much shareholder interest, the Bank would provide
more information on these matters in the next Management Proxy
Circular regardiess of the results of the votes on these proposals.

The Chairman of the Meeting reminded the shareholders that the Bank's
position was presented in the Circular and invited them to vote on the
second shareholder proposat.

THIRD SHAREHOLDER PROPOSAL

The APEIQ, represented by Rachel Didier, proposed that, in addition to
the compensation program of executive directors, the Bank disclose in
the Management Proxy Circular, their termination clauses and the
conditions and circumstances justifying their projected benefits.

Ms. Didier stated that the Bank shoutd be more transparent with
shareholders and follow the example of other Canadian banks by
disclosing the content of these programs and the related conditions.
The Chairman of the Meeting reminded the shareholders that the Bank's
position was presented in the Circular and invited them to vote on the
third shareholder proposal.

FOURTH SHAREHOLDER PROPOSAL

The APEIQ, represented by Rachel Didier, proposed that the Bank disclose
the total retirement pension awarded to each of the principal senior
executive officers and the related annual costs and that it declare any
actuarial deficit for these plans.

Ms. Didier stated that even though the compensation of officers and
many of the related costs are already disclosed, the funding costs of
the pension plans are not. Although determining the value of the
retirement pension of officers involves economic assumptions based
on several incalculable factors, shareholders should be informed of the
actual costs, the actuarial surplus or deficit and estimated future costs.
She pointed out that Fairvest Corporation supported the APEIQ in this
proposal.

The Chairman of the Meeting reminded the shareholders that the Bank’s
position was presented in the Circular and invited them to vote on the
fourth shareholder proposat.

FIFTH SHAREHOLDER PROPOSAL

The APEIG, represented by Rachel Didier, proposed that the Bank pass a
by-law requiring that its Executive Officers and any other person considered
to be an insider give prior public notice of 10 calendar days for any trading
in the Bank's stock, including the exercising of stock options.
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Ms. Didier stated that if the proposal had not already been included in
the Circular, the APEIQ would have agreed to withdraw it given the
Bank's proactive measure in adopting a guideline in that regard.

The Chairman of the Meeting reminded the shareholders that the Bank’s
position was presented in the Circular and invited them to vote on the
fifth shareholder proposal.

RESULTS OF VOTES ON MANAGEMENT'S PROPOSALS

Following receipt of the Scrutineers’ report, the Chairman of the Meeting
announced to the shareholders the results of the votes on the following
proposals:

Amendment to Section 4.1 of By-Law | of the Bank - Reduction in the
minimum and maximum number of directors

The Chairman of the Meeting announced that 99.8% of the votes had
been cast FOR this proposal.

Election of directors
The Chairman of the Meeting announced that all the nominees for the
position of Director had been elected with at least 99% of the votes cast.

Amendment to Section 4.6 of By-Law ! of the Bank - Increase in the
aggregate remuneration that may be paid to directors

The Chairman of the Meeting announced that 97.1% of the votes had
been cast FOR this proposal.

Appointment of auditor
The Chairman of the Meeting announced that 99.6% of the votes had
been cast FOR this proposal.

SIXTH SHAREHOLDER PROPOSAL

John Telford, a representative of U.A. Canadian Pipeline Industry National
Pension Trust Fund, proposed that the Bank adopt a policy requiring that
the external auditor perform only audit and audit-related work and not
provide tax or other services, in order to maintain its professionalintegrity.

The Chairman of the Meeting reminded the shareholders that the Bank's
position was presented in the Circular and invited them to vote on the
sixth shareholder proposal.

SEVENTH SHAREHOLDER PROPOSAL

Lowell Weir presented the proposal to, in particular, have the amendment
to Section 4.6 of By-Law | adopted at the Annual Meeting of Shareholders
held on March 13, 2002 declared null and void.

Mr. Weir stated that the information concerning the remuneration of
directors disclosed in the Management Proxy Circular for the Annual
Meeting of Shareholders held on March 13, 2002 was misleading and
proposed that an independent investigation be conducted to identify
those responsible for the improper disclosure.

The Chairman of the Meeting reminded the shareholders that the Bank's
position was presented in the Circular and invited them to vote on the
seventh shareholder proposal.

EIGHTH SHAREHOLDER PROPOSAL
Lowell Weir proposed that the Bank's by-laws be amended to change
the limit with regard to shareholdings from 5% to 0.5% for designating
nominees for the position of director.

The Chairman of the Meeting reminded the shareholders that the Bank’s
position was presented in the Circular and invited them to vote on the
eighth shareholder proposal.

NINTH SHAREHOLDER PROPOSAL

Lowell Weir proposed that the auditors appointed by the shareholders
ensure that the list of subsidiaries (and subsidiaries of subsidiaries)
provided to shareholders in the Annual Report be complete, that a
financial statement be prepared for each subsidiary and that all the
files of subsidiaries be audited.

Mr. Weir pointed out that the auditors appointed by the shareholders
did not audit the financial statements of some subsidiaries. Michel
Labonté, Senior Vice-President - Finance, Technology and Corporate
Affairs, responded that the Bank was not bound by regulations to have
the financial statements of all of its subsidiaries audited.

The Chairman of the Meeting reminded the shareholders that the Bank’s
position was presented in the Circular and invited them to vote on the
ninth shareholder proposal.

TENTH SHAREHOLDER PROPOSAL

Lowell Weir proposed that the Bank give shareholders the opportunity
to ask questions at any time during the Annual Meeting of Shareholders
and to authorize them to attend and participate in the press conference
following the Annual Meeting of Shareholders.

Mr. Weir stated that the Bank dissuaded shareholders from asking
questions during the Annual Meeting of Shareholders and that each
year the question period was cut off to hold the press conference.

The Chairman of the Meeting reminded the shareholders that the Bank’s
position was presented in the Circular and invited them to vote on the
tenth shareholder proposal.

ELEVENTH SHAREHOLDER PROPOSAL
Lowell Weir proposed that more detailed disclosure be provided for the
loans granted to the Bank’s executive officers and directors.

Mr. Weir stated that the information disclosed in the Management Proxy
Circular regarding the loans to officers was erroneous.

The Chairman of the Meeting reminded the shareholders that the Bank's
position was presented in the Circular and invited them to vote on the
eleventh shareholder proposal.
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QUESTION PERIOD

The Chairman of the Meeting introduced the members of the Executive
Committee and gave the floor over to Réal Raymond for the question
period, which dealt primarily with the following topics:

* the percentage representing the remuneration paid to officers versus
the dividend paid to shareholders

the impact of the share repurchase plan on share capital

banking administration charges

the excessive number of proposals presented

the documents containing personal information which were put in
the trash

¢ the contract granted to CGI Group Inc.

RESULTS OF THE VOTES ON SHAREHOLDER PROPOSALS
PROPOSALS PRESENTED BY THE APEIQ

First Shareholder Proposal - Prohibiting the chief executive officer
from sitting on the board of directors of unrelated listed companies
The Chairman of the Meeting announced that 97.7% of the votes had
been cast AGAINST this proposal.

PROPOSALS PRESENTED BY LOWELL WEIR

Seventh Shareholder Proposal - Amendment to Section 4.6 of By-Law !
concerning the aggregate remuneration of directors adopted at the
Annual Meeting of Shareholders held on March 13, 2002

The Chairman of the Meeting announced that 98.2% of the votes had
been cast AGAINST this proposal.

Eighth Shareholder Proposal - Reduction of the limit for shareholding
of common shares from 5% to 0.5% for designating nominees for the
position of director

The Chairman of the Meeting announced that 97.6% of the votes had
been cast AGAINST this proposal.

Ninth Shareholder Proposal - Audit of subsidiaries
The Chairman of the Meeting announced that 97.8% of the votes had
been cast AGAINST this proposal.

Tenth Shareholder Proposal - Opportunity to ask questions throughout
the Annual Meeting of Shareholders and to participate in the press
conference following the Annual Meeting of Shareholders

The Chairman of the Meeting announced that 97.3% of the votes had
been cast AGAINST this proposal.

Second Shareholder Proposal - Disclosure in the Management Proxy
Circular of the boards of directors of companies on which nominees
to the Board serve or have served in the past five years

The Chairman of the Meeting announced that 52.6% of the votes had
been cast AGAINST this proposal.

Third Shareholder Proposal - Disclosure in the Management Proxy
Circular of the clauses and conditions relating to the termination of
executive officers

The Chairman of the Meeting announced that 58.9% of the votes had
been cast AGAINST this proposal.

Fourth Shareholder Proposal - Disclosure of the total retirement
pension awarded to executive officers and the related annual costs
The Chairman of the Meeting announced that 59.5% of the votes had
been cast AGAINST this proposal.

Fifth Shareholder Proposal - Passing of a by-law requiring executive
officers and insiders to give prior public notice of 10 calendar days for
any trading in the Bank’s stock, including the exercising of stock options
The Chairman of the Meeting announced that 96.6% of the votes had
been cast AGAINST this proposal.

PROPOSAL PRESENTED BY GLOBAL BENEFITS ON BEHALF OF U.A.
CANADIAN PIPELINE INDUSTRY NATIONAL PENSION TRUST FUND

Sixth Shareholder Proposal - Adoption of a policy stating that the
external auditor perform only audit and audit-related work and not
provide tax or other services

The Chairman of the Meeting announced that 95.3% of the votes had
been cast AGAINST this proposal.

Eleventh Shareholder Proposal - Disclosure of the details regarding
loans granted to the Bank's executive officers and directors

The Chairman of the Meeting announced that 6.2% of the votes had
been cast AGAINST this proposal.

ADJOURNMENT OF THE MEETING
The question period having ended, the Chairman declared the Meeting
adjourned.

Chairman

Lo Qﬁw%
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NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

Date: Wednesday, March 2, 2005
Time:  9:30 a.m. [Eastern time]
Place:  Fairmont The Queen Elizabeth Hotel

900 René-Lévesque Boulevard West
Montreal, Quebec
Canada

Business of the Meeting:

1.

oL

Receive the consolidated financial statements for the financial year ended October 31, 2004 and the auditors’
report thereon;

Elect directors;

Appoint the auditor;

Consider shareholder proposals, as set out in Schedule A to the Circular; and

Transact such other business as may properly be brought before the Meeting.

Holders of record of common shares of the Bank at 5:00 p.m. on January 13, 2005 are entitled to receive the
Notice of Annual Meeting of Shareholders. On that date, 168,519,379 common shares of the Bank were issued
and outstanding. Each holder of common shares is entitled to cast one vote per share held, unless restricted
in the Bank Act (Canadal.

By order of the Board of Directors,

Linda Caty
Vice-President and Corporate Secretary

January 13, 2005

Holders of common shares of the Bank who are unable to attend the Meeting are requested to complete, date
and sign the enclosed form of proxy. Proxies may be returned by mail in the postage-paid envelope provided to
National Bank Trust Inc., Share Ownership Management, P.0. Box 888, Station B, Montreal, Quebec, Canada
H3B 929 or sent by fax to (514) 871-3673. in arder to be valid, the form of proxy must reach National Bank Trust Inc.
no later than 5:00 p.m. on February 28, 2005.

For any questions regarding the Circular, the form of proxy or the exercise of voting rights, please call
1-877-288-1230.
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For immediate release

National Bank of €anada’ 2004 Annual Report now available
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Montreal, January 24, 2005 — Nétioné] Bank of Canada today announced that its
2004 Annual Report is now available on its website at www.nbc.ca/investorrelations.

The Notice of Annual Meeting of Shareholders, the Management Proxy Circular and
the Annual Information Form are also posted on the site.

The 2004 Annual Report, Notice of Annual Meeting of Shareholders and the
Management Proxy Circular will be mailed to shareholders in the next few days.

Please note that National Bank will be holding its Annual Meeting of Shareholders
on Wednesday, March 2, 2005, at 9:30 a.m. at the Fairmont The Queen Elizabeth
Hotel, 900 René-Lévesque Blvd. West, Montreal, Quebec.

About the National Bank of Canada

National Bank of Canada is an integrated group which provides comprehensive financial services to
consumers, small and medium-sized enterprises and large corporations in its core market, while
offering specialized services to its clients elsewhere in the world The National Bank offers a full array
of banking services, including retail, corporate and investment banking. it is an active player on
international capital markets and, through its subsidiaries. is involved in securities brokerage,
insurance and wealth management as well as mutual fund and retirement plan management. The
National Bank has assets close to 389 billion and, together with its subsidiaries, employs close to
16,500 people. The Bank’s securities are listed on the Toronto Stock Exchange (NA:TSX). For more
information, visit the Bank's website at www.nbe.ca.

-30-

Information: (The telephone number provided below is for the exclusive use of
Journalists and other media representatives.)

Denis Dubé

Manager, Public Relations Department
National Bank of Canada

Tel.: (514) 394-8644

Public Relations Department
National Bank of Canada

600 rue de La Gauchetiére West
10th Floor

Montréal Quebec H3B 4L2
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NATIONAL BANK OF CANADA, 2004 ANNUAL REPORT

Management's Discussion and Analysis

Notes to Readers

Compliance with Canadian securities regulatory standards

The Management's Discussion and Analysis was prepared in
accordance with the requirements set out in Regulation 51-102
respecting continuous disclosure obligations, which came into
effect on March 30, 2004. While these requirements do not apply
to the fiscal year ended October 31, 2004, National Bank of
Canada has elected to provide additional disclosure of correspon-
ding information in the Management’s Discussion and Analysis
for the fiscal year ended October 31, 2004 in order to comply
immediately with the Regulation and facilitate examination of
interim management reports in 2005.

Caution regarding forward-looking statements

From time to time, National Bank of Canada makes written and
oral forward-looking statements, inctuded in this Annual Report,
in other filings with Canadian regulaters or the U.S. Securities
and Exchange Commission, in reports to shareholders, in press
releases and in other communications. All such statements are
made pursuant to the “safe harbor” provisions of the United
States Private Securities Litigation Reform Act of 1995. These
forward-looking statements include, among others, statements
with respect to the economy, market changes, the achievement
of strategic objectives, certain risks as well as statements with
respect to our beliefs, plans, expectations, anticipations, esti-
mates and intentions. These forward-looking statements are typ-
icatly identified by the words “may,” “could,” "should,” "would,”
“suspect,” “outlook,” "betieve,” "anticipate,” “estimate,” “expect,”
“intend,” "plan,” and words and expressions of similar import.

By their very nature, such forward-looking statements require us
to make assumptions and involve inherent risks and uncertain-
ties, both general and specific. There is significant risk that
express or implied projections contained in such statements will
not materialize or will not be accurate. A number of factors could
cause actual future results, conditions, actions or events to differ
materially from the targets, expectations, estimates or intentions
expressed in the forward-looking statements. Such differences
may be caused by factors, many of which are beyond the Bank's
control, which include, but are not limited to, changes in
Canadian and/or global economic and financial conditions (par-
ticularly fluctuations in interest rates, currencies and other
financial instruments), liquidity, market trends, regulatory devel-
opments and competition in geographic areas where the Bank
operates, technological changes, consolidation in the Canadian
financial services sector, the possible impact on our businesses
of internationat conflicts and other developments including those
relating to the war on terrorism and the Bank's anticipation of
and success in managing the risks implied by the foregoing.

The Bank cautions that the foregoing list of important factors is
not exhaustive. Investors and others who base themselves on the
Bank's forward-looking statements shoutd carefully consider the
above factors as well as the uncertainties they represent and the
risk they entail. The Bank therefore cautions readers not to place
undue reliance on these forward-looking statements. The Bank
does not undertake to update any forward-tooking statements,
whether written or oral, that may be made from time to time by
or on behalf of the Bank.

Financial reporting method

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

The Bank uses certain measurements that do not comply with
GAAP to assess results. Securities regulators require companies
to caution readers that net earnings and any other measurements
adjusted using non-GAAP criteria are not standard under GAAP
and cannot be easily compared with similar measurements used
by other companies. Like many other institutions, the Bank uses
the taxable equivalent basis to calculate net interest income,
otherincome and income taxes. This calculation method consists
in grossing up certain tax-exempt income [primarily dividends) by
the income tax that would have been otherwise payable. An equiv-
alent amount is added to income taxes. The impact of these
adjustments is reversed under the "Other” heading. This adjust-
ment is necessary in order to perform a uniform comparison of
the return on different assets regardless of their tax treatment.

Since the beginning of the 2004 fiscal year, the Bank has been
measuring the results of its business segments using actual
losses incurred rather than expected losses. The previous year's
data have been restated in order to compare them with this
year's data.

Factors that could affect future results

As indicated in the caution regarding forward-looking state-
ments, the inevitable risks and uncertainties of these state-
ments, whether general or specific, coutd cause the Bank's actu-
al results to be considerably different from those set out in the
forward-looking statements. Some of these factors are discussed
below. Others, such as credit risk, market risk, liquidity risk,
operational risk and other risk factors are discussed under Risk
Management on page 61 of the Annual Report.
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Key factors

General economic and business conditions

in regions where the Bank operates

Although the Bank operates primarily in Canada, it also has busi-
ness operations in the United States and other countries.
Consequently, the economic and business conditions in the geo-
graphic regions where the Bank operates can have an impact an its
revenues. These conditions include short- and long-term interest
rates, inflation, fluctuations in debt securities markets and financial
markets, foreign exchange rates, the strength of the economy and
the extent of the Bank’s business operations in a given country.

Monetary policy

The monetary policies of the Bank of Canada and the Federal Reserve
Board in the United States as well as other interventionist measures
in capitat markets have repercussions on the Bank’s revenues.
Variations in the exchange rate and the general level of interest rates
can impact the Bank’s profitability. The Bank has no control over
changes in monetary policies or in capital market conditions.

Competition

The extent of competition on the markets where the Bank operates
has an impact on its performance. Retaining clients hinges on a
number of factors such as the price of products and services, the
guality of service and changes in the products and services offered.

Legislative and regulatory amendments

Various levels of government and regulatory bodies have intro-
duced regulations intended to protect the interests of the Bank’s
clients, employees and shareholders. Amended laws and regula-
tions, including changes in the way they are interpreted or
apptied, could have an impact on the Bank in that they may limit
its product or service offering or increase competitors’ capacity
to rival it with their own offering. Failure by the Bank to comply
with applicable taws and regulations may result in sanctions and
fines being levelled against it, which could have an unfavourable
impact on the Bank’s financial results and reputation.

Accuracy and completeness of information about clients

and counterparties

The Bank relies on the accuracy and completeness of information
on clients and counterparties. In decisions concerning approval of
credit or ather transactions with clients and counterparties, the Bank
may use information provided by them, including their financial
statements and other financial informaticn. The Bank can also refer
to the statements made by clients and counterparties regarding the
accuracy and completeness of such information and auditors’ reports
with respect to their financial statements. In the event that the
financial statements of its clients or counterparties are misleading
or do not present fairly, in all material respects, their financial position
or operating results, there could be negative consequences on the
Bank’s revenues.

New products and services to maintain or increase market share
The Bank’s capacity to maintain or increase its market share depends,
in part, on the way in which it is able to tailor its products and services
to changing industry standards. Financial services companies are
now under growing pressure in terms of product and service pricing,
which can reduce total revenues. Moreover, adopting new technologies,
including web-based services, in order to modify or adapt products
and services can lead to huge expenses for the Bank.

Acquisitions

The Bank’s ability to successfully complete an acquisition is often
conditional on regulatory approval, and the Bank cannot be certain
when or under what conditions, if any, approval will be given,
Acquisitions can affect future results depending on whether
Management succeeds in integrating the acquired company.

Commercial infrastructure

Third parties provide the essential components of the Bank’s
commercial infrastructure, such as Internet connections and
network access. Interruptions in these or other communication
services provided by third parties can adversely affect the Bank's
ability to provide preducts and services to its clients and to other-
wise conduct business.

Other factors

Other factors that can affect the Bank's future results include its
ability to recruit and retain key personnel, amendments to tax legis-
tation, unforeseen changes in consumption and savings habits, tech-
nologicat advances, the potential impact of international conflicts or
natural catastrophes on the Bank's activities, and the Bank’s capac-
ity to foresee and effectively manage the risks associated with these
factors against.the backdrop of rigorous risk management.

The Bank cautions readers that other factors in addition to those
indicated above could have an impact on its future results. When
relying on forward-looking statements to make decisions con-
cerning the Bank, investors and other stakeholders should care-
fully consider these factors and all other uncertainties, potential
events and industry-related or particular factors at the Bank that
could negatively affect the future results of the Bank. The Bank
will not update forward-looking statements, be they written or
oral, that may be made from time to time by the Bank or on its behalf.

Additional disclosure

Additional information about Nationat Bank of Canada, including
the Annual information Form, can be ohtained from the SEDAR
website at www.sedar.com and the Bank’s website at www.nbc.ca.
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OBJECTIVES
AND RESULTS

Profitability
well over target

In its 2003 Annual Report, National Bank published its financial

objectives for fiscal 2004. The targets were set so as to create an'

attainable challenge given the prevailing context ‘and the

organization's strengths. More specifically, the Bank had committed

to grow its earnings per share by 5% to 10%, to offer a return on-
comman shareholders’ equity {(ROE} of 15% to 17%, to maintain a
Tier 1 capital ratio of 8.75% to 9.50%, and to pay dividends
representing between 35% and 45% of net income available to
common shareholders. The Bank delivered on all these
commitments. The table below compares the objectives with the
results achieved as at October 31, 2004.

Results Objectives |  Objectives

2004 2004 2005

Objectives and Results

Growth in earnings
per share 22%
Return on common
shareholders’ equity  18.8%
Tier 1 capital ratio 9.6%
Dividend payout ratio 35%

5% - 10% 5% - 10%
15% - 17% 16% ~ 18%
8.75% - 9.50% | More than 8.5%
35% - 45% 35% - 45%

Looking ahead to 2005, the Bank intends to maintain its objective for
growth in earnings per share at between 5% and 10%, and its dividend
payout ratio at between 35% and 45%. The upper and lower limits of
the target range for ROE will be increased by 1%, to between 16%

and 18%. The minimum Tier 1 capital ratio has been lowered to 8.5%. v
The Bank has opted to no longer publish medium-term objectives. - '

For fiscal 2004, the Bank posted record netincome of $725 million,
up 16% compared to the $624 million of the previous fiscal year.
Earnings per share reached $4.10 as against $3.37 for 2003, an
increase of 22%. Return on common shareholders’ equity was
18.8% in 2004 versus 16.5% a year earlier. This performance was
achieved while maintaining a capital ratio of 9.6%. In addition, 35%
of net income was paid out as dividends, up 3% from 2003.

Management’s Discussion and Analysis of Financial Condition and Operating Results

| Consolidated Results
Year ended October 37

[taxable equivaient basisl!
{miltions of dotlars]
Change

2004 2003 %
Net interest income 1,445 1,366 6
Other income 2,212 2,093 6
Total revenues 3,657 3,459 6
Operating expenses 2,392 2,257 6
Contribution 1,265 1,202 5
Provision for credit losses 86 177 (51)
Income before income taxes 1,179 1,025 15
Income taxes 426 374 14
Non-controlling interest 28 27 4
Net income 725 624 16
Earnings per share $ 410 $ 3.37 22
Average assets 78,672 71,810 10
Risk-weighted assets 40,823 40,061 2
Average deposits 50,186 48,204 4
Net impaired loans!2) [190) {154) (23)
ROE 18.8% 16.5%
Efficiency ratio 65.4% 65.3%

Fiscal 2004 also saw total revenues on a taxable equivatent basis(1)
reach a new high of $3.7 biltion, which was $198 million or 6%
higher than for the previous year. This increase came equally from
net interest income and other income, with the latter reaching
$2,212 million as at October 31, 2004 or 60.5% of total revenues.

. Operating expenses were $2,392 million, up $135 million or 6%.

The efficiency ratio remained relatively stable at 65.4%, versus
65.3% in 2003. In addition, loan losses were down 51% or $91 million
compared to 2003. Reversals of the general allowance for credit
risk accounted for 60% or $55 million of that reduction. Excluding
the reversals of the general allowance, loan losses fell by 20% in
2004 and represented only 0.34% of average loans and bankers’
acceptances, signalling @ marked improvement in the quality of
the Bank's portfolio. impaired loans net of the specific allowances
declined 36% to $160 million as a result of changes to the Bank's
risk profile and the economy’s continued strength.

It should be noted that all segments contributed to the Bank’s success
in terms of both revenues and income.

The consolidated results are discussed in greater detail on page 48
of the Management’s Discussion and Analysis.

{1) See "Financial Reporting Method” on page 14.

{2} Net of specific and general altowances
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Revenue and Net Income Growth
by Segment from 2003 to 2004 ‘

Year ended October 37, 2004
{taxable equivalent basis}i1i :
_Revenues Netincome

Personal and Commercial + 4% '+ 8%
Wealth Management +13% +28%
Financial Markets + 6% +14%

IMPROVEMENT IN THE BANK'S RISK PROFILE

Loan Breakdown by Risk Type
Net Impaired Loans and Provisicning
Imittions of doltars]

2004 2003 2002 2001 2000

Total loans and acceptances* 50,204 47,958 47,953 51,172 49,931
Personat loans 56% 53% 52% 49% 50%
Business loans ) 34% 38% 40% 44% 44%
Other loans ’ 10% 9% 8% 7% 6%

Net impaired loans L 160 251 246 591 544
Provisioning rate 58.7% 47.3% 51.1% 39.1% 45.2%

General allowance . 350 405 405 500 500

impaired loans, net of specific and general allowances ' - (190) {154} {159) 9N 44
as a % of loans and acceptances 0.38)%  [0.32)% {0.33]% 0.18% 0.09%

*including securitization

ONE OF THE MAIN REASONS FOR THE BANK'S STRONG PERFORMANCE IN RECENT YEARS HAS BEEN THE IMPROVED
QUALITY OF ITS LOAN PORTFOLIO. STEADY GROWTH IN PERSONAL LOANS HAS BEEN A KEY FACTOR. ALTHOUGH
THE CONTRIBUTION FROM BUSINESS LOANS HAS FALLEN SHARPLY (FROM 44% IN 2000 TO 34% IN 2004}, THIS DOES
NOT MEAN THAT THE BANK HAS BACKED AWAY FROM THE COMMERCIAL LENDING MARKET. INSTEAD, THE DECLINE
REFLECTS WEAK DEMAND FOR CREDIT DUE TO HIGHLY LIQUID CORPORATE BALANCE SHEETS AND THE INCREASED
CAPACITY OF FINANC!IAL MARKETS TO ABSORB CREDIT RISKS, PARTICULARLY THROUGH THE USE OF DERIVATIVES.

ADAPTING TO MARKET TRENDS, THE BANK ADOPTED A PRUDENT AND PROACTIVE APPROACH TO RISK MANAGEMENT.
AS A RESULT, NET IMPAIRED LOANS PLUNGED 71% BETWEEN 2000 AND 2004 WHILE THE PROVISIONING RATE
INCREASED SIGNIFICANTLY. SIMILARLY, DESPITE A $55 MILLION DECREASE IN THE GENERAL ALLOWANCE, AGGREGATE
ALLOWANCES EXCEEDED IMPAIRED LOANS BY $190 MILLION, ACCOUNTING FOR {0.38)% OF ALL LOANS AND
ACCEPTANCES. THE CANADIAN BANKING SYSTEM SEEMS TO BE IN THE MOST FAVOURABLE PHASE OF THE CREDIT
CYCLE. GIVEN THE POSITIVE GROWTH OUTLOOK FOR THE CANADIAN ECONOMY AS REFLECTED IN EMPLOYMENT
GAINS AND RELATIVELY WEAK INTEREST RATES, COMBINED WITH RECENT TRENDS IN COMMERCIAL BANKRUPTCIES,
THIS LOW-LOSS PHASE SHOULD CONTINUE FOR THE COMING QUARTERS.

{1} See "Financial Reporting Method” on page 14.
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]

THE BANK'’S
STRATEGY

Focussing on
key factors

A super-regional bank... ‘
Naticnal Bank's strategy is solidly geared to the Canadian market,
particularly Quebec. It has adopted the super-regional bank

model, which has proven so successful in the United States. A .

super-regional bank concentrates resources in a given area
rather than deploying them country-wide. In its core market,
National Bank is focussed on building strongholds in retail, SME
and corporate banking and defending them against larger national
players. ‘

Since its introduction during the 2003 advertising campaigns, our
new tagline {"Quebec’s leading bank”) has been effective in
ensuring that a growing number of Quebecers consider National
Bank their main financial institution and the best financial
institution in the province.

... with well chosen niches across Canada .

Applying this business model in no way prevents a bank from moving
beyond its core market. When doing so, however, it must be selective
and choose specialized niches that do not require an exiensive
network of outlets. Capital market activities—including full-service

brokerage and mutual funds—are among these niches, particularly
in Canada where the main brokerage firms are bank subsidiaries.

Keys to success

All banks with diversified activities have certain factors of success
in common: a varied palette of profitable products, credit quality,
operational efficiency and sound financial management. National
Bank closely monitors all of these aspects. To take full advantage
of the business model it has chosen, six other factors of success,
which underpin the Bank's various orientations, have been identified.

Maintain a strong position in Quebec

« By far the leading bank in Quebec, approximately double the
size of its main bank competitor

 Ranked first or second among all banking institutions present
in its priority markets

Keep activities outside Quebec very focussed

* Altamira

- e Expansion of the full-service brokerage network

* Financing of emerging companies in the energy sector
« Niches in commercial financing thanks to high-calibre
investment bankers recruited by National Bank Financial

Provide quality service to attain a high tevel
of customer satisfaction

e Marked increase in satisfaction among individual

and business clients
* Among the best brokerage firms in terms of research
* First in terms of service quality of online transactions

Create economies of scope through
a comprehensive product offering

¢ Wealth management services deployed in the branch network
e Insurance products
¢ Canadian Blue Chip Portfolio-Linked Note

Maintain an excellent level of capitalization

» Tier 1 capital ratio consistently above the target range

Forge partnerships to increase revenues

and reduce costs

» Partnership deployed with Investors Group, Great-West Life
and London Life

s Partnership introduced with MD Management
» New partnership with Canada Life

SIXKEY FACTORS OF SUCCESS
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Organizational capacity

National Bank also assigns a great deal of importance to its -
organizational capacity. The nine members of the Executive. .

Committee meet frequently and mechanisms have been established

to facilitate teamwork. For example, business units and support

departments have sighed service agreements that set performance
standards for key criteria, such as response time, with a view to
offering superior service. ‘

Recruiting and retaining talented young professiohals‘ as well as i

providing training to personnel and planning for succession, are
key to the institution’s overall performance. Linking the Bank's
performance to compensation ensures the engagement of
personnel. The Bank’s bonus program based on unit performance
and individual performance, the variable compensation paid to the
sales forces, and the share ownership and stock option plans are
all used to that end. Management also communicates regularly
with employees to promote awareness about the Bank's
performance, orientations and challenges.

SHAREHOLDER

VALUE ADDED
Up 24% per year

As the table below shows, the Bank creates value for its
shareholders. Shareholder value added [SVA] is calculated by
deducting the cost of capital from available income (befare goodwill
charges). The cost of capital is the minimum compensation required
by the Bank's common shareholders in light of returns available
elsewhere on capital markets. In fiscal 2004, the Bank reduced its
estimated cost of capital from 13% to 11%. Value created for
shareholders in 2004 exceeded by $290 million what shareholders
could have expected from investments having a comparable degree
of risk. SVA grew by $162 million compared to the SVA recorded in
2003, with $74 million attributable to the change in the cost of
capital. Over the past five years, National Bank of Canada has
therefore created $546 million of added value for its sharehalders,
for average annual growth of 34% [or 24% once the change in the
cost of capital is taken into account). Stack market capitalization,
which broke above the $8 biltion mark as at October 31, 2004, grew
at a pace of 16.2%.

Shareholder Value Added
Year ended October 371
{mitlions of dollars}

004 003 002 2001 2000 AAGR!
Available income 702 599 408 547 500
Average common equity used 3,742 3,624 3,628 3,430 3,144
Cost of capitall2l 412 471 472 446 409
Shareholder value added 290 128 {64) 101 91 33.6%
Stock market capitalization 8,167 7,144 5,366 4,616 4,727  16.2%

{1] Average annual growth rate
{2} 1% in 2004; 13% from 2000 to 2003
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SHAREHOLDER
RETURN

CAPITAL

MANAGEMENT

Higher than
the industry

Total Return Index (1999 = 100}

310.0 | ™ NBC
-&- S&P/TSX Banks
-~ S&P/TSX Composite

260.0
2100
160.0
110.0
4
60.0 w w w L} bl
1999 2000 2001 2002 2003 2004

Clearly benefitting
shareholders

P ——— |
Tier 1 Capital Ratio

183% | =~ Upper limit of target range
== Lower limit of target range
12%
1%
10%

9%

8%

gy T T T T T T v T T W w .

2000 2001 2002 2003 2004

Total shareholder return consists of the return on the share
price, assuming dividends are fully reinvested. Over a five-year
period, the Bank posted stronger shareholder returns than the

industry as a whole. Since 1999, the Bank’s total shareholder

return has been 219% versus 134% for the Canadian banking
industry, which itself significantly outperformed the TSX
Composite Index. From October 31, 2003 to October 31, 2004, the
Bank’s shareholder return was 23%, or é points more than the
17% recorded for all banks.

Capital'management, which is a key component of the Bank’s
overall financial management, reflects regulatory requirements
and the Bank's objectives in terms of business development and
shareholder expectations,

Banks use their capitat mainly to cover risks incurred by their
various operations. Those risks relate mainly to material loan
losses, highly unfavourable developments in financial markets,
negative events such as fraud or errors and poor decisions con-
cerning operations. Although current Tier 1 regulatory capitat
criteria apply only to credit and market risks, the Bank allocates
capital to cover operational and business risks as well, thereby

taking the initiative of adopting the capital framework scheduled

to take effect in 2008 under the Basel Il Accord.

As part of its capital management activities, the Bank also takes
into account its current and projected income, its need for capital

“to finance internal growth or acquisitions, and the industry’s cap-

italization standards. The Bank's target ratio for Tier 1 regulatory
capital in 2004 {between 8.75% and 9.50%] was considerably higher
than the 7% minimum requirement as of which level banks are
deemed to be very well capitalized, based on the standards of
sound practice developed by Canadian regulatory authorities.
Since the third quarter of fiscal 2001, National Bank's Tier 1 capital
ratio has been near or above 9.50%, putting it in the upper portion
of the current target range.
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Sources and Use of Common Equity

[mitlions of doliars]

Available net income — LI02 n 1 2,641

Common share dividends — /%!
Common share repurchases net of issues — (
Increase in Tier 1 capital ratic —
Decrease in risk-adjusted assets — ey 26,
Increase in goodwill — {261] rrz=ml
Debenture repurchases and
net issue of preferred shares — [343);::{1;2_,_!

. Fiscal 2004 Other By
£ 2000 to 2004 {1,000} (500} 0 500 1,000 1,500 2,000 2,500 3.000

Toraise its Tier 1 capital ratio to this level, the Bank used $646 million
to repurchase common equity. Given the role of bank capital, it is
clear that tightly controlling risks is the cornerstone of capital
management because it has a direct impact on the capital tevels
required. In that respect, the Bank has made considerable progress
in recent years, not only on the basis of credit quality—the most
visible aspect—but also in other areas of bank risk. Because of
that progress, the capital the Bank needs in order to support each

dollar of assets and revenues has been substantially reduced.

During the past five years, the Bank’s inherent risk, as measured
by risk-adjusted assets, fell 8% while revenues and income jumped

40%
35%

33% 32%

30%

20%

10%

2000 2001

2002 2003 2004

Dividend Payout Ratio* )

*Before the impairment charye on an investment in 2002

49% and 74% respectively. In the process, approximately $264 million
in capital was freed up.

As a result of its excellent profitability during the period and its policy
of rigorous balance sheet management, the Bank was in a good
posftion to ensure that a growing share of its income was distributed
to shareholders. This is confirmed by the sustained increase in the
target and effective ratio of dividend payouts. During the past five

years, the Bank paid $908 million in dividends on common shares.
An additional $838 million was distributed to shareholders as part

of three successive normal course issuer bids to repurchase 5% of
Bank shares outstanding as at the respective commencement dates.
In 2004, 83.2% of the Bank’s available income of $702 million was

" returned to common shareholders as dividends {$243 million] or as

‘pa'rt of the net repurchase of shares [$340 million).

The Bank intends to continue its current policy of actively managing
its capital and balance sheet. Management dces not consider it
necessary to target a Tier 1 capital ratio that is significantly higher
than the current ratio solely to build up a war chest that can be
used for major acquisitions. It should definitely be possible to
finance such acquisitions on the market, especially since the projects
would not be contemplated unless they added value for
shareholders, In the meantime, the Bank will continue to ensure

" that shareholders receive most of the capital not required to fuel

internal growth.
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ECONOMIC
ENVIRONMENT |

Canadian economy
buoyed by global growth

Economic growth in 2004 is expected to be 2.9%, in line with our
2003 projections.

Following a slowdown in 2003, the economy benefitted signifi-
cantly from strong global demand and higher prices for com-
modities. The ratio of export to import prices (terms of trade]
reached a record level in 2004. While one might think that energy
prices were the sole contributing factor, in fact a number of other
commodities, including nickel, lead, zinc, aluminum, steel and
forestry products, made solid gains.

Consequently, Canadian companies were able to more readily

adjust to the strengthening loonie, which had advanced more
than 21% against the greenback in 2003. Overall, higher world
prices and capacity utilization rates boosted Canadian manufac-
turers’ profit margins. As a result, commercial bankruptcies con-
tinued to fall in 2004, right across the country. The Bank has not
experienced a deterioration in the risk profile of its entire loan
portfolio and therefore does not expect loan losses to increase.

One of the downsides of the appreciation in the Canadian dollar
has been the loss of approximately 80,000 manufacturing jobs
since November 2002 when the sector was at its peak. The job
market nevertheless performed honourably with 1.7% employ-
ment growth and lower unemployment anticipated for 2004
Canada-wide. »

Growth in the personal bankruptcy rate, at 5%, was fairly con-
tained in Quebec and Ontario. In Western Canada, bankruptcies
were down. This is probably a reflection of the shift in economic
growth in 2004 towards the Western provinces, which have plen-
tiful natural resources and are recovering from a two-year
drought. Economic growth for 2004 is expected to be below 3.0%
in Atlantic Canada, Ontario and Quebec and above 3.0% in
Western Canada. ‘ E

Outlook

. The run-up in energy prices is worrisome because, in the past, oil

shocks have pushed the global economy into a recession.
However, conditions today are fundamentally different. For one
thing, the monetary policies of the major industrialized nations
are now generally accommodating. Secondly, although the nom-
inal price of oil topped a record US $50 per barrel in October,
it would have to climb to $80 per barrel in order to equal, on a
constant purchasing power basis, the price attained during the
second oil crisis in the early 1980s.

Like the International Monetary Fund, we believe that global eco-
riomic growth will be 4.3% in 2005, above the long-term trend of
3.6%. The U.S. economy, after expanding by 4.3% in 2004, should
slow to 3.3%, bringing it closer to its potential growth rate.

As in Canada, the U.S. central bank feets that the time has come
to adopt a neutral monetary policy. National Bank anticipates a
hike of about 150 basis points in the target U.S. federal funds rate
in 2005. The increase in the Bank of Canada benchmark rate,
which may not be as high, will be contingent on the economic
impact of any further rise in the Canadian dollar occurring after
fall 2004.

Mortgage rates should therefore remain at affordable levels. With
a more balanced resale home market in Canada, house prices
rose by less than 10% in 2004 and the trend should continue at
that pace in 2005. Housing starts will taper off somewhat while
remaining at exceptional levels: just over 200,000 units will be
built in Canada as a whole and 50,000 in Quebec. Growth in resi-
dential mortgages is expected to be 10% in 2004 and dip only
slightly in 2005,

.Biven the substantial budget and trade deficits in the United

States, the greenback is likely to trend downward. Consequently,
the loonie could climb higher and Canadian companies will be
forced to contend with an even tougher competitive environment,

‘We therefore anticipate modest job growth of 1.3% in 2005

However, companies will likely spend money on boosting produc-
tivity and inventories. With more projects in the energy sector,
capital spending will be a key engine of economic growth.
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Canada’s economy should expand by an average of 3.3% in 2005.
Ontario, Quebec and New Brunswick should see their economies
grow by 3.0%. As in 2004, the Bank expects economic growth to
be stronger in Western Canada, particularly Alberta and British
Columbia.

Consequences for the Bank ‘

In recent years, Canadian companies have been more focussed.

on amassing profits than investing them. They now. have-énough
capital to start investing again without turning to external financ-
ing. Overall, commercial and corporate lending, in the form. of
debt and equity financing, are not expected to expand.

The rising Canadian dollar will make some sectors, such as tex-
tiles, clothing and furniture, more vulnerable to foreign competi-
tion. The Bank takes a prudent approach to companies in sectors
that use large quantities of raw materials or that are sensitive to
energy prices—manufacturers of transportation equipment,

machinery, and electrical appliances and equipment. To assist '

Quebec exporting companies, the Bank has partnered with
Investissenent Québec to provide financing for the equipment
they need to enhance productivity and hedge against currency
fluctuations.

After taking off in 2003, stock markets were flat during the final
three quarters of fiscal 2004. The positive earnings outlook and
anticipated interest rate hikes are pulling markets in opposite
directions. Until stock markets make a definite move in one
direction, investors are likely to play it safe. Consequently, the
Bank expects to post modest gains from weaith management
activities that generate transaction-based revenues. Nevertheless,

those gains will be made from a much higher starting point than

in 2002.

STAKEHOLDERS
Across-the-board
performance

Although the raison d'étre of any company is to achieve good returns
for its shareholders, the performance of a bank is measured not
only in financial terms but also by its ability to meet the expectations
of all partners that put their trust in it.

For a company such as National Bank, success depends on its ability
“to forge long-term relations with its clients. Customer satisfaction is

_ the keyto continued growth and profitability. That is why the Bank has

made quality service and customer satisfaction its top priorities. Each
business unit and all service centres have an action ptan that yields
quéntiﬁable results. The level of customer satisfaction is continually
tracked to evaluate efforts made and identify areas on which the Bank
must focus. For example, branch customers are regularly surveyed
for their opinion on all aspects of the services we offer, from the
courteousness of branch personnel, to their appreciation of automated
banking machines and the quatity of our advisory services.

The Bank’s customer service efforts in recent years have paid off.
The increase in the number of "satisfied” or “very satisfied” clients
is proof that the Bank is listening to its clients and takes their
concerns seriousty.

Putting the focus on clients is also a very effective means of engaging
personnet. it mobilizes everyone within the Bank, from the frontline
employees who greet clients at the branches to those who input
transactions at the administrative centres. Qur commitment to
clients is echoed at every level in the organization. Everyone is bound
by internal service agreements to meet deadlines, eliminate irritants
and minimize errors while increasing productivity. Our commitment
to our clients has a domino effect on the people who work behind

 the scenes to help the Bank deliver superior service in every respect.

Needless to say, responding promptly and ensuring total quality
calls for streamlined, yet highly effective, technological processes.
In the long run, such discipline translates into lower costs.

Another key factor is the competency of personnel, The Bank has
“focussed considerable resources and attention on developing its
human capital and instilling a true culture of excellence. The criteria
used in hiring personnel, appraising their performance and
promoting them have been honed and tightened. The progress of
each unit is measured by a scorecard through a process known as
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“human resources certification” and, like customer satisfaction
levets, has a direct influence on the bonuses paid to supervisory
managers. Training activities offered by the Bank and via external
institutions are available to and recommended for all employees.
Through a partnership with Université du Québec & Montréal, the
National Bank University Program offers courses at the undergraduate

and graduate levels. In its eight years of existence, this program -

has enabled over 5,300 Bank employees to take university courses
related to their line of work. As was the case with our emphasis

on customer satisfaction, the results have been positive from the

outset and our personnel continue to strengthen their competencies
year after year. As the baby boom generation prepares to retire,
our training initiatives and our efforts to retain top talent are
particularly important as they enable the Bank to meet the challenge
of replacing numerous management employees with a new
generation of bankers.

Retaining talented employees is a priority for the Bank’s
Management. To meet that challenge, a variety of measures have
been implemented, such as allowing those e'mployees to. con-
tribute fully to the company's chaltenges, acknowledging their
contribution, giving them the opportunity to strengthen their
competencies and creating an environment where it is easier to
reconcile work and family responsibilities. The Bank also tries to
foster open dialogue between Management and employees and,
in working towards that goal, has launched programs such as the
Leaders’ Institute. The practices introduced in the past few years
are intended to ensure that the Bank has top-calibre employees
who take pride in belonging to a highly respected company.

Lastly, the Bank is dedicated to helping the communities it serves.
In keeping with its own business model; the Bank is committed to
listening to the needs of the community. This intimate under-
standing of its local market not only gives it a definite competitive
advantage, but also helps it rally "movers and shakers” who can
drive important community projects or fundraising campaigns. -

As a financial institution, we can make a difference through the
business decisions we make. Our social involvement can also be
measured by the financial resources we give to the community
through donations, sponsorships and fundraising. Social involve-
ment goes well beyond relations between the Bank and society.
Many Bank employees are leaders in charity organizations, repre-

sent community interests, are involved in recreational or support '

groups for people who need a helping hand. The Bank's Social
Responsibility Report provides details on the social inyolvemént of
the Bank and its employees.

Service quality: an ongoing commitment
at every level of the Bank

Nationat Bank has taunched a quality initiative that reflects

a total commitment to customer service. The success of our
efforts was recognized in 2004 when the Bank received

an honourable mention award at the Grands Prix québécois
de la qualité.

Qur service quality promise is based essentially on ensuring
that a client approach is applied when managing operational
processes. The approach is defined by the following principtes:

+ Focus on the eight dimensions of our service offering from
the client’s point of view (accessibility, competency, reliability,
courtesy, speed, convenience, cansideration and proactivity).
The Bank's goal is to develop a long-term competitive advantage
by reaching exceptional performance levels in three of those
dimensions: competency, accessibility and proactivity.

* |dentify “moments of truth”"—client experiences that leave
a lasting impression—and deploy high service standards for
each of those moments.

* Implement service agreements between support units and
business units that have direct contact with clients. The
agreements enable business units to clearly define their
needs and support units to make a commitment to achieving
outstanding results.

* Make a sustained training effart and provide programs to
enhance personnel satisfaction given that training and employee
satisfaction are essential components of service quality.

¢ Use an advanced monitoring system that relies on a variety of
instruments [e.g., client and employee surveys, scorecards for
standards and agreements, efficient complaint management
process).

All the facets of our service quality promise are analyzed on an
ongoing basis in order to ensure superior performance levels for
our clients and personnel. in an industry such as ours, that is
the best way to guarantee success.
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BUSINESS
SEGMENT
ANALYSIS
BUSINESS MIX

ational Bank of Canada is a well-diversified business
with over half its revenues and income generated by the
Personal and Commercial segment. Its other two seg-
ments also make significant contributions to revenues
and net income.

Economic capital is allocated to business segments on the basis of
their evaluated risk level. As shown in the table, the Wealth
Management segment uses little capital in relation to the income it

Business Mix(1l

Year ended October 31, 2004
{taxable equivalent basis)iZ
[millions of dollars}

B Financial Markets
1 Wealth Management

{3 Personal and Commercial

Revenues Income  Capital

(1] Exciuding the “Other” heading
{2} See "Financiai Reporting Method” on page 14.

Shareholder Value Added and Capital Breakdown by Business Segment

Year ended October 31
{millions of dollars}
Personal and Wealth Financial
Commercial Management Markets Other Total
2004 2003 2004 2003 004 2003 2004 2003 2004 2003

Net income available 343 314 108 79 253 228 (2) (22) 702 599
94

Cost of capital 175 209 24 29 119 157 76 412 474
RAROC/ROE 21.6% 195%  48.8% 352% 23.4% 18.9% 0.21% {3.71% 18.8% 14.5%
Shareholder value added 168 105 84 50 134 71 {96) {98) 290 128
Economic capitatl 1,589 1,611 221 226 1,081 1,205 851 582 3,742 3,624
Allocated to:

Credit risk 78.7%  80.4% 1.4% 3.9% 46.0% 449% 388% 379% 55.6% 57.0%
Market risk 2.7% 3.1% 2.5% 23% 37.8% 38.1% 38.2% 4%.0% 20.9% 22.1%
Operational risk 18.6% 16.5% 96.1% 93.8% 16.2% 17.0% 23.0% 13.1% 23.5% 20.9%

Efficiency ratio 62.2% 619% 77.5% 79.9% 548% 56.6% - - 65.4%  65.3%
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generates, giving it an exceptionally high risk-adjusted return on
capital {(RARQC] ratio of 48.8%, an increase of nearly 14 points
over fiscal 2003.

Nevertheless, the three segments present very different risk profiles.
The Personal and Commercial segment drew the largest share of
economic capital ($1,589 million) and was affected primarily by
credit risk (78.7%] and, to a lesser degree, by operational risk
(18.6%). The Wealth Management segment consumed $221 million
of capital, and was sensitive to operational risk {26.1%). Contrary
to popular belief, the Financial Markets segment had the most
diversified risk: only 37.8% of the segment’s economic capital was
effectively allocated to the market, whereas 46.0% was attributable
to credit activities and 16.2% to operations. This segment was
allocated $1,081 million of capital. Overall, the Bank made progress
in diversifying its risk for a second consecutive year, reducing credit
risk from 57.0% to 55.6% and market risk exposure by 1%. As a
result, the proportion of operational risk was relatively larger.
Naturally, not all these risks are managed the same way. Risk
management is discussed in more detail on page 61.

Every line of business added shareholder value for the Bank in
2004. Personal and Commercial contributed the most {$148 million).
However, it was the Wealth Management segment that recorded
the strongest growth in its shareholder value added [SVA), with a
13.6% higher return than in 2003. The Financial Markets segment
generated $134 million of SVA. Given the excellent capitalization
and strong profitability of all its business segments, the Bank does
not have any specific plans to reallocate capital.

The Bank's average assets amounted to $78.7 billion this past
year, versus $71.8 billion in 2003, an increase of 9.6% primarily
attributable to Financiat Markets. Average deposits were up 4.1%
to $50.2 billion in 2004. In addition to the 2.4% and 30% increases
in average depositsin the Personat and Commercial segment and
the Wealth Management segment between October 31, 2003 and
October 31, 2004, average deposits rose $0.8 billion or 4.6% in the
Financial Markets segment. Total risk-weighted assets advanced
1.9% or $0.8 billion to reach $40.8 bitlion as at October 31, 2004,
chiefly because of higher market risk and commitments to extend
credit.

PERSONAL AND
COMMERCIAL

n many ways, the Personal and Commercial segment is the

Bank’'s most important line of business since it is responsible

for the Bank's traditional activities and accounts for the

largest share of employees, revenues, earnings and assets.

The services it provides are constantly evolving. In addition to
its traditional transaction, lending and deposit-taking operations,
the Personal and Commercial segment offers individuals and
businesses new services such as specialized financing, virtual
access, payment options, insurance and international services.
As its name indicates, this segment comprises two major types
of activities—Personal Banking and Commercial Banking—each
with its own senior vice-president.

Personal Banking
Subsegment

l Revenues - Personal Banking

$1,263 mittion]

Investing activities
12%

Transaction activities
35%

Credit activities
53%

Average Assets, Risk-Weighted Assets and Average Deposits
Year ended October 31
{milifons of dollars]
Personal and Wealth Financial
Commercial Management Markets Other Total

2004 2003 2004 2003 200 2003 2004 2003 2004 2003
Average assets 40,544 38,679 834 805 42,364 37,819 {5,070} (5493] 78,672 71810
Risk-weighted assets 27,007 25,222 554 659 14,600 16,020 {1,338) (1,840) 40,823 40,061
Average deposits 30,063 29,359 2,355 1,812 18,254 17,459 {486) (426) 50,186 48,204
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The mission of the Personal Banking subsegment is to offer its
clients outstanding transaction, lending, credit card, insurance and
investment solutions that help them to achieve their financial goals.

First and foremost, Personal Banking is more than 8,500 direct or
indirect employees serving in excess of 2.5 million clients across
Canada through a network of 462 branches, 770 banking machines
and virtual service infrastructures adapted to current realities.

In 2004, Personal Banking recorded revenues of $1,263 million, a
7% increase over 2003. Much of these revenues (53%) were gener-
ated by credit activities, which expanded by 12%. Transaction activ-
ities earned $4 million more than in the previous year, accounting
for 35% of 2004 revenues. Investing activities did relatively better
during the year with 4% growth, and at $153 million accounted for
12% of Personal Banking revenues. Most of the revenues from
investing activities were commissions from the sale of products
manufactured by units in the Wealth Management segment.

Revenues ~ Personal Banking

Year ended Cctober 31
ftaxable equivalent basisi
{rilliens of dollars]

Change

2004 2003 %

Transaction activities 446 442 1
Credit activities 664 592 12
Investing activities 153 147 4
Total 1,181 7

Transaction activities

In terms of transaction activities, the Bank is faced with a definite
challenge: to increase its revenue per client in a competitive envi-
ronment that is both fierce and highly regulated and in a context
characterized by strong consumer resistance to service charges as
well as low interest rates that generate reduced spreads on trans-
action deposits.

To meet this challenge, the Bank focussed on reengineering its range
of solutions. lts offering has been greatly simplified and optimized
and now consists of six types of accounts (Chequing, Special Project
Savings, Crescendo, Strategist, Natcan Strategist and US$ Progress]
and four banking packages [Accessible, Direct Access, AccessPlus
and Virtuosol that allow for a variety of service combinations cover-
ing every need, from the most economical to the most sophisticated.

Transaction Deposits

Year ended October 31
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The average volume of transaction deposits rose 4.3% between
October 2003 and October 2004, but the average spread narrowed by
43 basis points, mainly because of declining interest rates in recent
years. This drop in net interest income makes appropriate pricing all
the more necessary, whether through packages or in other ways, for
day-to-day transactions carried out on transaction accounts.

Transaction services have undergone a profound change in recent
years with the deployment of the Internet and other electronic
transaction methods. First of all, the number of transactions has
risen sharply, with the Bank now processing 28% more transactions
than it did in 2000, for almost 295 million transactions annually,
demanding a huge effort in terms of systems and {ogistics.
Furthermore, there has also been a major migration of clients towards
remote transaction methods. As a result, the annual number of
transactions carried out by non-electronic means dropped from
49 to 44 million between 2000 and 2004, while the number of electronic
transactions soared to 250 million per year, for an average annual
growth rate of 8%. And even within electronic transactions, habits
change quickly. For instance, the proportion of transactions by
telephone seems to be stagnating and even declining, while the
proportion of transactions via the Internet, which accounted for less
than 1% of transactions in 2000, now accounts for close to 4% of the
total; an average annual growth rate of 52%.

{1} See "Financial Reporting Method” on page 14.
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Transactions by Year and Type
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The Bank's Internet strategy therefore has to be aligned to take
advantage of this trend which is likely to lower the unit cost of
transactions. In 2001, we implemented an Internet strategy in
order to provide clients with simplified, reliable access to our
products and services. A technelogy infrastructure that could
meet current and future needs was developed, making it possible
to update the www.nbc.ca portal, among other projects. All trans-
action activities have been centralized on the Bank’s website so
that clients can do their banking online. Clients are particularly
pleased with the site’s transaction functionalities as seen in the
satisfaction rate, which has held steady at close to 100%.

Persanal Internet Banki‘ng Solutions is
secure and lets you carry out your bankmg
-transactions and manage. your fmances 24/

» Consult a list of your past transactions !90 days!
_ » Consult the balance of all your accounts s;multaneously

« Transfer funds between accounts - ’

» Export data to financial planmng software ot

* Order cheques B

*» Receive your bills via webdoxsi from more than 1, OOG su
and pay them online - '

s View the list of your past bill payments

¢ Transfer funds to other Nationat Bank clients.

» Obtain financial information .

» Buy or sell National Bank Mutual Funds « ©

* Apply for a mortgage or personal loan

* Make investments and manage your RRSP

« Open a bank account

* Consult the balance of your Natmnal Bank MasterCard account', :

The Bank’s website is not the only electronic tool Personal Banking
has to offer. Reflecting its mission to better serve the transaction
needs of its clients, the Bank also features telephone banking services,
the largest banking machine network of any bank in Quebec and
access to The Exchange Network, which serves to extend the Bank's
banking machine services beyond Quebec.

As a result of this shift in transaction methods, the configuration
of the Bank's branches is gradually being modified. Special
attention has been paid to the branch layout to bring it in line
with the new vocation which is no longer solely transaction-
based and is increasingly oriented towards advisory services. A
project to update our branch outdoor signage was launched in
March 2004 and should continue until October 2005. More than
200 branches now proudly display the Bank’s new colours. The
new signage uses the Bank’s well-known logo, but it is now illu-
minated and three-dimensional, in addition to featuring new
background colours and more flexible display options.

Customer satisfaction with branch service is always at the heart
of the Bank’s concerns because highly satisfied clients will naturally
turn to us for their credit and investment needs. The Destination
Client program, which was roiled out at every tevel of the Bank,
involved not only establishing service standards, but enhancing
personnel awareness, providing training and measuring results
on an ongoing basis. As a result, the number of Bank clients who
said they were “very satisfied” rose 22% between 2001 and 2004.
The number of clients who were not satisfied, atready low, dropped
58% during the same period.

Customer Satisfaction in Quebec

{2001 = 100}
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Credit activities

The Bank’s principal credit activity with consumers is mortgage
lending. it offers a line of five basic fixed- or variable-rate prod-
ucts which are complemented by innovative features such as the
Mutti-Choice option used to diversify mortgage maturity dates,
the revolving clause to add advances in various forms so as to
simplify subsequent borrowing, and the Home Warranty Program
covering major repairs. Introduced during the 2004 promotional
campaign, the "$0 down” mortgage was aimed at maximizing the
mortgage renewal rate without unduly impacting profit margins,
and continues to gather momentum. The goal is to assign 100%
of our mortgage clients to Bank representatives within two years,
and we may well reach our objective ahead of schedule.

In addition to mortgage loans, the Bank's credit offering includes
three lines of credit. The Flex Lines are designed to meet a variety
of client financing needs ranging from one-time projects to large-
scale undertakings such as major renovations or retirement
planning. The new product highlight of the year was the launch of
the Bank's Atl-In-One account, a universal account combining
traditional transaction capabilities with savings or credit functions.
With the All-In-One account, clients can draw on an authorized
credit equivalent to 75% of the value of their collateral (home equity
or investments), offered at the Bank's prime rate. Not only can
clients consolidate all their personal and mortgage loans in their
All-In-One account, they can also use it in a completely transparent
manner as a low-fee transaction account. Furthermore, the All-
In-One can be used as a high-yield account paying 2.25%!1 on cash
holdings when the balance is positive and exceeds a certain
threshold. This simple and attractive solution is intended to meet
all the credit and cash management needs of the Bank's clients,
and has been well received. Overall, our variable-rate products
and our cashback mortgage have returned very good results.
Mortgage volumes with a monthly variable rate doubled in 2004
over 2003.

The Personal Banking subsegment also offers credit card and
insurance services.

National Bank is among the leading MasterCard issuers in
Canada. The credit card unit successfully launched a new Gold
MasterCard card in May with the air carrier Jetsgo. Cardholders
enjoy many travel-related benefits and collect reward miles that
can be exchanged for free flights.

In recent years, the Bank has implemented strategies to activate
its credit cards and stimulate their use. These strategies have
paid off, with credit card purchase volumes advancing 5.7% and
interest-bearing balances increasing 10.3% between 2003 and
2004, in spite of a decline in the number of active cards. This
decrease followed the termination of certain private-label pro-
grams that no longer met our profitability criteria.

These credit cards and lines of credit place the Bank in a good
position to take advantage of the rising demand for revolving
credit, i.e., variable-rate credit without a fixed expiry. Demand
rose by 20% during 2004 alone. In October 2004, revolving credit
accounted for 87% of non-mortgage personat loans, up from 56%
in November 2001. For the Bank, the advantage of this type of
credit is that it is more profitable and more stable than instal-
ment loans in terms of volume.

National Bank offers a broad range of insurance products
through three subsidiaries: 1] National Bank Life Insurance
Company, whose activities focus chiefly on insurance products
related to credit instruments (credit cards, mortgages, consumer
loans); 2) National Bank General Insurance, which specializes in
automobile insurance; and 3] National Bank Insurance Firm, our
brokerage subsidiary that offers life insurance and investment
products for individuals and businesses.

Revenues were up 15% at National Bank General Insurance in 2004.
This joint venture with AXA has generated significant profits since
2003, after only four years of operations, and performed well in
2004. The subsidiary gained a significant share of the marketin a
short time—65,000 active auto insurance poticies, including 40%
to non-Bank clients—thanks to its direct marketing strategy
combining the brand awareness of the Bank in Quebec with offers
for low-risk drivers. Our brand ranked in the top three for recognition.
Furthermore, National Bank General Insurance’s streamlined cost
structure enables it to achieve the kind of economies of scale
enjoyed by major insurers.

Our efforts outside Quebec in 2004 focussed on deployment of the
partnership agreements concluded in 2002 and 2003. Under the
agreement signed with Investors Group, Great-West Life and London
Life, delivery of the Bank’s banking products kicked off in June
2003, when the partner companies’ 7,000 advisors began distributing
our products and services under their respective banners. This
was a highly motivating project that required us to integrate
management of the operations of a number of teams, and led to
the on-time launch of the solutions not only at Investors Group,
but also at Great-West Life and London Life several weeks later.
Volumes have met our expectations. Our partnership with MD
Management, a subsidiary of the Canadian Medical Association,
was up and running sooner than expected. In its first months of
operations, it brought in mare new clients interested in the Bank’s
products. Under this agreement, National Bank-branded banking
products are distributed by the 150 advisors in the group.

{1] As at October 31, 2004, subject o change
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These partnerships have produced the expected results and
positioned the Bank as the leading institution in the design and
production of financial products for third-party distribution networks.
Capitatizing on this unigue expertise, the Bank's team is continuing
to forge business relationships and undertaking serious discussions
with important players on the Canadian scene.

Partnerships and Distribution Agreements
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Investing activities

The branch network acts as the distributor of a varied range of
savings products that can be divided into two categories. The first
category consists of term deposits in registered or non-registered
form. Almost all the revenues from those products are recorded
under the Personal and Commercial segment. The second category
comprises investment vehicles and services that are generally
manufactured by subsidiaries in the Wealth Management segment.
For that product category, the branch network earns distribution
or referral commissions.

The Bank has a long tradition of innovation in deposit products. It
was the first bank in Canada to launch structured GICs that
guarantee the principal while allowing investors to take advantage
of capital market returns. Our retail credit and investment solutions
team offers other original, effective products such as the Canadian
Blue Chip Portfolio-Linked Note, the Active Management GIC with
returns linked to hedge funds, and index-linked deposits whose
returns are among the best in the industry.

The Strategic Portfolios from National Bank Securities and
Private Investment Management from National Bank Trust are
among the products manufactured by subsidiaries.

To round out their offering, the branches also distribute savings
products manufactured by third parties. Fidelity mutual funds are
one such example.

These products are sold and distributed by our financial services
managers or personal bankers in the branches. In addition to this
traditional distribution method, products are also sold by a spe-
cialized team of financial planners grouped under National Bank
Wealth Management. This group was deployed in the branch net-
work with the goal of developing the market for savings manage-
ment among high net worth clients and has been pivotal in offer-
ing value-added wealth management advisory services to
upscale client segments.

First deployed in 2001, the team of financial planners now num-
bers close to 300. Their role is to offer flexible, efficient financial
planning services to more than 100,000 clients, meeting with
them at the location of their choice when necessary. Thanks tc an
integrated offering of soluticns, financial planners can meet the
credit and transaction solution needs of their clients. They can
draw on a complete range of savings products such as the
Strategic Portfolios from National Bank Securities or Private
Investment Management from National Bank Trust. Clients can
buy or sell securities directly via National Bank Discount Brokerage
or by being referred(!! to an Individual Investor Services broker at
National Bank Financial.

The excellent spirit of cooperation that exists with the
Commercial Banking subsegment has fostered client referral
practices that enable us to offer a wider range of products and
services and thus better serve our clients, increase their loyalty
and secure a larger share of their savings.

The results have been convincing, with net sales up 21% to total
$2 billion in 2004. Over 40% of Strategic Portfolio volumes are
sold through this distribution channel. With each client assigned
to a designated financial planner, the figures for mortgage
renewals (96%)] are just as revealing. In this way, the relationship
provides more opportunities to both parties since long-term suc-
cess presupposes a lasting relationship based on trust that
enables advisors to manage their clients” emotional reactions to
financial market performance in addition to managing their
financial assets.

(1] In accordance with the Bank's confidentiality policy
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Commercial Banking
Subsegment

he mission of the Commercial Banking subsegment is to

offer businesses of all sizes and in alt industries the products

and services they need to run their operations successfully.

{n doing so, some 150,000 commercial clients can rely on the

Bank’s 75 commercial banking centres and its network of
462 branches. The Bank's service offering covers a broad spectrum
and meets most businesses’ needs through a line of specialized
products and solutions. National Bank is known as the bank most
committed to the small and medium-sized enterprise (SME) market,
a reputation it is proud of and intends to maintain. To emphasize
this positioning, the Bank adopted and very successfully publicized
the IMEC. logo as the trademark for its SME operations.

This SME-oriented strategy is in line with the Bank’s business
model. More than in any other business segment, National Bank
has established a stronghold in the Quebec market. Based on data
from the Canadian Bankers Association, National Bank holds
nearly 40% of the banking market, proving without a doubt that
National Bank is the partner of choice for Quebec businesses.

In addition, the Bank has carved out niche markets outside
Quebec, the largest being energy financing in Western Canada:
Our main focus is emerging businesses in the primary sector and
service enterprises in the energy industry. National Bank's
expertise in this area dates back to the 1985 acquisition of The
Mercantile Bank, a very successful endeavour in terms of busi-

ness development and portfolio quality. Outside Quebec, the
Bank's operations are concentrated in New Brunswick and
Eastern Ontario {where the Bank has long benefitted from the
necessary critical mass} as well as in targetted niches, such as
the agri-food industry in the Prairies and Ontario, which are
served by specialized commercial banking centres.

The Bank's agricultural financing operations have grown rapidly
in recent years due in part to the transfer of family farms between
generations. In such cases, it is necessary to reconcile the retire-
ment income needs of the vendors, who have most of their often
considerable assets tied up in the farm, with the new genera-
tion’s ability to pay. The Bank offers an array of solutions that
make judicious use of government programs. These services are
highly decentralized among rural communities and are provided
by account managers, most of whom have an educational back-
ground in both agricultural sciences and finance.

Another high-growth sector where the Bank offers customized
services is film and television series financing. Nationat Bank is
by far the leading provider for Quebec-based productions. In addition
to producers and distributors, our clientele includes post-production,
special effects and equipment leasing companies, as well as studios.
In this field, too, the Bank draws on its expertise in order to set up
low-risk financing structures that combine in-depth knowledge of
the sector and its players with assistance from various government
support programs for the industry.

The “Health Bank” made its debut in 2004, built on a partnership
with various stakeholders in this important growth sector. The
primary target market for this new specialized financing is Quebec,
given the Bank's unparalleled ability to mobilize public and private
partners with which it has long-standing relations. Four account
managers, all specialists in the health industry, serve this sector.
The Bank's agreement with MD Management offers it another way
to serve the sector, and is yielding very encouraging results.

Teams of Bank specialists are also involved in other fields such as
franchising and major expansion or acquisition projects requiring
structured financing. In addition, the Bank offers bridge financing
for residential and commercial real estate projects. Drawing on
our varied and extensive expertise in this sector, we always focus
on the dual goal of serving our clients well and minimizing risk.

Profitable delivery of credit services to small businesses is a challenge
that can be met by streamlining and automnating the loan granting and
monitoring process, as well as by offering a service structure thatis
simple and efficient for both the Bank and the client. Progress was
made in this direction during the year with the launch of the
BusinessFlex Line of Credit for microcredit and the conversion of
the Direct.N@@T SME line into the BusinessFlex Centre i#g€., which
already has 14,000 clients after less than a year. The Bank's relational
service offering will now be geared primarily to borrowers with
approved credit of $100,000 and depositors on the same scale,
which will significantly increase the profitability of operations.
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In addition to credit, the Commercial Banking product line also
comprises cash management and investment products, with the
latter two taking on even greater importance since 7 out of 10 of
the Bank’s commercial clients have only investment products. To
improve service to these clients, the Bank has deployed account
managers exclusively for depositors and products tailored to
their specific needs, making use of remote banking channels.
Finally, to maximize synergy between commercial clients and the
Wealth Management segment, 26 financial planners are located
right in Commercial Banking offices.

The international component of IMC. activities is also very
important. International business development managers,
whose role is to advise commercial clients on export financing
and international trade risk management, have their offices in
most of the Bank’s commercial banking centres across Canada.
Mareover, through our NatExport and Sodex divisions, the Bank
provides factoring services for exporters.

Portfolio quality is always a priority. The rise in the Canadian dollar
had a direct impact on goods-producing businesses competing
with foreign companies. In contrast, businesses serving the domestic
market, particularly those in the service industry, were not subject
to the same pressure given the sustained level of household demand
in Canada. in order to ease the transition to a suddenly much
stronger Canadian dollar, Investissement Québec and National
Bank developed an equipment and machinery financing program
featuring a foreign exchange line. This solution, aimed at locking
in the cost of financing in order to reduce foreign exchange risk, is
another good example of the Bank's ability to adapt to the changing
needs of its commercial clients and to tap into resources in the
milieu when necessary.

All the indicators confirm that the SME sector came through the
slowdown without teo much difficulty. During the 12-month period
ended September 2004, there was a 10% annual reduction in the
number of commercial bankruptcies in Quebec and an improvement
in the segment’s average risk rating. It is therefore not surprising
that the level of net impaired loans in Commercial Banking fell from
$125 million to $95 mitlion between October 2003 and October 2004,

The Credit Department and Commercial Banking are warking
closely together in order to cut costs and processing times. They
are also collaborating in updating credit approval and risk monitoring
tools so that the Bank will be fully ready for the implementation of
the new Basel Accord, an international treaty governing risk
management for the chartered banks of the signatory countries.

Commercial Banking revenues remained stable in 2004. There
was a slight drop in loans to small businesses and to the com-
mercial segment, i.e., financing for mid-sized enterprises that do
not require recourse to capital markets. Many of these medium-
sized and sometimes fairly large enterprises have the same
financial profile as major corporate clients, specifically, a very
liquid balance sheet that encourages them to reduce their debt

Year ended October 31
{taxable equivalent basis)/!
[millions of dollars/
Change

2004 2003 %
Small businesses 246 249 1
Commercial 400 408 (2)
Energy N 25 24
Real estate 15 14 7
Total 692 696 (1}

(1] See “Financial Reporting Method” on page 14.

and finance a fairly low level of investment out of their cash flow.
However, Commercial Banking took advantage of strong growth
in the real estate and energy sectors to post increases in revenue
of 7% and 24% respectively. Overall, the contribution before taxes
was up 2.4% because of a minor 1% decrease in operating
expenses and a 15% drop in the provision for credit losses.

Results

During fiscal 2004, the Personal and Commercial segment earned
net income of $388 million, an increase of 8% over the $358 million
recorded in 2003. The segment generated $1,955 million in revenues,
which was $78 million or 4% more than a year earlier. Netinterest
income rose $41 million or 3%, driven primarily by volume growth
in loans and acceptances, which were up $1.9 billion or 5%. The
effect on net interest income was partially offset by a narrower
interest spread, which was 3.18% in 2004 versus 3.23% in 2003.
Cther income amounted to $666 million in 2004, compared to
$629 million the previous year. The growth was attributable mainly
to transaction fees, credit card revenues, insurance revenues and
fees paid by the Wealth Management segment for the sale of mutual
funds and trust services. Operating expenses for fiscal 2004 totalled
$1,216 million compared to $1.162 million in 2003. Atmost half of
this $54 million increase was related to salaries, with the remainder
divided between technology development expenses and product
promotion costs. In addition, net impaired loans fell sharply {21%),
another sign of better portfolio quality.
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;

‘ Segment Results - Personal and Commercial

Year ended October 31
{taxable equivalent basis)it
{riliions of dollars)
Change

2004 2003 %
Net interest income 1,289 1,248 3
Other income 666 629 b
Total revenues 1,955 1,877 4
Operating expenses 1,216 1,162 5
Contribution 739 715 3
Provision for credit losses 136 155 (13}
Income before income taxes 603 560 8
Income taxes 215 202 )
Net income 388 358 8
Average assets 40,544 38,679 5
Risk-weighted assets 27,007 25,222 7
Average deposits 30,063 29,359 2
Net impaired loans 111 141 [21)
Efficiency ratio 62.2% 61.9%
[1) See “Financiai Reporting Method” on page 14, ... 1 & !

Challenges an

Strategies

CHALLENGE:
Increase Personal Bankmg revenues’

The challenge of mcreasmg revenues is mtegrate

Quebec. Cutside Quebec, partnersh!ps will'be the. vehtcte used to

implement this strategy.  The strategy for retalmng ex»stmg,"

clients will involve improving service quahty and assrgnmg cllents .
Tl wh Moreover since consumers.are increasingly resistant to service

to specific advisors for better follow- up

It will also be important to implement a-genuine sales culture for{
savings solutions in the branch network i keeping W|th ot

wealth management objectives: the expected outcome lisian.,

increase in the number of products held and share of vyallet i

: mto the i«
Bank’s strategy in two ways: first, by recruntmg hew chents and:f

second, by retaining existing ones. Enhancing- awareness “of the |
Bank, creating dynamic marketing campargns and offermg inpos 1w
vative products that deliver real value’ 15 the three pronged
approach to the client recruitment strategy that w"tLbe used iR

PERSONAL AND COMMERCIAL

:e‘r‘ltru‘sted i,o ‘Nét_ionel' Bank by clients. Applying effective training

~1.and. compensation..policies and making major investments in

technology will be essential to the Bank developing a better client
4mage and more effective. marketing strategies. Our distinctive
expertlse in savings combined with the wide-scale deployment of
tec‘nnologlcal advances will enable us to adopt a much more
"aggressive competitive positioning in our natural market. With
resoe’ct to‘credit cards and insurance, our growth strategy will be

":r_einfor‘ce‘d by the ongoing introduction of new products.

“dt will. be harder toincrease revenues in transaction activities

because of their great sensitivity to short-term interest rates.

charges, our room to manoeuvre is limited when it comes to

“‘other income. More extensive analysis of client segmentation will

-‘therefore be necessary in order to offer packages that meet

: ‘eliehtﬁneeds whilé we continue our disciplined efforts in terms of
: "i‘temizeq’pricing;
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CHALLENGE:
Ensure growth of profitable busmess m
Commercial Banking

competition on the other, raising-volurnes and revenye

of additional growth.

For instance, there are a number of specnallzed
occupied by unregulated financial busmesses that calt fo

and will act on other apportunities as they arise.

in terms of banking outlets, begmmng with Ontarlo In the same
vein, we are also going ahead 'with developing cash management
" and international services tailored to'the needs of SME

CHALLENGE: o
Enhance operating effic'ien'cy' R

o,

in Commercial Banking, excellent cost control |s rendered all h
more necessary by sluggish market condmons as’ wetlas the Ban

very efficient because they are so spec:alrzed Controllmg our costs

involved in our service offering to achleve greater automa

increased use of remote bankmg capabtlltles

Inour search for greater efficiency. our ability to cover the widest

adaptable from one type of fmancmg to another

With low credit demand on the one hand and lncreasmg y flerce e

maintaining profitability and portfolio quality is'a challenge ThlS ls:‘ g‘ ‘
particularly the case in Quebec, where our. posmon as the largest_;
business bank for medium-sized enterprlses does not gwe usmuch
room to increase market share. Since the fmancmg of bustnesses :
routine operations and the provision of common cash management“
products is a market that is already being well served by the major “'
deposit-taking institutions, we need to look elsewhere for: ources' ;

and more complex approach to risk management To row. our'
business, we intend to capitalize on opportumtles for: connnued"’
deployment of new specialized financing niches, In'the ftrm hopef
of repeating the success we have achieved'in the energy; mot;on

picture and television sectors, we initiated the "Health Bank” pro;ect;’ .
. 1of mdependent mtermedlarles

We also believe that specialized financing is the best approach in” |
order to significantly expand our commercial operatlons of; ‘a
profitable basis in markets where we have not: reached critical/ mass i

means continuing our end-to-end: reengmeermg of the processes :

range of our clients’ needs is an asset, since it broadens the base -
for absorbing fixed costs related to recruiting and monitoring”
clients. In addition, the considerable progress we have made in” |
risk management is an experttse that is easily transferable and

; ; in Personal Banking, productivity gains will result from an ongoing

's‘t:udy of operating processes and their underlying systems in crder
to.align them with our vision of being a low-cost designer and producer.

e Cdnsid]erable effort has been focussed on limiting losses as a result
“of operational risk, specifically fraud. In the present environment of
. regulatory pressure, however, cost gantrol can pose certain challenges.

_CHALLENGE:

Stand out from the competition other than

Wthrough pricing

»-The B,a,nk wants to stand out by offering a quality banking experience
‘thatis Qeared to'customer satisfaction. it begins with optimal
?processes that make * moments of truth” like opening an account
‘or taking outa loan eas»er more pleasant and as short as possible

for the client: It contmues with htgh calibre, flexible and personatized
dwsory servnces that add value for the client. It also means a full

- suite of. financial product and service solutions for savings and
’ 1oans aimed at individuals and businesses alike. We intend to make
“our mark by having an exceptionally diversified and high-quality

offerlng and by mamtammg our spreads in spite of the presence

;jCHALLENGE :
“Maximize synergues ‘with other Bank units,
3’;part|cularly Wealth Management

V"Commercnal Bankmg intends to continue playing an active role in
_the development of -other members of the National Bank family.
LSpectal emphasis is being placed on referring!! business owners
it .who.are Bank clients in order to generate positive spin-offs for
e ,'wealth management. In addition, efforts will be coordinated with
g at1onal Bank- Fmanc;al so that medium-sized enterprises can
Have difect access to capital markets. These kinds of opportunities

Ry ?’éan be fpund a'mon'g companies inthe energy sector in particular,
intention of moving into markets held by enterpnses that: are generally R :

'(“One of the Commermal Bankmg subsegment’s major objectives is to
strengthen the Bank S pesmon among clients with substantial liquid

'asg.ets in Qrderto boost profitability and market penetration. To attract
credit decisions, centralization of administrative’ functtons and NN

-tfhis revenue source, the Bank strives to present a highly competitive

- offering, with remote services that meet the needs of business.

© Allthese developments should further improve the quality of our
service-affering and enhance customer satisfaction. iRge. wants
-to be the bank with solutions for SMEs. By being attentive to the
" needs of its clients and the community, National Bank has carved

out a unigue position in SME financing, a position it will continue

“to vcensolidate. :

{1} In accordance with the Bank’s confidontial/typolicy
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WEALTH
MANAGEMENT

‘ | B

t should come as no surprise that the general aging of the

population and the uncertain future of government pension

plans are causing a shift from credit needs to savings and the

management of accumulated wealth. Baby boomers are pay-

ing off their mortgages and are beginning to have significant
net savings, which will need to be managed effectively. Volatile
stock market returns in recent years have made more than one
investor turn cautious about holding securities directly. Rather
than toiling over complex transactions, these investors expect
their products to be managed by competent professionals. We
believe this is the start of a noticeable trend.

Many professionals have come to the same conclusion and are
seeking to position themselves to serve this market. Insurance
agents, brokers, mutuat fund managers and financial planners
are all vying with each other to build a relationship of trust with
the investor and obtain the privilege of managing most of his
wealth. Given this context, the great strength of an institution
such as ours lies in the fact that it already manages the bulk of
clients’ cash savings and in that it offers an expansive array of
financial products and services. At National Bank, clients can
count on full-service and discount brokerage services, trust serv-
ices, advisory services in all our Canadian branches, two famities
consisting of more than 100 mutual funds, as well as wealth
management and private banking services, to name only a few.

This service offering comes with a selection of managed products
designed by National Bank itself—a full suite of diversified and
innovative investment solutions. What really sets these solutions
apart is that they enable clients to benefit from advanced diversi-
fication techniques that are nevertheless economical and easy to
use. The Bank can therefore play a more effective role than other
institutions because its principle for the medium term is to gen-
erate most returns through diversification rather than by relying
on timing, vision or just plain luck. This strategy gives the Bank a
lasting competitive edge and underpins our wealth management
approach: mobilize a wide range of competencies in a few well-
marketed solutions that are highly advantageous for our clients,
who have generally become more cautious. Although these prod-
ucts have traditionally been geared towards investors who did not
have the necessary resources to achieve the minimum level of
diversification that comes with owning a portfolio of securities
directly, they offer so many advantages that even clients with
substantial assets are investing several million dollars because
they are confident of enjoying excellent diversification and satis-
factory returns.

The Wealth Management segment is comprised of numerocus
subsidiaries whose mission is to offer our individual, self-
employed and very small business clients a range of products
and:services designed to assist them in managing their savings
and financial assets more effectively.

Successfully offering access to such a variety of products, services
and professionals under a single banner is more than simply a
question of economies of scale and diversification. Financiat
planning and wealth management call for a comprehensive
approach matched by an offering of well-coordinated services.
Very few financial institutions are able to do this as well as
National Bank does in Quebec. That is a competitive advantage
we have every interest in preserving.

Our wealth management strategy is firmly anchored in our
branch network and our specialized distribution channels. Gur
branch representatives—financial services managers and per-
sonal bankers—all play a part in marketing core products like
our mutual funds and discount brokerage service. But when a
client holds significant assets or demonstrates exceptional
growth potential, our financial planners at Wealth Management
or our account managers at Private Banking step in.

Our specialized distribution channels, the other key in our wealth
management strategy, have the common advantage of not having
to depend on the branches to acquire and serve their clients, many
of whom are not involved in a traditional banking relationship with
the Bank. The Individual Investor Services division of National
Bank Financial [INBF) and Altamira, whose activities are discussed
below, are found in this category. The products of National Bank
Securities are also available to third parties. As for financiat securi-
ty, National Bank Insurance Firm is active in the sale of individual
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life insurance policies to our self-employed clients and in supply-
ing group RRSPs in partnership with Industrial-Alliance. This sub-
sidiary relies on a sales force of 70 representatives.

Together, the members of National Bank's Wealth Management
family oversee every aspect of personal investing as part of a
coherent strategy that draws on their complementary nature and
existing synergies and covers as wide a scope as possible in order
to better serve target clienteles.

Wealth Management Revenues

{milions of dollars]

B Other
23 Brokerage

(1-03 Q2-03 Q3-03 Q4-03 Q3-04 Q4-04

When it comes to revenue generation, fiscal 2004 can be divided
into three parts. The first half of the year was characterized by a
strong rebound in business activity in the wake of the stock market
uptick that got under way in the summer of 2003. Consequently,
revenues for the first six months of the year shot ahead 27% in
comparison to the previous year. The summer of 2004 was a
calmer period, with investors adopting a more cautious stance

given the global context of rising oil prices and heightened ten-
sions in the Middle East. The stock market recovery, buoyed by the
earnings of North American companies and a favourable global
growth outlook, seems to have convinced investors to shed their
wait-and-see attitude in the final months of the year, as reflected
by higher revenues. Overall, 2004 was a good year for Weatth
Management, with revenues moving up 13% to $743 million.

Total assets under management or administration at the various
units in the Wealth Management segment grew by 16% from
$155 billion to $181 billion. Assets managed or administered
for individuals by National Bank (including third-party products
such as mutual funds for the Quebec order of engineers) rose
by $15.5 billion or 16%. In general, gains were made in every

200 category. Institutional assets such as pension funds or transfer and
custody operations also surged, climbing 17% to reach $55.1 billion.
150 Increases were recorded in that area by both Natcan Investment

Management and National Bank Trust.

100

Looking back at brokerage operations in 2004, assets under
50 administration at the National Bank Correspondent Network [NBCN}
jumped 27%, illustrating the outstanding success of that business
0 unit in penetrating its target market. The assets of NBF, including

NBCN, advanced another $12 billion after rising $10 billion in 2003.
Based on the aggregate total of $81.5 billion in assets under
management for clients or under administration for third parties,
NBF ranks among the top Canadian brokers in terms of its capacity
for distributing new issues to individual investors.

Brokerage revenues were up 12% this past year, with approximately
75% of those revenues stemming from NBF Individual Investor
Services. Revenues earned by National Bank Discount Brokerage

Year ended October 31
ftaxable equivalent basis)i!
[mitlions of dollars)
Assets under management or administration Revenues
Change Change
2004 2003 % 2004 2003 %
National Bank Financial 41,470 38,098 9% o
Correspondent Network 40,008 31,434 27% } 453 408 1%
National Bank Discount Brokerage 7,854 7,186 9% 45 37 21%
Securities brokerage 89,332 76,718 16% 498 445 12%
Naticnal Bank Securities 6,477 5,507 18% 57 44 29%
Altamira 4,087 4,527 {(10)% 56 61 (8%
Mutual funds 10,564 10,034 5% 113 105 7%
Natcan Investment Management 27,947 24,541 14% 56 36 56%
National Bank Trust - Institutionat 37,498 31,650 18% } 7 53 35%
National Bank Trust - Individuals 11,224 8,188 37%
Other {mortgages sold) 4,033 4,217 (4)% 5 19 (74)%
Gross total 180,598 155,348 16% 743 658 13%
Institutional and other funds 55,138 47,088 17%
Assets presented in more than one activity 14,552 12,830 13%
Total retail assets 110,908 95,430 16%

(1] See “Financial Reporting Method” on page 14.
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grew much more rapidly than assets (21% and 9% respectively),
confirming that investors were more active in 2004.

In the mutual fund sector, National Bank Securities mutual funds
climbed 18% whereas Altamira funds were down 10% mainly
because of their indirect distribution channel which relies on
independent investment advisors and securities brokers. Total
mutual fund assets under management rose 5% after holding
fairly steady in 2003. The increase in the revenues earned by
National Bank Securities (29%) exceeded the increase in assets
under management {18%), demonstrating the Bank’s ability to
take advantage of stronger markets in order to migrate mutual
fund investments towards products that add considerable value;
both for investors and the Bank itself.

Natcan Investment Management was able to take advantage of the
overall growth in National Bank Mutua! Funds and the rapid
progress made by Private Investment Management, which was also
responsible for boosting the assets under administration at
National Bank Trust. The strong performance of Private Investment
Management fuelled the revenues of National Bank Trust and
Natcan Investment Management, which also benefitted from the
fact that it took over the management of Altamira mutual funds.

These various growth rates resulted not only from stronger mar-
kets but also from the inflow of new funds and new clients. The
fact that retail assets under management have advanced at such
a steady rate during the past few years, despite conditions that
have remained uncertain, is eloquent testimony to the value of
active portfolio management and the services provided by invest-
ment advisors, who map out market-tailored strategies in line
with the specific needs and goals of each investor.

The Bank therefore had a very good year both in terms of grow-
ing assets and revenues as well as in ensuring that across-the-

board gains were made throughout the business units.

Securities Brokerage

Full-service brokerage

Full-service brokerage services, provided by Individual {nvestor
Services of NBF, constitute the primary source of the Wealth
Management segment’s securities brokerage revenues. These
upscale retail brokerage services are available across Canada
through a network of 89 branches and a complement of 741
investment advisors. As the leading full-service broker in Quebec,
NBF has an estimated market share of between 25% and 30%. The
recruitment of advisors in recent years has enabled the company
to strengthen its presence outside Quebec. Brokerage revenues
generated outside Quebec accounted for 38% of revenues in 2004.
NBF's recruitment efforts are succeeding for several reasons
including NBF's entrepreneurial envircnment, the growing
reputation of the NBF brand in the Canadian market, the quality
of the firm’s research, and the sophisticated range of new issues

and structured products available for distribution to NBF's retait
client base.

The complete array of investment products and personalized advi-
sory services available through the Individual Investor Services
division are offered with a single focus in mind, namely, address-
ing clients’ investment objectives from an independent viewpoint.
Investors may choose between transaction-based fee structures
and comprehensive fixed fee structures, such as the Ambassador
and Emissary Portfolio Services, which use third-party specialized
fund managers to manage clients’ assets. Through a subsidiary,
NBF Financial Services, other services available include insur-
ance and estate planning. Investment advisors work closely with
banking and cash management specialists to offer investors
seamless access to these products and services.

In a market that is generally characterized by increasingly shorter
cycles and no overriding trends, the ability to offer context-specific
products is a key advantage. In doing so, Individual Investor Services
and the other National Bank units enjoy a mutually beneficial
relationship. The Corporate Finance Group’s enviable positioning
with respect to income trusts, innovative structured products such
as the note linked to the Dow Jones Global Titans index, and the
leading role played by the bond trading desk enabled our advisors
to maintain volumes given the popularity of these many products.
In addition, the Bank's role in providing corporate financing through
equity and debt security underwriting generates a continuous
stream of new issues that are attractive to investors. A good indicator
of this synergy is the measure of new issues as a percentage of
commission revenue. In 2004, new issues generated 21.6% of
commissions compared to 6% in 2000.

National Bank Correspondent Network

The National Bank Correspondent Network {NBCN] division of
NBF offers third-party clearing and brokerage services. More than
90 assaciated organizations staffed by some 5,000 financial advisors
trade through NBCN for their 420,000 clients, making it by far
Canada’s leading provider of such services. The breadth of its
correspondent services makes NBCN unique in Canada. For
instance, the company offers accounting services, office support
services and research products, while ensuring that independent
advisors have access to new issues that would otherwise not be
availabte to them.

In addition to its significant contribution to bottom and top line
results, NBCN augments the performance of NBF by enabling NBF
to maintain a highly competitive cost-per-trade pricing structure
for capital market transactions and securities custody operations.
The combined trading volume of NBCN, NBF and the Bank is ameng
the largest in Canada. NBCN wields considerable distribution power,
which has a favourable impact on NBF's equity and debt underwriting
market share. NBCN serves as an additional distribution outlet for
the Bank’s investment and banking solutions.
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National Bank Discount Brokerage

With the stock market gaining strength during the past year, the
number of discount brokerage transactions jumped 25%, grow-
ing faster than assets under management (9%). As trading vol-
umes generated a substantial increase in revenues, profitability
was good for National Bank Discount Brokerage (NBDB), which
has a high proportion of fixed costs and can therefore count on
economies of scale. This increase in activities was accompanied
by an improvement in service guality as NBDB regained first
place in the Dalbar surveys, enjoying a position far ahead of its
nearest competitor especially in terms of telephone access. In
2004, many changes were made to the Web platform in order to
enhance its functionality for the benefit of clients. In the future,
NBDB will increasingly distinguish itself through the quality of
the support services it provides to fully autonomous investors as
well as to those who want their trades to be vetted.

Mutual Funds

The year 2004 can be described as a year of optimistic recovery as
stock markets rallied. For example, although investors were still
cautious to some extent, they began to convert their liquid assets
into more long-term instruments, clearing the way for positive net
sales of short-term, income and investment solutions.

National Bank Securities

National Bank Securities INBS] posted positive results in 2004, with
net asset inflows of $751 million or 13.6% of assets under adminis-
tration. By comparison, the five other major banks recorded net
inflows equivalent to 4.9% of their assets. The situation was partic-
ularly favourable for long-term funds, with $782 million in net sales.
The difference is attributable chiefly to a decline in the institutional
money market. Net assets are now $6.5 billion, up 17.8% from 2003.
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Launched in December 2001, Strategic Portfolios offer investors
an optimum investment solution, where asset allocation is based
on six investor profiles. They are a turnkey solution that combines
an advantageous return with effective diversification features.
Portfolios are automatically rebatanced every six months. As at

October 31, 2004, accumulated assets in Strategic Portfolios
amounted to over $1.7 billion, or nearly one-third of National
Bank’s long-term funds, a progression in sales that has exceed-
ed expectations. With Strategic Portfolios joining monthly income
funds and diversified funds in the investment solutions category,
investment solutions now account for over 68% of the assets
invested in long-term funds, as compared to only 10% in 2001.

Having successfully implemented its business development plan
with advisors in the Bank’s branch network and at National Bank
Financial, in September 2003 NBS launched an outside development
strategy for its family of funds. Now, in addition to being offered
through the Bank's network and National Bank Financial, National
Bank Mutual Funds can also be purchased from independent bro-
kers. This market niche, which National Bank had previcusly left
untapped, represents enormous growth potential. Agreements con-
cluded with four major Canadian banks as well as Laurentian Bank
and Desjardins generated sales in excess of $200 million.

Altamira

Qur subsidiary Altamira continued its development efforts by
taking full advantage of its excellent trademark and focussing
its strategy on advisory services and investment solutions. On
these fronts, Altamira can rely on unparalleled customer serv-
ice that has ranked first in the Dalbar survey four times in the
past six years.

Altamira continues to play an important role in the Bank's wealth
management strategy beyond the Quebec market. Building on its
strengths as a telephone-based private banking specialist and
advisor, Altamira now has seven advisors who have been
deployed in National Bank branches in order to offer clients a
wider range of investment solutions.

Investment Management

The year ended October 31, 2004 was very active for Natcan
Investment Management, particularly because of the integration
of its team of managers with Altamira’s team. The year also saw
the recruiting of a number of seasoned managers.

The integration, which was finalized on November 1, 2003 fol-
lowing Natcan's acquisition of Altamira Management Ltd., had
several objectives. First, the Bank sought to strengthen the per-
formance of the two families of funds [National Bank and
Altamira funds) by entrusting portfolio management to the best
resources in each organization. Second, the Bank deemed it
important to review the management style of certain funds to
better align them with today’'s financial markets and the tem-
pered risk tolerance of many investors in recent years. Lastly, it
was looking for significant cost savings from the synergies
expected following the acquisition of Altamira.
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Natcan not only manages the mutual funds and wealth manage-
ment portfolios offered by the Bank and its subsidiaries, it also
manages portfolios for other institutions, including the pension
plans and the portfolios of many foundations and religious
orders. Managed assets have grown significantly in recent years
and today stand at close to $28 bitlion.

Trust Services

Through its subsidiary National Bank Trust, National Bank offers
high value-added services such as Private Investment Manage-
ment to a wealthy clientele. Private Investment Management
includes components such as estate planning, financial planning
and the creation and administration of trusts. Most recently, the
Bank's offering of trust services was expanded to include an
asset protection trust designed for executives and business own-
ers for legal accountability purposes. In addition, a specialized
team works closely with other Bank units to ensure that busi-
nesses can be transferred smoothly from one generation to the
next.

The trust services offered by the Bank posted exceptional results
with the Private Investment Management product. This discre-
tionary management service is intended for upscale clients who,
in their search for capital preservation, growth and tax effective-
ness, entrust their assets to managers and experts with a disci-
plined investment approach who track markets and make day-to-
day decisions on their behalf. This product is in line with National
Bank's wealth management strategy and is one of the founda-
tions for building its wealth management distribution network
and business clientele.

During the past year, National Bank Trust significantly enhanced
its service offering with the introduction of complementary securities,
namely, high-yield bonds and preferred shares as well as hedge
funds. Traditionally reserved for institutional clients, these
instruments increase the potential return and diversification of
investment strategies. Private Investment Management has
developed very rapidly in recent years. Its assets under management
grew by 45% in 2004, reaching $3.4 bitlion. Growth was attributable
to net sales in excess of $880 mitlicn, up sharply from $300 million
in 2003. Most of those sales represent newly invested assets. In
addition, the number of clients rose by 2,000 during the year. This
success was due to a number of factors. For instance, the product
is highly flexible {in addition to having five model risk profiles to
choose from, investors can rely on external managers for each of
the equity portfolios) and the volatility of returns is reduced by using
hedge funds and tactical deviation for asset class weightings. Private
Investment Management has also benefitted from the referral efforts
of the advisors in the Bank's branch network, especially the financiat
planners in the Wealth Management business line. The popularity
of the product is evidence of its quality: it attracts a broad range of
upscale investors who may have a few hundred thousand or several
miltion dollars to invest.

National Bank Trust has enlisted the services of Natcan
Investment Management to act as advisor and lead manager.
Managers with complementary styles have alsc been added to
ensure the diversification sought by certain clients.

Results

Allin all, the segment had $166 billion in assets under management
oradministration and generated netincome of $105 million in 2004,
a 28% increase over fiscal 2003 after recording 23% growth in fiscal
2002. Revenues were $743 million, up 13% from $658 million the
previous year. Over half of the gain was attributable to brokerage
activities, while a quarter came from investment management and
the remainder stemmed primarily from mutual funds. Operating
expenses amounted to $576 million in 2004, compared to
$526 million in 2003. Nearly two-thirds of the increase resulted
from variable compensation driven by higher trading volumes for
brokerage activities. Moreover, the efficiency ratio improved in
2004, going from 79.9% to 77.5%.

Segment Results - Wealth Management

Year ended October 31
[taxable equivalent basisfii!
{riliions of doilars]
Change

2004 2003 %
Net interest income 93 91 2
Other income 650 567 15
Total revenues 743 658 13
Operating expenses 576 526 10
Contribution 167 132 27
Provision for credit losses - - -
income before income taxes 167 132 27
Income taxes 58 46 26
Non-controlling interest 4 4 -
Net income 105 82 28
Average assets 834 805 4
Risk-weighted assets 554 659 {16)
Average deposits 2,355 1.812 30
Efficiency ratio 77.5% 79.9%

(1} See “Fipancial Reporting Method” on page 14.
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"~ WEALTH MANAGEMENT

Challenges
and Strategies
CHALLENGE: Grow share of wallet

National Bank views itself as an advisor who'uses the best of hISv“
abilities to suggest solutions to clients while- réfraining’ from |

impaosing on them specific products ordistribution channels W:tht

our emphasis on letting mvestors choose therr products a ou

that is both mtertwmed with, yet mdependent lrom the ‘trategy:

the Bank has adopted for ItS bankmg cltentel

All operating units aim to increase thelr share of/ allet; though‘ ;
the means may vary from one to the other. Tor succeed with ‘sur -

banking clients, we need.a combination of “high- performmg

investment vehicles and the ab:llty to sell the rnght products to the!
right clients in keeping with their fmanaal situation-and, personalw .
preferences. We will therefore continue to'segregate the funct!ons'
of product design, management and sales: Infact, we aré convmcedkf‘”
that managed products, such as Strateglc Portfolws and Prwate«'
Investment Management, are well suited to most of. our’ ‘clients |
because they offer the best mix of return, security and ease of , ‘
management. We will continue to promote these 4jnv\est’ment
solutions, primarily by increasing the reach of our sales force in ¢
" the branches and, more lmportant y, by matchmg up mvestors with

advisors.

Onthe full-service brokerage side; theese of programs with asse

based commissions must be expanded even more quick 5Thi,sr

management approach has the dual adva’ntage of stabilizing:

company’s revenues and boosting investors' confldenc
advisor. Lastly, with a view to building on the successes oft ¢ past
fiscal year, we will conitinue to make the most of synergles |n~orde

to offer our clients the latet investment'solutions avallable An the;
industry. Efforts will be stepped up to maintain and.i mcrease our\; '
advisors’ level of expertise. National Bank Fmanual Wil employ",.
the highest performing tools to be better ablé to serve its hlgh net
worth clients, which will result in-an mcrease m managed assets'

and improved productswty

Altamira’s ability to fulfill its growth ‘;‘Joﬁtentialhinges nal‘tly on‘(i_i
coordinating its efforts with those of the Bank, To'tap into the growth' ‘
environment, Altamira.can count on the efhcnency of 1ts dxrect:‘,
distribution model and its proven ablllty to forge tong- term client = ahhances productivity.
relations. The Bank will strive to harness its value- added advnsory L St

expertise and apply it to markets outside Quebec lwhlch have not

products. One way of effectively serving this clientele is to deploy

2}/ ‘advisors to the branches, Moreover, we will continue to seek high,

sustainable fund returns, which is key to the success of direct

ER mutualfund sales.

CHALLENGE Expand our client base

Specnaltzed networks and products, especiatly outside our core market,

-are needad to broaden our client base. The strategy for expanding
3National Bank Financial's geographic scope by recruiting advisors
as proven lts.merits and is being pursued. In fact, recruitment is
bece"ming lncreasirigly' sasler as the Bank gains more and more
cogmtlon on capltal markets which proves to prospective employees
that they are teemmg up Wwith an organization that is both dynamic
sand affers top -af-the-line products and support. The advantage of

: Jommg forces. with Altamirais' that, in addition to capitalizing on its
C+internal synergies, it enjoys perennial popularity in surveys.

L

At’National Banlt Securities, our focus is on the new external

) 'distﬁibutio‘n structure for the Advisor series of funds under which
. all. these mutual funds are available to independent financial

advisors: This initiative was entrenched in agreements signed with
a number of prestigious firms. National Bank is counting on the
Zh;gh qualtty of customer service at National Bank Securities to
make mroads mtc the mdependent advisor market.

&

. Thanks to the qUality of'Private investment Management and the

levet of service, this product has surpassed our expectations in

] terms of its potential to draw in new clients, particularly those with
" ‘considerable'assets. This is what makes National Bank a genuine
: cvompetitor of the well-known independent fund managers. The

success of this private discretionary management service, in tandem
wnth National Bank Financial's established reputation with wealthy
cllents guarantees: Natlona Bank a place among the top-ranking
wealth managers in 1ts core Quebec market and across the country.

-

‘ CHALLENGE Boost productwnty

Cons:denng that Wealth Management has the highest percentage of
coststo revenues, a relative decrease in costs has the greatestimpact

* on netincome. Jn Wealth Managernent, productivity is raised by lowering
Costs per transactionand by increasing volumes both per transaction
-andper client. in order to further cut unit costs, the Bank will continue

to invest in transaction automation by making use of Web technology
and consolldatmg different platforms. Moreover, we will pursue our
ob)ect:ve of increasing the average size of all wealth managément
* portfotios, focussing initially on the ones that will affect revenues and

. “fixed costs the most, specifically, full-service brokerage. At the branch

level, tﬁe‘cun')ula‘tive growth in business volumes per financial planner

i

been extensively solicited until now) to sell wealth management SR




BY POOLING THEIR EXPERTISE, THE MEMBERS OF THE NATIONAL BANK TEAM CREATE AND MANAGE A DIVERSIFIED

OFFERING OF AFFORDABLE, PERFORMANCE-ORIENTED INVESTMENT SOLUTIONS

WEALTH
MANAGEMENT

EXTERNAL MANAGERS

- Alternativesito Natca
- for product managem

‘mutug | ¢
Ctl\/e management lC.\ h
5trategscnp'ortfelgq:5 = d S

fual funds S0

rr) i «» chip ﬁ»omfcﬂ ¢ Hm“ 0 rg,,

e GEC s
ment

a1 JCJU”"Z
wealth m ‘”@ﬂ g,mwm

Wiy, Eﬂmuhuai f&gmi %Chipic"’
mandgement portfo{ro linked N° eme
investment managd

Mutusl funds

blue Ch'pd not®
Portfolio-link®

B

g NATCAN <
INVESTMENT
MANAGEMENT

~ NATtONAL

SECURmES
-Product design and

' promotion

RETAIL CREDIT
AND INVESTMENT
SOLUTIONS

: Productdesignénd'
. promotion

g rreasury

Product deign and .. '

premotion

; Mﬁi&al }Qnds




NATIONAL BANK OF CANADA, 2004 ANNUAL REPGRT

Management’s Discussion and Analysis

FINANCIAL
MARKETS

he Financial Markets segment encompasses all brokerage

and financing services which National Bank and National

Bank Financial offer corporate and institutional clients,

as well as the investment and trading operations carried

out on the Bank's own behalf. As shown in the insert on
page 46, the activities of the Financial Markets segment extend
well beyond financing activities in debt and capital markets. They
include functions critical to the operations of a major bank such
as funding, asset and liability matching and investment portfolio
management.

Revenues for this segment were up 6% in 2004, to nearly $1 billion.
Despite the apparent quarter-to-quarter volatitity, annual growth
has actually been quite regular and sustained in recent years.

This overall increase in revenues was attributable to a very strong
performance in terms of financial market fees and revenues from
banking services to Canadian corporations, which rose 22% and
32% respectively. However, a financial environment characterized
by low, fairly stable interest rates, was not very conducive to
earning trading revenues on fixed-rate instruments or gains from
asset and liability management. Nonetheless, the Bank succeeded
in doubling its gains on securities, which stood at $100 million
in 2004.

Revenues - Financial Markets

[millions of dollars]
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Revenues for the second guarter of 2003 do not include a $19 mitlion loss
on credit derivatives unrelated to financial market activities.

The revenue breakdown of the Financial Markets segment illus-
trates the exceptional performance in a number of areas in fiscal
2004. National Bank Financial acted as advisor and/or financial
arranger for a number of merger and acquisition projects under-
taken by long-time clients such as The Jean Coutu Group {PJC] Inc.,
Alimentation Couche-Tard, CGI Group Inc., Sherritt International
Corporation and Harvest Energy Trust. In many cases, U.S. com-
panies were the targets and the transactions were amang the
largest involvingv Canadian companies in 2004. Based on transac-
tion data compiled by Bloomberg, National Bank ranked among
the premier firms in the Canadian mergers and acquisitions mar-
ket in 2004. Not only did its advisory role in these projects earn
the Bank substantial fees, but, as part of these relationships, the
Bank becomes one of the lead managers in the syndicates respon-
sible for financing the transactions, thus opening up another source
of revenue.

These successes illustrate how National Bank, through its
subsidiary National Bank Financial, has become one of the top-
tier securities brokerage firms in Canada, and the undisputed
industry leader in Quebec. It has succeeded in carving out enviable
niches in the Canadian market and has been a dominant player,

Market Share, New Issues

12-month period ended September 30, 2004
Equities

Corporate bonds

Provinciat bonds 12.5%
Treasury bitls
Canada bonds
w w L
8 5% 10% 15%
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Year ended October 31 v
(taxabie equivalent basis}¥
{millions of doliars] Change
2004 2003 i

Interest rate 43 86 {50}
Equities 190 145 3t
Commodity, precious metal

and currency contracts 30 96 (69)
Trading revenues 263 327 (20)
Banking services 190 144 32
Financial market fees 284 232 22
Asset/liability management 47 80 (41)
Gains on securities 100 50 100
Other 103 98 5
Total 987 931 [

{1} See "Financial Reporting Methad" on page 14.

for over a decade, in the market for government bonds, particularly
at the provincial and municipal levels. in recent years, National
Bank Financial has also been one of the leading issuers in the
booming income trust market. Fiscal 2004 was no exception, with
income trust issues contributing to the very strong increase in
financial market fee revenues.

Gne of the main strengths of this subsidiary is its exceptional
distribution capacity, which greatly enhances its debt and equity
underwriting services. For individual investors, National Bank
Financial boasts an extensive network of full-service brokers in
Canada, and indirectly serves an additional 420,000 clients through
its Correspondent Network. Institutional investors are served by
the fixed-income and equities trading desks. Our loan syndication
group demonstrated its excellent ability to manage loan assets by
selling targe portions of the commitments made in the financial
syndicates set up for the transactions described earlier, and our
equity syndication group continued to earn National Bank Financial
underwriting syndicate positions commensurate with its placement
power. This extensive sales network is ably supported by a research
department that consistently ranks among the best in the country.

Corporate Financing

Year ended October 31
{mitiions of doliars]
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In fact, the most recent Brendan Wood study ranked National Bank
Financial second for the quality of its research.

Although 2004 was a banner year for corporate financing through
securities, it was more of a challenge for corporate lending
operations. Driven by the North American economic recovery, profits
were much more robust but did not lead to renewed corporate
investment spending. The resulting high levels of cash resources
combined with easy access to capital markets spurred many
corporate clients to trim back their bank debt. Consequently,
corporate loan and bankers’ acceptance volumes fell 21%.

The Financial Markets segment also plays an important role as a
manufacturer of wealth management products, mainty for individual
clients of the National Bank group but also for outside investors
often through independent financial advisors. During the year, our
structured products team—a leader in Canada due to its vast
experience and the variety and ingenuity of its structures—designed
and marketed some 60 products with a total value of $2 billion. In
addition, National Bank participated in 80 other issues as co-leader
or agent. Structured products include guaranteed capital notes
pegged to different indexes, and income trusts.

This same innovative approach is reflected in our alternative
management portfolio, one of the first and now one of the largest
in Canada. Our fund is widely distributed and gaining in popularity
among individual clients, whether in the form of notes or structured
products with guaranteed capital or directly in Private Investment
Management portfolios. Of the US $1,250 million under management,
71% is “held” by individuals, 15% by institutions and the balance
is in the Bank’s own portfolio.

Another example of our ability to innovate and join with major partners
is the creation of Asset Management Finance Corporation, which is
50% owned by Pacific Life, a leading U.S. insurance company. The
primary goal of this joint venture is to finance changes in the ownership
of fund management companies. Through narrowly targetted initiatives
such as this one, together with wider coverage of capital markets in
Canada, the Financial Markets segment intends to bolster and diversify
its revenues and profits.

Alternative Management

As at Octeber 31
{miltions of US$]
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Also of note is the strategic alliance between Louis Dreyfus
Corporation and National Bank to provide value-added products
and services to the natural gas market in Canada. Louis Dreyfus
will participate with the Bank in developing and providing innovative
products, services and risk management to Canadian natural gas
producers, aggregators and consumers. The alliance will couple
Louis Dreyfus’ physical energy delivery, merchandising and asset
optimization capabilities with the Bank's proven expertise in
derivatives and financial structuring.

In all, the Financial Markets segment has some 30 profit centres,
reflecting the diversity of its operations. The purpose of this
diversification is twofold: to maintain leading-edge expertise in the
various markets and product areas, and to minimize the capital
needed by diversifying product and market risks to the Bank's
advantage. As financial markets offer different opportunities
depending on the stage of the economic cycle and the specific
features of each instrument, the results generated by each particular
revenue stream can vary quite widely. The management style used
by the Bank allows it to seize these opportunities as they arise, to
allocate capital accordingly and thereby minimize the overall volatility
of results despite the volatility inherent in each market.

By actively managing the capital allocated to the various trading
desks and closely monitoring risks and positions, we can take full
advantage of market upswings and quickly withdraw during market
downturns. In this way, we keep the volatility of results asymmetrical,
with occasional peaks in an otherwise steady continuum of positive
results, a significant portion of which comes from third-party
transactions with minimal risk for the Bank. The key is to apply the
latest expertise to complex markets in such a way as to take quick
preventive action in the event of losses, while allowing gains to
accrue.

Results

With all the factors that determine profitability aligned in the same
direction in 2004, net income in the Financial Markets segment
ctimbed 14% year over year, to $250 million. Segment revenues,
at $987 million, were up $56 million, or 6%. Gains on securities
and corporate financing revenues were offset in part by the decline
in trading revenues. Operating expenses were $541 million,
compared to $527 million in 2003. Variable remuneration expenses
increased $19 million. However, savings were achieved by
streamlining certain non-profitable activities. The efficiency ratio
improved, from 56.6% in 2003 to 54.8% in 2004. Overall, the Bank’s
varied and diversified operations within the financial markets
continue to make a significant contribution to its growth and
outstanding profitability.

egment Results - Financial Markets

Year ended October 3!
{taxable equivatent basis)i!
{millions of doliars] Change
2004 2003 %
Net interest income 256 186 38
Other income 731 745 (2)
Total revenues 987 931 6
Operating expenses 541 527 3
Contribution 446 404 10
Provision for credit losses 52 63 {17)
Income before income taxes 394 341 16
Income taxes 144 122 18
Net income 250 219 14
Average assets 42,364 37,819 12
Risk-weighted assets 14,600 16,020 (9)
Average deposits 18,254 17,459 5
Net impaired loans 49 107 {54)
Efficiency ratio 54.8% 56.6%

{11 See “Financial Reporting Method™ on page 14.
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FINANCIAL MARKETS

Challenges and
Strategies

CHALLENGE:
Contend with the economic and geopolitlcal
uncertainty reflected i in lacklustre fmancnal
markets

the context of low potential returns; the Bank contmues %

- out more dynamuc niches such as merger and acqursmon advusory»,_;‘
services and the transformation of businesses into.income:trusts: -
it will continue to develop new activities, especiaily m financial * |
derivatives and commodities. The increased cro.s,ls-feﬁiti'zation ‘
between financial markets and individual and SME clients through ‘

. instruments such as structured products and atAternati\‘/e manage- .
ment strategies enables us to expand our revenue base oy %aking :

advantage of all competencies. The trghter groupmg of brokerage
and Treasury operations will produce greater revenue and cost<
synergles Given the strong demand for absotute return pri

remain a leader“in their devetvoprnent;and rnark'et:ingf

CHALLENGE:

ensurmg a strong presence in capltal markets we' also ‘mtend to :

’ H‘ALLENGE’:'
Contmue to achleve relatively stable income

recent years the Fmancral Markets segment has consistently
‘osted falrly stablé. results grven the volatility inherent in these
markets and major negatlve surprises have been avoided. These
ondmons are essennal in order for Financial Markets operations to
- be: 5ustly recogmzed as core competencies that the Bank can rely
J*V,on year after year. These results were achieved through a voluntary

dwersrf:catlon of activities and effective risk control. This cautious

doversn‘lcat(on approach will be maintained with the goal of not only

fuelhng growth in an uncertain market but also tempering its
‘ voiatlhty

broaden the fields of expertise and territorial coverage of our . -

Canadian operations, building on our’ recent mroads,mtovWestern .
Canada. In addition, the Bank wilt continue to leverage its ability to

distribute financial products to individuals and institutions.
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~ '+ One of the key players in Canada

Financial Markets Segment Activities

Institutional and Corporate Financing

Corporate and investment banking

oo

Iy Treasury Activiﬁee

Currency operatlons

Description

Offer private and public corporataons a comprehensrve range of'f
banking services, merger and acqursmon advrsory serwces and T

debt and equity financing. -

Positioning TR
* Ranked among the top players in Canada !

* Main business bank among corporatlons and governmentsf

in Quebec .
* Second highest participation rate among syndxcates for new’
share issues in 2004 . :

Fixed income

Description

Manage and distribute new issues. and act:vely partic:pate m“
Canada's secondary bond market and the _money market through}

offices in Montreal Toronto, Vancouver New York a
Positioning

* Ranked first for municipal bonds’
» Ranked first for provincial bonds .

Institutional equities

Description : S
Distribute new issues and actively trade in the secondary equmes
market for institutional mvestors . s

Positioning ‘ :
¢ Recognized for the quahty of its sales and trad!ng teams '

Market making

Description

Participate directly and actxvely in" the secondary equmes and"

derivatives markets on Canadian exchanges I T

Positioning
e Largest market maker in Canada
* Dominates the Montréal Exchange derivatives market

Research

Descnpt:on
;_*'Trade on the currency markets on behalf of clients and the Bank.

Posmonmg ‘ :
Target Quebec corporate clients
One of the dominant players on the currency options market

‘”"”‘Fmancmg for the Bank

s(Descnptton

Ensure the Bank's l|qU|d|ty position and obtain diversified, fluid,
- low-cost fmancmg for the Bank's operations in capital markets
and with other banks

Positioning

" Qffices in. New York and London

Busmess dealings with 50 to 100 of the largest international
banks on a daily basrs

Assetlhabllity matchlng

Descnpemn
Manage the interest rate and liquidity risks inherent in personal
and commercral bankmg operations.

Posrt:omng

e Among the best practrces in Canada

Portfoho management
- Description

L Manage the Bank's investments in equity and fixed-income portfolios

o and specialized portfolios such as alternative management, high-
yretd bonds, prxvate equity and venture capital.

Posi t/omng

One of Canadals- p:oneers in alternative management on its
own behalfand for Bank clients

s “Highly ‘profitable venture capital operation via an indirect
- , investment in EdgeStone Capital

‘1" “Use of outside managers in order to diversify management
" styles.and stabilize returns

S

Description

Track changes in markets, industries‘and busmesses wnh aview to< ‘
formulating investment strategies; supportmg |ncome producers ’

and guiding institutional and individual mvestors

Positioning

* Named one of the best research teams in Canada fnr the qua

of its research and investment ideas by Bréendan Wood: 7

s Garnered first place for a second consecutrve year for ‘clien
contact’ :

* Ranked second for research quahty :

* Ten analysts among the top three for therr mdustry IR

Other activities

Description

“Playa srgnmcant rolein fmanaal markets through various specialized
operahons

Positioning ‘ :

Equity, -credit * and commodity {energy and forest product) -
derwatwes fund manager financing
Defmed controlled and.diversified risk taking
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OTHER

he “Other” heading presents data on securitization opera-
tions, gains on the sale of activities and non-recurring
items such as the revaluation of investments. It includes
revenues and expenses that are not allocated to any one
specific segment. Net interest income was negative
because it included interest paid to third parties on securitization
operations, whereas a gain at the time of the transaction and
subsequent management fees were posted to cther income.

Segment Results - Other

Year ended October 31
(taxabie equivalent basis/'/
{millions of dollars]

2004 2003
Net interest income (193) [159)
Other income 165 152
Total revenues (28) {7)
Operating expenses 59 42
Contribution (87) (49)
Provision for credit losses {102) (41)
income before income taxes 15 (8)
Income taxes 9 4
Non-controlling interest 24 23
Net income (18} (35]
Average assets (5,070) (5,493)
Risk-weighted assets {(1,338) (1,840}
Average deposits (486)  (42¢)
Net impaired {oans (350) (402}

{1}See “Financial Reporting Method” on page 14,

For fiscal 2004, the net loss for the "Other” heading was $18 mit-
lion as against a net loss of $35 million in 2003. The reduction of
the general allowance for credit risk added $36 million, exclud-
ing income taxes, to results in the "Other” heading for fiscal 2004.

Total revenues in 2004 were $21 million lower than in 2003
because of a decrease in securitization revenues and in surplus
capital following the share repurchase programs.

At $59 million, operating expenses in 2004 were up $17 million
owing to higher technological costs and an allowance taken for
vacant premises.




NATIONAL BANK OF CANADA, 2004 ANNUAL REPORT

Management’s Discussion and Analysis

FINANCIAL
ANALYSIS

ANALYSIS OF
CONSOLIDATED
INCOME

Total Revenues

Total revenues for fiscal 2004, on a taxable equivalent basisl,
amounted to $3,657 million, up $198 mitlion or 6%. As in fiscal
2003, other income accounted for approximately 60% of total
revenues.

Year ended October 31

(texable egquivalent basis)iii

{millions of dotlars] Change
2004 2003 %

Net interest income

Personal and Commercial 1,289 1,248 3

Wealth Management 93 91 2

Financial Markets 256 186 38

Other {193) (159) {21)
1,645 1,366 6

Other income 2,212 2,093 é

Total revenues 3,657 3,459 4

Other income as a %

of total revenues 61% 1%
Average assets 78,672 71,810
Spread 1.84% 1.90%

Net interest income

For fiscal 2004, net interest income, on a taxable equivalent
basisl'l, was $1,445 million, versus $1,366 million in the previous
year, an increase of $79 million or 6%. The Personal and Com-
mercial segment recorded net interest income of $1,289 mitlion,
a 3% increase, primarily driven by the $1.9 billion, or 5%, expan-
sion in loan volumes, especially consumer loans under partner-
ship programs. The spread decreased by five basis points to
3.18% in 2004 compared to 3.23% in 2003. Once again, the pre-
vailing low interest rate environment narrowed the spread on
transaction deposits. This reduction was offset by an improve-
ment in the spread on credit card advances and mortgage loans.
In the Financial Markets segment, net interest income jumped
$70 mitlion or 38%. This increase was related to trading activities
and must be included with the trading revenues presented as other
income. For the "Other” heading, net interest income declined

$34 million, of which about two-thirds was due to the normal
course issuer bids for the repurchase of shares, which reduced
residual capital.

Other income

Totalling $2,212 million in 2004, other income, on a taxable equiv-
alent basis!, was up 6% over the previous year. There was strang
growth in financial market fees and gains on investment account
securities, although these gains were offset by lower revenues
from trading activities.

Year ended October 31
{taxable equivaient basis}!
{mitiions of dollars] Change
2004 2003 %
Financial market fees 633 544 16
Trading revenues . 234 381 {391
Gains on investment
account securities 102 8 -
Lending and deposit fees 552 508 9
Securitization revenues 180 204 {12}
Trust services and mutual funds 244 210 16
Foreign exchange revenues 72 66 9
Other 195 172 13
Other income 2,212 2,093 6
Trading revenues
Net interest income 37 {41)
Other income 234 381
271 340 {20]

Financial market fees climbed $89 mitlion, or 16%, to $633 mil-
lion, representing close to 30% of other income in 2004, com-
pared to one-quarter in 2003. More active trading by individual
investors accounted for 40% of this growth, with the balance gen-
erated by the Bank's involvement in major corporate financing
arrangements.

Taking into account the portion recorded as net interest income,
trading revenues amounted to $271 million, down $69 million
from fiscal 2003. The decline is due to trading in fixed-income
securities, foreign exchange contracts and commodities.
However, gains on investment account securities more than off-
set the slimmer trading revenues. These gains, primarily gains
from merchant banking, represented $102 million in 2004, com-
pared to $8 million in 2003.

Lending fees, card service revenues and deposit service charges
grew by $44 million, or 9%, in 2004 to $552 million. Other income
includes an amount of $25 million attributable to the change in
accounting treatment of mortgage loan prepayment penalties.
Prior to November 1, 2003, these penalties were amortized over
the term of the renegotiated mortgage loan. Since November 1,
2003, they have been recognized in income when collected.

{1] See "Fipancial Reporting Method ™ o page 14.
: i pag
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At $180 million, securitization revenues for the year were down
$24 million, or 12%, principally owing to lower securitized loan
volumes, the termination of certain programs and rising interest
rates towards the end of the year, which reduced gains on the
sale of the underlying assets.

Strong sales efforts and a return to the stock market by investors
were behind the $34 million, or 16%, rise in trust service and
mutuat fund revenues.

Exchange rate volatility, as evidenced by the substantial appreci-
ation of the Canadian dollar against the US greenback during the

year, pushed up foreign exchange revenues by $6 million.

Growth in portfolio management revenues accounted for $9 mil-
lion of the total increase under the “Other” heading.

Operating Expenses

Operating expenses for fiscal 2004 were $2,392 million, as
against $2,257 million in 2003, an increase of $135 miltion or 6%.
However, the efficiency ratio was stable at 65.3% in 2003, com-
pared to 65.4% for the year ended October 31, 2004.

Year ended October 37
{miliions of dotlars) Change
2004 2003 %

Salaries and staff benefits 1,359 1,287 6
Occupancy costs, computers

and equipment 534 504 )
Professional fees 118 112 5
Other expenses 381 354 8-
Operating expenses 2,392 2,257 b
Efficiency ratio 65.4%  65.3%

Salaries and staff benefits totalled $1,359 million for fiscal 2004,
up 6% over the previous year. This heading represents 57% of
total operating expenses, a tevel similar to 2003. Variable com-
pensation at National Bank Financial accounted for $67 million of
the $72 million total increase. The annual satary increase and the
constantly rising cost of staff benefits were largely offset by lower
variable remuneration at Treasury and savings from measures
implemented to exit unprofitable business lines.

Occupancy, computer and equipment costs, amounting to $534 mil-
lion in 2004, were up 6% over the previous year, mainly as a result
of IT costs, which increased by $22 million. Along with the $6 mil-
lion, or 5%, rise in professional fees, totalling $28 million in 2004,
these increases can be traced to various initiatives to improve
client service and develop new markets.

Finally, at $381 million in 2004, other expenses were $27 million
higher than in 2003. Nearly 45% of the increase was due to expens-
es for product promotion and client loyalty programs.

Provision for Credit Losses

During the year, the Bank reduced its provision for credit losses
by half, to $86 million, compared to $177 million in 2003. Approxi-
mately 60% of this reduction was attributable to the reversal of
$55 million from the general allowance for credit risk. Never-
theless, the general atlowance was $350 million as at October 31,
2004, or 0.86% of risk-weighted assets. At year-end 2003, the
general allowance was $405 million and represented 1.01% of
risk-weighted assets.

Year ended October 31
[miliions of dollars] Change
2004 2003 %

Individuals 31 47 (34)
Commercial and real estate 58 67 (13)
Corporate 52 3A {19)
Other - (1 -
Specific allowances for

credit losses 141 177 {20)
General allowance for

credit risk {55} - -
Provision for credit losses 86 177 {51)
Specific allowances as a % of

average loans and acceptances  0.34%  0.45%

The specific allowances for credit losses were reduced by 20%, to
$141 million for fiscal 2004, versus $177 million for the 2003 fis-
cal year. Credit losses were down across the board in 2004. The
most significant drop was in loans to individuals, with credit loss-
es falling by $16 million, or 34%, to $31 million. Commerciat and
real estate credit losses declined 13%, to $58 million, and corpo-
rate credit losses shrank by $12 million, or 19%, to $52 million.
Overall, the specific allowance for private risk loans, expressed
as a percentage of average loans and acceptances, was 0.34% in
2004, as against 0.45% in 2003. The ratio in 2004 was the best it
had been in 15 years.

Income Taxes

Note 16 to the consolidated financial statements on page 114
details the Bank's income taxes. For fiscal 2004, income taxes
were $318 million, for an effective tax rate of 30%, the same as in
2003.
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ANALYSIS OF
FOURTH-QUARTER
CONSOLIDATED
INCOME

ANALYSIS OF
CONSOLIDATED
CASH FLOWS

For the fourth quarter ended October 31, 2004, the Bank reported
net income of $192 million, or earnings per share of $1.11, com-
pared to net income of $158 mitlion, or earnings per share of
$0.87, for the corresponding quarter one year eartier. Net income
climbed $34 million, or 22%, while earnings per share were up
$0.24 or 28%.

During the guarter, the Bank reversed $35 million of its general
allowance for credit risk, which increased earnings per share for
the quarter by $0.13. Furthermore, the specific allowances for
credit losses were $27 million for the quarter, compared to
$50 miltion for the fourth quarter of 2003. This reduction added
$0.09 to earnings per share for the fourth quarter of 2004 com-
pared to the corresponding quarter of 2003.

Total revenues for the quarter, on a taxable eguivalent basisll,
stood at $932 million versus $934 million in the year-earlier period.
Trading revenues, which were particularly high in the fourth
quarter of 2003, were down $55 million. This decline was offset
by gains on investment account securities.

Operating expenses for the quarter totalled $625 million,
compared to $623 million for the same quarter of 2003. Variable
compensation related to trading activities, which were down
during the gquarter, explains the modest increase in operating
expenses.

Due to the nature of the Bank’s business, most of its revenues and
expenses are cash items. Moreover, significant cash flow move-
ment can be observed, especially in trading activities which
impact several assets and liabilities such as trading account secu-
rities, securities sold short and securities sold under repurchase
agreements.

Year ended October 31
{millions of dollars]
2004 2003

Cash flows from:
Operating activities 282 (4,711)
Financing activities 2,587 6,473
Investing activities (4,139) 1,579
Increase (decrease] in cash

and cash equivalents (1,270) 183
Cash and cash equivalents at beginning 7,047 6,864
Cash and cash equivalents at end 5,777 7047

Cash and cash equivalents were down $1.3 billion for the 2004
fiscal year, after having increased $183 million in the preceding
year. As at October 31, 2004, cash and cash equivalents totalled
$5.8 billion, compared to $7.0 billion one year earlier.

As in 2003, changes in trading account securities resulted in sig-
nificant movement in cash flows from operating activities, which
rose.approximately $5 billion. Trading account securities actual-
ly grew by only $1.4 billion in 2004, compared to $6 billion in 2003.

Cash flows from financing activities represented cash inflows of
$2.6 bitlion in fiscal 2004, whereas in 2003 they were up $6.5 bil-
tion. The improvement in 2004 was essentially due to higher
deposits {$2 billion] and securities sold short {$1.7 billion]. One
year earlier, the increase stemmed from securities sold short
and securities sold under repurchase agreements.

Finally, investing activities in 2004 required $4.1 billion in cash
flows, primarily due to the increase in loans, whereas in 2003,
$1.6 billion had been invested chiefly because of securities pur-
chased under reverse repurchase agreements.

{1} See "Financial Reporting Methad” on page 14.
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ANALYSIS OF
CONSOLIDATED
BALANCE SHEET

The Bank's total assets rose $3.9 biltion, or 5%, to $88.8 billion as
at October 31, 2004, compared to $84.9 bitlion as at year-end 2003.

Cash Resources

Cash resources, comprised primarily of deposits with financial
institutions, totatled $5.8 billion as at October 31, 2004, compared
to $7 billion a year earlier, down 17%. A description of the Bank's
liquidity management practices is presented on page 65 of the
Annual Report.

As at October 37
{billions of dotlars) Change
2004 2003 %
Assets
Cash resources 5.8 7.0 (17)
Securities 32.5 30.1 8
Loans 41.5 38.4 8
Acceptances 3.1 33 (6)
Other 5.9 6.1 {3)
88.8 84.9 5
Liabilities and shareholders’
equity
Deposits 53.4 515 4
Acceptances 3.1 3.3 {6)
Other 26.3 241 9
Subordinated debentures 1.4 15 {7)
Non-controlling interest 0.4 0.4 -
Shareholders’ equity 4.2 4.1
88.8 84.9 5
Securities

Securities amounted to $32.5 billion as at October 31, 2004, or
37% of total assets, for a year-over-year increase of $2.4 billion,
or 8%. Investment account securities, i.e., those generally held
long term, totalled $7.4 billion as at October 31, 2004, up
$400 million, or 6%, since the previous fiscal year-end. Trading
account securities advanced by $1.4 billion, or 7%, over the pre-
vious year. The Bank ensures that its trading activities are diver-
sified in order to capitalize on the potential of specialized niches.
The Bank’s market risk management policies are described on
page 63 of the Annual Report. Finally, securities purchased
under reverse repurchase agreements stood at $4.5 billion as at
October 31, 2004, up $500 million.

Loans and Acceptances

Accounting for half of total assets, loans and acceptances were
up substantially by $2.9 billion, or 7%, to $44.6 billion as at
October 31, 2004.

Residential mortgage loans grew 11%, to total $15.5 billion as at
October 31, 2004, compared to $14.0 billion as at October 31,
2003, an increase of $1.5 billion. This growth was sustained by a
strong performance from the residential real estate market,
especially in the primary market served by the Bank.

Personal loans and credit card receivables totalled $7.8 billion at
the end of fiscal 2004, compared to $6.1 billion a year earlier, an
increase of 28%. Credit card receivables, at $1.7 billion before
securitization, were up 13% over October 31, 2003, and consumer
loans, at $7.5 billion before securitization, were ahead 19% from
the previous year. This strong growth was partiatly due to the vol-
umes generated by the various partnership agreements recently
entered into by the Bank. As at October 31, 2004, the Bank had
securitized $1.4 billion of personal loans and credit card receiv-
ables, as against $1.8 billion as at October 31, 2003.

Totalling $18.2 billion as at October 31, 2004, loans to businesses
and government were relatively stable compared to fiscal 2003.
As was the case last year, small and medium-sized businesses
cut back sharply on their borrowing. As for corporate financing
transactions, most new volumes were syndicated with other
financial institutions. Table 10 on page 75 shows that business
loans are well diversified by industry type. The breakdown of
loans by industry is substantially unchanged, except for manufac-
turing loans, which accounted for 5.9% of all loans as at
September 30, 2004, compared to 8.5% in 2003.

Net impaired loans

Net of specific and general allowances, impaired loans were neg-
ative $190 million as at October 31, 2004, compared to a negative
balance of $154 million as at October 31, 2003, a 23% improvement.

As at October 31
{miltions of dolars) Change
2004 2003 %
Individuats 16 16 -
Commercial and real estate 95 125 {24)
Corporate 49 107 (54)
Other - 3 -
Net impaired loans 160 251 (34
General allowance (350) {405) 14
Impaired loans, net of specific
and general allowances (190) (154} (23)
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Gross private impaired loans totalled $388 million as at October
31, 2004, versus $454 million as at October 31, 2003, a decrease
of $66 mitlion, or 15%. These loans represented 11% of tangible
capital and provisions, compared to 13% a year earlier. Net of
specific allowances, impaired loans were down 36% year over
year to $160 million.

Net impaired corporate loans experienced the deepest drop,
falling by 54% to $49 million as at October 31, 2004. Net impaired
commercial and real estate loans were down $30 million, which
is one-quarter less than at the end of the previous year. Finally,
impaired loans to individuals stood at anly $16 million at fiscal
year-end.

A detailed description of the Bank's risk management practices
is presented on page 41 of the Annual Report.

Other Assets

As at October 31, 2004, other assets amounted to $5.9 billion, com-
pared to $6.1 billion as at the corresponding date in 2003.

Deposits

Deposits, which totalled $53.4 billion as at October 31, 2004, were
up 4% over the preceding year. Personal deposits, at $23.4 bil-
lion, as presented in Table 6 on page 72 of the Annual Report,
represented 44% of total deposits. This is relatively stable com-
pared to year-end 2003. A breakdown of totat personal savings
appears on page 53 of the Annual Report.

Commercial deposits decreased 3% compared to October 31, 2003,
to $15.1 billion. Purchased funds grew $2.3 billion to $15 billion
as at year-end 2004.

Other Liabilities

Comprised mainly of obligations related to securities sold short
and securities sold under repurchase agreements, other liabili-
ties climbed $2.2 billion from Qctober 31, 2003, to $26.3 tillien as
at October 31, 2004. Changes in this heading are generally attrib-
utable to trading activities.

Subordinated Debentures and Non-Controlling Interest

Subordinated debentures were down $108 million from October 31,
2003, to $1.4 billion at the end of fiscal 2004. Two debentures
matured during the year for a total of $79 million. The appreciation
of the Canadian dollar accounted for the remainder of the year-
over-year change.

Non-controlling interest is composed primarily of US $300 mil-
lion [CDN %365 million) preferred shares issued by a wholly
owned subsidiary of the Bank.

Shareholders’ Equity

As at October 31, 2004, shareholders’ equity totalled $4.2 bitlion,
the same level as in 2003. The Consolidated Statement of Changes
in Shareholders’ Equity, which appears on page 88 of the Annual
Report, details the components of shareholders’ equity.

During fiscal 2004, the Bank repurchased 8.7 million of its com-
mon shares under a normal course issuer bid at a cost of
$382 million, $80 million of which was applied against capital
stock and $302 million allocated to retained earnings.

As at October 31, 2004, the Bank had 167.4 million shares out-
standing, compared to 174.6 million a year earlier. In addition,
two series of preferred shares were trading: 7 million Series 13
shares with a par value of $175 million and 8 mitlion Series 15
shares with a par value of $200 million. There has been no
change in preferred shares since October 31, 2003.

Regulatory Capital

The Tier 1 and total regulatory capital ratios calculated according
to the standards of the Bank for International Settlements and
the Superintendent of Financiat Institutions Canada were 9.6%
and 13.0% respectively as at October 31, 2004, versus 9.6% and
13.4% as at October 31, 2003. Because of weak growth in com-
mercial loans during the 2004 fiscal year, risk-weighted assets
varied little during 2004, Furthermore, the increase in regulatary
capital attributable to available net income for the year was off-
set in large part by the common share repurchase program.

{millions of doliars}

Contractual Obligations

Less than 1to3 Over3to5 Over 5
1 year years years years Total
Long-term financing - 2,052 671 650 3,373
Subordinated debentures - - ~ 1,408 1,408
Cbligations under operating leases 105 180 144 422 851
Purchase obligations 192 362 334 390 1,278
Total 297 2,594 1,149 2,870 6,910
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Capital management standards and procedures are explained in
more detail on page 67 of the Annual Report.

Related Party Transactions

The Bank grants loans to its directors and officers under various
conditions. The balance of loans granted amounted to:

[millions of dollars)

2004 2003
Martgage loans 3 2
Other loans 71 83

Since January 1, 2003, loans to eligible officers have been granted
under the same conditions as those applicable to loans granted
to any other employee of the Bank. The principal conditions are
as follows: the employee must meet the same credit require-
ments as a client; mortgage loans are granted at the market rate
less 2%; personal loans and credit card advances bear interest at
the client rate divided by 2; and personal lines of credit bear
interest at the Canadian prime rate less 3%, but never lower than
Canadian prime divided by 2.

For personal loans, credit card advances and personal lines of
credit, employees may not borrow more than 50% of their annu-
al salary at the reduced rate. The Canadian prime rate is applied
to the remainder.

Loans granted to officers before January 1, 2003 are adminis-
tered according to the conditions previously in effect, for a tran-
sitional period ending December 31, 2005. These conditions are
as follows: loans to directors are granted under market condi-
tions for similar risks; residential mortgage loans to officers are
granted at the market rate divided by 3 for the first $50,000 and
at the lower of the market rate divided by 3 and the market rate
less 5% for the remainder; and other loans granted to officers,
mainly personal lines of credit, bear interest at the prime rate
divided by 2 for the first $10,000 to $20,000 and at the lower of
prime less 3% and prime divided by 2 for the remainder, to an
aggregate maximum of 50% of the officer’s annual salary.

ANALYSIS OF
OFF-BALANCE
SHEET ITEMS AND
ARRANGEMENTS

In addition to the assets and liabilities that appear on the balance
sheet, the Bank manages assets for its clients that are not record-
ed on the balance sheet. These off-balance sheet items include
derivatives and other instruments for the purpose of risk manage-
ment and efficient use of capital.

Assets Under Administration and Assets Under Management

Table 9 on page 75 of the Annual Report shows assets under
administration and management. As at October 31, 2004, total
assets under administration and management amounted to
$181 billion, for a one-year increase of $26 billion, or 17%.

Client assets administered by the brokerage subsidiary National
Bank Financial posted the largest gains, accounting for $12 billion
of the $26 billion growth. Assets under administration at National
Bank Trust surged $9 billion, or 22%, while assets managed by
Natcan Investment Management were up $3 billion or 14%.
Improved performance by stock markets helped fuel the increase
in assets under administration or management.

At the end of fiscal 2004, personal savings administered by the
Bank were up $5.8 billion to $81.1 billion. The assets of National
Bank Financial clients accounted for almost half of these savings
and bank deposits, 30%.

As at October 31
{billions of dotlars] Change
2004 2003 i
Deposits 23.7 235 1
Full-service brokerage 38.8 35.8 8
Mutuat funds 9.0 7.8 15
Online brokerage . 6.7 6.2 8
Other 2.9 2.0 45
Total personal savings 81.1 75.3 8

in monetary terms, the strongest gains were in savings adminis-
tered by National Bank Financial, which were ahead $3 billion,
or 8%, more than half of the total growth in personal savings.
Successful mutual fund sales efforts resulted in 15% growth for a
total of $9 billion in assets under administration. The $200 mitlicn
increase in savings at Private Investment Management explains
the 45% rise in the “Other” heading.
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Special Purpose Entities

The Bank uses special purpose entities principatly to securitize
financial assets in order to obtain funding, reduce credit risk and
manage capital. From time to time, the Bank acts as an interme-
diary for clients who want to use special purpose entities to secu-
ritize their financial assets.

National Bank’s securitization programs

Securitization involves selling receivables to a trust, which funds
the purchase by issuing term bonds or commercial paper. Sales
of receivables are most often accompanied by a credit enhance-
ment, so that the bonds or commercial paper benefit from high-
er credit ratings. This enhancement takes the form of first loss
protection at the expense of the party selling the receivables, and
second {oss protection assumed by a third party. First loss pro-
tection is usually composed of two elements: the excess interest,
i.e.. the difference between the interest received on the receiv-
ables and the interest due to investors plus expenses related to
the securitization program in guestion, and an escrow account
deposit. Second loss protection may be assumed directly by a
loan guarantor or indirectly by a subordinate class.

Securitization pregrams often feature interest exchange agreements
and liquidity guarantee arrangements in order to guarantee,
respectively, interest payments and payment of principal to
investors. It should be noted that in Canada, liquidity guarantees,
which are always an integral part of commercial paper programs,
do not offer protection against credit risk for the underlying receiv-
ables; these liquidity guarantees can be invoked only if, following a
disruption of financial markets, the trust that issued the commer-
cial paper cannot meet principal maturities through new commer-
cial paper issues. The seller of the receivables is frequently also
the servicer.

Securitization of National Bank financial assets

National Bank has set up four securitization programs for its own
assets: Canadian Credit Card Trust, VISION Trust, MOTION Trust
and DPL Trust. These trusts are qualifying special purpose entities
under the terms of CICA Accounting Guideline No. 12 "Transfers
of Receivables™ and are thus expressly exempt from consolidation
under CICA Accounting Guideline No. 15 “Consolidation of Variable
Interest Entities” (AcG-15), which will apply to the Bank as of
November 1, 2004. The Bank also participates in two CMHC secu-
ritization programs: NHA Mortgage-Backed Securities and
Canada Mortgage Bonds. These programs are tools for manag-
ing liquidity, capital and risk.

In all the securitization programs for its own assets, National
Bank acts as the servicer of the receivables sold and, if necessary,
also provides first loss protection., Furthermore, it administers
the securitization programs and ensures that all related proce-
dures are stringently followed and that investors are paid accord-
ing to the provisions of these programs. Depending on the

prograrm, the Bank may also be asked to act as counterparty in inter-
est exchange agreements and liquidity guarantee arrangements.

A detailed description of the asset securitization programs of
National Bank is given below.

Securitization of credit card receivables

As at October 31, 2004, National Bank had sold to Canadian Credit
Card Trust [CCCT) a credit card receivables portfolio representing
$1.5 billion of receivables outstanding of which $0.9 billion was
financed by the issue of two certificates sold to third parties and
$0.6 billion through the participation of National Bank.

National Bank provides first loss protection, which is composed
of two elements: the excess interest and an escrow account
deposit, which is currently 0.5% of the amount of the certificates
issued by CCCT, i.e., $4.5 mitlion. Second loss protection in this
instance takes the form of a guarantee offered by a third party
and corresponds to 5% of the amount of the certificates, or
$45 million. This securitization program does not feature interest
exchange agreements or liquidity guarantee arrangements.

Securitization of uninsured mortgage loans

on residential properties with five or more units

The Bank has securitized a portfolio of uninsured mortgage loans
on residential properties with five or more units. This commercial
paper program, VISION Trust, represented outstandings of
$293 million as at October 31, 2004. First loss protection, which
is provided by National Bank, consists of the excess interest
(1.05% of commercial paper outstanding) and an escrow account
deposit (2% of the initial amount]. Second loss protection is pro-
vided by a subordinated class, in the amount of $26 million, sold
to third parties.

This program features a liquidity guarantee arrangement and an
interest exchange agreement for which National Bank assumes
75% and 100% respectively of the inherent risks.

Securitization of consumer loans

National Bank has set up two securitization programs for its con-
sumer loans: MOTION Trust and DPL Trust. Under the provisions
of the deed of sale signed with MOTION Trust, the Bank terminat-
ed the program in March 2004 when outstanding loans totalled
less than 10% of the portfolio originally sold. The DPL program
amounted to $515 mitlion as at October 31, 2004.

The three series of certificates issued by DPL Trust are backed by
a portfolio of direct consumer loans. For each senior certificate in
a given series, there is a junior certificate subordinate to it that
represents 3% of the senior certificate. The excess interest rep-
resents 3% and the escrow account, 6%. An interest exchange
agreement assumed by National Bank completes the program.
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NHA Mortgage-Backed Securities and

Canada Mortgage Bond programs

The Bank participates in the NHA Mortgage-Backed Securities
(NHA-MBS) Program and, since its inception in June 2001, has
participated in the Canada Mortgage Bond (CMB] Program.
Under the CMB Program, lenders sell NHA securities to Canada
Housing Trust [CHT), which finances the purchase through the
issue of mortgage bonds guaranteed by Canada Mortgage and
Housing Corporation ([CMHC). Moreover, these mortgage bonds
feature an interest exchange agreement under which a CMHC-
certified counterparty pays CHT the interest due to investors and
receives the interest on the NHA securities.

As at October 31, 2004, the outstanding amount of NHA mortgage-
backed securities issued by National Bank and sold to third parties
was $3.3 biltion, Furthermore, the Bank is the counterparty for the
interest exchange agreements on the NHA securities sold to CHT,
which are made up of mortgage loans granted by National Bank.

The NHA-MBS Program and the CMB Program do not use liguid-
ity guarantee arrangements. In accordance with the NHA-MBS
Program, National Bank advances the funds required to cover
late payments and eventually obtains reimbursement from
CMHC or GE Capital, depending on which entity insured the loan
in default.

Impact of securitization programs on regulatory capital ratios
Since NHA mortgages have a weighting factor of 0% and substan-
tially alt of the NHA securities issued by the Bank are backed by
CMHC-insured mortgages, the sale of NHA mortgage-backed
securities issued by the Bank has no significant impact on the
Bank's risk-weighted assets and, consequently, on regulatory
capital ratios. However, the CCCT, VISION Trust and DPL Trust
programs have an impact on the Bank's capital ratios, since the
underlying assets have a weighting factor of 100%.

Securitization of third-party financial assets

The Bank periodically acts as an intermediary to assist its clients
in utilizing special purpose entities {SPEs) to achieve access to
capital market funding, minimize credit risk and manage capital.
The SPEs used are considered multi-seller asset-backed com-
mercial paper conduits.

The multi-seller SPEs purchase or fund various financial assets
from clients and finance themselves through the issuance of
highly rated asset-backed commercial paper. The Bank's clients
continue to manage the financial assets funded by the SPEs and
generally provide some form of first loss protection. The Bank's
primary role with respect to these multi-seller SPEs is to act as
administrative agent or financial services agent. As financial
services agent, the Bank provides transaction structuring and
conduit administrative services. The Bank does not provide any
credit protection to the SPEs; it does, however, provide some of
the required market disruption liquidity facilities and act as prin-

cipal placement agent for the commercial paper issued. The
Bank is paid market rates for the provision of these services.

The Bank does not have any ownership position in these SPEs
and, under current accounting guidelines, is not required to con-
solidate the SPEs into the accounts of the Bank. CICA Accounting
Guideline No. 15 “Consolidation of Variable Interest Entities”
(AcG-15), which will apply to the SPEs used by the Bank, will take
effect on November 1, 2004. As at October 31, 2004, these SPEs
have been structured to ensure that they will continue to not be
consolidated on the Bank's consolidated financial statements, in
accordance with AcG-15.

As at October 31, 2004, the total assets funded by these SPEs was
$2.3 bitlion.

Derivative Financial Instruments

The Bank offers various types of derivatives to accommodate the
needs of its clients in managing their risk exposure and invest-
ment and trading activities. It also uses derivatives in its own risk
management and trading activities.

All derivatives, except those held for non-trading purposes and
which qualify for hedge accounting, are recorded on the balance
sheet at fair value. Although derivative transactions are calculat-
ed based on notional principal amounts because they serve as a
reference for calculating payments, they are not presented on the
balance sheet and do not reflect the credit risk related to deriva-
tive financial instruments.

The total notional principal amount of the Bank's derivative
products was $292 billion as at October 31, 2004, compared to
$285 billion as at year-end 2003. The fair value of assets related
to derivative financial instruments held for trading and non-
trading purposes totalled $2,735 million and $403 million, com-
pared to $2,560 million and $592 million respectively as at
October 31, 2003, while the fair value of liabilities related to deriv-
ative financial instruments held for trading and non-trading pur-
poses totalled $2,386 million and $234 million, compared to
$2,327 million and $372 million respectively as at October 31,
2003. Changes in the fair value of derivative financial instruments
held for trading and non-trading purposes which do not qualify
for hedge accounting are recognized in "Other income.”

Note 1 and Note 19 to the consolidated financial statements,
presented on page 90 and pages 118 to 122 respectively, provide
additional details on the types of derivative products and their
accounting basis.

Guarantees

In the normal course of business, the Bank enters into guarantee
agreements that satisfy the definition in CICA Accounting
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Guideline No. 14 “Disclosure of Guarantees” [AcG-14). The prin-
cipal types of guarantees are letters of guarantee, liquidity facil-
ities under asset-based commercial paper conduit programs fur-
ther to securitization transactions, and certain derivative finan-
ciat instruments and indemnification agreements. Note 18 to the
consolidated financial statements on pages 115 to 118 provides
detailed information on these guarantees, including the amounts
presented in the Consolidated Balance Sheet related to these
activities and the maximum payments the Bank could be required
to make under these commitments.

Credit-Related Agreements

in the normat course of business, the Bank enters into varidus
off-balance sheet credit commitments. The credit instruments
used to meet the financing needs of Bank clients represent the
maximum amount of additional credit the Bank could be obligat-
ed to extend if the commitments were fully drawn. Note 18 to the
consolidated financial statements on pages 117 and 118 contains
more information on these off-balance sheet credit instruments.

CRITICAL
ACCOUNTING
ESTIMATES

A summary of the significant accounting policies used by the Bank is
presented in Note 1 and Note 2 to the consolidated financial state-
ments on pages 90 to 97 of the Annual Report. Certain of these
accounting policies are considered critical because they are impor-
tant to the presentation of the Bank's financial condition and operat-
ing results and require difficult, subjective and complex judgments
and estimates because they relate to matters that are inherently
uncertain. Any change in these judgments and estimates could have
a material impact on the consolidated financial statements of the
Bank. Following are the Bank’s critical accounting policies.

Allowance for Credit Losses

The allowance for credit losses reflects Management's best esti-
mate, as at the balance sheet date, of probable credit-related
losses related to on- and off-balance sheet financial instruments,
primarily loans, deposits with other banks, loan substitute securi-
ties, derivative products, acceptances and other indirect credit
commitments such as letters of credit and letters of guarantee.
Management reviews portfotio credit quality on an ongoing basis
to ensure the adequacy of the allowance for credit losses.

In assessing the adequacy of the allowance for credit losses,
Management must use its judgment in establishing reasonable

assumptions and subjective and significant estimates concerning
the probability of default, probable losses in the event of default,
the amount at risk in the event of default, the amount and dates of
future cash flows, the value of the underlying security, and realiza-
tion costs. Any changes in these estimates and assumptions, as
well as the use of different, but equally reasonable, estimates and
assumptions may have an impact on the allowance for credit loss-
es and, consequently, on the provision for credit losses for the year.

A detailed description of the methods used to calculate the allow-
ance for credit losses can be found in Note 1 to the consolidated
financial statements on page 90 and under “Credit risk assessment
models” in the “Credit Risk” section of this report on page 63.

All operating segments, except Wealth Management, are affected
by this critical accounting estimate.

Fair Value of Financial Instruments

The Bank records at fair value trading securities and derivative
financial instruments other than those held for non-trading pur-
poses and which qualify for hedge accounting. Any change in fair
value is recognized in income under “Trading revenues.” Fair
value is the amount at which a financial instrument could be
exchanged in an arm’s length transaction between witling parties
who are under no compulsion to act, based on guoted market
prices. If quoted market prices are not available, fair value is
determined using estimates. The valuation techniques used to
make these estimates incorporate current market prices, the
contractual prices of the underlying instruments, the time value
of money, yield curves and volatility factors. If necessary, fair
value is adjusted to take market, model and credit risks into
account, as well as the related costs. Because of the role of judg-
ment in estimating fair value amounts, fair values are not neces-
sarily comparable between financial institutions and may not be
indicative of net realizable value. Further information on the
determination of fair value is presented in Note 19 and Note 22 to
the consolidated financial statements on pages 118 and 124.

In the Consolidated Balance Sheet, the items affected by this crit-
ical accounting estimate are “Securities - Trading account,”
“Obligations related to securities sold short” and certain compo-
nents of “Other assets” and “Other liabilities.” As for the Con-
solidated Statement of Income, this critical accounting estimate
affects "Trading revenues” in the Financial Markets segment.

Valuation of investment Account Securities

Under Canadian GAAP, investment account equity securities are
recorded at acquisition cost if the Bank does not have a significant
influence, while debt securities are stated at unamortized acquisition
cost. When an investment account security experiences an other-
than-temporary impairment in value, its carrying value must be writ-
ten down to its net realizable value. Determining whether or not
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there has been an other-than-temporary impairment in value and
establishing the net realizable value require judgment and esti-
mates. Management examines the value of investment account
securities on an ongoing basis in order to determine whether the
securities have experienced an other-than-temporary impairment.
This examination includes an analysis of the facts specific to each
investment and an assessment of expected future returns.

As part of this exercise, Management assesses a variety of fac-
tors that could be indicative of an other-than-temporary impair-
ment in value. These include the carrying value of the security
being less than its market value for a prolonged period, substan-
tial losses by the investee in the prior year or previous few years,
continued losses by the investee for the previous few years, a
suspension of trading for the security, liquidity and going concern
problems of the investee, and fair value being less than carrying
value. When Management determines that a security has experi-
enced an other-than-temporary impairment, it must form a judg-
ment as to the estimated net realizable value.

Any change in the judgment used to identify securities that have
experienced an other-than-temporary impairment and in esti-
mating realizable value could have an impact on the amount of
losses recognized.

In the Consolidated Balance Sheet, the item affected by this
accounting estimate is “Securities ~ Investment account.” In the
Consotidated Statement of Income, "Gains on investment account
securities, net” could be affected for all business segments.

Securitization

Securitization is a process by which the Bank sells receivables to
a trust which funds the purchase by issuing term bonds or com-
mercial paper to investors.

Securitization operations are recorded as sales when the Bank sur-
renders control over the receivables sold and receives a considera-
tion other than a beneficial interest in these assets. Additional details
on the Bank's securitization operations can be found in Note 3 to the
consolidated financial statements on page 98 of the Annual Report
and in the section on "Special Purpose Entities,” on page 54.

To calculate the gain or loss on securitization operations, the pre-
vious carrying value must be allocated between the assets sold
and the retained interests based on their relative fair value at the
date of transfer. Since quoted market prices are not available for
retained interests, the Bank estimates fair value based on the
present value of estimated discounted cash flows. The Bank
therefore must use estimates and assumptions mainly for
expected credit losses, prepayment rates, discount rates and the
excess spread. The use of different estimates and assumptions
could have a material impact on income. In this regard, Note 3
to the consolidated financial statements contains a sensitivity

analysis of the current fair value of the retained interests to imme-
diate 10% and 20% adverse changes in key assumptions. The
analysis shows that a 10% change in the spread for securitized
guaranteed mortgage loans would cause a $10 million reduction in
retained interests, while a 20% decrease would cause a $20 million
reduction. The balance of retained interests for securitized guar-
anteed mortgage loans was $99 million as at October 31, 2004.

This critical accounting estimate has an impact on the item
“Investment account” under “Securities” in the Consolidated
Balance Sheet and on the item “Securitization revenues” under
the heading “Other” in the Consolidated Statement of Income for
all business segments.

Goodwill and Intangible Assets

Under Canadian GAAP, goodwill and other intangible assets with an
indefinite life are tested periodically for impairment to ensure that
their fair value remains greater than or equal to their carrying value.
The fair value of goodwill and intangible assets with indefinite lives
is obtained using valuation models. These models take a number
of factors into account, such as projected future cash flows and
discount rates. The use of different estimates and assumptions in
applying the impairment tests for goodwill and intangible assets
with indefinite lives could have a material impact on income.

The Consolidated Balance Sheet items affected by this critical
accounting estimate are “Goodwill” and “Intangible assets.”

Any aggregate impairment loss would be recognized as operating
expenses for the segment concerned and presented under the

“Other” heading.

Refer to Note 8 to the consolidated financial statements on page
103 for additional information.

Pension Plans and Other Employee Future Benefits

The Bank’s pension and other employee future benefit obtigation as
well as the related costs require the use of actuarial valuations and
assumptions. The significant assumptions used to calculate these
amounts include the discount rates for pension benefit and other
employee future benefit obligations, the long-term rate of return on
plan assets, the rate of compensation increase, mortality rates, the
rate of employee turnover and changes in the cost of healthcare ben-
efits. The use of different assumptions could have a material impact
on the accrued benefit asset {liability) presented in the Consolidated
Batance Sheet under "Other assets” ("Other liabilities”) and on pen-
sion plan and other employee future benefit expenses presented in
the Consolidated Statement of Income under "Salaries and staff ben-
efits.” All segments are affected by this critical accounting estimate.
The significant actuarial assumptions (weighted average] used by the
Bank are shown in the following table.
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Pension benefit plans Other benefit plans
2004 2003 2004 2003
% % % %
Accrued benefit obligation as of October 31

Discount rate 6.25 6.75 6.50 6.75
Rate of compensation increase 4.00 4.00 4.00 4.00

Defined benefit expense for years ended October 31
Discount rate 6.75 7.00 6.75 7.00
Expected long-term rate of return on plan assets 7.50 7.75 - -
Rate of compensation increase 4.00 4.25 4.00 3.25

For measurement purposes, a 7.7% annual rate of increase
(2003: 8.3%) in the per capita cost of covered healthcare benefits
was assumed for 2004. The rate was assumed to decrease grad-
ualty to 5.9% for 2008 and remain at that level thereafter.

A 1% change in the expected healthcare cost trend rate would have
the following impact:
1% 1%

[mitlions of dollars) increase decrease

Sensitivity analysis of other benefit plans
Impact on current service and interest cost 1 (1)
Impact on accrued benefit obligation 12 {10)

The table below shows the possible impact of changes in certain
significant weighted average assumptions used to measure the
accrued pension benefit obligation and related expense:

{millions of dollars} Pension plans

Obligation  Expense

Impact of a 0.25% change in

significant actuarial assumptions:
Discount rate

Decrease of 0.25% 51 )

Increase of 0.25% {51) (6)
Expected long-term rate of return

on plan assets

Decrease of 0.25% - 3

Increase of 0.25% - {3)
Rate of compensation increase

Decrease of 0.25% (13) (3}

Increase of 0.25% 13 3

The sensitivity analysis presented in the above table should be
used with caution as the changes are hypothetical and the
changes in each significant assumption may not be linear.

Additional information on the Bank's pension plans and other
employee future benefits can be found in Note 13 to the consoli-
dated financial statements on pages 106 to 109.

Income Taxes

The Bank formulates assumptions to estimate income tax expense
as well as future income tax assets and liabilities. This process
includes estimating the actual amount of income taxes payable
and evaluating tax loss carry-forwards and temporary differences
as a result of differences between the value of the items reported
for accounting and for income tax purposes. Future income tax
assets and liabilities, presented in the Consolidated Batance Sheet
under “Other assets” and “Other liabilities,” are calculated accord-
ing to the tax rates to be applied in future periods. Previously
recorded future income tax assets and liabilities must be adjusted
when the expected date of the future event is revised based on cur-
rent information. The Bank periodically evaluates future income
tax assets for recoverability. In the Bank’s opinion, based on cur-
rent information, it is more likely than not that all future income tax
assets will be realized prior to their expiration.

This critical accounting estimate affects the item “Income taxes” in
the Consolidated Statement of Income for all business segments.
For further information on income taxes, refer to Note 1 and Note
16 to the consolidated financial statements on pages 93 and 114.

Provision for Contingencies

In the normal course of business, the Bank is engaged in various
legal proceedings, most of which are related to lending activities
and arise when the Bank takes measures to collect delinquent
loans. Recently, motions for authorization to institute class action
suits were filed against various financial institutions, including the
Bank, contesting, among other things, certain transaction fees.
The subsidiary National Bank Financial is also engaged in various
legal proceedings in the normal course of business. Most of these
proceedings concern services to individual investors and may
relate in particular to the suitability of investments. In Manage-
ment’s opinion, based on past experience, the related aggregate
potential liability will not have a material impact on the Bank's
financiat position.

This critical accounting estimate has an impact on "Other
liabilities.”
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CHANGES IN
ACCOUNTING
POLICIES

Recent Accounting Standards Adopted

Generally accepted accounting principles

Cn November 1, 2003, the Bank adopted the requirements of
Section 1100 of the CICA Handbook, "Generally Accepted
Accounting Principles.” This Section establishes standards for
financial reporting in accordance with generally accepted account-
ing principles ["GAAP”) and identifies other sources to consult
when selecting accounting policies and determining appropriate
disclosures when a matter is not dealt with explicitly in the pri-
mary sources of GAAP. The application of this standard elimi-
nates certain practices that may have been used within a partic-
ular industry. The only material impact on the results of the Bank
is that mortgage loan prepayment fees are no longer amortized.
Since November 1, 2003, certain prepayment fees have been rec-
ognized in the Consolidated Statement of Income under "Lending
fees” when earned. Prior to November 1, 2003, these fees were
deferred and amortized to interest income over the term of the
loan. An unamortized balance of mortgage loan prepayment fees,
which amounted to $25 million as at Gctober 31, 2003 ($16 million
net of income taxes), was recorded during fiscal 2004 in the Consol-
idated Statement of Income under “Lending fees.” Furthermore,
following the adoption of Section 1100, net amounts receivable
from financial institutions related to cheques and other items in
the clearing process are presented as assets in the Consolidated
Balance Sheet, while net amounts payable to individual financial
institutions are presented as liabilities. As at October 31, 2003,
the net balance for all financial institutions was presented as an
asset in the Consolidated Balance Sheet.

Hedging relationships :

On November 1, 2003, the Bank adopted CICA Accounting Guideline
No. 13 "Hedging Relationships™ {AcG-13). This Guideline identi-
fies the circumstances in which hedge accounting is appropriate
and discusses the identification, designation, documentation and
effectiveness of hedging relationships and the discontinuance of
hedge accounting, but does not cover hedge accounting tech-
niques. Monetary or derivative financial instruments used in risk
management that satisfy the conditions for hedge accounting are
recorded using the hedge accounting methodology described in
Note 1 to the consolidated financial statements on page 90.

When the hedging relationship ceases to be effective, hedge
accounting will be discontinued prospectively, and the financial
instrument will be carried at fair value on the Consolidated Balance
Sheet as of the date hedge accounting was discontinued. Any sub-

sequent changes in fair value will be recognized in "Other income”
in conformity with EIC-128 “Accounting for Trading, Speculative or
Non-Hedging Derivative Financial Instruments.” Should the finan-
cial instrument once again qualify as a hedging relatianship, hedge
accounting will take effect again on the new date of designation.

Derivative financial instruments that do not qualify for hedge
accounting under AcG-13 are carried at fair value on the
Consolidated Balance Sheet as at November 1, 2003. The resulting
$16 million net transitional gain is deferred and recognized in
income over the remaining life of the hedged item.

Impairment of long-lived assets

Effective November 1, 2003, the Bank adopted the recommenda-
tions of CICA standard “Impairment of Long-Lived Assets,” which
establishes standards for the recognition, measurement and dis-
closure of the impairment of long-lived assets. This standard
stipulates that an impairment loss should be recognized when
the carrying value of a long-lived asset intended for use exceeds
the undiscounted cash flows expected from its use and eventual
disposition. The impairment loss is to be measured as the excess
of the carrying value of the asset over its fair value. The adoption
of this standard had no impact on the consolidated financial
statements for the fiscal year ended October 31, 2004.

Equity-linked deposit contracts

On November 1, 2003, the Bank adopted CICA Accounting
Guideline No. 17 "Equity-Linked Deposit Contracts” [AcG-17).
Under this Guideline, the Bank may record at fair value certain
deposit obligations for which the obtigation varies according to
the return on equities or an equity index and which entitle
investors, after a specified period of time, to receive the higher of
a stated percentage of their principal investment and a variable
amount based on the return on equities or an equity index. Any
subsequent changes in fair vatue are recognized in the
Consolidated Statement of Income as they arise.

The adoption of this Guideline did not have a material impact on
the consolidated financial statements for the fiscal year ended

October 31, 2004,

Recent Accounting Standards Pending Adoption

Variable interest entities

On November 1, 2004, the Bank will adopt CICA Accounting
Guideline No. 15 "Consolidation of Variable Interest Entities”
(AcG-15). This Guideline is harmonized with new FASB
Interpretation No. 46 [FIN 46R] of the same name and provides
guidance on the application of the standards set out in CICA
Handbook Section 1590 "Subsidiaries” for certain entities defined
as variable interest entities ["VIEs"). VIEs are entities in which
equity investors do not have controlling financial interest or the
equity investment at risk is not sufficient to permit the entity to
finance its activities without additional subordinated financial
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support provided by other parties. AcG-15 requires the consoli-
dation of & VIE by its primary beneficiary, i.e., the party that
receives the majority of the expected residual returns and/or
absorbs the majority of the entity's expected losses. Based on
information currently available, the application of the provisions
of AcG-15 on November 1, 2004 will result in the consolidation of
certain mutual funds in which the Bank has a significant invest-
ment and the consolidation of the VIE that leases the Bank's head
office building under a capital lease. The estimated impact of this
standard will be an increase in "Premises and equipment” of $84
million, “Securities” of $54 million, “Other assets” of $3 million,
“Other liabilities” of $93 million, “Non-controlling interest” of
$45 million, and "Retained earnings” of $3 million. The Bank
continues to assess the impact of this new Guideline on its con-
solidated financial statements.

Investment companies

In January 2004, the CICA issued Accounting Guideline No. 18
“Investment Companies.” Under this Guideline, investment com-
panies are required to account for all their investments at fair
value, including investments that would otherwise be consolidat-
ed or accounted for using the equity method. The Guideline sets
out the criteria for determining whether a company is an invest-
ment company and also provides guidance on the circumstances
in which the parent company of, or equity method investor in, an
investment company should account for the investment company’s
investments at fair value.

The provisions of the Guideline will apply to the Bank as of

November 1, 2004. They will be applied prospectively. The Bank is
currently evaluating the impact of this new Guideline.

FINANCIAL
DISCLOSURE

In March 2004, the adoption of Multilateral Instrument 52-109 by
the Canadian Securities Administrators confirmed their resolve
to restore investor confidence in financial markets. Under the
Multilateral Instrument, chief executive officers and chief finan-
cial officers are required to file a quarterly certificate on the qual-
ity of their financial reporting and an annual certificate on the
effectiveness of the internal control structure for the financial
reporting process. Multilateral Instrument 52-111, currently in
preparation, will require, for fiscal years ending after June 30,
2006 at the earliest, not only a certificate from management on
the adequacy of the internal control structure for each phase in
the preparation of financiat information, but also a certificate
from the external auditors on the quality of the certification
process and the quality of the control structure.

In fiscal 2004, the Disclosure Committee of the Bank and that of
the subsidiary NB Capital Corporation, which is subject to the
Sarbanes-Oxley Act, reviewed the quarterly disclosure controls
and procedures in place at the Bank since Aprit 30, 2004 so that the
required certificates could be signed. The Bank’s Committee also
supervised the preparatory work for documenting the expanded
internal control structure in readiness for the filing of the annual
certificate in October 2005 pursuant to Multilateral Instrument
52-109, as well as any filings that could be reguired in 2006.

To ensure maximum efficiency and effectiveness in gathering this
information, the Operational Risk and Compliance departments
have joined forces with the financial certification process project
team to use a common control model applicable to their respec-
tive objectives. They have adopted a recognized control framework
and a common automated tool for documenting controls that is
accessible to all parties involved.

The financial certification project team, made up of audit and
control professionals, has established a methodology for inter-
vention with business unit managers which minimizes the impact
on their operating activities while ensuring that their role in
implementing and maintaining the necessary controls is formally
identified.

A 16-member team will continue the documentation work in 2005.

STRUCTURE
OF THE BANK

Board of Directors

The Board of Directors supervises the management of the Bank.
Its role is to safeguard the Bank's assets and ensure its viability,
profitability and development. The Board is assisted in its role by
three committees: the Audit and Risk Management Committee,
the Conduct Review and Corporate Governance Committee, and
the Human Resources Committee.

Specifically, the Board oversees the implementation of prudent
and effective controls to assess and manage risks, reviews the
Bank's business objectives and approves the strategies to
achieve them, makes sure that the necessary financial and
human resources are in place, and assesses Management's per-
formance. The Board also sets appropriate values and standards
to ensure that the Bank meets its obligations to its shareholders,
clients, employees and the general public.
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Audit and Risk Management Committee of the Board

The Audit and Risk Management Committee assists the Board of
Directors by reviewing the financial statements, financial reporting
processes, internal controts, audit processes and management
information systems in order to determine their integrity and effec-
tiveness. In addition, it acts as an intermediary between the Board
of Directors and the independent oversight functions: internal audit,
external audit and compliance. It also conducts a detailed review of
the Bank's risk management and control practices.

The Committee oversees the implementation of effective policies
and procedures designed to ensure adequate internal control,
and manages the external audit process. It alsc determines
whether the Bank and its subsidiaries are in comptiance with
applicable regulations and reviews the attestations and reports
relating to comptiance with the Standards of Sound Business and
Financial Practices, as well as any other reports as may be
required by regulatory authorities.

Conduct Review and
Corporate Governance Committee of the Board

The Conduct Review and Corporate Governance Committee assists
the Board of Directors by overseeing the implementation of
corporate governance rules, procedures and policies, ensuring
compliance with the Code of Professional Conduct and monitor-
ing transactions between related parties.

The Conduct Review and Corporate Governance Committee
establishes and regularly reviews the composition and mandate
of each committee of the Board, the Board itself and the
Chairman of the Board. It also periodically reviews the report on
corporate governance to be submitted to shareholders, the share
ownership guidelines, the criteria and procedures for the selec-
tion and succession of directors, conflicts of interest, the size of
the Board of Directors and the policies regarding terms of office.
The Committee establishes a process to assess the performance
and effectiveness of the Beoard and its committees and reviews
the orientation and education programs for new directors.

The Committee ensures that there are proper procedures in
place for the disclosure of information to clients and supervises
the application of a review procedure for claims from clients who
have acquired products or services in Canada.

Human Resources Committee of the Board

The Human Resources Committee assists the Board of Directors
by reviewing and approving the Bank's human resources prac-
tices and policies.

The Committee annually reviews the Bank's salary policy and its
approach to total compensation and other employment conditions.

It ensures that there is a human resources management program in
place that includes, amaong other things, a recruiting process and a
succession plan, the allocation of decision-making authority, the
separation of incompatible functional responsibilities, an employee
communications program and effective employee supervision.

The Committee annually evaluates the performance of executive
officers and the prudence with which they manage the Bank’s
activities and the risks to which the Bank is exposed. it evaluates
the profiles of directors, competency requirements and the man-
agement succession plan of the Bank and its subsidiaries. Lastly,
it reviews and approves the mandate of the Retirement Committee,
annually receives and examines reports on the decisions of that
committee, the financial situation, the returns on the pension plans
and the performance of the pool fund.

Executive Committee

The Executive Committee, which consists of the President and
Chief Executive Officer and the officers responsible for the Bank’s
major lines of business, defines the culture and philosophy of
the Bank, approves and monitors the strategic initiatives of the
Bank group as a whole, manages the succession process, and
ensures a balance between employee engagement and client and
shareholder satisfaction.

The Committee carries out its responsibilities as a team, thereby

ensuring consistency as well as information and knowledge shar-
ing among the Bank’s business units.

RISK
MANAGEMENT

in the normal course of its operations, the Bank is exposed to dif-
ferent types of risk, including credit risk, market risk, liquidity
risk and operational risk. To manage these risks effectively and
in a targetted manner, it has developed a management frame-
work to identify, measure and monitor the various risks inherent
in its business activities. This risk management framework has
been established so that i) a rigorous, judicious culture underlies
decision making and ensures an appropriate risk-return balance
while creating shareholder value, and ii] operational business
decisions comply with the target degree of tolerance set by the
Bank while optimizing overall shareholder return. Communication
concerning risk and the appetite for risk within the organization is
assured by this management framework in order to keep the deci-
sion-making levels regularly informed about risk. By recognizing and
understanding risk factors throughout the processes or activities
that may trigger risk, the Bank is able to take these factors into
account in its business operations.
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Competent, experienced risk management professionals, acting
independently or in cooperation with business units according to
risk category, also contribute to sound risk management. These
professionals foster a strong corporate culture by emphasizing
rigorous control processes and measures. They apply risk man-
agement standards and use proven management processes and
models to ensure insightful decision making. Investing in the
management capacity of these resources enables the organiza-
tion to maintain high risk supervision standards.

The risk management framework is built into a governance
model that ensures general and direct management of the vari-
ous aspects of risk and helps improve the efficiency and respon-
siveness of key processes and policies.

Risk Governance

To convey the institution’s risk culture and optimize shareholder
return, risk governance is based on a set of components and an
operational structure, which is shown below. This governance
model ensures that revenue-generating activities are in compli-
ance with both the degree of risk that the Bank is willing to take
and its risk standards.

{ Board of Directors }
! Internal Audit
{ Audit and Risk '_ l_____'

Management Committee
\ Compliance }

. Market Risk Operational Risk
Credit
. Management Management
Committee . ;
Committee Committee
I 1

NBF Risk

New Products
Management

Committee Committee

Heading the risk management structure at National Bank is the
Board of Directors, which is responsible for establishing risk man-
agement policies. The Board delegates a portion of its responsi-
bilities in this regard to the Audit and Risk Management Committee,
which recommends policies and, once they are adopted, oversees
their apptication. This Committee also makes all exceptional risk-
related decisions. The Audit and Risk Management Committee is
assisted by Internal Audit, Compliance and three committees, the
Credit Committee, the Market Risk Management Committee and
the Operational Risk Management Committee, all of which are
composed of members of Management. internal Audit, whose Senior
Vice-President reports directly to the Audit and Risk Management

Committee, provides an independent and objective assessment
of the effectiveness of processes, policies, procedures and con-
trol measures implemented by managers. Moreover, Internal
Audit recommends solutions designed to improve the effectiveness
of the risk management, internal control and operating activities
of the Bank and its subsidiaries.

Global Risk Management

Global risk management entails establishing, developing and
maintaining effective processes and models to ensure uniform
and stringent treatment of risk. Processes are reassessed peri-
odically; risk models are evaluated separately.

Economic capital constitutes a dynamic measure of risk that per-
mits a comparison of different activities and risk categories. It
forms the basis of risk-aligned capital management and is used
to assign a capital cost to the relative risk of the various business
segments.

In its operations, the Bank is exposed to four main risk cate-
gories: credit risk, market risk, liquidity risk and operational risk.
Global risk management therefore includes assessment of the
possible consequences of each risk and establishment of policies
and processes to effectively reduce the incidence of each risk. Global
risk management converges toward a unigue measure, i.e., €co-
nomic capital, which defines the ultimate risk the Bank must take
in its business activities.

Credit Risk

The Bank is exposed to credit risk in its lending activities and
operations, which involve settlements between the Bank and
counterparties. These activities and operations include direct
loans, commitments to extend credit, risk of non-settlement,
derivative transactions, and securities held for extended periods.

The Bank supervises and manages credit risk at every level of the
organization using an advanced management process governing
activities associated with credit risk, namely:

e A prudent credit-approval process based on policies governing
the philosophy, principles and conduct of lending operations

* An advanced process establishing limits and monitoring, rang-
ing from the policy on maximum credit per borrower group to
sector limits for credit commitments ’

¢ A credit committee that supervises and approves credit

An efficient lending process has long been in place at the Bank. This
process requires competent, experienced lenders, a transparent line
authority structure, a high degree of personal accountability, account
monitoring, and dynamic portfolio management. Credit decisions
are made on a case-by-case basis by the various risk management
authorities and Management, at the level corresponding to the
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size and the degree of risk inherent in the transaction. Decisions
are based on ctient creditworthiness, available security and compli-
ance of the transaction with standards and procedures as well as the
Bank's overall risk-adjusted return objective.

Credit risk is the possibility of financial loss should a borrower or
counterparty fail to honour its obligations.

Establishment of limits

Credit risk governance policies ensure credit risk is diversified.
The degree of portfolio diversification is achieved by applying and
manitoring limits according to country risk, sector risk, single-
holder risk and transaction risk. The Audit and Risk Management
Committee of the Board of Directors reviews the limits at least
once ayear. The Bank's credit risk governance structure ensures
that these limits are respected and that any exception is detect-
ed and rapidly reported so it can be resotved effectively.

Standards and procedures

To manage credit risk, each year the Board of Directors adopts,
on the recommendation of the Audit and Risk Management
Committee, a comprehensive policy that defines the main stan-
dards, procedures and control methods for credit granted by the
Bank. The policy is applied by the Bank's Credit Committee, which
is chaired by the Senior Vice-President - Risk Management. The
Credit Committee's decisions are supported by sector analyses
performed by the Bank's economists and Risk Management
Group. The credit policy established by the Board of Directors and
the administrative measures adopted by the various units of the
Bank in applying the policy define acceptabte risk, portfolio diver-
sification criteria, economic and geographic sector-specific con-
straints, as well as allocation and authorization line levels. All
standards and policies are reviewed by the Audit and Risk Manage-
ment Committee. The higher the credit amount or risk inherent in
the application, the higher the line authority within the Bank
needed for approval. Exceptionally, decisions may even be referred
to the Board of Directors. in addition, specific standards apply to
individuals or companies related to the Bank.

When an application for credit is made to the Bank, it is subject
to & procedure that becomes increasingly rigorous depending on
the amount requested or the degree of risk of the industry sec-
tor, region or borrower. Once the application is completed and
after the required information and documents have been provid-
ed, it is analyzed according to a sophisticated credit scoring sys-
tem. The decision to approve credit is made by a credit officer or
by the Bank's Credit Committee. Any deviation from the procedure
must be submitted to the Audit and Risk Management Committee.

Credits and borrowers are continuously monitored according to
the degree of risk they represent. Ongoing analyses attempt to
foresee potential problems in an industry or region or with a bor-
rower before these become apparent in the form of past due pay-
ments. Any loan on which interest is in arrears for 90 days or

more is classified as impaired and a loss provision must be taken
for it. Moreover, loans that are not past due but where repayment
of principal or interest is not reasonably assured are also deemed
impaired. The Bank’s policies set out detailed provisioning crite-
ria and, where required, write-off criteria for irrecoverable debts.
The credit policies also define recovery practices, the intent of
which is to minimize losses by recovering the largest possible
portion of the amounts owing. A team of internal auditors ensures
the standards are respected at all times.

Credit risk assessment models

The Bank assesses credit risk using various models adapted to
portfolio type. In all cases, the risk correlation is a key piece of
information and enters into the estimate of the risk of the various
credit portfolios. Expected and unexpected losses are calculated
for major transactions and for all portfolios that involve credit risk.
These estimates are used in forecasting loss provisions and the
level of the general atlowance for credit risk. Expected and unex-
pected losses are based on experience, portfolio monitoring, mar-
ket data and statistical modelling. The material factors are:

¢ Probability of default

« Outstanding credit at the time of default

* Potential loss in the event of default

* Impact of economic and sector cycles on asset quality

Expected and unexpected losses enter into the estimate of eco-
nomic capital for each of the Bank’s relevant business segments.
Measures of credit-related economic capital, like all measures of
risk capital, are based on a 99.95% confidence interval over a
one-year holding period.

The Bank also carries out stress tests to gauge, as a function of
specific shocks, the amount of economic capital that would be
required in adverse situations. These sensitivity tests show, in a
crisis, the degree of solvency that is closely related to the amount
of capital needed to absorb the resulting potential losses. Credit
risk modelling and guantification result in improved internal risk
management since they broaden risk oversight.

Market Risk

Market risk is the risk of financial loss incurred by the Bank as a
result of unfavourable changes in underlying market factors,
including interest rates, foreign exchange rates, equity prices,
commodity prices and credit.

Consequently, market risk is inextricably linked with the Bank's
participation on financial markets, in both its trading operations
and asset/liability management. Market risk management is a
core focus at the Bank. In managing market risk, the Bank does
not seek to neutralize market risk but rather to maximize the
risk-return trade-off within carefully defined limits.
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Standards, procedures and controls

On the recommendation of its Audit and Risk Management
Committee, the Bank’s Board of Directors has adopted detailed
policies as well as limits for managing the four components of
market risk: interest rate risk, foreign exchange risk, equity risk
and commodity risk. The policies adopted by the Board of
Directors set out standards, procedures and controls aimed at
optimizing the risk-return trade-off and ensuring oversight of
financial transactions.

The Audit and Risk Management Committee oversees the Market,
Risk Management Committee, which heads the risk manage-
ment structure for the entire Financial Markets segment, The
New Products Committee and the Risk Management Committee
of National Bank Financial also report to this committee. The
Market Risk Management Committee plays a key role in estab-
tishing market risk policies and practices, including risk assess-
ment, maximum limits, simulation and oversight processes, as
well as operational compliance with Bank policies.

The Risk Management Group is an independent team that is respon-
sible for day-to-day monitoring of market risk exposure, including
ensuring that maximum limits and authorization procedures are
respected. The Group also develops risk measurement procedures
and models used for simulations.

Value-at-Risk

The Value-at-Risk (VaR) simulation model is one of the main
tools used to manage market risk in the Bank’s financial market
activities. The VaR measure is based on a 99% confidence level,
which is an estimate of the maximum potential trading loss in 99
out of 100 days, or, to put it another way, actual losses will prob-
ably exceed VaR on only one day out of 100. VaR is calculated on an
ongoing basis for the major categories of financial instruments
{including derivatives) and all of the Bank's portfolios. Insofar as is
possible, it ensures that trading and investment decisions do not
entail risks that exceed set limits. The computerized VaR calcula-
tion model is based on two years of historical data,

Outstanding value at risk in comparison with established limits is
monitored regularly for each product, portfolio and business unit,
as well as by type of activity: trading, investment and asset/liabil-
ity management. As a result, risk management of structural
interest rates (management of asset and liability maturities) has
a VaR limit approved by the Board of Directors. Moreover, the
Bank has an overall limit, covering all its market-related opera-
tions. Other limits complement VaR to control the associated
residual risks, primarily concentration, volatility and liquidity.

Stress tests and sensitivity analyses

The VaR model simulates losses in a market situation similar to
that observed from historical data. To simulate the impact of
improbable events, the Bank also runs stress tests, exploring
events such as the stock market crash of 1987, and performs
sensitivity analyses related to wide market movements, for inter-
est rates, prices and currencies. Stress tests are established
jointly by the Risk Management Group and line managers and are
reviewed regularly to reflect changes in market conditions, new
products and trading strategies. Each day the Bank performs more
than 80 scenarios and analyses, and all financial market-related
activities are covered. Maximum potential loss limits have been
approved by the Board for stress tests and sensitivity analyses.

Trading activities

The Bank maintains trading portfolios for market-making, arbi-
trage for its own account, liquidity for its institutional clients or
the sale of financial products.

The table below shows the VaR distribution of the trading portfo-
lios by risk category while demonstrating the diversification effect.

Year ended October 31
{miltions of dollars]
Global VaR by Risk Category

Trading Activities!]

2004 2003

Atend High Average Low At end High Average ow

Interest rate {3.7) {7.1) (4.3) {2.1) (3.8) (5.3) (3.4) (2.0)
Foreign exchange (0.9} (3.2 (1.3) (0.2} (0.8) (2.2) (0.9] {0.2)
Equity {3.6) (5.6) (2.8) {1.1) {1.7) (4.8 {2.3) (1.2}
Commodity contracts (1.0) (1.0 {0.5) {0.2) {0.2) {0.5] {0.4) (0.2)
Correlation effect!2) 3.6 9.3 3.9 0.9 2.7 6.9 3. 0.7
Global VaR {5.6) {7.6) (5.0) (2.7) (3.8) (5.9) (3.9) {2.9)

{11 Amounts are shown belora income taxes and represent cne-day VaR,
{2} The correlation effect results from diversification by risk type,
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The breakdown of trading revenues by risk type is as follows:

Year ended October 31
{taxable equivalent basisli!
Imitlions of doliars}

2006 2003
Financial Markets
interest rate 43 86
Equity 190 145
Commodities and foreign exchange 30 96

263 327

Other segments 8 13
Total 271 340

Trading revenues generated by Financial Markets stood at
$263 million, down $64 million from 2003. The decline is due to
fixed-income, foreign exchange and commodities trading.

Backtesting

{mitlions of doliars]

- VaR (CAD)
-8 Theoretical results [CAD}

Jul-04

Nov-03
Dec-03
Jan-04
Feb-04
Mar-04
Apr-04
May-04
June-04
Aug-04
Sept-04
Oct-04

Backtesting

The above chart gives the results of backtesting, which each day
compares the VaR projected by the Bank's simulations with the
theoretical revenues obtained. This type of testing, done on a
daily basis, validates the usefulness and integrity of the VaR
model used to estimate the maximum risk of market losses.

Interest rate risk in asset/liability management

Managing assets (investments, including loans) and labilities
(debt, including deposits] exposes the Bank to interest rate risk.
interest rate fluctuations give rise to changes in interest income
and interest expense. Although these changes move in the same
direction, the impact of their relative weighting on net interest

Interest Rate Sensitivity

As at October 31
{mitlions of doliars]

2004 2003
100 basis point increase in interest rates
impact on net interest income (14) (11}
Impact on shareholders’ equity (70} (67)

income and the economic value of shareholders’ equity will be
favourable or unfavourable. The extent of the impact depends on
several factors, including asset and liability matching and the inter-
est rate curve. Assets and liabilities are managed in such a way as to
optimize the impact of changes in interest rates taking into account
anticipated interest rate movements.

The Bank's Treasury is responsible for managing assets and liabit-
ities in accordance with the policies adopted by the Board of Directors
and overseen by the Audit and Risk Management Committee. The
Asset and Liability Management Committee works closely with
Treasury in this activity. Simulations are carried out regularly to
assess the impact of various scenarios on net interest income
and the economic value of shareholders’ equity and to provide
guidance for the management of the assets and liabilities portfolio.

Liquidity Risk

Objective

The objective of the Bank's liquidity management is to honour
daily cash outflow commitments and to avoid having to purchase
funds rapidly, possibly at an excessively high premium, or having
to sell readily traded securities. Liquidity risk arises from two
sources: mismatched cash flows related to assets and liabilities;
and liquidity risk due to the characteristics of certain products,
such as credit commitments and demand deposits.

The Bank therefore constantly strives to spread the maturities of
its deposit liabilities, to maintain diversified scurces of liabilities
and to hold sufficient liquid assets. It maintains constant contact
with institutional and corporate depositors to ensure diverse
sources of funds.

Policy

The Bank has a liquidity and funding management policy and has
prepared a contingency plan in the event of a liquidity or funding
crisis. The poticy establishes ratios and limits to restrict the
Bank's dependence on any particular depositor or to avoid an
undue concentration of deposits from a single depositor. In this
way, the concentration of purchased funds (wholesale market] is
limited to a percentage of total deposits, and a maximum amount
per depositor is established. Any amount over and above these
limits reduces the liquidity ratios. Similarly, the Bank regularly
assesses its survival period and measures the liquidity of its
assets in relation to a predetermined liquidation horizon. The
policy is approved by the Board of Directors on the recommenda-
tion of the Audit and Risk Management Committee.

Responsibilities

The President - Financial Markets, Treasury and Investment Bank is
responsible for overseeing the liquidity and funding management
policy. Treasury assumes daily responsibility for managing liquid
assets and ensures compliance with ratios and limits. Similarly,
Treasury coordinates funding for all of the Bank's centres abroad.

(1) See "Financial Reporting tethod” on page 14.




NATIONAL BANK OF CANADA, 2004 ANNUAL REPORT

%

Management’s Discussion and Analysis

The Audit and Risk Management Committee is regularly informed
of the liquidity situation at the Bank.

Contingency plan

The Bank has also put in place a liguidity contingency plan setting
out the steps to be taken in a crisis. The Bank has adopted mitiga-
tion strategies that can be applied in a crisis, defined the respon-
sibilities of senior management and established the procedures to
be applied by the Bank in assessing its liquidity needs. The Liquidity
Crisis Committee is mandated by the Board to assume day-to-day
management of the Bank in a liguidity crisis.

The scenarios and types of crises are reviewed and updated annu-
ally to take into account the Bank’s new products and operations.

Operational Risk

Operational risk is the potential loss resulting from inadequacy
or breakdown related to processes, technology or human per-
formance, or external events.

For instance, fraud or unauthorized activities, system outages,
human error, non-compliance with legal, regulatory or contrac-
tual requirements, lawsuits involving clients and property dam-
age are events likely to give rise to financial loss or other incon-
venience for the Bank, including damage to its reputation.

While operational risk can never be fully eliminated, it must be
managed in a disciplined, transparent manner to keep it at an
acceptable level. To that end, the Bank continues to implement its
management framework, which includes a governance model, as
well as standards and procedures to identify, measure and mon-
itor operationat risks.

Governance

Policies

The Bank's governance model includes a Board-approved policy
that applies to the Bank and its subsidiaries and sets out the
operational risk management framework as well as the respon-
sibilities of the various parties.

in addition, support units, such as Compliance, Human Resources,
Finance and Information Technology, develop other specific poli-
cies and standards.

Responsibilities of parties

* The Bank's business units are responsible for the daily man-
agement of the operational risks to which they are exposed
and must allocate resources for that purpose. Each unit has
introduced a process for identifying and monitoring opera-
tional losses and is in the process of implementing a program
for self-assessment of operational risks and appointing a com-
mittee composed of senior managers of the unit to oversee and
monitor operational risk.

e The central operational risk unit develops the standards and
procedures used to identify, measure and monitor operational
risk. It provides support and assistance to the business units
for implementation of and compliance with these standards
and procedures. Finally, it gathers and compiles information
on the business units’ level of risk and reports on this matter.

* The Operational Risk Management Committee approves the
relevant standards and procedures, coordinates implementa-
tion of the management framework, oversees and monitors
the Bank’s level of operational risk, and reports to the Board
on such matters.

Finally, the Internal Audit Department and the Compliance Depart-
ment give the Board of Directors assurance on the measurement
of the quality and effectiveness of the internal controls put in
place by the business units.

Standards and procedures used to identify,

measure and monitor operational risk

Guidelines

The business units must draw on a set of guidelines for sound

operational risk management, including the following:

¢ Competent, well-trained personnel

» Segregation of incompatible duties and delegation of decision-
making authority

» Monitoring of technology development and information security

» A planning process for resumption of activities in the event of
business interruption

¢ |dentification and assessment of risks created by the introduc-
tion of new products

Self-assessment of risks and controls

A methodology for self-assessment of risks and controls is being
deployed. Using this methodology, each business unit can identify
the most significant operational risks to which it is exposed, assess
and document the corresponding control environment and establish
residual risk, i.e., the risk that remains after the control environment
has been taken into account. Action plans are then developed to
establish an acceptable level for residual risks deemed too high.

Operational loss database

The operational risk management group has implemented a
process to collect operational loss data across the Bank and its
subsidiaries using a centralized database to carry out segment or
consolidated analyses. The data collected include type and amount
of loss, as well as a description of the triggering events, so as to
provide a better understanding of the causes of these losses and
establish mitigation strategies. No material operational loss
occurred during the year.

Business continuity

The Bank has adopted a program with an integrated corporate
policy and governance model to ensure continuity of operations
in the event of an unexpected interruption in its activities.
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Regulatory capital

Pursuant to the Basel Accord, the Bank intends to qualify for the
standardized approach when new regulatory capital standards
are introduced in 2007-2008.

Current initiatives

The Bank carefully monitors changes in operational risk prac-
tices within the financial industry and plans initiatives to ensure
proactive management of operational risk, such as implementa-
tion of risk indicators and economic capital.

Compliance

Regulatory framework

National Bank operates in a highly regulated industry. The diver-
sity of its activities and its geographical reach add to this com-
plexity, since its operations are overseen by various regulatory
bodies and self-regulatory organizations.

Regulatory risk

Regulatory risk arises when the Bank does not comply with
established laws, regulations, rules and practices and with ethical
standards applicable to its operations internationally.

Regulatory risk is present in the Bank's daily activities. Failure to
comply with regulatory requirements can have a negative impact
on the Bank's reputation and result in penalties and sanctions.

Regulatory risk management and compliance

To ensure sound management of regulatory risk, the Bank uses
a proactive approach, emphasizing integration of regulatory
requirements in its daily operations as well as ongoing commu-
nication to remind its employees of the importance of complying
with laws and regulations.

The Bank’'s Compliance Department has stewardship for imple-
menting a regulatory risk management framework across the
organization. This department:

* Ensures that regulatory compliance policies and procedures
are in place in all jurisdictions where the Bank carries on business

* Develops compliance training and information programs for
Bank employees

* QOversees the Bank's compliance with policies and procedures

* Refers compliance matters to the Bank's Board of Directors

In order to exercise oversight at every level of the Bank, the
Compliance Department relies on an organizational structure
with functional links to the Bank’s major operating segments.

The Bank’s Compliance Department is an independent function.
Its Vice-President has direct access to the Chair of the Audit and
Risk Management Committee as well as to the President and
Chief Executive Officer.

The Compliance Department also has the authority to communi-
cate directly with the officers and directors of the Bank and its
subsidiaries, obtain unrestricted access to files, reports, records
and data, and require employees of all the entities in the National
Bank group to provide the information deemed necessary for
effective oversight.

The managers of the business units are responsible for putting in
place daily mechanisms to control regulatory risks arising from
the operations under their responsibility. The Compliance Depart-
ment exercises independent oversight to assist managers in man-
aging these risks effectively.

The control framework comprises the following:

¢ |dentification of laws that impose compliance requirements,
namely, those laws that oblige the Bank to take certain meas-
ures or to act or to carry out activities in a specific manner
Evaluation of significant compliance requirements
Identification of the business units affected by compliance
requirements

¢ Communication of compliance requirements to managers of the
business units so that they can manage legal and regulatory
risks effectively

Oversight of compliance with policies and procedures
Reporting, on an annual basis, to the Audit and Risk Manage-
ment Committee of the Board on the major results of compliance
oversight

The Bank has high regulatory risk management standards in order
to earn the trust of its clients, its shareholders, the market and
the general pubtic.

CAPITAL
MANAGEMENT

Structure

As is the case with risk management, the Bank's capital manage-
ment structure is headed by the Board of Directors, which estab-
lishes its capital management policies. The Board delegates certain
responsibilities to the Audit and Risk Management Committee,
which recommends capital management policies and oversees
their application. The Audit and Risk Management Committee is
assisted by the Capital Management Committee and the Capital
and Balance Sheet Management unit. The Capital Management
Committee, which is chaired by the Senior Vice-President - Finance,
Technology and Corporate Affairs, consists of officers from the
Bank's main business segments as well as representatives from
Finance and Risk Management. The Capital and Balance Sheet
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Management unit, which reports to the Capital Management
Committee, ensures that the Bank continues to have a solid cap-
ital structure and supervises the use of capital for the Bank as a
whole.

Standards, Procedures and Controls

Capital management strives to balance the risk-adjusted capital
needed to maintain capital ratios that meet the minimum require-
ments of a well-capitalized financial institution, as defined by the
Office of the Superintendent of Financiat Institutions Canada [0SFI),
with the need to offer the Bank's shareholders a competitive return.

Each year, the Board of Directors, on the recommendation of the
Audit and Risk Management Committee, approves a comprehen-
sive capital management policy and the Bank's capital plan. The
capital management policy sets out the principles and practices
that the Bank incorporates into its capital management strategy
as well as the basic criteria that it adopts to ensure it has adequate
capital at all times and prudently manages its future capital
requirements.

The capital plan establishes operational targets and takes into
account the forecast levels for risk-weighted assets, assessed
according to the regulatory approach. Moreover, the capital plan
analyzes the various strategies the Bank can adopt to optimize
capital management such as the dividend policy and the issuance
and redemption of equity capital and subordinated debt securities.

The Capital Management Committee meets monthly to assess
the regulatory capital ratios as well as events that could affect
capital management. Moreover, a compliance report on regulato-
ry capital ratios is submitted guarterly to the Audit and Risk
Management Committee. Finally, the team of internal auditors
and the Bank's Compliance Department ensure compliance with
regulatory capital standards set by QSFI

Capital Management Activities in 2004

in applying the capital management policy and the annual capital
plan, the Bank repurchased 8.7 million common shares and twice
increased the quarterly dividend on its common shares in fiscal
2004.

The Bank also obtained authorization from OSF! to raise the
asset/equity ratio from 20 to 23. This increase, made necessary by
the sustained growth of certain types of activities that have a low
risk weighting factor, reflects a trend observed in the Canadian
banking industry. The Bank also lowered its capital cost from 13%
to 11%.

Economic Capital

Economic capital is calculated in order to quantify the hypotheti-
cal impact of the risks to which the Bank is exposed, i.e., credit,
market and operational risks. Economic capital thus helps deter-
mine the equity capital required by the Bank to protect itself
against these risks and ensure its (ong-term viability. The method
used to assess economic capital is regularly reviewed so as to
accurately quantify these risks.

Concomitantly with the assessment of required economic capital,
risk-adjusted return on capital (RAROC} and shareholder value
added [SVA) are calculated quarterly for each of the Bank's oper-
ating segments. Submitted to the Bank’s Executive Committee,
the results help the Committee determine the allocation of capi-
tal among the different operating segments.

Available Capital and Active Capital Management

As part of the active capital management process, the concepts
of available capital [equity capitall, regulatory capital and eco-
nomic capital are emphasized in order to maximize shareholder
value. This process teads first to the development of the capital
plan, which helps determine the optimal level and structure of
equity capital to comply with the regulatory ratios determined by
OSFI. it also leads to the allocation of capital among the different
operating segments so as to optimize SVA creation without undu-
ly impacting the Bank's regulatory capital ratios.

New Basel Accord

In June 2004, the Bank for International Settlements (BIS] published
the final version of the Basel Accord. Also known as "Basel I,”
the Accord will amend the rules governing the calculation of reg-
ulatory capital. The coming into force of the Accord was pushed
back one year and is now slated for fiscal 2007-2008.

The new rules include several key changes:

¢ Review of the method for calculating capital requirements for
credit risk which will take greater account of counterparty risks
and place more importance on internal risk management models

* [ntroduction of a capital requirement for operational risk

¢ Heightened disclosure of bank risk profiles

In order to be able to comply with the requirements of the new
Accord, the Bank created a group dedicated to implementing the
new rules. The group is warking clasely with different parties at
the Bank to ensure timely completion of required projects. It is
also playing an active role in shaping industry positions and is
cooperating with Canadian regulatory bodies to streamline the
transition to the new regime.
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Table 1 - Overview of Results

Year ended October 31
{taxable equivalent basis)iii

{miltions of dollars and 2004 2003 - 2002 2001 2000
as a percentage of average assets] $ % $ % 3 % $ % $ %
Net interest income 1,445 1.84 1,366 1.90 1,473 2.13 1,389 2.01 1,232 1.76
Other income 2,212 2.81 2,093 2.91 1,641 2.37 1,858 2.68 1,940 2.78
Pravision for credit losses 86 an 177 0.25 490 0.7 205 0.30 184 0.26
Operating expenses 2,392 3.04 2,257 3.14 2,040 2.95 1,989 2.87 2,120 3.03
Income taxes 426 0.54 374 0.52 236 0.34 398 0.58 343 0.49
Non-controlling interest 28 0.04 27 0.03 30 0.04 28 0.04 26 0.04
Income before discontinued operations

and goodwill charges 725 0.92 624 0.87 318 0.46 627 0.90 499 0.72
Discontinued operations - - - - 1113 0.16 {45) {0.07) 29 0.04
Income before goodwill charges 725 0.92 624 0.87 429 0.62 582 0.83 528 0.76
Goodwill charges - - - - - - 19 0.03 19 0.03
Net income 725 0.92 624 0.87 429 0.62 563 0.80 509 0.73
Average assets(2) 78,672 71,810 69,292 69,197 69,840

{1} See "Financial Reporting Method” on page 14,
{2} Excliuding discontinued operations

Table 2 - Changes in Net Interest Income

$ Change
Yesr ended Octeber 31 2004 2003 2004-2003 due to:
(taxable equivalent basisli  Average Average Average Average
imillions of dollars and asa  Volume Rate Interest Volume | Rate Interest Volume Rate Interest Volume Rate
percentage of average assets/ $ % $ $ % $ $ % $
Assets
Deposits with financial
institutions 7,404 1.54 114.0 6,421 2.05 131.4 983 (0.51) (17.4) 15.1 (32.5)
Securities 21,162 3.13 663.0 18,861 3.01 566.8 2,301 0.12 96.2 72.0 24.2
Residential mortgage toans 15,073 5.01 755.0 13,752 5.49 755.3 1,321 {0.48) (0.3) 66.2 (66.5)
Personal loans 6,647 5.70 379.0 5,646 6.51 367.3 1,001 (0.81) 1.7 57.1 [45.4)
Business and other loans 20,447 3.61 738.6 20,149 416 839.5 278 {0.55]  (100.9) 10.1 (111.0)
Impaired loans, net {167) (0.42) 0.7 (174) (0.46) 0.8 7 0.04 {0.1) - (0.1}
Earning assets 70,566 3.76 2,503 64,675 411 2,661 5,891 {0.35) {10.8) 220.5 [231.3)
Other assets 8,106 - - 7,135 - - 971 - - - -
Total assets 78,672 3.37 2,650.3 71,810 3.71 2,661.1 6,862 (0.34) {10.8) 220.5 (231.3]
Liabitities and
shareholders’ equity
Personal deposits 21,470 2.47 529.9 21,038 2.69 566.6 432 {0.22) (36.7) 10.7 (47.4)
Deposit-taking institutions 5,789 1.72 99.8 5,488 1.80 98.8 301 (0.08) 1.0 5.2 (4.2)
Other deposits 22,927 2.06 472.2 21,678 2.70 585.9 1,249 {0.64)  (113.7) 25.7 {139.4)
50,186 220 11019 48,204 2460 1,2513 1.982 (0.40) [149.4) 41.6 (191.0)
Subordinated debentures 1,469 6.7 98.6 1,553 6.77 105.2 (84) (0.06} [6.6) (5.6) (1.0
Liabilities other
than deposits 12,826 2.66 340.6 10,363 1.87 193.4 2,463 0.79 147.2 65.5 81.7
Otheri2 (35} - (335.4) 239 - [254.8} (274) - {80.8) - (80.8)
Interest-bearing liabitities 84,446 1.87  1,205.5 40,359 215 1,295.1 4,087 (0.28) (89.6) 101.5 (191.1)
Other liabilities 10,105 - - 7,431 - - 2,674 - - - -
Shareholders” equity 4,121 - - 4,020 - - 101 - - ~ -
Total liabilities and
shareholders’ equity 78,672 1.53  1,205.5 71810 1.80 11,2951 6,862 {0.27) {89.6) 101.5 (191.1)
Impact of non-interest bearing
assets and liabilities - - - - - - - - - 7.0 (7.0)
Net interest income 1.84 14448 191 1,366.0 (0.07) 78.8 126.0 (47.2)

{1] See "Financial Reporting Method” on page 14.
{2} Other interest income and interest expense including hedging operations.
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Table 3 - Other Income

Year ended Octoher 31
{taxable egquivaient basis)i!!

[millions of dollars] 2004 2003 2002 2001 2000
Financial market fees 633 544 539 493 566
Deposit and payment service charges 200 192 186 160 155
Trading revenues 234 381 123 227 281
Gains (losses| on investment account securities, net 102 8 (98] 71 37
Card service revenues 49 49 47 86 85
Lending fees 238 204 181 175 171
Acceptances, letters of credit and guarantee 65 63 63 65 40
Securitization revenues 180 204 204 157 99
Foreign exchange revenues 72 66 67 61 52
Trust services and mutual funds 244 210 160 94 87
Other 195 172 169 267 347
2,212 2,093 1,641 1,858 1,940
Domestic 2,108 1,934 1,595 1,856 1,927
International - United States 32 58 (3} 6 4
- Other 72 101 49 {4) 7

Other income as a percentage of total revenues

on a taxable equivalent basis(2) 60.5% 60.5% 54.7% 56.2% 59.4%

{1} See "Financial Reporting Methad” on page 14.
(21 In 2002, the $137 mittion impairment charge on an investment was excluded. In 2001, the $76 million gain {taxable equivalent basis] on the sale of
merchant payment sclutions was excluded. In 2000, the $136 million gain ltaxable equivaleni basis] on the sale of a subsidiary was excluded.
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Table 4 - Provision for Credit Losses

Year ended October 31

{miiiions of dollars) 2004 2003 2002 2001 2000
Provision for credit losses
Domestic
Personal and small business 39 61 186 72 88
Commercial 49 46 154 102 69
Corporate 52 b4 22 26 13
Real estate 1 7 23 12 15
Other - (1] (13 {6) (2]
Domestic - Private risks 141 177 394 206 183
International
Real estate - United States - - (3 {1 (7)
Corporate - - 129 - -
Other - - - - 8
International - Private risks - - 126 (1) 1
General allowance for credit risk [55) - (30) - -
Provision for credit losses charged to
income before discontinued operations 86 177 490 205 184
Provision for credit losses charged to
discontinued operations - - (51 120 16
Total provision for credit losses
charged to income 86 177 439 325 200
Net average loans and acceptances
Domestic 40,209 38,443 37,543 38,308 39,345
International - United States 77 778 663 677 851
- Other 120 103 188 aal 301
Discontinued operations - - - 3.925 3,967
Total 41,100 39,324 38,394 43,201 44,464
Provision for credit losses as 2 percentage
of net average loans and acceptances
Domestic 0.35% 0.46 % 1.05 % 0.54 % 0.47 %
International - United States -% - % 19.00 % (0.15)% [0.83)%
- Other -% - % - % - % 2.66 %
Discontinued operations -% -% - % 3.06 % 0.40 %
Total 0.21% 0.45 % 1.14 % 0.75 % 0.45 %
Allowance for credit losses
Balance at beginning 634 b66 896 965 989
Transfer from allowance for assets held for disposal - - (45) - -
Provision for credit tosses charged to income:
Related to ongoing operations 86 177 490 205 184
Related to discontinued operations - - (51) 120 16
Write-offsll] (199} [259) {673) {402] [257)
Recoveries 59 50 49 8 33
Balance at end 580 634 666 896 965
Composition of allowances
Designated countries
Portion related to loans - 19 22 38 35
Portion related to securities 2 4 4 17 17
Specific 228 206 235 341 413
General atlocated 272 300 296 306 -
General unallocated 78 105 109 194 500

{1} inctuding exchange rate fluctuaiions




NATIONAL BANK OF CANADA, 2004 ANNUAL REPORT

W Additional Financial Information

Table 5 - Operating Expenses

Year ended October 37

[miilions of dotlars} 2004 2003 2002 2001 2000
Salaries and staff benefits 1,359 1,287 1.147 1,064 1,129
Occupancy costs, computers and equipment,
including amortization 534 504 496 483 465
Other
Messenger services and communications 77 80 77 69 7
Professional fees 118 112 99 92 85
Advertising and externat relations 75 62 50 42 45
Stationery 26 26 28 27 26
Travel expenses 20 21 17 16 15
Security and theft 14 16 24 16 13
Capital and payroll taxes 45 40 57 63 b4
Other 104 89 45 117 207
499 466 397 442 526
Total 2,392 2,257 2,040 1,989 2,120
Domestic 2,198 2,082 1,999 1,956 2,083
International - United States 123 121 18 16 20
- Other 71 54 23 17 17
Operating expenses as a percentage of
total revenues on a taxable equivalent basis!ti 65.4% 85.3 % 628 % 62.7 % 65.8 %

[1] in 2002, the $137 miilion impairment charge on an fnvestment was excluded from other income. In 2001, the $76 million gain ftaxabie equivalent basis] on
the sale of merchant payment solutions was excluded. In 2000, the $134 million gain {taxable equivalent basis] on the sale of a subsidiary and $120 million
in non-recurring charges were exciuded.

Table 6 - Deposits

As a! October 31 2004 2003 2002 2001 2000
[miltions of dollars/) $ % $ % $ % $ % $ %
Personal 23,355 43.7 23,301 45.3 22,306 43.2 21,485 41.8 20,497 40.6
Commercial 15,072 28.2 15,477 30.1 14,183 27.4 11,667 22.7 9,726 19.3
Purchased funds 15,005 28.1 12,685 24.6 15,201 29.4 18,284 35.5 20,250 40.1
Total 53,432 100.0 51,463 100.0 51,690 100.0 51,436 100.0 50,473 100.0
Domestic 45,636 85.4 43,809 85.1 40,959 79.2 38,161 74.2 35,383 70.1
International - United States 957 1.8 877 1.7 2,814 5.5 4,315 8.4 6,935 13.7

- Other 6,839 12.8 6,777 13.2 7,917 15.3 8,960 17.4 8,155 16.2
TJotal 53,432 100.0 51,463 100.0 51,690 100.0 51,436 100.0 50,473 100.0

Perscnal deposits as a percentage
of total assets 26.3 27.4 29.3 28.3 27.0
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Table 7 - Sources of Capital

As at October 31

{millions of dollars) 2004 2003 2002 2001 2000
Non-controlling interest 370 398 486 487 468
Subordinated debentures 1,408 1,516 1,592 1,647 1,361
Shareholders’ equity
Preferred shares 375 375 300 492 492
Common shares 1,545 1,583 1,639 1.668 1,653
Contributed surplus 7 2 - - -
Unrealized foreign currency transtation adjustments (10) 6 17 19 1
Retained earnings 2,287 2,131 1,945 1,937 1,672
4,204 4,097 3,901 4,116 3,828
Total capital 5,982 6,011 5,979 6,250 5,657
internally generated capital
Net income 725 624 429 563 509
Other amounts affecting retained earnings {1) {4) (2} (107 (3]
Contributed surplus 5 2 - - -
Unrealized foreign currency translation adjustments (16} (11} {2} 8 4
Dividends (266) {218} (195} 191} {170}
447 393 230 273 340
Externat financing
Non-controlling interest (28) (88 (1 19 25
Subordinated debentures (108} (78} (55} 286 326
Preferred shares - 75 {192} - 175
Common shares (340) {272} {253} 15 12
(476) (361} {501} 320 538

Increase (decrease] in capital 29) 32 (271} 593 878
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Table 8 - Capital Ratios

As at October 31
{mittions of dollars]

fin accordance with BIS guidelines) 2004 2003 2002 2001 2000
Tier 1 capitat
Common shareholders’ equity 3,829 3,722 3,601 3,624 3,336
Non-cumulative permanent preferred shares 375 375 300 492 492
Innovative instruments 365 396 467 477 457
Non-controlling interest 5 2 19 10 1
Less: goodwill (662) {660} {661} {305) (325)
3,912 3,835 3,726 4,298 3971
Tier 2 capital
Subordinated debentures 1,408 1,437 1,524 1,595 1,290
General allowance for credit risk 350 350 341 391 343
1,758 1,787 1,865 1,986 1,633
Less: investments in companies subject
to significant influence 1298) (174} (181 {326) (329)
Less: first loss protection {55) {79 {116} {82 (54}
Total capital 5,319 5,369 5,294 5,876 5,221
Risk-weighted batance sheet items
Cash resources 1,070 1,363 1,421 1,187 1,160
Securities 2,317 2,688 2,336 2,686 1,921
Mortgage loans 5,420 4,634 3.971 3,486 2,816
Other loans 18,849 18,360 19,478 23,030 25,328
Other assets 4,876 5,692 5117 6,572 5,528
32,532 32,737 32,323 36,961 36,753
General allowance for credit risk . 350 350 341 391 343
32,882 33,087 32,664 37,352 37,096
Risk-weighted off-balance sheet itemst1)
Letters of guarantee and documentary credit 874 606 751 1,180 1,292
Commitments to extend credit 4,431 4,075 3,872 4,415 4,747
Interest rate contracts 129 100 161 106 84
Foreign exchange contracts 166 230 221 374 331
Equity and commodity contracts 309 256 161 148 187
5,909 5,267 5,166 6,223 6,641
Market risk items 2,032 1,707 1,148 1121 2,098
Total risk-weighted assets 40,823 40,061 38,978 44,696 45,835
Assets-to-capital multiptel2) 16.8 15.9 14.5 13.1 14.8
Ratios
Tier 1 capital 9.6% 9.6% 9.6 % 9.6 % 8.7 %
Total capital 13.0 % 13.4% 13.6 % 13.1% 1.4 %

{11 Since 2002, items are as at October 31. For 2801, tetters of guarantee and documentary credit and commitments fo extend credit are as at October 31;

all other infoermation is as at September 30. Off-balance sheel items prior to 2007 are as at September 30.

{2] The assets-to-capital multiple corresponds to total balanca sheet assets and direct credit substitutes divided by total capital as defined according to capital

adequacy requirements.
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Table ¢ - Assets under Administration and Management

Natcan  National Bank
Nationat  National  National  Altamira Investment Bank excluding
As at October 31 Bank Bank Bank Investment Manage- Discount subsi-
{mitlions of dollars] Trust Financial Securities  Services ment Brokerage diaries 2004 2003
Assets under administration
Institutional 37.498 5,664 - - - - - 43,162 36,348
Personal - 73,854 - - - 7,854 - 81,708 70,525
Mutual funds 8,028 - 6,477 4,087 - - - 18,592 13,474
Mortgage loans sold to third parties - - - - - - 4,033 4,033 4,217
Total assets under administration 45,526 79.518 6,477 4,087 - 7,854 4,033 147,495 124,564
Assets under management
Personal 3,196 - - - - - - 3,196 2,334
Managed portfolios - 1,960 - - 14,442 - - 16,402 13,975
Mutual funds - - - - 13,505 - - 13,505 14,475
Total assets under management 3,196 1,940 - - 27,947 - - 33,103 30,784
Totat assets under
administration/management - 2004 48,722 81,478 6,477 4,087 27,947 7.854 4,033 180,598 155,348
Totel assets under
administration/management - 2003 39,838 69,532 5,507 4527 24,541 7,186 4,217

Table 10 - Allocation of Loans by Borrower Category

As 3l September 3 2004 2003 2002 2001 2000
{miltions of dotlars) $ % $ % $ % $ % $ %
Personalll) 7,704 18.4 5,947 15.3 5,859 15.3 6,100 15.0 7,415 18.4
Residential mortgage 15,272 36.4 13,753 355 12,548 328 12,132 29.9 11,503 28.6
Non-residential mortgage 1,042 2.5 911 2.4 836 22 779 1.9 756 1.9
Agricultural 1,686 4.0 1,653 4.3 1,486 3.9 1,286 3.2 1,169 2.9
Financial institutions 2,415 58 1,277 3.3 1.583 4.4 1,231 3.0 973 2.4
Manufacturing 2,458 5.9 3,282 8.5 5,050 13.2 5,733 14.1 5132 12.8
Construction and real estate 1,247 3.0 1,291 3.3 1,707 45 1,301 3.2 1,388 3.4
Transportation and communications 453 11 515 1.3 632 1.6 1,041 2.6 1,013 25
Mines, quarries and energy 763 1.8 774 2.0 601 1.6 742 1.8 585 1.4
Forestry 185 0.4 264 0.7 252 0.7 293 0.7 289 0.7
Governments 1,080 2.4 1,286 33 921 2.4 819 2.0 908 2.3
Wholesale 812 1.5 558 1.4 807 2.1 1,682 4.2 1,839 4.6
Retail 1,108 2.6 1,296 3.3 1,281 3.3 1,423 3.5 1,481 3.7
Services 4,774 11.4 4,059 10.5 3,518 9.2 4,033 9.9 4,022 10.0
Other 1,101 2.6 1,912 4.9 1,169 3.1 2,011 5.0 1,754 4.4

41,900 100.0 38778 100.0 38,250 100.0 40,606 100.0 40,227 100.0

{7} Includes consumer loans, credit card loans and other personal loans
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Table 11 - Real Estate Loans

As at October 31 2004 2003 2002 2001 2000
[miltions of dotlars} $ % $ % $ % $ % $ %
Geographic distribution
Canada
Ontario 59 9 69 12 73 13 81 15 101 16
Quebec 544 85 456 80 399 73 350 b4 37 58
Other - - - - 3 1 3 1 16 2
403 94 525 92 475 87 434 80 488 76
United States
California - - - - 2 - 29 6 58 9
New York - - 5 1 6 2 7 1 15 2
ilinois - - - - - - 7 1 7 1
Other 37 [ 42 7 81 1 48 12 78 12
37 [ 47 8 49 13 K 20 158 24
640 100 572 100 544 100 545 100 646 100
By type of project
Retail 117 18 123 22 147 27 148 27 183 28
Office 100 16 148 26 202 37 202 37 235 37
Residential 329 51 245 43 101 18 48 12 93 14
Industrial 18 3 14 2 ki 6 31 6 45 7
Land 1 - 2 - 5 1 15 3 25 4
Other 75 12 40 7 58 11 81 15 65 10
640 100 572 100 544 100 545 100 646 100
Allowance for credit losses 10 14 37 42 53
Real estate loans, net 630 558 507 503 593
As a percentage of shareholders’ equity 15 14 13 12 15
As a percentage of total
loans and acceptances 2 1 1 1 1

Table 12 - Designated Countries

As at October 31

{millions of dollars) 2004 2003 2002 2001 2000
Loans and securities, gross
Brazil - 33 39 40 38
vory Coast - 12 14 15 14
Sudan - - - 15 13
Nicaragua - - ~ 14 13
Peru - 12 14 14 13
Other 1 10 12 I 12
1 67 79 109 103
Country risk allowance - 23 26 55 52
Loans and securities, net of allowance 1 44 53 54 51
Allowance as a % of loans and securities - % 34.3% 32.9 % 50.5 % 50.5 %

Loans and securities, net, as a % of shareholders' equity -% 12% 1.4 % 1.3% 1.3 %




NATIONAL BANK OF CANADA, 2004 ANNUAL REPORT

r Additional Financial Information

Table 13 - Impaired Loans

As at October 31

{millions of dollars/ 2004 2003 2002 2001 2000
Private impaired loans, net
Domestic
Personat and small businesst!) 35 46 62 214 194
Commercial 63 68 99 210 233
Corporate 49 107 36 15 23
Real estate 1 25 44 29 26
Other - - - - 1
158 246 241 468 477
International
Real estate - United States - - - 3 12
Other 2 2 3 3 [4
Discontinued operations - - - 117 51
2 2 3 123 67
Total private impaired loans, nett2) 160 248 244 591 544
Total impaired loans, designated countries
Gross - 22 24 38 35
Allowance - 19 22 38 35
Total impaired loans, designated countries, net - 3 2 - -
Total impaired loans, net 160 257 246 591 544
Private impaired loans, gross . 388 454 479 932 957
Allowance for credit losses 228 206 235 341 413
Private impaired loans, net 160 248 244 591 544
Provisioning rate 58.8% 45.4 % 49.1 % 366 % 43.2 %
As a percentage of net loans and acceptances
Domestic - Private 0.4% 0.6% 0.6% 1.2% 1.1%
International - Private =% 0.1% 0.1 % 1.7 % 0.9 %
International - Designated countries ' - % 0.1% 0.7 % - % -%
Total 0.4% 0.6 % 0.6 % 1.2% 1.1 %
As a percentage of common shareholders' equity 4.2% 6.7% 6.8 % 16.3% 16.3 %

(7] including $15 million in net consumer toans in 2004 [2003: $16 mitlion; 2002: $22 million; 2001: $108 million; 2000: 380 miltion}
(2] The Bank has no loans classified as past-due loans [90 days and over] other than those already designated as impaired,

Table 14 - Interest on Impaired Loans

Year ended October 31
Imiltions of doilars) 2004 2003 2002 2001

(]
j=3
o
{==]

Interest on impaired loans
Domestic 1] 3 5 {4) (6)
International - - - - -

[ 6 5 (4) (6)
Average impaired loans
Domestic (182) (203) (129) 30 30
International 5 18 12 37 15
177) (185} 117 67 45
Interest as a percentage of average impaired loans, net
Domestic (3.3)% (3.0]% {3.91% [13.31% {20.0]%
fnternational - % - % - % - % - %

Total (3.4)% (3.2)% {4.3]% {6.01% {13.3]1%




NATIONAL BANK OF CANADA, 2004 ANNUAL REPORT

Additional Financial Information J

Quarterly Results

{mitiions of dollars, except per share amounts/)

2004
Total Q4 Q3 Q2 Q1
Income statement data
Net interest income $ 1,383 $ 387 $ 390 $ 2328 $ 278
Other income 2,166 507 4468 556 635
Total revenues 3,549 8%4 as8 884 13
Provision (recovery) for credit losses 86 [8) 31 19 44
Operating expenses 2,392 625 586 602 579
Income taxes 318 77 68 76 97
Non-controlling interest 28 8 [ 7 7
Income before discontinued operations 725 192 167 180 186
Discontinued operations ~ - - - -
Net income 725 192 167 180 186
Earnings per common share
before discontinued operations 4.10 mm 0.95 1.01 1.03
before discontinued operations - diluted 4.05 1.09 0.94 1.00 1.02
net 4.10 111 0.95 1.01 1.03
net - diluted 4.05 1.09 0.94 1.00 1.02
Dividends (per share]
Common 1.4200 0.3800 0.3800 0.3300 0.3300
Preferred
Series 11 - - - - -
Series 12 - - - - - -
Series 13 ~. 1.6000 0.4000 0.4000 0.4000 0.4000
Series 15 1.4625 0.3657 0.3656 0.3656 0.3656
Return on common shareholders’ equity 18.8% 19.7 % 17.2 % 19.0 % 19.0%
Total assets 88,807 85,555 86,498 83,107
Long-term financial liabilities!1! 1,408 1,474 1,488 1,473
Impaired loans
Net private $ 160 $ 199 $ 219 $ 232
Designated countries
Gross outstanding - - 10 10
Allowances - - 9 8
Net total 160 199 220 234
Number of common shares (thousands/
Average 170,918 167,671 169,332 172,023 174,669
End of period 167,430 167,430 168,058 169,730 173,569
Diluted 173,276 169,936 171,634 174,520 177,008
Per common share
Book value $ 22.87 $ 2230 $ 21.94 $ 21.81
Stock trading range
High 48.78 45.50 47.93 45.00
Low 42.31 42.72 43.27 40.17
Number of employees 16,555 16,673 16,366 16,914
Number of branches in Canada 462 472 474 476

{1} Corresponds to suberdinated debentures
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Quarterly Results

2003 2002
Total Q4 Q3 Q2 a1 Total Q4 Q3 Q2 Q1
$ 1,324 $ 3 $ 305 $ 343 $ 355 $ 1,444 361 $ 346 $ 356 $ 381
2,038 582 546 430 480 1,584 434 311 458 381
3,362 903 851 773 835 3,028 795 657 814 762
177 50 45 41 41 490 53 62 130 245
2,257 623 557 529 548 2,040 540 508 491 501
277 66 80 58 73 150 56 50 63 (19)
27 ) 7 7 7 30 7 8 8 7
624 158 162 138 166 318 139 29 122 28
- - - - ~ 11 {4} {3 - 118
624 158 162 138 166 429 135 26 122 146
3.37 0.87 0.89 0.73 0.88 1.59 0.73 0.13 0.62 0.1
3.34 0.8 0.88 0.72 0.88 1.59 0.73 0.13 0.62 0.1
3.37 0.87 0.89 0.73 0.88 2.18 0.71 0.12 0.62 0.73
3.34 0.86 0.88 0.72 0.88 2.18 0.71 0.12 0.62 0.73
1.0800 0.2800 0.2800 0.2600 0.2600 0.9300 0.2400 0.2400 0.2400 0.2100
~ - - - - 0.5000 - - - 0.5000
0.8125 - - 0.4063 0.4062 1.6250 0.4063 0.4063 0.4062 0.4062
1.6000 0.4000 0.4000 0.4000 0.4000 1.6000 0.4000 0.4000 0.4000 0.4000
1.1480 0.3857 0.3656 0.4167 - - - - - -
16.5 % 16.4 % 17.3% 14.8% 17.6 % 11.3% 145 % 2.3% 13.1 % 15.0 %
84,931 80,474 77,852 74,630 76,031 72,300 74,670 75,970
1,516 1,543 1,553 1,581 1.592 1,600 1,630 1,645
$ 248 $ 230 $ 225 $ 228 244 $ 279 $ 3N $ 307
22 23 23 24 24 24 23 9
19 20 22 22 22 22 21 9
251 233 226 230 246 281 313 307
177.751 174,585 175,363 178,348 182,728 186,608 183,124 184,134 188,794 190,450
174,620 174,620 174,507 175,670 181,563 182,596 182,596 183,256 185,109 190,500
179,235 176,347 177.038 179,666 183,905 187,727 184,168 185,439 190,260 191,350
$ 2132 $ 20.77 $ 20.28 $ 20.22 $ 19.72 $ 19.29 $ 19.53 $ 19.56
4119 37.41 35.15 33.10 32.50 33.73 34.93 30.07
34,50 34.55 31.26 29.95 27.00 29.01 29.14 24.70
16,935 17,214 16,961 17,153 17,285 17,235 16,957 16,962
477 480 488 491 507 544 544 543
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GLOSSARY
OF FlNANClAL
TERMS

ccepiaﬁce»l ‘Sl}or;t-tefm debtsecurity traded on the money market which
bank guarantees.on behalf of a borrower for a stamping fee.

Allowance for credit {6sses | Allowance taken to absorb expected credit
losses {ioans, acceptances letters of guarantee, {etters of credit, deposits
thh other banks and derivatives). The allowance for credit losses com-
,prlses the.country risk allowance and specific and general allowances for
“éredit risk.. It is increased by the annual provision for credit losses less

write-offs, net-of recoveries.

HvAsset/li_ability management-| Management of maturities of assets and
- liabilities'as well as off-balance sheet items to minimize interest rate risk

N ,and foreign exchange risk through appropriate matching.

"Aséets under adrﬁ%nistratﬁcn }Assets in respect of which a financial insti-
tion provides administrative services such as custodial services, cotlec-
tion of investment income, settlement of purchase and sale transactions
. and record -keeping. Assets under administration, which are beneficially
owned by clients, are net repcrted on the balance sheet of the institution
offermg such services.

Assets under management l Assets managed by a financial institution
“that are beneficially owned by clients. Management services are more
comprehensive than administrative services, and include selecting invest-
“ments or offering investment advice. Assets under management, which
“ may also be administered by the financial institution, are not reported on

| the financial institution’s balance sheet.

' !Average' assets | Daily average of balance sheet assets.

Basns pomt | Unxt cf measure equal to one one-hundredth of a percentage
pomt (0 01%]

Capnal i Amount whach would be owed to the holders of shares and
" (bordlpated debentures if assets had to be liguidated to reimburse
‘depositors and other- creditors. Capital consists of bank debentures,

; ,:‘;sha'rehotders' equity and non-controlling interest.

* Capital ratio | The ratio of regulatory capital to risk-adjusted assets,
~ :expressed as a percentage. The Bank for International Settlements [BIS)

dcstmgwshes between two types of capital: Tier 1 capital, or base capital,

COﬂSIStS of common shareholders’ equity, non-cumulative preferred
' shareholders ‘equity and non-controtling interests in subsidiaries; Tier 2,
‘'or supplementary cap:tal consists of the book value of other preferred
shares and the eligible: pomon of subordinated debentures as well as the
general allowance for credit risk. Total regulatory capital, or total capitat,

subject to’ sxgnmcant influence and first loss protection with respect to
.-asset securitization. In accordance with BIS rules, the Superintendent of
.. Financiat lnsmutlons Canada defines a third tier of capital intended specif-
ically to cover market risk, which must also be covered by Tier 1 capital.

jis'the sum of the various types of capital less investments in companies
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Commedity risk | Potential loss due to movements in ‘the p
commodities for which the Bank holds derivatives in its tradmg portfolno

Credit derivative | Derivative instrument based on credlt mstruments and
offering protection against credit risk [credn swaps, for example) bt

Credit risk | Potential loss resulting from the mabnlﬁy or unw;Lhngness 0
a counterparty to honour its contractual obligations with respect toa loan

or other type of credit. Credit risk can arise -because of specmc counter— .

party conditions or be 2 consequence of markei risk,

Derivative instruments lderivatives} | Financia’l contracts whose Value“is
“derived” from interest raies, foreign exchange rates or equity. pr:ces
Derivatives are used in treasury operations as well as.for hedging regu{ar

financial instruments. Derivatives include foreign currency or interest: rate '

futures, swaps, opticns and credit derivatives.

Documentary letters of credit | Docnments, issued bythe Bank and used
in international trade, authorizing a third party to draw drafts on the Bank

up to a certain amount under specific terms and condltlons and secured

by the delivery of related goods.

Earnings per share | Net income available'to holders of cornmon shares
i.e., netincome less dividends on preferred shares divided by the average
number of common shares outstanding durmg the reportmg penod g

Equity risk | Potential loss due to movements in the pr;ce of shares
by the Bank or its subsidiaries. - .

Foreign currency future | Contractual cbllgatlun to buy or:sell,’on

before a specified future date, a given quanmy of fore:gn currency at B :

given exchange rate.

Foreign currency or interest rate option | The right“ bu‘t not the o"bUgaF

tion, to buy (call option) or sell {put option}, on or before a set date, a grven
amount of foreign currency or securmes at a set: prlce (str!ke price 4

Foreign exchange risk | Potential loss caused by currency prlce move
ments and the resulting decline in the value of @ secur»ty or other hnanc:a
instrument held by the Bank.: . ’ GERENEO

before a specified future date, a given quantrty of securmes at, a ngen
interest rate. . ; o, .
Hedging | A technigue by which derivatives or.other financial'instruments . -
are used to reduce oroffset exposure to changes in mlerest rates, forergn
exchange rates, and equity or commodity prices.

Impan‘ed toan. l A toan is considered impaired when, in the opinion of

Management there is reasonable doubt as to the payment of principal or

terest. Any loan where payments are 90 days past due is considered

|mpalred unless there is no doubt as to the collectibility of principal and
lnterest

Inieres! rate r15k I PotentlaL loss due to interest rate fluctuations result-

. ,lng in mismatched maturities of earning assets and liabilities or, more

- generally, reduction in the value of a financial instrument held by the
‘Bank.

"Létfer of . guarantee { Irrevocable commitment by the Bank to make
payments in the event that lts cuent cannot meet its financial obligations

to third partles

quuxdlty risk | Potentlal difficulty in obtaining cash or cash equrvalents in

e _a timely manner in order to meet financial obligations.

Marketrisk | Potential toss due to changes in the value of financial instru-
‘ments as a result of changes in interest rates, foreign exchange rates,
equity prices or commodity prices. Changes in these rates or prices result
. in exposureto four main categories of market risk: interest rate risk, for-

| eign exchange risk, equity risk and commodity risk.

. ‘Mark-td-m‘arket | Valuation of securities and derivatives at market rates

, at the balance sheet date,

71Net interest income | Difference between interest and dividends earned
n total assets and interest expense paid on total liahilities. Specifically,
net. interest income is the difference between what the Bank earns on
’assets such as loans and securities and what it pays on liabilities such as
deposnts Net interest ‘margin-corresponds to the ratic of net interest
“iricome to average assets.

' Notional pnncnpal amount| Principal amount used to calculate payments
for lnstruments such as forward rate agreements and interest rate swaps.
i s considered ' notnonal because in ‘most cases, the principal amount
never changes hands

. Dperatmnal risk I Potential loss resulting from inadequate or failed
k : ‘processes, technology or human performance, or from external events.
Forward rate agreement | Contractua obhgatmn o buy or, seu omor i o : D

“income. Other. income cansists of such items as deposit and payment
.service chargeés, lending fees, financial market revenues, card service

,revenues investment management and custodial fees, mutual fund

revenues and securitization revenues.

3 Provision for credit losses | Amounts added annually to the allowance for

credit losses to bring it to a level deemed adequate, taking into account
. write-offs and recoveries with respect to specific loans.

“Bther income. | Includes all revenue except for interest and dividend |




Return on common shareholders’ equity {or ROE}. | Net'income, less
dividends on preferred shares, expressed as a percentage of the average -
value of common shareholders’ equity.

Risk weighting | Risk-weighting factors are. applled to the. face value of .
certain assets in order to present comparable risk levels. This procedur ;
is also used to recognize the risk in off-balance sheet’ instruments: by»»
adjusting the notional value to balance sheet {or credit] equnvalents bef )
apptying the appropriate risk-weighting -factors.. Total» risk" wetghtev
assets are used in calculating the various capital rahos accordmg to th:
rules of the Bank for Internatlonat Setttements {BIS .

Securities purchased under reverse repurchase agreemen{s | Securities "
purchased by the Bank from a client pursuant to.an agreement under
which the securities will be resold to the same client on a specified date
and at a specified price. Such an agreement is a form ¢f short- term '
collateralized lending. )
Securities sold under repurchase agreements |-Financial obligations -}
related to securities sold pursuant to an agreement dnder which the
securities will be repurchased on a specified date and'at a specmed pnce
Such an agreement is a form of short-term fundmg i
Securitization | Transaction in which certain assets such .as mortgages
or credit card receivables, are sold tox ‘an entity which fmances thelr acqul—‘ o

sition by issuing negotiable securities: R ST T T I

Swap | Transaction in which counterpartnes agree to exchange for a specr

+ fied period, currencies and/or interest payment streams -{generally by

exchanging a fixed rate for a floating rate) based on a notlonal prmcnpal R
amount. . Lo

Taxable equivatent basis | Calculation method used to ‘grosé upcertair
tax-exempt income {primarily dwtdends) by the income tax that wout
have otherwise been payable. The gross-up of such income permns a.uni
form comparison of the yield an the variois types of assets regardtess ol
their tax treatment, such as net mterest income. B

Yalue-at-risk {VaR] | Value-at-risk is one cf the Banks ‘prificipat marke
risk management tools. This simulation model calculates maxrmum da:ly.‘ i
losses, based on a confidence level of 99%, for the Bank's major, c te-,

gories of financial instruments and its aggregate portfollo L

Yield curve | Graphic representation of interest rates in effect on a gwen
date for different maturities. Interest rates vary according to the risks
factored in by the market. Interest rates for short-term maturities are
generally lower than those for long-term maturities. The .curvé may be-
inverted, i.e., rates for short-term maturities may be higher than those for
long-term maturities. . : )
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" "-'(:“EEn'glish summary of the report of exempt issuer bid

SECTION 189.1.3 OF THE REGULATION
RESPECTING SECURITIES (QUEBEC)

NORMAL COURSE ISSUER BID
AUTORITE DES MARCHES FINANCIERS

1. NAME AND ADDRESS OF THE OFFEREE COMPANY:

National Bank of Canada (the “Bank”z
600 de La Gauchetiere Street West, 4™ Floor
Montreal (Québec) CANADA H3B 412

2. NAME AND ADDRESS OF THE OFFEROR:

National Bank of Canada
600 de La Gauchetiere Street West, 4™ Floor
Montreal (Québec) CANADA H3B 412

3. DESIGNATION OF THE SECURITIES THAT ARE SUBJECT TO THE BID:
Common shares of the Bank (“Common Shares”)

4. DATE OF THE BID:
The normal course issuer bid (the “Bid™) will last from January 13, 2005 until the first of

(i) the date on which the Bank will have acquired the maximum number of Common
Shares; or : '

(ii) it will have been decided not to make other acquisitions; or

(i)  January 12, 2006.

MONTREAL:371532.1




5. MAXIMUM NUMBER OF SECURITIES OF THE CLASS SUBJECT TO THE
BID WHICH ARE SOUGHT BY THE OFFEROR:

The Bank intends to acquire, in connection with and during the period specified in
paragraph 4 above, pursuant to normal course purchases on the market, up to
8,400,000 Common Shares, being a number of Common Shares representing at most 5%
of the issued and outstanding Common Shares.

6. VALUE OF THE CONSIDERATION OFFERED:
The market price on the Toronto Stock Exchange of the Common Shares subject to the
Bid at the time of the issuer bid. The price of the Common Shares listed on the Toronto

Stock Exchange on the day preceding the filing of the notice of intention, being
January 7, 2005, was $48.25 per share.

7. FEE PAYABLE IN RESPECT OF THE BID:
In accordance with Section 271.4 of the Regulation:

0.02% * Y4 * $48.25 * 8,400,000 shares — 15% discount = $17,225.25

THIS NOTICE DOES NOT CONTAIN ANY FALSE DECLARATION OR OMISSION

MONTREAL, February @, 2005 NATIONAL BANK OF CANADA

By: (signed) “Linda Caty”

Name: Linda Caty
Title: Vice-President and Corporate Secretary

MONTREAL:371532.1
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BANQUE NATIONALE DU CANADA

ARTICLE 189.1.3 DU REGLEMENT
SUR LES VALEURS MOBILIERES (QUEBEC)

OFFRE PUBLIQUE DE RACHAT DANS LE
COURS NORMAL DES ACTIVITES

AUTORITE DES MARCHES FINANCIERS

DENOMINATION ET ADRESSE DU SIEGE SOCIAL DE LA SOCIETE VISEE :

Banque Nationale du Canada (la « Bangue »)
600, rue de La Gauchetiére Ouest, 4°™ étage
Montréal (Québec)

H3B 412

NOM ET ADRESSE DE L'INITIATEUR:

Banque Nationale du Canada 5

600, rue de La Gauchetiére OQuest, 4°™ étage
Montréal (Québec)

H3B 4L2

DESIGNATION DES TITRES QUI FONT L'OBJET DE L'OFFRE :
Actions ordinaires de la Banque (« actions ordinaires »).
DATE DE L'OFFRE :

L'offre publique de rachat dans le cours normal des activités (I’ « offre ») s'étend du 13 janvier 2005
jusqu'a la premiere des dates suivantes, soit i) la date a laquelle la Banque aura acquis le nombre
maximum d’actions ordinaires, ou ii) aura autrement décidé de ne pas faire d'autres acquisitions, ou iii)
le 12 janvier 2006.

NOMBRE DE TITRES DE LA CATEGORIE SUR LAQUELLE PORTE L'OFFRE QUE
L'INITIATEUR COMPTE ACQUERIR :

La Banque a l'intention d'acquérir, & 'occasion et durant la période spécifiée au paragraphe 4 ci-haut,
au moyen d’achats normaux sur le marché, jusqu'a concurrence de 8§ 400 000 actions ordinaires, soit
un nombre d’actions adinaires représentant au maximum 35 % des actions ordinaires émises et en
circulation.

VALEUR DE LA CONTREPARTIE OFFERTE :

Le cours du marché sur la Bourse de Toronto des actions ordinaires visées par l'offre au moment du
rachat.

Le cours de cldture des actions ordinaires a 1a Bourse de Toronto le jour précédant le dép6t de ’avis
d’intention, soit le 7 janvier 2005, était de 48,25 $ par action.




7.  DROITS PAYABLES SUR L'OFFRE :
Conformément a ’article 271.4 du Réglement :
0,02% * Y& * 48,25 § * 8 400 000 actions — 15% rabais : 17 225,258

CET AVIS NE CONTIENT AUCUNE FAUSSE DECLARATION OU OMISSION

MONTREAL, le 19 janvier 2005 BANQUE NATIONALE DU CANADA

(sign€) « Linda Caty »

Par:  {inda Caty
Vice-présidente et secrétaire corporative
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P80 T3 NATIONAL BANK OF CANADA

NOTICE OF INTENTION TO MAKE A NORMAL COURSE ISSUER BID

CANADIAN SECURITIES ADMINISTRATORS

NAME OF ISSUER
National Bank of Canada (the "Bank").
SECURITIES SOUGHT

The Bank has the intention to acquire, from time to time during the period set out below, on
The Toronto Stock Exchange up to a maximum of 8,400,00 common shares (symbol: NA)
representing approximately 5% of the issued and outstanding common shares. As at
January 5, 2005, 168,518,104 common shares were issued and outstanding. The common
shares acquired pursuant to the Normal Course Issuer Bid will be cancelled.

The Bank presently intends to acquire the common shares pursuant to this Normal Course
Issuer Bid.

TIME PERIOD

The Normal Course Issuer Bid for the common shares will commence on or about January
13, 2005 and will terminate on the first of the following dates: (i) when the Bank will have
acquired the maximum amount of common shares stipulated above or (ii) will have decided
not to buy any more common shares or (iii) on January 12, 2006.

METHOD OF ACQUISITION AND PAYMENT FOR SECURITIES

The purchase of common shares will be effected on the open market through the facilities
of The Toronto Stock Exchange. The purchase and payment of common shares will be
made by the Bark in accordance with the by-laws and rules of The Toronto Stock
Exchange.

CONSIDERATION OFFERED

The price that the Bank will pay for any common shares acquired by it will be the market
price of the common shares at the time of acquisition. The funds for the purchase of the
common shares will be provided from the working capital of the Bank.

The Bank and the vendors of the common shares will be responsible for the payment of
commissions to their respective brokers through which the purchases and sales will be
made at the applicable prevailing rate at the moment of the acquisition.




10.

REASONS FOR THE NORMAL COURSE ISSUER BID

In the opinion of the Board of Directors of the Bank, the acquisition of the common shares
represents a proper utilization of its available funds.

ACCEPTANCE BY INSIDERS, AFFILIATES AND ASSOCIATES

To the knowledge of the Bank, its Directors and Senior Officers, after reasonable inquiry,
none of the Directors or Senior Officers or any person holding 10% or more of any class of
equity securities of the Bank, or any person acting jointly or in concert with the Bank, or
any associate of a Director or Senior Officer of the Bank, intends to sell common shares
during the course of this Normal Course Issuer Bid.

BENEFITS FROM THE NORMAL COURSE ISSUER BID
Not applicable.
MATERIAL CHANGES IN THE AFFAIRS OF THE BANK

To the knowledge of the Bank, its Directors and Senior Officers, after reasonable inquiry,
there are no previously undisclosed material changes or plans or proposals for material
changes in the affairs of the Bank.

SIGNATURE

The purchase of common shares in accordance with the present notice has been duly
authorized by the Board .of Directors of the Bank who has also authorized any Member of
the Executive Committee or Directors or the Undersigned or any Assistant Secretary to sign
the present notice.

Montréal, January 19, 2004.

(signé) « Linda Caty»

Linda Caty

Vice-President and Corporate Secretary
National Bank of Canada
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National Bank of Canada
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! f’i\l ! NI
English summary of the cover letter for the filing of the issuer bid report &3

required under Section 189.1.2 of the Regulation respecting securities (Québec) -

We are acting as legal counsel to the National Bank of Canada for the purposes of its normal
course issuer bid and file on its behalf the issuer bid report required under Section 189.1.2 of the
Regulation respecting securities, containing the information required under Section 189.1.3 of
the Regulation respecting securities.

Please note that a copy of this notice has been filed on SEDAR. A check in the amount of
$17,225.25 has been filed via SEDAR to cover the applicable fees.

Sincerely,

DESJARDINS DUCHARME STEIN MONAST, LLP

(signed) Stéphanie Raymond-Bougie

MONTREAL:371532.1
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DESJARDINS DUCHARME STEIN MONAST

SOCIETE EN NOM COLLECTIF
AV OCATS

STEPHANIE RAYMOND-BOUGIE
® : (514) 878-5592

Fax.: (514)878-4891
& : STEPHANIE RAYMOND@DDSM CA

Montréal, le 20 janvier 2005

PAR MESSAGER

PAR SEDAR

Autorité des marchés financiers
800, Place Victoria

22° étage

C.P. 246, Tour de la Bourse
Montréal (Québec) H4Z 1G3

Objet: Banque Nationale du Canada
Offre publique de rachat dans le cours normal en vertu de ’article 147.21
de la Loi sur les valeurs mobiliéres (Québec)

Notre dossier: 119025

Nous agissons a titre de comseillers juridiques de la Banque Nationale du Canada pour les fins de son
offre publique de rachat dans le cours normal et en son nom déposons {’avis d’offre publique de
rachat exigé en vertu de l'article 189.1.2. du Réglement sur les valeurs mobiliéres, contenant
I’information prévue a I’article 189.1.3 du Réglement sur les valeurs mobiliéres.

Veuillez noter qu’une copie de cet avis sera déposée sur SEDAR. A cet effet, un chéque au montant
17 225,258 couvrant les frais exigibles a été déposé via SEDAR.

Espérant le tout conforme, veuillez recevoir ’expression de nos salutations les meilleures.

DESJARDINS DUCHARME STEIN MONAST, SEN.C.

(Signé) Stéphanie Raymond-Bougie
Stéphanie Raymond-Bougie

SR/jb

pJ.

MONTREAL

600 RUE DE LA GAUCHETIERE QUEST
BUREAU 2400, MONTREAL

{QUEBEC) H3B 4L8

TELEPHONE : (514) 8788411
TELECOPIEUR :(514) 878-4800

QUEBEC

1150, RUE DE CLAIRE - FONTANE
BUREAU 300, QUEBEC
{QUEBEC)GIR 5G4
TELEPHONE : (418) 529-6531
TELECOPIEUR :(418) 523 5391

MEMBRE DE

LE X MUNDI, CHEF DE FILE
MONDIAL DES ASSOCIATIONS
DE CABINETS D'AVOCATS
INDEPENDANTS

INTERNET

SITE WED :WWW.ODSMCA
COURRIER ELECTRONIQUE
AVOCAT @DDSMCA
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This pricing supplement together with the short form shelf prospectus dated July 14, 2003, to which it relates, as amended or supplemented, and each document
incorporated by reference therein (the "Prospectus") constitutes u public offering of securities pursuant 1o the Prospectus only in the jurisdictions where they may
be luwfully offered for sale and therein only by persons permitted to sell such securities. No securities commission or similar authority has in any way passed
upon the merits of securities offered hereunder and any representation 1o the contrary is an offence.

The Notes 10 be issued hereunder have not been, and will not be, registered under the United States Securities Act of 1933, us amended (the "U.S. Securities Act")

and, subject o certain exemptions, may not be offered, sold or delivered, directly or indirectly, in the United States of America or for the account or benefit of
U.S. persons. “

Pricing Supplement No_16 dated January 18, 20035.

(to the short form shelf prospectus dated July 14, 2003)

R NATIONAL BANK OF CANADA
NBC Ex-Tra Total Return Linked Notes Due 2015

Capitalized terms not otherwise defined in this pricing supplément have the meanings attributed to them in the Pragpectus,

SERIES: Series 2005-01 Notes CUSIP No.: 633067533
ISIN No.: CA 6330675332
ISSUE SIZE: Minimum 80,000 Notes (CDN$8,000,000)
Maximum 160,000 Notes (CDN$16,000,000)
INITIAL INDEX VALUE: CDN$99 per Note
ISSUE AND DELIVERY DATE: January 25, 2005
NET PROCEEDS TO BANK: Minimum CDNS$ 7,920,000
Maximum CDN$15,840,000 (if all the Notes are sold and excluding expenses of issue)
NUMBER OF NOTES OF ALL
SERIES OUTSTANDING: 2,526,657 (excluding those described in this Pricing Supplement)
MATURITY DATE: January 26, 2015
MANAGEMENT FEE: 1.00% per annum
SERVICE FEE: 1.00% per annum

National Bank Financial Inc., the Agent, is an indirect wholly-owned subsidiary of National Bank of Canada
(the "Bank"). As a result, the Bank is a related issuer of National Bank Financial Inc. In connection with this offering, no
benefit other than the Agent's fee will be received by National Bank Financial Inc.

Recent Development Relating to the Program

Under the heading “The Program — Determination of the Net Asset Value of the Program and the Net Asset Value per
Unit” of the Prospectus, the Bank has indicated that an independent auditor has been retained on behalf of Noteholders to
audit, on a semi-annual basis, the financial statements of the Program, the NAV per Unit and the Index Value. The scope
of the audit with respect to the Program has been amended by the Bank; only the NAV per Unit and the Index Value will
continue to be subject to a semi-annual audit. The semi-annual audits of the financial statements of the Program have
been discontinued.

Documents Incorporated by Reference

There are no documents, other then those specifically listed in the Prospectus or any amendment or supplement delivered
herewith, filed with the Superintendent of Financial Institutions and the securities regulatory authorities in each province and
territory of Canada which need to be incorporated by reference and form an integral part of the Prospectus other than the Audited
Consolidated Financial Statements of the Bank for the year ended October 31, 2004, together with the Auditors’ Report thereon,
which include comparative audited consolidated financial statements for the year ended October 31, 2004.
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OF CANADA National Bank of Canada announces buyback -y
of a maximum of 5 per cent of its commonrshares,,

-:; 'u~'
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Montreal, January 10, 2005 - National Bank of Canada today announced its intention t0'
make a normal course issuer bid to buy back up to 5% of its issued and outstanding
common shares. The notice of intention has been filed with, and approved by, the Toronto
Stock Exchange.

The notice provides that the Bank may, during a maximum period of 12 months
commencing January 13, 2005 and ending January 12, 2006, purchase on the Toronto
Stock Exchange up to 8,400,000 common shares in total. The Bank will pay the market
price for the shares at the time of acquisition. The actual number of common shares
which may be purchased, and the timing of any such purchases, will be determined by the
Bank. The common shares acquired pursuant to the normal course issuer bid will be
cancelled.

There were 168,518,104 common shares of the Bank issued and outstanding as at January
5, 2005. Under its previous normal course issuer bid, the Bank has purchased and
cancelled 8,700,000 of its common shares.

The normal course issuer bid represents a proper use of the Bank’s surplus funds and is
being established to enhance shareholder value.

About National Bank of Canada

National Bank of Canada is an integrated group which provides comprehensive financial services
to consumers, small and medium-sized enterprises and large corporations in its core market, while
offering specialized services to its clients elsewhere in the world. National Bank offers a full array
of banking services, including retwail, corporate and investment banking. It is an active player on
international capital markets and, through its subsidiaries, is involved in securities brokerage,
insurance and wealth management as well as mutual fund and retirement plan management.
National Bank has assets of about 389 billion and, together with its subsidiaries, employs close to
17,000 people. National Bank's securities are listed on the Toronto Stock Exchange (TSX:NA).
For more information, visit National Bank’s website at www.nbc.ca.

=30 -

Information (the following telephone number and e-mail address are intended
solely for the use of journalists and other media representatives):

Press Release

Denis Dubé

Director of Public Relations
National Bank of Canada
Tel.: (514) 394-8644
E-mail: denis.dube(@bnc.ca
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Press Release
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For immediate release

National Bank of Canada announces buyback
of a maximum of 5 per cent of its common shares

Montreal, January 10, 2005 - National Bank of Canada today announced its
intention to make a normal course issuer bid to buy back up to 5% of its issued and
outstanding common shares. The notice of intention has been filed with, and
approved by, the Toronto Stock Exchange.

The notice provides that the Bank may, during a maximum period of 12 months
commencing January 13, 2005 and ending January 12, 2006, purchase on the Toronto
Stock Exchange up to 8,400,000 common shares in total. The Bank will pay the
market price for the shares at the time of acquisition. The actual number of common
shares which may be purchased, and the timing of any such purchases, will be
determined by the Bank. The common shares acquired pursuant to the normal course
issuer bid will be cancelled.

There were 168,518,104 common shares of the Bank issued and outstanding as at
January 5, 2005. Under its previous normal course issuer bid, the Bank has purchased
and cancelled 8,700,000 of its common shares.

The normal course issuer bid represents a proper use of the Bank’s surplus funds and
is being established to enhance shareholder value.

About National Bank of Canada _

National Bank of Canada is an integrated group which provides comprehensive financial
services to consumers, small and medium-sized enterprises and large corporations in its core
market, while offering specialized services to its clients elsewhere in the world. National Bank
offers a full array of banking services, including retail, corporate and investment banking. It
is an active player on international capital markets and, through its subsidiaries, is involved in
securities brokerage, insurance and wealth management as well as mutual fund and retirement
plan management. National Bank has assets of about $89 billion and, together with its
subsidiaries, employs close to 17,000 people. National Bank's securities are listed on the
Toronto Stock Exchange (TSX:NA). For more information, visit National Bank’s website at
www.nbe.ca.

=30 -

Information: (The following telephone number is intended solely for the use of
Jjournalists and other media representatives):

Denis Dubé

Director of Public Relations
National Bank of Canada
Tel.: (514) 394-8644

Public Relations Department
National Bank of Canada

600 rue de La Gauchetiére West
10" Floor

Montréal Quebec H3B 4L2
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This pricing supplement, together with the short form base shelf prospectus dated March 4. 2004, and each document incorporated by reference
therein, (the “*Prospectus’’) constitutes a public offering of securities pursuant to the Prospectus only in the jurisdictions where they may be lawfully
offered for sale and therein onlv by persons permitted to sell such securities. No securities regulatory authoriry has expressed an opinion about these
securities and it is an offence to claim otherwise.

The medium term notes (subordinated indebtedness) 1o be issued hereunder have not been, and will not be, registered under the United States
Securities Act of 1933 (the *“Notes’), as amended and, subject to certain exceptions, may not be offered, sold or delivered, directly or indirectly, in
the United States of America or for the account or benefit of U.S. persons.

PRICING SUPPLEMENT NO. 1 DATED DECEMBER 15, 2004
(to short form base shelf prospectus dated March 4, 2004)

NATIONAL BANK OF CANADA -
=y
SERIES 3 MEDIUM TERM NOTES o
(Subordinated Indebtedness) ﬁ;i
CUSIP No.: 63306ZBZ3 L o BN
CURRENCY: Canadian Dollars iy \r_ }
PRINCIPAL AMOUNT: $350,000,000 -
ISSUE PRICE: $100.00
ORIGINAL ISSUE DATE: December 20, 2004
INTEREST RESET DATE: December 22, 2014
MATURITY DATE: December 22, 2019
NET PROCEEDS TO THE
BANK: $348,600,000 (if the aggregate principal amount of the Notes is distributed)

INTEREST PAYMENT DATES:  From the date of issue to, but excluding, the Interest Reset Date, interest will be
payable at the Initial Interest Rate semi-annually in arrears on the 22" day of
each of June and December. The initial interest payment payable on June 22,
2005 in respect of the period from the Original Issue Date to, but excluding,
June 22, 2005 will be $24.83 for each $1,000.00 principal amount of Notes.
From the Interest Reset Date to, but excluding, the Maturity Date, interest will be
payable at the Floating Rate quarterly in arrears on the 22™ day of each of
March, June, September and December with the first such payment on March 22,

2015.
INITIAL INTEREST RATE: 4.926% per annum.
YIELD TO INTEREST RESET
DATE: 4.926%.
FLOATING RATE: 90-day Bankers’ Acceptance Rate plus 1.00%

The ‘“90-day Bankers’ Acceptance Rate’’, for any quarterly floating rate interest
period, means the average bid rate of interest (expressed as an annual percentage
rate) rounded to the nearest one-hundred thousandth of 1.00% (with .000005 per
cent being rounded up) for Canadian dollar bankers’ acceptances with maturities
of three months which appears on the Reuters Screen CDOR Page (as defined
below) as of 10:00 am., Montreal time, on the first business day of such quarterly
interest period. If such rate does not appear on the Reuters Screen CDOR Page
on such day, the 90-day Bankers’ Acceptance Rate for such period will be the
average of the bid rates of interest (expressed and rounded as set forth above) for




REDEMPTION:

EXCHANGE OPTION:

CONVERSION OPTION:

Canadian dollar bankers’ acceptances with maturities of three months for
same-day settlement as quoted by such of the Schedule I banks (as defined in the
Bank Act (Canada)) as may quote such a rate as of 10:00 a.m., Montreal time, on
the first business day of such quarterly interest period.

The ‘‘Reuters Screen CDOR Page” means the display designated as page
“CDOR”’ on the Reuters Monitor Money Rates Service (or such other page as
may replace the CDOR page on that Service) for purposes of displaying
Canadian dollar bankers’ acceptance rates.

The Bank may, at its option, with the prior approval of the Superintendent of
Financial Institutions Canada (the ‘‘Superintendent’’), redeem the Notes in
whole at any time or in part from time to time by giving prior notice of not less
than 30 days and not more than 60 days at a redemption price which, if the Notes
are redeemed prior to December 22, 2014, is equal to the greater of the Canada
Yield Price (as defined below) and the principal amount, or, if the Notes are
redeemed on or after December 22, 2014, at the principal amount, together in
each case with accrued and unpaid interest to but excluding the date fixed for
redemption. In cases of partial redemption, the Notes to be redeemed will be
selected by the Trustee by lot or in such other manner as the Trustee may deem
equitable. Any Notes redeemed by the Bank will be cancelled and will not be re-
issued.

‘“‘Canada Yield Price’” means a price equal to the price of the Notes, calculated
on the business day preceding the day on which the redemption is authorized, to
provide a yield from the date fixed for redemption to, but excluding,
December 22, 2014 equal to the Government of Canada Yield, plus 17 basis
points.

“Government of Canada Yield”” means the yield from the date fixed for
redemption to, but excluding, December 22, 2014 assuming semi-annual
compounding, which an issue of non-callable Government of Canada bonds
would carry on the remaining term to, but excluding, December 22, 2014. The
Government of Canada Yield will be calculated by two independent Canadian
investment dealers selected by the Trustee and approved by the Bank.

A holder of Notes will be entitled, but only upon notice from the Bank which
may be given at various times only with the prior approval of the Superintendent,
to exchange, without payment of additional consideration, all but not less than
all, of such holder’s Notes on the date specified in the notice for an equal
aggregate principal amount of senior notes of the Bank, together with accrued
and unpaid interest to the date of exchange. The material attributes of the senior
notes will be the same as those of the Notes except that the senior notes will rank
in priority to the Notes and equally with the other deposit liabilities of the Bank
and will include events of default related to default in the payment of the
principal or interest due thereon. Any such notice from the Bank must be given
not less than 30 days but not more than 60 days prior to the date fixed for the
exchange.

A holder of Notes will be entitled, but only upon notice from the Bank which
may be given at various times only with the prior approval of the Superintendent,
to convert, without payment of additional consideration, all but not less than all,
of such holder’s Notes on the date specified in the notice for an equal aggregate
principal amount of new notes issued by the Bank, together with accrued and
unpaid interest to the date of conversion. Any such notice from the Bank must be
given not less than 30 days but not more than 60 days prior to the date fixed for
the conversion.




OPEN MARKET PURCHASES:  The Bank may at its option, with the approval of the Superintendent, purchase
the Notes in the market or by tender or by private contract at such price or prices
and upon such terms and conditions as the Bank in its absolute discretion may
determine, subject however, to any applicable law restricting the purchase of
Notes. '

RATINGS: The Notes have been assigned a rating of A— by Standard & Poor’s Rating

: Services, A (low) with a stable trend by Dominion Bond Rating Service Limited
and A2 with a positive outlook by Moody’s Investors Service, Inc.

DEALERS: National Bank Financial Inc., CIBC World Markets Inc., RBC Capital Markets,
Scotia Capital Inc., BMO Nesbitt Burns Inc., TD Securities Inc., Merrill Lynch
Canada Inc., Laurentian Bank Securities Inc., HSBC Securities (Canada) Inc.
and Casgrain and Company Limited.

DEALERS’ COMPENSATION: 0.40%

FORM: (X) Book Entry Only METHOD OF DISTRIBUTION (X) Agency
( ) Fully Registered ( ) Principal for Resale
( ) Direct

National Bank Financial Inc., one of the Dealers, is a wholly-owned subsidiary of the Bank. As a result, the Bank
is a related and connected issuer of National Bank Financial Inc. under applicable securities legislation. The decision to
distribute the Notes and the determination of the terms of the distribution were made through negotiations between the
Bank on the one hand and the Dealers on the other hand. CIBC World Markets Inc., a dealer in respect of which the
Bank is not a related or connected issuer, has participated in the structuring and pricing of the offering, and in the due
diligence activities performed by the Dealers for the offering. National Bank Financial Inc. will not receive any benefit
in connection with this offering other than a portion of the Dealers’ fee payable by the Bank.

DOCUMENTS INCORPORATED BY REFERENCE

In addition to this pricing supplement, the following documents (which are not specifically listed in the Prospectus
or any amendment or supplement delivered herewith) which have been filed by the Bank with the Superintendent and
securities regulatory authorities in each province of Canada, are specifically incorporated by reference in the Prospectus
as of the date of the pricing supplement:

(a) the Bank’s comparative unaudited consolidated financial statements for the quarter ended October 31, 2004
and the comparative unaudited consolidated. financial statements for the year ended October 31, 2004
included in the Bank’s Report to Shareholders for the Fourth Quarter 2004 (the ‘2004 Fourth Quarter
Report’’); ‘

(b) the Bank’s Management’s Discussion and Analysis of the financial conditions and results of operations
contained in the 2004 Fourth Quarter Report at pages 3-6; and

(c) the Bank’s Material Change Report dated October 1, 2004 concerning the appointment of Louis Vachon as
Senior Vice-President — Treasury and Financial Markets and Member of the Executive Committee,




AUDITORS’ CONSENT

We have read the pricing supplement No. 1 dated December 15, 2004, relating to the offering of $350,000,000
Series 3 Medium Term Notes (Subordinated Indebtedness), to the Short Form Base Shelf Prospectus of National Bank
of Canada (the ‘‘Bank’’) dated March 4, 2004 relating to the sale and issue of Medium Term Notes of the Bank in an
aggregate principal amount of up to $ 2,000,000,000 (the ‘‘Prospectus’’). We have complied with Canadian generally
accepted standards for an auditor’s involvement with offering documents.

We consent to the incorporation by reference in the above-mentioned Prospectus of our report to the shareholders
of the Bank on the consolidated balance sheets of the Bank as at October 31, 2003 and 2002 and the consolidated
statements of income, changes in shareholders’ equity and cash flows for each of the years in the two-year period ended
October 31, 2003. Our report is dated November 28, 2003,

SAMSON BELAIR/DELOITTE & TOUCHE S.E.N.C.R.L. PRICEWATERHOUSECOOPERS LLP
Chartered Accountants Chartered Accountants
Montreal, Canada Montreal, Canada

December 15, 2004 December 15, 2004




