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Vision VaLues Strategic goals

Always earning the right to be our Excellent service to clients and each In Canada our goal is to be the

clients first choice other undisputed leader in financial

services

Working togetherto succeed

In the U.S our goal is to be leading

Personal responsibility for high
provider of capital markets wealth

performance management and banking services by

Diversity for growth and innovation building on and leveraging

our considerable capabilities

Trust through integrity in everything we

do
Outside North America our goal is to

be premier provider of select capital

markets wealth management and

banking services in markets of choice

ROYAL BANK OF CANADA RY on TSX and NYSE and its subsidiaries operate under the master brand name RBC We are Canadas

largest bank as measured by assets and market capitalization and among the largest banks in the world based on market

capitalization We are one of North Americas leading diversified financial services companies and provide personal and

commercial banking wealth management services insurance corporate and investment banking and transaction processing

services on global basis We employ approximately 80000 full- and part-time employees who serve more than 18 million

personal business public sector and institutional clients through offices in Canada the U.S and 53 other countries For more

information please visit rbc.com
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CHIEF EXECUTIVE OFFICERS MESSAGE

At the end of very challenging year RBC stands apart as

globally significant strong and stable financial institution We
had top quartile shareholder returns for one- three- five- and

10-year time horizons versus our North American peer group

and today we are one of the largest banks in the world based

on market capitalization We are one of only handful of

banks globally with Aaa-rating by Moodys Investors Service

and are among the most respected and welt recognized banks

for our corporate citizenship

In fiscal 2009 we generated net income of $3.858 billion

which reflects goodwill impairment charge of $1 billion on

both
pre-tax and after-tax basis that did not affect our

ongoing operations Excluding the goodwill impairment

charge adjusted net income of $4.9 billion1 was up per cent

from year ago reflecting strong performances in Canadian

Banking Capital Markets Wealth Management and

Insurance

Our consistently strong performance is due to our diversified

business model our strong balance sheet comprehensive

approach to risk management clear long-term strategy and

the efforts of employees who are proud to be part of RBC and

committed to always putting our clients first

The financial crisis and resulting economic downturn posed

difficult conditions for our clients but our people worked

diligently to help them achieve better outcomes by extending

credit and providing advice and service that leveraged our

global capabilities expertise as well as our competitive and

financial strengths

While the environment last year proved the strength of our

business model it also spurred all our businesses to find new

ways to be more efficient and productive In addition to Tier

capital ratio of 13 per cent and low leverage relative to our

global peers our sharper focus on cost management will

ensure that we are able to reinvest those savings in the solid

growth opportunities provided by improving investor

confidence stronger credit and equity markets and recovering

asset values

We are better company today than we were before the crisis

began We are armed with the wherewithal to invest and

innovate so that we may further enhance our strengths and

take the
necessary steps to address our challenges Our

competitors are retreating from businesses in the face of

capital constraints government ownership new regulatory

hurdles or re-focused strategic priorities In contrast our

strength stability and diversified business model combined

with our risk management and financial performance have

given us an unprecedented range of strategic opportunities

We are actively looking to invest in key business areas as well

as to explore potential acquisitions that meet our strict

economic strategic and cultural criteria

2009 Strategic goals

large driver of our success has been our focus on our

long-term strategy which will continue to guide our business

decisions Specifically our strategic goals are

In Canada to be the undisputed leader in financial

services

In the U.S to be leading provider of capital markets

services wealth management and banking by building on

and leveraging our considerable capabilities

Outside North America to be premier provider of select

capital markets wealth management and banking

services in markets of choice

In Canada RBC is an iconic brand and we are recognized as

clear Canadian business leader While 2009 was very

difficult competitive environment nearly all our businesses

continued to build on their leadership position in each market

and product category

We continued to take steps to make it easier for clients of our

retail bank to do business with us by expanding our branch

and ATM networks and by extending the hours of operation in

more than half our branches Over the past five years we

invested significantly in our business by adding client-facing

employees and we redesigned processes to make it easier for

our employees to serve our clients We are beginning to see

the results of these changes more business from both new

and existing clients higher market shares in consumer

lending business loans and business deposits and

recognition by third-party organizations such as Synovate and

Forrester Research Inc

Our Canadian wealth management business is the largest in

the country and includes the countrys largest full service

brokerage and largest mutual fund company Despite the

downturn net sales of our mutual funds continued to

increase demonstrating the power of our distribution

Adjusted net income is non-GMP measure For more information please see the
Key performance and non-GAAP measures section of our Managements Discussion and Analysis

Chief Execatine Officers message Royal Bank of Caoadm Anoual Report 2009



CHIEF EXECUTIVE OFFICERS MESSAGE

network rising financial markets clients increasing risk

appetite and confidence in our fund management expertise

Private Banker International named RBC the OLltstanding

Private Bank North America for 2009 recognizing our

growth potential strength stability and leadership

We are the largest bank-owned insurance company in Canada

and we are building our client base by providing more value to

clients We offer travel life and home and auto and travel

products and services through growing proprietary channels

including retail insurance branches call centres the Internet

career sales force as well as through independent insurance

advisors and travel agencies Notably we recently reorganized

our business to be more responsive to client needs and

expanded our Canadian retail insurance network to 49

branches in 2009 from 35 branches in 2008

We continue to be Canadas leading global investment bank

and were again named Dealmaker of the Year in Canada

Financial Post Best Investment Bank in Canada Euromoney

and leader in Canadian equity underwriting and corporate

debt financing Bloomberg Thomson Reuters We acted as

global coordinator for the largest bought deal ever

In the U.S we are the sixth largest full-service retail brokerage

firm with almost 2300 financial consultants up over 100

from last year following successful competitive recruitment

We successfully integrated our Ferris Baker Watts Inc and j.B

Hanauer Co acquisitions and announced an agreement to

acquire j.P Morgans Third Party Registered Investment

Advisory Servicing Business to expand the breadth and depth

of our custody and clearing services That acquisition is

subject to regulatory approvals and other customary closing

conditions and is expected to close in the second quarter of

2010

For our capital markets business our recent designation as

primary
dealer in the U.S by the Federal Reserve Bank of

New York allows us to participate in all U.S treasury auctions

giving us broader product offering to better serve clients

around the world and demonstrating the health and stability

of our U.S fixed income trading business

The challenging economic conditions in the U.S continue to

affect our U.S retail banking operations which we are

restructuring to improve client service and to achieve greater

operational efficiency We have over 430 branches in the

southeastern U.S serving retail small business and

commercial clients

Outside North America we are the only Canadian bank with

global wealth management capability capitalizing on the

sectors long-term growth around the world The current

market environment has presented significant growth

opportunities for this business and we will continue to

consider suitable acquisitions In 2009 our U.K wealth

management operations completed the acquisition of Jersey-

based Mourant Private Wealth enhancing our ability to

provide integrated private wealth management services to

international clients

Our global capital markets businesses also took advantage of

the market dislocation by recruiting hundreds of talented

professionals acquiring new clients and participating in

larger transactions Our fixed income and energy and mining

businesses are now successful on global basis

In our Caribbean banking operation we are integrating our

RBTT acquisition with the goal of establishing common

operating platform to support our growth in the region We

established our Caribbean headquarters in Port of Spain

Trinidad and Tobago to serve as the centre of our Caribbean

banking network which is currently the second largest in the

English speaking Caribbean

Our joint venture RBC Dexia Investor Services is top 10

global custodian in terms of assets under administration

providing unique offshore and onshore solutions to

institutions worldwide in 16 countries on four continents It

continues to pursue select client and market initiatives such

as the agreement to acquire the depositary bank business of

Unione di Banche Italiane Scpa The acquisition enhances our

presence
in key markets in Europe broadens the scope of our

capabilities and strengthens our client base This deal is

expected to close in the first half of 2010 and is subject to

customary regulatory approvals from the relevant authorities

2009 Progress on medium-term objectives

In 2008 we anticipated challenging financial market

conditions including more cyclical and structural changes in

the financial services industry and established set of

medium-term objectives shown on page that reflected our

focus on both current performance as well as on long-term

opportunities We continue to make progress toward these

objectives

Royal Bank of Canada Annual Report 2009 Chief Executive Officers message



CHIEF EXECUTIVE OFFICERS MESSAGE

Medium-term

objectives

2009 Progress on medium-term objectives

2009

Progress

Diluted EPS growth
7% 24%

Defined operating leverage
3% 3.5%

ROE 18% 11.9%

Tier capital ratio 8.5% 13.0%

Dividend payout ratio 40% 50% 78%

Our defined operating leverage is non-GMP measure and refers to the difference between our revenue growth rate as adjusted and non-interest expense growth rate as adjusted For

further information refer to the Key performance and non-GMP measures section of our Managements Discussion and Analysis

In line with these expectations the recessionary environment

challenging market conditions and the need to strengthen

capital positions hurt our earnings per share EPS growth

return on equity ROE and dividend payout ratio though we

made positive progress
toward our objectives for defined

operating leverage and Tier capital

Our defined operating leverage for 2009 was 3.5 per cent very

strong in the current environment reflecting strong revenue

growth and effective cost management lfwe exclude the

reduction of the Enron Corp.-related litigation provision in

2008 as it does not reflect our normal course operating

expenses our defined operating leverage is 8.2 per cent

Common and preferred share issuances significantly

strengthened our Tier capital ratio during the year but

contributed to dilutive impact on our EPS and ROE growth

Despite the fact that adjusted net income excluding the

goodwill impairment charge grew by per cent the share

dilution caused EPS and ROE to fall

2010 Outlook

We remain committed to these medium term objectives for

2010 We expect our businesses to benefit modestly from

recoveries in Canadian and global economies but we also expect

credit concerns to persist through at least the middle of 2010

The Canadian economy is currently forecast to grow by 2.6 per

cent in 2010 reflecting increased consumer spending

improvements in the U.S economy continued low borrowing

costs and the impact of government stimulus projects Credit

quality is expected to remain under pressure although with

some improvement in 2010 as we anticipate the

unemployment rate in Canada to peak early in 2010 Our

forecast for the U.S economy is for 2.5 per cent growth in the

next year as consumer spending and the housing market show

modest signs of improvement Credit quality is expected to

remain under pressure in the U.S but should begin to

stabilize through 2010 reflecting modest improvements in

consumer and business spending and continued

improvement in financial markets Outside North America we

expect gradual recovery in global economies in 2010 with

slower pace of growth in advanced economies such as the

U.K and Eurozone countries We anticipate solid growth in

China will lead emerging economies as result of continued

fiscal stimulus increased domestic demand and modest

export growth We project global capital markets will continue

to stabilize and credit spreads will tighten further as the

global economic recovery continues and access to credit

improves

Positioned to seize opportunities for long-term growth

In the midst of the most difficult financial conditions in

generation RBC has proved equal to the challenge As many

global competitors stumbled or fell RBC operated with

integrity and continued to produce results of which we are

justifiably proud Where we encountered difficult conditions

we faced our challenges head on Guided by our long-term

strategy our efforts generated momentum across all our

businesses and give us greater confidence as we seek to

extend our performance into and through 2010

Despite our success we will not become complacent Our

clients needs are changing and to remain relevant we will

continue to use our financial strength and expert capabilities to

provide them with sound advice and excellent service Our

experience in 2009 has reinforced our appreciation forthe need

to continue to improve and adapt the way we deliver products

and services as well as to continue investing in the infrastructure

necessary to support our businesses now and in the future Our

cost discipline will enable us to reinvest in our growth and

capabilities at time when many of our competitors cannot

believe RBC is now one of the better positioned financial

companies in the world because our employees have been

relentless about pursuing all aspects of our business with the

best interests of our clients in mind At every chance each of

our 80000 employees has focused on helping our clients be

more confident about their future thank all of them sincerely

for their professionalism and for their continued commitment

to our clients and to each other

Finally want to thank all our clients for their trust through

these difficult times We will continue to work hard so that we

earn the right to serve you every day

Gordon Nixon

President and chief Executive Officer

Chief Executive Officers message Roya Bank of Canada Annual Repnrt 2009



CHAIRMANS MESSAGE

The hallmark of high performing board is collective business

experience that can be brought to bear in changing

circumstances Over the past two years global market

uncertainty has presented the Board of Directors with both

opportunities and challenges while confirming the relative

strength and stability of RBC During this challenging time for

the financial services industry worldwide RBC has continued

to demonstrate the resilience and prudent management that

shareholders count on In RBCs boardroom this period has

been marked by thoughtful analysis active engagement with

management and shareholders and openness to change

Your board has responded with sharp focus on the oversight

of key risks while continuing to apply its sound and

progressive governance practices and policies

Comprehensive discussion and analysis of exposures to

complex risks and reviews of the quality and adequacy of risk

controls throughout the year positioned directors to carefully

assess the ability of RBC to execute its business strategy in

rapidly changing business and regulatory environment We

actively engage in reviewing the organizations risk profile

relative to its risk appetite and provide advice and support to

the senior management team in their effort to continuously

enhance the strength of RBCs risk capabilities This includes

overseeing structured approach to defining the type and

amount of risk that is appropriate to accept and seeking to

ensure there is an appropriate balance of return for the risks

that are prudently assumed The impact of our stewardship in

this area translates into strong enterprise-wide risk

management culture supported by risk management

practices and frameworks that have proven to be effective and

robust

This response has been enabled by the diverse and broad

business expertise represented on the Board of Directors

which has been augmented by our continuing director

education program Over the past year in addition to

presentations on the organizations risk profile and appetite

and methodologies used in assessing and controlling complex

risks these education sessions have emphasized liquidity

and funding risk management accounting standards and

governance and compensation further equipping directors to

provide current and knowledgeable advice to management

Your Board of Directors has long been proactive in adopting

best practice compensation principles and processes but the

past year has seen particular attention paid to the governance

and controls in place for executive compensation RBCs

approach to compensation governance aligns with the

Principles for Sound Compensation Practices issued this year

by the Financial Stability Board the forum of international

regulators created by the G20 to promote financial stability

While
pay for performance remains key principle

underpinning long term shareholder value creation we remain

equally committed to ensuring our compensation program

design and governance practices align with sound risk

management principles

Transparency is another fundamental aspect of good

governance Your board takes seriously RBCs commitment to

shareholder engagement and clear and comprehensive

disclosure The coming year will mark shareholders first

opportunity to participate in say on pay advisory vote on

the executive compensation report in our 2010 proxy circular

The Board of Directors believes shareholders should have the

opportunity to review and fully understand the objectives

philosophy and principles that the board has used to make

compensation decisions and is confident shareholders will

review the compensation disclosure thoughtfully In addition

to the advisory vote the board looks forward to direct and

constructive interaction with shareholders on this and other

important issues

As Chairman my goal is to instill common vision and

provide leadership for your Board of Directors advancing our

dynamic approach to corporate governance The board is

proud to be actively engaged in the achievements of RBC arid

extends appreciation to management and employees around

the world for their contributions to the success of the

organization While continuing to operate in challenging

environment the Board of Directors management and

employees remain focused on enhancing the stability and

strength of RBC and creating value for shareholders

On behalf of the Board of Directors

cSLP
David OBrien

Chairman of the Board

Royal Bank of Canada Annuai Report 2009 Chairmans message



MANAGEMENTS DISCUSSION AND ANALYSIS

Managements discussion and analysis MDA is provided to enable reader to assess our results of operations and financial condition

forthe fiscal year ended October 31 2009 compared to the preceding two years This MDA should be read in conjunction with our

Consolidated Financial Statements and related notes and is dated December 2009 All amounts are in Canadian dollars unless

otherwise specified and are based on financial statements prepared in accordance with Canadian generally accepted accounting

principles GAAP unless otherwise noted

Additional information about us including our 2009 Annual Information Form is available free of charge on our website at rbc.com/

investorrelations on the Canadian Securities Administrators website at sedar.com and on the EDGAR section of the United States

Securities and Exchange Commissions SEC website at sec.gov
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Caution regarding forward-looking statements

From time to time we make written or oral forward-looking statements

within the meaning of certain securities laws including the safe

harbour provisions of the United States Private Securities Litigation

Reform Act of 1995 and any applicable Canadian securities legislation

We may make forward-looking statements in this document in other

filings with Canadian regulators or the SEC in reports to shareholders

and in other communications Forward-looking statements in this

document include but are not limited to statements relating to our

medium-term objectives our vision and strategic goals the 2010

economic and market outlook for the Canadian U.S and global

economies the outlook and priorities for each of our business

segments and liquidity and funding management The forward-looking

information contained in this document is presented for the purpose of

assisting the holders of our securities and financial analysts in

understanding our financial position and results of operations as at

and for the periods ended on the dates presented and ourvision and

strategic goals and medium-term objectives and may not be appro

priate for other purposes Forward-looking statements are typically

identified by words such as believe expect forsee forecast

anticipate intend estimate goal plan and project and

similar expressions of future or conditional verbs such as will

may should could or would
By their very nature forward-looking statements require us to

make assumptions and are subject to inherent risks and

uncertainties which give rise to the possibility that our predictions

forecasts projections expectations or conclusions will not prove to

be accurate that our assumptions may not be correct and that our

medium-term objectives vision and strategic goals will not be

achieved We caution readers not to place undue reliance on these

statements as number of risk factors could cause our actual results

to differ materially from the expectations expressed in such forward-

looking statements These factors many of which are beyond our

control and the effects of which can be difficult to predict include

credit market operational and liquidity and funding risks and other

risks discussed in the Risk capital and liquidity management and

Overview of other risks sections general business economic and

financial market conditions including the ongoing impact from the

market environment the lack of liquidity in certain markets the level

of
activity

and
volatility

of the capital markets and recessionary

conditions in Canada the United States and certain other countries in

which we conduct business changes in accounting standards

policies and estimates including changes in our estimates of

provisions allowances and valuations the effects of changes in

government fiscal monetary and other policies the effects of

competition in the markets in which we operate the impact of changes

in laws and regulations including tax laws judicial or regulatory

judgments and legal proceedings the accuracy and completeness of

information concerning our clients and counterparties our ability to

successfully execute our strategies and to complete and integrate

strategic acquisitions and joint ventures successfully and

development and integration of our distribution networks

We caution that the foregoing list of risk factors is not exhaustive

and other factors could also adversely affect our results When relying

on our forward-looking statements to make decisions with respect to

us investors and others should carefully considerthe foregoing

factors and other uncertainties and potential events Except as

required by law we do not undertake to update any forward-looking

statement whether written or oral that may be made from time to

time by us or on our behalf

Additional information about these and other factors can be

found in the Risk capital and liquidity management and Overview of

other risks sections

Information contained in or otherwise accessible through the

websites mentioned does not form part of this document All

references in this document to websites are inactive textual refer

ences and are for your information only

Managements Discussion ond Analysis Royal Bank of Canada Annual Report 2009



Overview

SeLected financial and other highlights Table

C$millions except per share number of and percentage amourts

Total revenue

Provision for credit losses PCL
Insurance policyholder benefits claims and acquisition

expense PBCAE
Non-interest expense

Goodwill impairment charge

Net income before income taxes and non-controlling interest

in subsidiaries

Net income

2009 vs 2008

2009 2008 2007 Increase decrease

29106 21582 22462 7524 34.9%

3413 1595 791 1818 114.0%

4609 1631 2173 2978 182.6%

14558 12351 12473 2207 17.9%

1000 1000 n.m

5526 6005 7025 479 8.0%
3858 4555 5492 697 15.3%

Segments net income loss

Canadian Banking 2663 2662 2545

Wealth Management 583 665 762 82 12.3%
Insurance 496 389 442 107 27.5%

International Banking 1446 153 242 1293 n.m

Capital Markets 1768 1170 1292 598 51.1%

Corporate Support 206 178 209 28 n.m
Net income 3858 4555 5492 697 15.3%

Selected information

Earnings per share EPS basic 2.59 3.41 4.24 .82 24.0%
EPS diluted 2.57 3.38 4.19 .81 24.0%

Return on common equity ROE 11.9% 18.1% 24.7% n.m 620 bps

Return on risk capital RORC 19.5% 29.6% 37.4% n.m 1010 bps

Net interest margin NIM 1.65% 1.39% 1.33% n.m 26 bps

Specific PCL to average net loans and acceptances .97% .53% .33% n.m 44 bps

Gross impaired loans GIL as of loans and acceptances 1.86% .96% .45% n.m 90 bps

Capital ratios and multiples

Tier capital ratio 13.0% 9.0% 9.4% n.m 400 bps

Total capital ratio 14.2% 11.0% 11.5% n.m 320 bps

Assets-to-capital multiple 16.3X 20.1X 20.OX 3.8X n.m

Tangible common equity Tier common capital ratio 9.2% 6.5% n.m 270 bps

Selected balance sheet and other information

Total assets 654989 723859 600346 68870 9.5%
Securities 186272 171134 178255 15138 8.8%

Retail loans 205224 195455 169462 9769 5.0%

Wholesale loans 78927 96300 69967 17373 18.0%
Deposits 398304 438575 365205 40271 9.2%
Average common equity 30450 24650 21850 5800 23.5%

Average risk capital 18600 15050 14450 3550 23.6%

Risk-adjusted assets 244837 278579 247635 33742 12.1%
Assets under management AUM 249700 226900 161500 22800 10.0%

Assets under administration AUA RBC 648800 623300 615100 25500 4.1%

RBC Dexia IS 2484400 2585000 2713100 100600 3.9%
Common share information

Shares outstanding 000s average basic 1398675 1305706 1273185 92969 7.1%

average diluted 1412126 1319744 1289314 92382 7.0%

end of period 1417610 1341260 1276260 76350 5.7%

Dividends declared per share 2.00 2.00 1.82 n.m
Dividend yield 4.8% 4.2% 3.3% n.m 60 bps

Common share price RY on TSX close end of period 54.80 46.84 56.04 7.96 17.0%

Market capitalization TSX 77685 62825 71522 14860 23.7%

Business information number ot

Employees full-time equivalent 71186 73323 64815 2137 2.9%
Bank branches 1761 1741 1541 20 1.1%

Automated teller machines ATM 5030 4964 4419 66 1.3%

Average common equity and ROE are calculated using methods intended to approximate the average of the daily balances forthe period

Average amounts are cu culated using methods interded to approximate the average of the daily balances for the period For further discussion on Average risk capital ard RORC refer to the

Key performance and non-GAAP measures oection

NIM is calculated as Net interest income divided by Average assets Average assets are calculated using methods intended to approximate the average of the daily balances for the pens

2009 and 2008 capital ratios and risk-adjusted assets mere calculated usng the Ravel II framework 2007 capitaL ratos and risic-adlusted assets were calculated using the Basel framework

Basel and Basel II are not directly comparable Forfurther discussion about Ravel II referto the Capital management section

Forfurther discussion refer to the Key performance and non-G/AP measures section

Retail and wholesale loans do rot include allowance for loan losses

Represents the total AUA of the joint venture of which we have 50% ownershp interest reported or ore-month lag

Defined as dividends per common share divided by the average of the high and low share prce in the relevant period

Average amounts are calculated using month-end spot rates forthe period

n.m not meaningful

Period average US$ equivalent of C$1.00

Period-end US$ equivalent of C$1 .00

.858

.924

.969

.830

.915 .111 11.5%
1.059 .09 11.3%

Rnyal Bank nf Canada Annual Repnrt 2009 ManagemE nts Discussion and Analysis



About Royal Bank of Canada

Royal Bank of Canada RY on TSX and NYSE and its subsidiaries

operate under the master brand name RBC We are Canadas largest

bank as measured by assets and market capitatization and among
the largest banks in the world based on market capitalization We are

one of North Americas leading diversified financial services

companies and provide personal and commercial banking wealth

management services insurance corporate and investment banking

and transaction processing services on global basis We employ

approximately 80000 full- and part-time employees who serve more

than 18 million personal business public sector and institutional

ctients through offices in Canada the U.S and 53 other countries

Our five business segments listed below are supported by Corporate

Support

ROYAL BANK OF CANADA

Personal Financial

Services

Business Financial

Services

Cards and

Payment Solutions

Canadian Wealth

Management

U.S International

Wealth

Management

Global Asset

Management

Insurance

Canadian Insurance

U.S Insurance

International

Other Insurance

Capital Markets

Capital Markets

Sales and Trading

Corporate and

Investment Banking

Corporate Support

Operations Technology Functions

Vislotiatul strategic goats

Our business strategies and actions are guided by our vision of

Always earning the right to be our cLients first choice

Our clear commitment to our vision and long-term strategy

reflects our diversified business model our strong balance sheet

comprehensive approach to risk management and an approach that

puts the client at the centre of all our business activities As we

Strategic goats Progress made during 2009

continually strive to be top performing bank that delivers sustain

able profitable growth and top quartile results for our shareholders

we are focused on our three strategic goals outlined below We

continued to make progress on these goals as highlighted in the

following table despite the challenging economic and market

conditions that persisted in 2009

In Canada our goal is to be

the undisputed leader in

financial services

In the U.S our goal is to be

leading provider of capital

markets wealth management
and banking services by

building on and leveraging

our considerable capabilities

Announced the Westjet RBC MasterCard new travel rewards card offering rewards to clients who

travel in North America and the Caribbean on Westjet This will make us the first large Canadian

financial institution to offer both MasterCard and Visa

Launched RBC International Remittance new remittance service that gives Canadian clients an

economical and secure means to transfer money in various currencies to family and friends abroad

Introduced Practice Accounts through RBC Direct Investing allowing clients to experiment with

investment strategies without putting their own money at risk This is the first integrated offering of its

kind by Canadian self-directed brokerage

Continued to be the largest mutual fund company in Canada with 16% market share $2.1 billion in

long-term net sales 31% of industry and were named by Lipper as best overall in Fixed Income in

2009

Continued to be ranked overall among Canadian bank-owned brokerage firms in Investment

Executives annual Brokerage Report Card RBC Dominion Securities ranked first in 22 of the

31 categories including overall satisfaction products and support for high net worth clients freedom

to make objective product choices as well as the firms stability strategic focus corporate culture

and ethics

Introduced new universal life product in our insurance business to be sold through our

independent insurance advisors in order to further strengthen our competitive positioning in the

brokerage market

Expanded our retail insurance network to 49 branches with 14 locations opening in 2009 providing

our clients with more convenient access to insurance services

Built significant U.S dollar fixed income and currencies presence expanded our equity sales and

trading businesses and were designated U.S primary dealer by the Federal Reserve Bank of

New York

Announced an agreement to acquire j.P Morgans Third Party Registered Investment Advisory RIA

Servicing Business to expand the breadth and depth of our custody and clearing services

Recruited record number of experienced financial consultants from the competition

Began restructuring our U.S banking business to improve effectiveness and efficiency with focus

on providing our clients with superior service and choice of products

anadtanBanking WeattitManagement International Banking

Banking

RBC Dexia IS
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Strategic goats Progress made during 2009

Outside North America our

goal is to be premier

provider of select capital

markets wealth management

and banking services in

markets of choice

Named Best Overall Credit House in Europe Best Bank for Sterling Bonds Best Bank for Non-Core

Currency Bonds and Best Bank for Electronic Trading in Credit magazines 2009 European Credit

Awards We also ranked in the top 10 in six other categories

Completed our acquisition of Mourant Private Wealth an institutional private client trust business

with operations in Jersey Dubai and Cayman This aligns with our strategy of providing integrated

global wealth management services to international clients

Continued to make progress with the integration of our RBTT Financial Group RBTr acquisition and

opened our new Caribbean headquarters in Trinidad

Our joint venture RBC Dexia Investor Services RBC Dexia IS announced an agreement with Unione

di Banche ltaliane Scpa UBI to acquire UBI Bancas depositary bank business which will make RBC

Dexia IS the largest third party fund administrator and the fourth largest depositary bank in Italy

These acquisitions are subject to regulatory approvals and other customary closing conditions

Overview and outlook

2009 Economic and market review data as at December 2009

The Canadian economy contracted by an annualized 4.8% on average

over the first two calendar quarters of 2009 main reflecting

decreased consumer and business spending rising levels of

unemployment which exerted additional pressure on household and

business credit quality throughout the year and weakness in housing

and auto production Exports have fallen as result of lower U.S

demand in part as result of the restructuring of the North American

auto sector

In response the Bank of Canada reduced the overnight rate to

the historically low rate of .25% and the federal government

introduced fiscal stimulus package in the form of accelerated

spending on infrastructure and tax cuts Signs of recovery emerged in

the third calendar quarter evidenced by gross domestic product GDP
annualized growth of .4% supported by improvements in consumer

spending particularly in durable goods reflecting sirge in auto

sales and renewed consumer confidence Financial markets stabi

lized and the housing market retraced losses recorded in late 2008

and the early part of 2009 The Canadian dollar has appreciated

against most major currencies since early 2009 driverl largely by

higher commodity prices and investor movement away from U.S

dollar assets

The U.S economy remained in recession in 2009 by contracting

3.6% on average overthe first calendar half of 2009 reflecting weak

consumer and business spending high levels of unemployment

deterioration in housing and financial markets and tightened credit

conditions In response the Federal Reserve lowered the funds rate by

75 basis points bps in December 2008 and has ield it at histor

ically
low range of 0% to .25% throughout 2009 The U.S government

also approved additional fiscal stimulus Signs of recovery emerged in

the third calendar quarter of 2009 with GDP rising at an annualized

rate of 2.8% from the previous quarter reflecting improvements in

consumer spending and in the housing market However commercial

real estate remained weak throughout 2009

Most global economies continued to deteriorate in early 2009 as

domestic demand and global trade declined Early recovery emerged

in the second calendar quarter for most of the Eurozone as France

and Germany posted positive growth Although the pace of decline

slowed in the U.K the economy was still under pressure during the

third calendar quarter Emerging economies particularly in China and

Asia recovered strongly in 2009

Global capital markets remained under pressure and exhibited

significant volatility during early 2009 However in the latter part of

2009 global capital markets improved and volatility moderated as

compared to the prior year reflecting the expectation of sustained

global economic recovery Credit spreads for us and many issuers

have narrowed reflecting the general improvement in funding

markets as result of government initiatives and improved investor

confidence Senior debt markets and other funding sources have

improved in terms of pricing and capacity while government funding

programs were reduced For further information referto the Liquidity

and funding management section

Medium-term objectives

We established medium-term to years objectives last year to

align with our three strategic goals and reflect our longer-term view of

financial performance taking into account the constantly changing

economic and market environment By focusing on the execution cit

our medium-term objectives in our decision-making we believe we

will be well positioned to provide sustainable earnings growth and

returns to shareholders

2009 Progress on medium-term objectives

Our objectives over the medium term are summarized in the table

below and these objectives continue to reflect our commitment to

strong earnings growth prudent cost management and return on

investment in our businesses as well as sound and effective risk and

capital management Our progress towards these objectives is

discussed below

2009 Progress on medium-term objectives Table

Medium-term 2009

objectives Progress

Diluted EPS growth 7% 24%
Defined operating leverage ij 3% 3.5%

ROE 18% 11.9%

Tier capital ratio 8.5% 13.0%

Dividend payout ratio 40%-50% 78%

Oar defined operating leverage isa non-GAAP measure and refers to the difference

between our revenue growth rate as adjusted and non-interest expense growth rate as

adjusted For further information referto the Key performance and non-GAAP measures

section

We compared unfavourably to our medium-term objectives for diluted

EPS growth ROE and dividend payout ratio Diluted EPS growth and ROE

objectives were largely impacted by high level of credit losses

reflecting weak economic and market conditions goodwill impairment

charge as well as the dilutive effect of the common and preferred share

issuances These factors were partially
offset by solid earnings driven by

strongertrading revenue in certain of our capital markets businesses

and volume growth in our banking-related businesses

These factors also impacted our dividend payout ratio as our

level of dividends remained unchanged in 2009 although earnings

decreased

Our defined operating leverage of 3.5% compared favourably in

2009 to our medium-term objective mainly reflecting strong tradirlg

revenue and our ongoing commitment to prudent cost management

lfwe exclude the reduction of the Enron Corp.-related litigation

provision of $542 million in 2008 from non-interest expense as this
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is not reflective of our normal course operating expenses our defined

operating leverage is 8.2% Our capital position remained strong as

our Tier capital ratio was comfortably above our objective largely

due to the issuance of $4.8 billion of capital during the year

In 2009 we continued to measure our Total Shareholder Return

TSR and other financial metrics against our North American peer

group and maintained our focus on maximizing shareholdervalue

TSR is concept used to compare the performance of our common

shares over period of time reflecting share price appreciation and

dividends paid to common shareholders The absolute size of the TSR

will vary depending on market conditions but the relative position

reflects the markets perception of companys overall performance

relative to its peers over period of time Our three- and five-year

average annual TSR of 8% and 16% respectively ranked us in

the first quartile within our peer group for both periods The three-

and five-year average annual TSR for our peer group was 13% and

4% respectively

As result of changes in the financial services industry over the

past several years including mergers and acquisitions and

considering our performance and evolving global strategy we recently

completed re-evaluation of our peer group with the goal of ensuring

that we include only those institutions in the financial services

Total shareholder return

For the year ended October31

Common share price RY on TSX close end of period

Dividends paid per share

Increase decrease in share price

industry globally that we consider most relevant to us as

competitors Our new peer group will be effective in 2010

respectively The Canadian dollar depreciated 4% on average relative

to the Euro and appreciated 10% on average relative to the British

pound compared to year ago For further details on the impact to our

segments refer to the Business segment results section

2010 Economic and market outlook data as at December 2009

The Canadian economy is expected to grow at 2.6% in 2010 reflecting

increased consumer spending improvements in the U.S economy

continued low borrowing costs and fiscal stimulus Recovery in

consumer spending is expected to improve as households asset values

are projected to increase reflecting continued stabilization in financial

and housing markets We anticipate credit quality to remain under

pressure with some improvement as we anticipate the unemployment

rate to peak early in 2010 We expect business spending will lag the

initial recovery as excess capacity remains but will rebound in the latter

Table half 2010 We expect inflation pressures will be subdued during 2010 as

the recovery is expected to be gradual strong Canadian dollar relative

2009 vs 2008 vs to the U.S dollar is projected reflecting higher expected commodity

2008 2007 prices and continued investor movement away from U.S dollar assets

The Bank of Canada has made conditional commitment to keep

interest rates at .25% until the end of the second calendar quarter of

2010 We expect 50-basis-point increases by the Bank of Canada in both

the third and fourth calendar quarters of 2010 as the expected recovery

becomes further entrenched

The U.S economy is projected to grow by 2.5% in 2010 reflecting

modest increase in consumer spending and further stabilization in

the housing market We anticipate the pace of consumer spending to

be slow as households repair balance sheets and will likely face tough

labour conditions throughout 2010 Credit quality is expected to

continue to be weak in the U.S but should begin to stabilize through

2010 reflecting modest improvements in consumer and business

spending and continued improvement in financial markets The

combination of government spending and improvements in business

investment are expected to stabilize labour markets We anticipate

that the Federal Reserve will hold the federal funds rate at the current

range until late 2010 and that the U.S dollar will continue to weaken

in 2010 against most major currencies as result of the expected

slow recovery and weak fiscal position

Our North American peer group for 2009 consists of 19 financial institutions

18 excluding us seven large Canadian financial institutions Bank of Montreal

Canadian Imperial Bank of Commerce Manulife Financial Corporation National Bank of

Canada The Bank of Nova Scotia Sun Life Financial Inc and the Toronto Dominion

Bank and eleven U.S financial institutions BBT Corporarion Bank of America

Corporation The Bank of New York Mellon Corporation Fifth Third Bancorp l.P Morgan

Chase Co KeyCorp Northern Trust Corporation The PNC Financial Services Group

Sun Trust Banks Inc U.S Bancorp and Wells Fargo Company

The three-year average annual TSR is calculated based on our common share price

appreciation plus reinvested dividend income for the period October 31 2006 to

October 31 2009 The five-year average annual TSR is calculated based on the period

October 31 2004 to October 31 2009 and is based on information as disclosed by

Bloomberg UP

Our new global peer group will consist of 20 financial institutions 19 excluding us

seven large Canadian financial institutions Bank of Montreal Canadian Imperial Bank

of Commerce Manulife Financial Corporation National Bank of Canada Power Financial

Corporation The Bank of Nova Scotia and The Toronto-Dominion Bank five U.S

financial institutions Bank of America Corporation lPMorgan Chase Co The Bank of

New York Mellon Corporation U.S Bancorp and Wells Fargo Company five European

financiol institutions Bunco Bilbao Vizcaya Argentaria Group BBVA Barclays PLC BNP

Paribas Credit Suisse Group AG and Deutsche Bank Group and two Australian financial

institutions National Australia Bank and Westpac Banking Corporation

Table

Five-year

2009 2008 2007 2006 2005 CAGRi

54.80

2.00

17.0%

46.84

2.00

16.4%
12.8%

56.04

1.72

12.5%

Total shareholder return 22.7% 16.2%

Compound annual growth rate CAGR
Total shareholder return assumes reinvestment of dividends and therefore does not equal the sum of dividends paid per share and share price increase decrease in the table

49.80

1.32

19.5%

23.2%

41.67

1.13

31.4%

35.4%

11.6%

15.3%

Impact of foreign exchange rates on our results

Our U.S dollar-denominated results are impacted by fluctuations in

the Canadian/U.S dollar exchange rate as shown in the table below

Revenue provision for credit losses PCL expenses and income

denominated in U.S dollars are translated at the average rate of

exchange for the year

While the Canadian dollar strengthened in the latter half of the

year it depreciated 11% on average relative to the U.S dollar from

year ago which had an unfavourable impact on our consolidated net

income in 2009 Our U.S dollar-denominated revenue which was

favourably impacted by the depreciation of the Canadian dollar was

more than offset by the unfavourable impact on our U.S dollar-

denominated PCL Insurance policyholder benefits claims and

acquisition expense PBCAE and non-interest expense

Impact of the U.S dollar on our consolidated results

Cs millions except per share amounts

Canadian/U.S dollar exchange rate average

2009 .858

2008 .969 .969

2007 .915

Percentage change in average US$ equivalent of

C$1.00 11% 60/

Increased decreased total revenue 636 340
Increased decreased PCL 94

Increased decreased non-interest expense 498 210
Increased decreased net income 84 90

Increased decreased basic EPS .06 .07

Increased decreased diluted EPS .06 .07

Average amounts are calculated using month-end spot rates forthe period

Certain of our business segment results are impacted by fluctuations

in the U.S dollar Euro and British pound exchange rates relative to

the Canadian dollar Wealth Management International Banking and

Capital Markets each have significant U.S dollar-denominated

operations while International Banking and Capital Markets also

have significant Euro- and British pound-denominated results
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We expect gradual recovery in global economies in 2010 with

significant divergence between the pace of growth in advanced and

emerging economies slower recovery is anticipated in the U.K and

Eurozone reflecting modest export growth resulting from the

rebalancing of gtobat demand high unemployment and tightened

credit conditions as banks continue to deleverage their balance

sheets We anticipate solid growth in China reflecting continued fiscal

stimulus increased domestic demand and modest export growth

which wilt lead growth in emerging economies

We project global capital markets will continue to stabilize and

credit spreads will tighten further as the global economic recovery

continues and access to credit improves

2009 vs 2008

We reported net income of $3858 million forthe year ended

October 31 2009 compared to $4555 million year ago decrease

of 15% mainly reflecting goodwill impairment charge of$1 billion

US$838 million on both pre-tax and after-tax basis This was

non-cash item and did not affect our ongoing operations or our

capital ratios Diluted earnings per share EPS were $2.57 down 24%

from year ago Return on common equity ROE was 11.9%

compared to 18.1% year ago

Excluding the goodwill impairment charge adjusted net income

was $4858 million Adjusted diluted EPS were $3.28 down $.i0 or

3% and adjusted ROE was 14.9% reflecting the dilutive effect of

common and preferred share issuances mainly in the early part of the

year The increase of $303 million or 7% in adjusted net income was

driven by stronger trading revenue which included lower market

environment-related losses on held-for-trading El instruments

partially
offset by higher related variable compensation in certain of

our capital markets businesses Higher net securitization gains solid

growth in our banking-related businesses partly reflecting our prior

year acquisitions volume growth in our insurance businesses and

lower market environment-related losses on available-for-sale AFS
instruments also contributed to the increase These factors were

partially
offset by losses on fair value adjustments on certain RBC debt

designated as HFT and losses on credit default swaps used to

economically hedge the corporate lending portfolio as compared to

gains in the prioryear higher provision for credit losses increased

costs in support of business growth including from our acquisitions

and higher effective tax rate

As result of the previous market disruption and related stress

on the global financial system it is expected that global financial

institutions will be confronted by increased regulation higher capital

requirements and new leverage requirements

These predictions and forecasts are based on information and

assumptions from sources we consider reliable If this information or

these assumptions are not accurate actual economic outlooks may
differ materially from the outlook presented in this section

Last year our results included the favourable impact of

$542 million $252 million after-tax and related compensation

adjustments related to the reduction of the Enron Corp-related

litigation provision Our Tier capital ratio of 130% was up 400 bps
from 9.0% year ago Adjusted measures are non-GAAP measures

Fora detailed discussion on adjusted measures referto the Key

performance and non-GAAP measures section

Summary of 2008 and 2007

In 2008 net income was $4555 million down 17% from 2007 This

primarily reflected highertotal market environment-related net

losses Higher PCL weaker equity origination activity and higher costs

in support of business growth also contributed to the decrease in net

income Our results in 2007 also included $326 million $269
million after-tax gain related to the Visa Inc restructuring These

factors were partly offset by the reduction of the Enron-related

litigation provision and solid volume growth in our banking-related

and wealth management businesses partly reflecting our acquis

itions the impact of which was partially offset by spread

compression Higher trading revenue also partly offset the decrease

In 2007 net income was $5492 million up 16% from 2006 Our

strong results were largely attributable to volume growth in our

banking and wealth management businesses strong insurance

results increased equity and foreign exchange and commodities

trading results and strong equity origination activity as well as the

gain related to the Visa Inc restructuring These factors were partly

offset by market environment-related losses in 2007 and higher PCL

Financial performance

Overview
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ResuLts of operations Table

C$ millions 2009 2008 2007

Interest income 20543 25032 26547

Interest expense 9037 15984 18845

Net interest income 11506 9048 7702

Investments 4270 4697 4405

Insurance 5718 2609 3152

Trading 2671 96 1999

Banking 3456 3076 2620

Underwriting and other advisory 1050 875 1217

Other 435 1373 1367

Non-interest income 17600 12534 14760

Total revenue 29106 21582 22462

PCL 3413 1595 791

InsurancePBCAE3 4609 1631 2173

Non-interest expense 14558 2351 12473

Goodwill impairment charge 1000

Income before income taxes 5526 6005 7025

Income taxes 1568 1369 1392

Non-controlling interest in net income of subsidiaries 100 81 141

Net income 3858 4555 5492

Additional information

Total trading revenue

Net interest income related to trading activities 2294 686 220
Non-interest income trading revenue 2671 96 1999

Total 4965 590 1779

Total trading revenue by product

lnterestrateandcredit 3304 259 640

Equities 1008 265 784

Foreign exchange and commodities 653 584 355

Total 4965 590 1779

Average assets 695300 650300 581000

Net interest margin NIM 1.65% 1.39% 1.33%

Effective tax rate 28.4% 22.8% 19.8%

Certain trading revenue reported in Capital Markets was reclassified from Non-interest income Trading revenue to Net interest income to better reflect its nature There was no impact to

Total revenue as result of this reclassification

Includes securities brokerage commissions investment management and custodial fees and mutual funds

Includes premiums investment and fee income Investment income includes the change in fair value of investments backing policyholder liabilities and is largely offset in PBCAE

Includes service charges foreign exchange revenue other than trading card service revenue and credit fees

Includes other non-interest income net gain loss on available-for-sale AF5 securities other-than-temporary impairment and realized gain/loss fair value adjustments on certain RBC debt

designated as HFT the change in fairvalue of certain derivatives related to economic hedges and securitization revenue

Total trading revenue comprises trading-related revenue recorded in Net interest income and Non-interest income

Income taxes as percentage of net income before income taxes

Total revenue

2009 vs 2008

Total revenue increased $7524 million or 35% from year ago

Net interest income increased $2458 million or 27% largely

due to lower funding costs on certain trading positions Loan and

deposit growth largely due to solid volume growth in our Canadian

banking businesses and full year of revenue from our RBTT

acquisition and to lesser extent ourAlabama National

BanCorporation ANB acquisition also contributed to the increase

These factors were partially offset by spread compression in our

banking-related and wealth management businesses reflecting

historically lower interest rates and higher impaired loan balances

largely in U.S banking Net interest margin of 1.65% was up 26 bps
Investments-related revenue decreased $427 million or 9%

mainly due to lower fee-based client assets and lower mutual fund

distribution fees partially offset by higher transaction volumes

Insurance-related revenue increased $3109 million largely due

to the change in fair value of investments backing our life and health

policyholder liabilities and increased annuity volumes both of which

were largely offset by higher related PBCAE Volume growth across all

businesses also contributed to the increase For further details refer

to the Insurance segment section

Trading revenue in Non-interest income increased $2767

million Total trading revenue which comprises trading-related

revenue recorded in Net interest income and Non-interest income

was $4965 million up $4375 million Strongertrading revenue

which included lower market-environment related losses on HET

instruments benefitted from favourable market opportunities

including historically low interest rate environment and increased

client activity Gains on credit valuation adjustments on certain

derivative contracts as compared to losses in the prioryear also

contributed to the increase For further details referto the Market

environment impacts section

Banking revenue was up $380 million or 12% mainly due to

improved results in our client-based securitization
activity

and

lending businesses in Capital Markets higher service fee revenue

across banking-related businesses and favourable adjustment

related to our credit card customer loyalty reward program liability

Underwriting and other advisory revenue increased $175 million

or 20% mainly due to higher equity and debt origination activities

partially offset by lower mergers and acquisitions MA activity

Other revenue was down $938 million primarily due to losses on

the fair value adjustments on certain RBC debt designated as HFT as

compared to gains in the prior year in Capital Markets and Corporate

Support reflecting the tightening of our credit spreads Losses on

credit default swaps recorded at fair value used to economically
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hedge certain corporate loan portfolios as compared to gains in the

prior year in Capital Markets also contributed to the decrease Net

losses on AFS securities increased $8 million from the prior year

which included loss of $144 million on certain Canadian bank

common shares in the latter part of 2009 which more than offset the

decrease in market environment-related losses These factors were

partially offset by higher securitization revenue of $708 million

predominantly attributable to Corporate Support reflecting higher

than historical level of securitization activity from our participation in

government-sponsored funding programs gain as compared to

loss in the prioryear on our stock based compensation plan in our

U.S brokerage business also contributed to the increase For further

details about our loss on certain Canadian bank common shares

referto Note to our Consolidated Financial Statements

Our revenue forthe yearwas favourably impacted by the weaker

Canadian dollar relative to the U.S dollar For further details refer to

the Impact of foreign exchange rates on our results section

2008 vs 2007

Total revenue decreased $880 million or 4% from 2007

Net interest income increased $1346 million or 17% largely

driven by lower funding costs on certain trading positions and solid

loan and deposit growth in Canadian Banking partially offset by

spread compression

Investments-related revenue increased $292 million or 7%
primarily due to increased fee-based and transaction revenue as

result of our acquisitions and solid growth in fee-based client assets

Change in net interest income

Insurance-related revenue decreased $543 million or 17%

mainly reflecting the change in fair value of investments backing our

life and health policyholder liabilities largely offset in PBCAE

Investment losses and lower annuity volumes also contributed to the

decrease These factors were partially offset by solid growth in our

reinsurance and Canadian businesses

Trading revenue in Non-interest income decreased by $2095

million Total trading revenue was $590 million down $1189 million

or 67% largely due to market environment-related losses on HFT

securities

Banking revenue was up $456 million or 17% mainly due to

credit card customer loyalty reward program liability charge in 2007

improved results in our syndicated finance business and higher

foreign exchange revenue

Underwriting and other advisory revenue decreased

$342 million or 28% mainly due to weak equity origination and

lower MA activities

Other revenue was flat compared to 2007 The gain on fair value

adjustments on RBC debt designated as HFT as well as higher gains

on credit default swaps recorded at fairvalue used to economically

hedge our corporate lending portfolio favourably impacted revenue

These factors were offset by market environment-related losses on

AFS securities and the Visa Inc restructuring gain recorded in 2007

Our revenue was also unfavourably impacted by the stronger

Canadian dollar relative to the U.S dollar

Assets

2009 vs 2008

Increase decrease

due to changes in

Average Average Average

C$ millions volume Net change volume

2008 vs 2007

Increase decrease

due to changes in

Table6

Net chanee

16

15

127

Average

rate

24
141
75

443
343

Deposits with other banks

Canada

u.s 126 60 99 39
Other international 202 114 117

Securities

Trading 378 821 525 1234 1759
Available-for-sale 448 105 309 447 756

Asset purchased under reverse repurchase agreements

and securities borrowed 801 1157 1958 165 566 731
Loans

Canada

Retail 681 504 998 2934 1936
Wholesale 204 1060 275 1121 1396

U.S 385 769 684 763 79
Other international 329 1345 375 503 878

2132 3647 1515

1185

1264
384

1016

4489Total interest income 364 4853

Liabilities

Deposits

Canada 221 1698 1477 244 1490 1246
U.S 161 1141 980 115 920 805
Otherinternational 540 2399 2939 1654 1215 439

Obligations related to securities sold short 265 26 239 54 418 472

Obligations related to assets sold under repurchase

agreements and securities loaned 1208 1204 303 448 751
Subordinated debentures 13 24 16

Otherinterest-bearingliabiLities 103 104 37 79 42

Totalinterestexpense 411 6536 6947 1717 4578 2861

Net interest income 775 1683 2458 415 931 1346

Geographic classification for selected assets and liabilities is based on the domicile of the booking point of the sublect

Volume/rate variance is allocated on the percentage relationship of changes in balances and changes in rates to the total net change in net interest income

assets and liabilities
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Net interest margin

2009 vs 2008

Net interest margin was 1.65% up 26 bps largely reflecting lower

funding costs on certain trading positions in Capital Markets partially

offset by spread compression in our banking-related and wealth

management businesses This reflected the historically low interest

rate environment and the impact of changes in the Canadian retail

product mix resulting from higher volume growth in lower margin

products For further details referto Table 66 in the Supplemental

information section

2008 vs 2007

Net interest margin increased bps largely reflecting lower funding

costs on certain trading positions in Capital Markets largely offset by

spread compression

Provision for credit losses

Credit quality has deteriorated from the prioryear consistent with the

global economic cycle For further details on our PCL refer to the Risk

capital and liquidity management section

2009 vs 2008

Total PCL of $3.4 billion increased $1.8 biltion from year ago

primarily attributable to increased specific provisions of $1.4 billion

mainly in our corporate loan portfolio and in our U.S banking and

our Canadian unsecured retail and business lending portfolios An

increase in the general provision of $424 million predominantly

related to U.S banking and to lesser extent our U.S corporate

tending and Canadian retail and business lending portfolios also

contributed to the increase

2008 vs 2007

Total PCL of $1.6 billion increased $804 million from 2007 reflecting

increased specific PCL of $648 million largely attributable to higher

impaired loans in U.S banking mainly in our residential builderfinance

and commerciat toan portfotios reflecting deteriorated economic

conditions An increase in the general provision of $156 million

reflecting volume growth and weaker credit quatity in our Canadian retail

and U.S banking portfolios also contributed to the increase

Insurance policyholder benefits claims and acquisition expense

2009 vs 2008

PBCAE increased $2978 million from year ago largely reflecting the

change in fairvalue of investments backing our life and health

policyholder liabilities and higher costs commensurate with

increased annuity volumes largely offset in revenue For further

details referto the Insurance segment section

2008 vs 2007

PBCAE decreased $542 million or 25% from 2007 primarily

reflecting the change in fair value of investments backing our life and

health policyholder liabilities largely offset in revenue

Non-interest expense

2009 vs 2008

Non-interest expense increased $2207 million or 18% from year

ago largely due to increased variable compensation driven by higher

trading results Approximately 60% of our variable compensation was

earnings-based with the remainder sales commission-based

Increased costs in support of business growth which included

acquisition-related staff and occupancy costs reflecting full year of

expenses from our acquisitions of RBTT Ferris Baker Watts Inc

FBW ANB and Philips Hager North Investment Management Ltd

PHN and the impact of the weaker Canadian dollar relative to the

U.S dollar also contributed to the increase These factors were

partially offset by our ongoing focus on cost management Last year

our non-interest expense included the favourable impact of $542

million related to the reduction of the Enron-retated litigation

provision

2008 vs 2007

Non-interest expense decreased $122 million or 1% compared to

2007 largely reflecting the reduction of the Enron-related
litigation

provision Lower variable compensation reflecting higher market

environment-related losses on HFT instruments the impact of

stronger Canadian dotlar relative to the U.S dollar and lower stock-

based compensation expense in our U.S brokerage business were

partially offset by increased costs in support of business growth

including acquisition-related staff and occupancy costs

Non interest expense Table

C$niillions 2009 2008 2007

Salaries 4146 3845 3541
Variable compensation 3561 2689 2975
Benefits and retention

compensation 1189 1168 1150
Stock-based compensation 82 77 194

Human resources 8978 7779 7860

Equipment 1025 934 847

Occupancy 1045 926 839

Communications 761 749 723

Professional and other

external services 860 903 838

Other expenses 1889 1060 1366

Non-interest expense 14558 12351 12473

Goodwill impairment

In 2009 we recorded goodwill impairment charge in our International

Banking reporting unit of $1 billion The impairment reflected the

continuing impact of the deterioration in the overall U.S economic

environment including declines in the U.S housing market and in the

market value of U.S banks For further details refer to Note 10 to our

Consolidated Financial Statements

Taxes

Our operations are subject to variety of taxes including taxes on

income and capital assessed by Canadian federal and provincial

governments and taxes on income assessed by the governments of

international jurisdictions where we operate Taxes are also assessed

on expenditures and supplies consumed in support of our operations

2009 vs 2008

Income tax expense increased $199 million or 15% from year ago

despite lower earnings before income taxes in 2009 The effective tax

rate of 28.4% increased 5.6% from 22.8% year ago largely due to

the goodwill impairment charge which was not deductible for tax

purposes Excluding the goodwill impairment charge the adjusted

effective tax rate was 24.O% an increase of 1.2% mainly due to

lower earnings reported by our subsidiaries operating in jurisdictions

with lower income tax rates partially offset by reduction in the

statutory Canadian corporate income tax rate in 2009 For further

details on the adjusted effective income tax rate refer to the Key

performance and non-GAAP measures section

Other taxes increased by $60 million from 2008 largely due to

higher capital taxes reflecting higher capital levels and higher

property taxes net of release of amounts accrued due to favourable

resolution of goods and services tax audit In addition to the income

and othertaxes reported in our Consolidated Statements of Income

we recorded income taxes of $1706 million in 2009 2008 $2225
million income tax recovery in shareholders equity an increase of

$3931 million primarily reflecting increased unrealized foreign

currency translation gains net of hedging unrealized gains in both

ourAFS portfolio and derivatives designated as cash flow hedges
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2008 vs 2007

Income tax expense decreased $23 million or 2% from 2007 due to

lower earnings before income taxes in 2008 The effective tax rate of

22.8% as compared to 19.8% was largety due to lower earnings

reported by our subsidiaries operating in jurisdictions with lower

income tax rates and higher tax rate on the reduction of the Enron

related litigation provision These factors were partially offset by

lower statutory Canadian corporate income tax rate in 2008 and

higher level of income from tax-advantaged sources Canadian

taxable corporate dividends in 2008

Other taxes increased by $13 million Higher payroll business

and property taxes were partially offset by lower capital taxes due Lo

lower Canadian capital tax base and reduction in the goods and

services taxes rate

Quarterly financial information

Fourth quarter 2009 performance

Fourth quarter net income of $1237 million was up $117 million or

IO% from year ago mainly due to higher trading revenue including

lower market environment-related losses on HF instruments which

was partially offset by higher related variable compensation Lower

net losses on AFS securities improved equity origination activity and

volume growth in Canadian Banking and Insurance also contributed

to the increase These factors were partially offset by higher PCL Our

prior year results were favourably impacted by the reduction of the

Enron-related litigation provision

Total revenue increased $2390 million due to higher insurance

related revenue mainly resulting from the change in fairvalue of

investments and higher annuity volumes largely offset in PBCAE and

highertrading revenue including lower market environment-related

losses Lower net losses on ourAFS securities improved equity

origination activity in Capital Markets volume growth in Canadian

Banking and growth in transactional volumes in Wealth Management

also contributed to the increase These factors were partially offset by

cumulative accounting adjustments related to prior periods and

losses on the change in fairvalue of certain derivatives used to

economically hedge our funding activities compared to gains last

year $52 million $39 million after-tax provision related to the

restructuring of certain Caribbean banking mutual funds also

unfavourably impacted revenue

Total PCL was up $264 million or 43% from year ago mainly

reflecting higher specific provisions related to rumber of specific

clients in our corporate lending portfolio Increased loss rates in our

Canadian credit card and unsecured personal portfolios and the

impact of $28 million related to our adoption of the amendments to

Canadian Institute of Chartered Accountants CICA section 3855

Financial Instruments Recognition and Measurement as certain

impaired AFS securities were reclassified to loans mainly in U.S

banking also contributed to the increase These factors were partially

offset by lower specific PCL in U.S banking reflecting stabilizing asset

quality largely in our residential builder finance portfolio The general

provision of $156 million increased $11 million from last years

general provision of $145 million mainly reflecting credit deterio

ration related to U.S banking For further information on the

reclassification refer to the CICA section 3855 reclassification of

securities to loans section

PBCAE increased $1408 million largely due to the change ri fair

value of investments and an increase in annuity volumes both of

which were largely offset in revenue Unfavourable actuarial

adjustments resulting from management actions and assumption

changes also contributed to the increase

Non-interest expense increased $617 million or 21% largely

due to increased variable compensation driven by higher trading

results partially offset by our ongoing commitment to cost

management Last year non-interest expense was favourably

impacted by the reduction of the Enron-related
litigation provision

Results and trend anaLysis

Our quarterly earnings revenue and expenses are impacted by

number of trends and recurring factors which include seasonality

general economic and market conditions and fluctuations in foreign

exchange rates The following table summarizes our results forthe

last eight quarters

Taxes Table

C$ miltons except percentage amounts 2009 2008 2007

Incometaxes 1568 1369 1392

Other taxes

Goods and services and sales

taxes 180 204 208

Payroll taxes 249 242 227

Capitaltaxes 161 104 117

Propertytaxess 115 103 97

Insurance premium taxes 46 42 41

Business taxes 20 16

771 711 698

Total income and other taxes 2339 2080 $2090
Net income before income taxes 5526 6005 7025

Effective income tax rate 28.4% 22.8% 19.8%

Effective total tax rate 37.1% 31.0% 271%

Includes amounts netted against ron-interest income regarding investment properties

Total income and other taxes as percentage of net income befsre income and other

taxes
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Quarterly results
Table

Seasonality

Seasonal factors impact our results in most quarters The second

quarter has fewer days than the other quarters generally resulting in

decrease in net interest income and certain expense items The

third and fourth quarters include the summer months during which

market activity generally tends to slow negatively impacting the

results of our capital markets brokerage and investment

management businesses

Overview of consolidated results

As economic and market conditions deteriorated over most of the

period our net income has been unfavourably impacted by PCL and

total market environment-related net losses PCL has generally

increased particularly over the last five quarters while market

environment-related losses have moderated since the first quarter of

2009 number of other items noted below have also affected our

results

In the second quarter of 2009 we recorded goodwill

impairment charge of $1 billion resulting in net loss of $50

million for the quarter and an effective tax rate of 104.7%

Excluding this charge adjusted net income forthe quarter was

$950 million and the adjusted effective tax rate was 21.2% as

the goodwill impairment charge was not deductible for tax

purposes

In the fourth quarter of 2008 we recorded reduction of the

Enron-related
litigation provision of $542 million

The Canadian dollar depreciated significantly on average

relative to the U.S dollar from the first quarter of 2008 to the

second quarter of 2009 and has strengthened considerably

since the third quarter of 2009 These fluctuations in the

Canadian/U.S dollar exchange rate have had an impact on our

consolidated net income over the period

Trend analysis

Our quarterly results have generally increased over the corresponding
period in the prioryear However forthe first two quarters of 2009 our

results decreased from the comparative quarters in 2008 For the last

two quarters of 2009 our results have increased overthe

comparative quarters in 2008 due to solid performances across most

of our businesses as result of improved market conditions

104.7% 29.4% 27.7% 25.2% 14.4% 21.2%

.805 .815 .901 .988 .994 1.002

Revenue has generally fluctuated over the period Increases in

revenue have mainly resulted from solid trading revenue in certain of

our capital markets businesses and changes in the fairvalue of our

investment portfolios backing our life and health policyholder

liabilities in Insurance due to market volatility largely offset in PBCAE
As well higher banking-related revenue due to solid volume growth

partly reflecting our acquisitions and revenue growth in our wealth

management businesses primarily driven by our acquisitions also

contributed to revenue Revenue has been unfavourably impacted by

total market environment-related losses mainly in the latter part of

2008 and the early half of 2009 reduced fee-based client assets due

to capital depreciation lower transaction volumes and spread

compression in our banking-related and wealth management
businesses

PCL has generally trended significantly higher overthe period

due to weakness in the economic environment We have also made

additions to our general provision which were particularly elevated in

the last five quarters largely reflecting credit deterioration mainly
related to the economic environment For further details referto the

Credit quality performance section

PBCAE has fluctuated considerably over the period Although

underlying business growth has generally increased PBCAE there can

be significant quarterly volatility resulting from the change in fair

value of investments backing our life and health policyholder

liabilities claims experience and actuarial
liability adjustments

Non-interest expense has generally increased over the last eight

quarters mainly due to higher variable compensation resulting from

higher trading revenue increased costs in support of business growth

including the impact of our acquisitions and the impact of the

generally weaker Canadian dollar relative to the U.S dollar These

factors were partially offset by our ongoing focus on cost management
Our effective tax rate has generally fluctuated over the last eight

quarters reflecting varying portion of income being reported by our

subsidiaries operating in jurisdictions with differing income tax rates

and fluctuating level of income from tax-advantaged sources

Canadian taxable corporate dividends Market environment-related

losses and the reduction of the Enron-related litigation provision

which were recorded at higher income tax rates the goodwill

impairment charge and reduction in statutory Canadian corporate

income tax rates also impacted our effective tax rate over the period

2009 2008

CS millions except per share amounts Q4 Q3 Q2 Qi Q4 Q3 02 Qi

Net interest income 2876 2900 2898 2832 2629 2221 2131 2067
Non-interest income 4583 4923 3863 4231 2440 3691 2823 3580

Total revenue 7459 7823 6761 7063 5069 5912 4954 5647
PCL 883 770 974 786 619 334 349 293
Insurance PBCAE 1322 1253 958 1076 86 553 548 616
Non-interest expense 3606 3755 3575 3622 2989 3272 2970 3120
Goodwill impairment charge 1000

Net income before income taxes and

non-controlling interest in subsidiaries 1648 2045 254 1579 1547 1753 1087 1618
Income taxes 389 449 266 464 428 442 156 343
Non-controlling interest in net income of

subsidiaries 22 35 38 49 30

Net income loss 1237 1561 50 1110 1120 1262 928 1245
EPS basic .83 1.06 .07 .78 .82 .93 .70 .96

diluted .82 1.05 .07 .78 .81 .92 .70 .95

Segment net income loss
Canadian Banking 717 669 581 696 676 709 604 673
Wealth Management 161 168 126 128 116 186 182 181
Insurance 104 167 113 112 59 137 104 89
International Banking 125 95 1126 100 206 16 38 31
Capital Markets 561 562 420 225 584 269 13 304
Corporate Support 181 90 164 49 109 23 13 33

Net income loss 1237 1561 50 1110 1120 1262 928 1245
Effective tax rate

Period average US$ equivalent of C$1.00

23.6% 22.0%

.924 .900
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Business segment results

Our management reporting framework is intended to measure the

performance of each business segment as if it ere stand-alone

business and reflect the way that business segnient is managed This

approach is intended to ensure that our business segments results

include all applicable revenue and expenses associated with the

conduct of their business and depicts how management views those

results

The following highlights the key aspects of how our business

segments are managed and reported

Canadian Banking reported results include securitized Canadian

residential mortgage and credit card loans and related amounts

for income and specific provision for credit losses

Wealth Management Insurance and International Banking reported

results include disclosure in U.S dollars as we review and manage

the results of certain business lines largely in U.S dollars

Insurance reported results include the change in fairvalue of

investments backing our life and health policyholder liabilities

recorded as revenue which is largely offset in PBCAE

Capital Markets results are reported on taxable equivalent

basis teb which grosses up net interest income from certain

tax-advantaged sources Canadian taxable corporate dividends

to their effective taxable equivalent value with corresponding

offset recorded in the provision for income taxes We record the

elimination oftheteb adjustments in Corporate Support We

believe these adjustments are useful and reflect how Capital

Markets manages its business since it enhances the

comparability of revenue and related ratios across taxable

revenue and our principal tax-advantaged source of revenue The

use ofteb adjustments and measures may not be comparable to

similar GAAP measures or similarly adjusted amounts disclosed

by other financial institutions

Corporate Support results include all enterprise-level activities

that are undertaken for the benefit of the organization that are

not allocated to our five business segments such as volatility

related to treasury activities securitizatioris and net charges

associated with unattributed capital

Specific allowances are recorded to recognize estimated losses

on our lending portfolio on loans that have become impaired The

specific provisions for credit losses are included in the results of

each business segment to fully
reflect the appropriate expenses

related to the conduct of each business segment general

allowance is established to cover estimated credit losses incurred

in the lending portfolio that have not been specifically identified

as impaired Changes in the general allowance are included in

Corporate Support as Group Risk Management effectively

controls this through its monitoring and oversight of various

portfolios of loans throughout the enterprise

Key methodologies

The following outlines the key methodologies and assumptions used

in our management reporting framework These are periodically

reviewed by management to ensure they remain valid

Expense a/location

To ensure that our business segments results include expenses

associated with the conduct of their business we allocate costs

incurred or services provided by Operations Technology and

Functions which were directly undertaken or provided on the

business segments behalf For other costs not directly attributable to

our business segments including overhead costs and other indirect

expenses we use our management reporting framework for allocating

these costs to each business segment in manner that reflects the

underlying benefits

Capital attribution

Our framework also determines the attribution of capital to our

business segments in manner that is intended to consistently

measure and align economic costs with the underlying benefits and

risks associated with the activities of each business segment The

amount of capital assigned to each business segment is referred to as

attributed capital Unattributed capital and associated net charges

are reported in Corporate Support For further information refer to the

Capital management and Key performance and non-GAAS measures

sections

Funds transfer pricing

funds transfer pricing methodology is used to allocate interest

income and expense by product to each business segment This

allocation considers the interest rate risk liquidity and funding risk

and regulatory requirements of each of our business segments We

base transfer pricing on external market costs and each business

segment fully absorbs the costs of running its business Our business

segments may retain certain interest rate exposures subject to

management approval that would be expected in the normal course

of operations

Results by business segment

2009

Table 10

2008 2007

C$ milfons except
for percentage Canadian Wealth International Capital Corporate

amounts Banking Management Insurance Banking Markets Support Total Total Total

Net interest income 6947 397 1687 3399 924 11506 9048 7702

Non-interestincome 2943 3683 5715 903 3524 832 17600 12534 14760

Total revenue 9890 4080 5715 2590 6923 92 29106 21582 22462

PCL 1275 980 702 456 3413 1595 791

Insurance PBCAE 4609 4609 1631 2173

Goodwill impairment charge 1000 1000

Non-interest expense 4729 3262 559 2346 3628 34 14558 1235112473

Net income before income

taxes and non-controlling

interest in net income of

subsidiaries 3886 818 547 1736 2593 582 5526 6005 7025

Netincome 2663 583$ 496 1446 1768 206 3858$ 4555 $5492

Return on equity ROE 35.9% 14.2% 37.0% 19.4% 21.0% 10.4% 11.9% 18.1% 24.7%

Return on risk capital RORC 48.4% 49.2% 42.9% 49.1% 24.3% 26.0% 19.5% 29.6% 374%

Average assets 258900 20500 13100 63700 347900 8800 695300 650300 581000

Net interest income otal revenue and net income before income taxes are presen ed in Capital Markets on taxable equivalent basi The tax ble equiv
lent is adlu ent elim rated

in the Corporate Support egment For further discussion referto the How me measure and report our business segments sec ion

How we measure and report our business segments
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Changes made in 2009

The foltowing highlights the key changes we made to our business

segments during the year to reflect how each business is appropri

ately managed Unless specifically stated comparative amounts have

been revised and did not have an impact on our consolidated results

We realigned Capital Markets into two main businesses Capital

Markets Sales and Trading and Corporate and Investment

Banking

We realigned Insurance into three main businesses Canadian

Insurance U.S Insurance and International Other Insurance

For further details refer to the Capital Markets and Insurance segment

sections

Canadian Banking

Canadian Banking comprises our domestic personal and business

banking operations and certain retail investment businesses and is

operated through three business lines Personal Financial Services

Business Financial Services and Cards and Payment Solutions

Canadian Banking provides broad suite of financial products and

services to over 10 million individual and business clients through

our extensive branch automated teller machines ATMs online and

telephone banking networks as well as through large number of

proprietary sales professionals The competitive landscape of our

Banking-related operations in the Canadian financial services

industry consists of 22 Schedule banks 47 independent trust

companies 26 foreign banks and number of credit unions and

caisses populaires In this competitive environment we have top

rankings in market share for most retail financial product categories

the largest branch network the most ATM5 and the largest mobile

sales network across Canada

Year in review

Cost management was focus throughout this year and we

launched several significant transformational initiatives that are

focused on enhancing sales and service productivity and

improving processes through streamlining and automation

We announced the new Westlet RBC Mastercard new travel

rewards card offering rewards to clients who travel in North America

and the Caribbean on Westjet This will make us the first large

Canadian financial institution to offer both MasterCard and Visa

We expanded our highly successful RBC Reward credit card

points program to additional banking products and services

rewarding our clients for their loyalty

Economic and market review

Our results were impacted by the slowdown in the economy resulting

in higher credit losses across our loan portfolios Historically low

interest rates contributed to strong growth in our home equity

business however it also resulted in significant spread compression

reduction in businesses spending resulted in strong growth in

business deposits and investments and moderate growth in our

business lending portfolio Clients shifted to lower risk investment

products such as our guaranteed investment certificates GIC and

deposit products and short term money market funds due to volatility

in the equity markets Our market position increased most notably in

the auto financing and leasing business as foreign and niche

competitors withdrew or reduced their presence in the Canadian

marketplace For further details on our general economic review refer

to the 2009 Economic and market review section

Table 11Canadian Banking financial highlights

C$ millions except number of and
percentage amounts 2009 2008 2007

Net interest income 6947 6718 6353
Non-interest income 2943 2868 2976

Total revenue 9890 9586 9329
PCL 1275 867 788

Non-interest expense 4729 4758 4748
Net income before income taxes and non-controlling interest in subsidiaries 3886 3961 3793
Net income 2663 2662 2545

Key ratios

ROE 35.9% 38.1% 34.9%

RORC 48.4% 52.2% 48.1%

NIM 2.76% 2.98% 3.17%

Operating leverage 3.8% 2.6% 6.5%

Selected average balance sheet information

Total assets 258900 232300 207500
Total earning assets 251600 225600 200400
Loans and acceptances 249600 225000 199200

Deposits 172600 155000 147100
Attributed capital 7250 6900 7200
Risk capital 5400 5050 5250

Other information

AUA 133800 109500 120200
Number of employees full-time equivalent 23280 24222 23930

Credit information

Gross impaired loans as percentage of average net loans and acceptances .50% .36% .35%

Specific PCLa5 percentage of average net loans and acceptances .51% .39% .39%

NIM is calculated as Net interest income divided by Average total earning assets

Average total assets Average total earning assets and Average loans and acceptances include average securitized residential mortgage and credit card loans for the year of $37 billion and

$4 billion respectively 2008 $22 billion and $4 billion 2007 $19 billion and $4 billion
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Financial performance

2009 vs 2008

Net income was flat as strong volume growth in personal and

business products and effective cost managemeit were fully offset by

significantly higher PCL and spread compression

Total revenue increased $304 million or 3% from the previous

year largely reflecting strong volume growth in home equity loans and

personal and business deposits and favourable adjustment to our

credit card customer loyalty reward program in the current year These

factors were partly offset by lower spreads due to the historically low

interest rate environment and decline in mutual fund distribution

fees reflecting capital depreciation

Net interest margin decreased 22 bps from year ago reflecting

sharply lower interest rates higher term funding costs and the impact

of changes in product mix reflecting higher volume growth in lower

margin products including personal deposits and home equity loans

PCL increased $408 million or 47% mainly reflecting higher

loss rates in credit cards and unsecured personal portfolios and

higher impaired loans in our business lending portfolio primarily as

result of recessionary conditions For further details refer to the

Credit quality performance section

Non-interest expense decreased $29 million or 1% mainly due

to our ongoing focus on cost management including lower staff levels

reflecting productivity initiatives and lower pension and benefit costs

partly offset by higher operational costs in support of business

volume growth and branch network expansion

Average assets increased $27 billion or 11% largely due to

continued strong growth in home equity and personal lending

products Average deposits were up $18 billion or 11% reflecting

strong growth in both personal and business deposits

2008 vs 2007

Net Income increased $117 million or 5% from 2007 reflecting solid

volume growth and effective cost management which were partially

offset by spread compression and higher PCL

Total revenue increased $257 million or 3% reflecting solid

volume growth across all businesses higher foreign exchange

revenue service fees and mutual fund distribution fees partially

offset by spread compression Our results for 2007 included gain

related to the Visa IPO shares upon the reorganization of Visa Inc

which was partially offset by an unfavorable adjustment related to our

credit card customer loyalty reward program liability

Net Interest margin decreased 19 bps largely reflecting the

impact of changes in our retail product mix the lower interest rate

environment and competitive pressure

PCI increased $79 million or 10% reflecting portfolio growth

and higher loss rates in our credit cards and personal loan portfolios

Non-interest expense of $4758 million was essentially flat as

higher sales and service expenses in our banking branch network in

support of business growth and project spending were largely offset

by lower operational support and infrastructure costs

Outlook and priorities

The expected return to economic growth in 2010 increased consumer

spending and continued low interest rate environment should

generate solid consumer lending growth particularly in home equity

lending Further improvements in the equity markets are expected to

renew consumer confidence and lead to stronger growth in our

mutual funds products We expect business lending growth to lag the

economic recovery given the higher levels of liquicity and excess

capacity With unemployment rates expected to peak in early 2010

credit losses will
likely

remain elevated For further details on our

general economic outlook refer to the 2010 Economic and market

outlook section

Key strategic priorities for 2010

Continue to deliver superior client experience

Continue to simplify the way we do business by eliminating

complexity and automating key processes

Enable collaboration and convergence of people and channels to

increase employee engagement and productivity and strengthen

our distribution capabilities

Business Line review

Personal Financial Services

Personal Financial Services focuses on meeting the needs of our

individual clients at every stage of their lives through wide range of

financing and investment products and services including home

equity financing personal lending deposit accounts mutual funds

and self-directed brokerage accounts GIC5 and Canadian private

banking We rank first or second in market share for most personal

banking products and our retail banking network is the largest in

Canada with 1197 branches and 4214 ATMs

Financial performance

Total revenue was relatively flat compared to the prior year as the

impact of lower interest rates on deposit spreads and lower mutual

fund distribution fees due to capital depreciation offset strong

volume growth in home equity loans and deposits accounts and

higher lending spreads

Average residential mortgages were up 9% over last year

supported by historically low interest rates and solid housing

market Average personal deposits grew by 19% from last year driven

by the continued success of our key savings products and customer

preference for reduced risk

Revenue by business tine millions

10000 cards and Payment Solutions

8000 Business Financial Services

6000 Personal Financial Services

2007 2008 2009
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Selected highlights TabLe 12

150000 60000
Residential mortgages

48000

36000

csru- 24000

12000

200720082009 2007 2008 2009

Business Financial Services offers wide range of lending leasing

deposit investment foreign exchange cash management and trade

products and services to small and medium-sized businesses and

commercial agriculture and agribusiness clients across Canada Our

extensive business banking network includes over 100 business

banking centres and over 2000 business account managers Our

strong commitment to our clients has resulted in leading market

share in business loans and deposits

Financial performance

Total revenue was relatively flat compared to the prior year as strong

volume growth in deposits and improved lending spreads offset

lower spreads on deposits due to the historically low interest rate

environment

Over the course of the year businesses have increased their

liquidity levels leading to strong growth of 13% in business deposits

howeverthis reduced demand for credit limiting our business loan

growth to 6%

Cards and Payment Solutions provides wide array of convenient and

customized credit cards and related payment products and solutions

We have over million credit card accounts and have an approx

imately 20% market share of Canadas credit card purchase volume

In addition this business line includes our 50% interest in

Moneris Solutions Inc our merchant card processing joint venture

with the Bank of Montreal

Financial performance

Total revenue increased $298 million or 16% compared to the past

year primarily reflecting higher spreads from lower funding costs and

higher transactional volumes The increase also reflected

favourable adjustment of $52 million related to our credit card

customer loyalty rewards program liability reflecting favorable

assumption changes on the cost of the program gain of $18 million

on the sale of portion of our remaining Visa IPO shares this year as

compared to loss of $29 million on the redemption of our Visa IPO

shares in the prior year also increased revenue

Balances remained relatively flat compared to last year reflecting

lower overall market growth as well as strategies implemented in

early 2009 to limit credit losses during the economic downturn which

included reduction in our marketing and direct mail programs

60000
Average credit

card balances
48000

Net purchase

36000 volumes

24000

12000

C$millions 2009 2008 2007

Total revenue 5305 5315 5082

Other information average

Residential mortgages 141800 129800 113200
Personal loans 53000 43700 38700
Personal deposits 49000 41200 35500
Personal GICs 58000 55600 57900
Branch mutual fund balances 63300 58000 66900
AUA Self-directed brokerage 35500 26500 28300
New deposit accounts

opened thousands 990 1129 1066
Number of

Branches 1197 1174 1146
Automated teller machines ATM5 4214 4149 3946

Represents year-end spot balances

120000

90000

60...

30000

Personal loans

Personal deposits

Selected highlights Table 13

C$millions 2009 2008 2007

Total revenue 2457 2441 2301
Other information average

Business loans 42400 39900 36900
Business deposits 65400 58000 53700

Includes small business loans treated as retail and wholesale loans

Includes GIC balances

Aveagebusiness Loans and deposits iç munon

45000 70000

36000 56000 Business deposits

EEEEEE
2007 2008 2009 2007 2008 2009

Selected highlights Table 14

C$millions 2009 2008 2007

Total revenue 2128 1830 1946
Other information

Average credit card balances 12500 12400 11200

Net purchase volumes 53200 52600 47200

15000

12000

9000

6000

3000
1ThM

2007 2008 2009 2007 2008 2009
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Wealth Management

Wealth Management comprises Canadian Wealth Management

U.S International Wealth Management and Global Asset

Management We serve affluent and high net worth clients in Canada

the U.S Latin America Europe and Asia with full sLlite of invest

ment trust and other wealth management solutions We also provide

asset management products and services directly through other RBC

distribution channels and through third-party distributors to inStitLi

tional and individual clients Our competitive environment is

discussed below in each business

Year in review

We successfully leveraged the strength and stability of RBC to

attract client-facing professionals through proactive hiring

campaigns in each of our businesses We added more than 158

financial consultants and client-facing professionals across our

Canadian U.S and international businesses

We completed the acquisition of Mourant Private Wealth and

successfully integrated our FBW and J.B Hanauer Co JBH

acquisitions in U.S International Wealth Management We

also announced an agreement to acquire J.P Morgans Third

Party Registered Investment Advisory RIA Servicing Business to

expand the breadth and depth of our custody arid clearing

services

We made solid progress in integrating our Phillips Hager North

PHN acquisition and realigning our Canadian and U.S asset

management businesses focusing on the following three areas

of opportunities Canadian retail asset management where we

continued to demonstrate strong sales and performance with

$2.1 billion of net long-term fund sales in 2009 ii Canadian

institutional asset management where we are the third largest in

Canada by AIiM and iii in U.S asset management where we

repositioned our Voyageur Asset Management business for

growth

We won the 2009 Outstanding Private Bank North America

award by Private Banker International recognizing our strength

stability and leadership

Economic and market review

Fee-based client asset values and transaction volumes were impacted

by continued weak market conditions in early 2009 However

improvements during the latter half of the year partially offset this

impact through capital appreciation and higher investor confidence

driving highertransaction volumes and higher net sales Also as

few competitors retrenched their operations as result of market

disruption we continued to grow our market share and attracted

record number of experienced client-facing professionals largely in

U.S Wealth Management For further details on our general economic

review refer to the 2009 Economic and market review section

The acquisition is subiect to regulatory approvals and other customary closing

conditions and is expected to close in the second quarter sf2010

Wealth Management financial highLights

C$ millions except number of and percentage amounts
_______________________________

Net interest income

Non-interest income

Fee-based revenue

Transactional and other revenue

Total revenue

Non-interest expense

Net income before income taxes and non-controlling interest in subsidiaries

Net income
___________________________ ______ ______

Key ratios

ROE

RORC

Pre-tax margin Cl

Selected average balance sheet information

Total assets

Loans and acceptances

Deposits

Attributed capital

Risk capital

Other information

Revenue per advisor 000s

AUA

AUM
Number of employees full-time equivalent

Number of advisors

Impact of US$ translation on selected items

Increased decreased total revenue

Increased decreased non-interest expense

Increased decreased net income

Percentage change in average US$ equivalent of C$1.O0

2009 vs 2008

197

163

33

11%

2009

Table 15

2008 2007

397 468 427

2154

1529

4080

3262

818

583

2276

1243

3987

3038

948

665

2109

1456

3992

2902

1089

762

32.4%

65.1%

27.3%

16600

4600

24.900

2300

1150

233%
64.9%

238%

16900

5200

26900

2800

1000

14.2%

49.2%

20.0%

20500

5800

31500

3900

1100

670

502300

245700

10818

4504

731 787

495100 488500

222600 161200

10954 9621

4346 3.811

Pre-tax margin is defined as net income before income taxes and non-controlling interest in subsidiaries dividend by total revenue

Includes investment advisors and financial consultants of our canadian and U.S full-service brokerage businesses

Includes client-facing advisors across all ourwealth management businesses
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2007 2008 2009

Financial performance

2009 vs 2008

Net income for the year of $583 million decreased $82 million or

12% from year ago mainly reflecting lower average fee-based

client assets and spread compression These factors were partially

offset by gain as compared to loss in the prior year on our stock-

based compensation plan the prior year provisions related to the

Reserve Primary Fund and auction rate securities the impact of the

weaker Canadian dollar relative to the U.S dollar and the inclusion of

full year of results from our PHN acquisition

Total revenue increased $93 million or 2% mainly due to the

impact of the weaker Canadian dollar relative to the U.S dollar

gain as compared to loss in the prior year on our stock-based

compensation plan in our U.S brokerage business and higher

transaction volumes reflecting full year of revenue from FBW also

contributed to the increase These factors were largely offset by lower

fee-based revenue reflecting decreased average fee-based client

assets resulting from capital depreciation which was only partially

offset by the inclusion of full year of revenue from PHN as well as

spread compression

Non-interest expense was up $224 million or 7% mainly due to

the impact of the weaker Canadian dollar relative to the U.S dollar

Higher infrastructure and staff costs in support of business growth

largely reflecting full year of expense from PHN and FBW and the

recruitment of experienced client-facing advisors and the increase in

the fairvalue of our earned compensation liability
related to our

stock-based compensation plan also contributed to the increase

These factors were partially offset by our focus on cost management

the prior year provisions related to our support agreement for clients

of FBW invested in the Reserve Primary Fund and Wealth Manage

ments share of the settlement with U.S regulators relating to auction

rate securities

2008 vs 2007

Net income forthe year of $665 million decreased $97 million or

13% from 2007 mainly due to lower transaction volumes loss on

our stock-based compensation plan and the impact of the stronger

Canadian dollar relative to the U.S dollar These factors were partially

offset by solid growth in fee-based client assets throughout most of

2008

Total revenue was flat compared to 2007 Higher fee-based

revenue due to higher net sales the recruitment of experienced

advisors and the contribution of our PHN acquisition was impacted

by significant capital depreciation in the latter part of the year due to

the general decline in asset valuations Increased transaction revenue

from ourJBH and FBW acquisitions was partially offset by lower

transaction volumes in our full-service brokerage business and loss

on our stock-based compensation plan Revenue was also

unfavourably impacted by the stronger Canadian dollar relative to the

U.S dollar

Non-interest expense was up $136 million or 5% mainly

reflecting higher infrastructure and staff costs in support of business

growth largely related to our acquisitions This increase also reflected

the provisions related to the Reserve Primary Fund and auction rate

securities

Outlook and priorities

We expect further market improvement and increased investor

confidence will generate higher asset valuations and transaction

volumes in the nearterm We will continue to recruit and retain the

best client-facing professionals across all businesses while

remaining focused on the development of innovative wealth

management products and services which should collectively

support steady growth in fee-based client assets in the medium-term

We anticipate loan and deposit growth will be partially offset by

spread compression resulting from the low interest environment We

will remain committed to prudent cost management For further

details on our general economic outlook referto the 2010 Economic

and market outlook section

Key strategic priorities for 2010

Actively consider acquisition opportunities presented by the

current market environment for our Global Asset Management

business and continue to leverage its capabilities across our

network

Continue to grow our high net-worth client base by retaining and

attracting the best advisors pursuing new acquisitions for

International Wealth Management and delivering broader

range ofourwealth management products and services

Translate recent acquisitions and record recruitment in our U.S

Wealth Management business into enhanced profitability

Continue our investments in our people products services and

infrastructure to enable global growth improve operating

efficiency and maintain the highest standards of client

stewardship and regulatory compliance

Consistent with our position as top 20 global wealth manager
continue to build brand awareness for RBC Wealth Management

with top talent personal corporate and institutional clients and

other stakeholders

Business line review

Canadian Wealth Management

Canadian Wealth Management includes our full-service Canadian

retail brokerage which is the market leader as measured by AUA with

more than 1430 investment advisors providing advice-based wide-

ranging comprehensive financial solutions to affluent and high net

worth clients Additionally we provide discretionary investment

management and estate and trust services to our clients through

close to 70 investment counsellors and more than 120 trust

professionals in locations across Canada

We compete with domestic banks and trust companies global

private banks investment counseling firms bank-owned full service

brokerage and boutique brokerages and mutual fund companies In

Canada bank-owned wealth managers continue to be the major

players

Financial performance

Revenue decreased $151 million or IO% compared to the prior year

largely as result of lower average fee-based client assets reflecting

capital depreciation and spread compression These factors were

partially offset by full year of revenue from PHNs private counsel

business

Assets under administration increased 8% from year ago

mainly due to capital appreciation resulting from improved market

conditions in the latter half of the year and fee-based net sales

Revenuybusinesstht Cs ntWons

5000 Global Asset Management

4000

3000

2000

1000

canadian wealth Management

u.s International

Wealth Management

Managements Discussion and Analysis Royal Bank of Canada Annual Report 2009 21



Selected highlights Table 16

CS millions

Total revenue

Other information

AUA

AUM
Total assets under fee-based

programs

fi Represents year-end spot balances

U.S International Wealth Management

U.S International Wealth Management includes one of the largest

full-service retail brokerage firms in the U.S with close to 2300

financial consultants We also operate clearing and execution

services business that serves small to mid-sized independent broker-

dealers and institutions Internationally we provile customized trust

banking credit and investment solutions to high net worth private

clients with over 2500 employees across network cf 31 offices

located in 21 countries around the world

We operate in fragmented and extremely competitive industry

There are approximately 5000 registered broker-dealers in the U.S

comprising independent regional and global players Competitors in

international wealth management comprise global wealth managers

traditional offshore private banks domestic wealih managers and

U.S investment-led private client operations

Financial performance

Revenue increased $263 million or 14% In U.S dollars revenue

increased $27 million or 1% largely due to highertransaction

volumes reflecting full year of revenue from FBW and gain as

compared to loss in the prioryearon our stock-based compensation

plan These factors were partially offset by lower average fee-based

client assets resulting from capital depreciation and spread

compression

In U.S dollars assets under administration increased 9% from

year ago mainly due to capital appreciation resulting from improved

market conditions in the second half of the year

Selected highlights Table 17

CS millions 2009 2008 2007

Total revenue 2132 1869 1988

Other information Us$ millions

Total revenue 1839 1812 1826

Total loans guarantees and

letters of credit 5500 5200 5100

Total deposits 18700 18500 16500

AUA 303300 277600 323300

AUM3 19700 16200 21400

Total assets under fee-based

programs 31000 21300 28100

Represents amounts related to our international wealth management businesses

Represents an average amount which is calculated using methods intended to

approximate the average of the daily balances for the period

Represents year end spot balances

Represents amounts related to our U.S wealth management businesses

325000 25000
II AUA

15000195000

260000 20000 AUM

10000130000

65000 5000

2007 2008 2009 2007 2008 2009

Represents average balances which are more representative of the impact client

balances have upon our revenue

Global Asset Management is responsible for our proprietary asset

management business We provide broad range of investment

management services through mutual and pooled funds fee-based

accounts and separately managed portfolios We distribute our

investment solutions through broad network of our bank branches

our discount and full-service brokerage businesses independent

advisors and directly to consumers We also provide investment

solutions directly to institutional clients including pension plans

endowments and foundations We are the largest fund company arid

one of the largest money managers in Canada with 16% market

share as measured by AUM as recognized by the Investment Funds

Institute of Canada

We face competition in Canada from major banks insurance

companies asset management organizations and boutique firms The

Canadian fund management industry is large and mature but still

relatively fragmented industry Our U.S asset manager competes with

independent asset management firms as well as those that are part

of national and international banks insurance companies and

boutique asset managers

Financial performance

Revenue decreased $19 million or 3% mainly due to lower average

fee-based client assets resulting from capital depreciation largely

offset by full year of revenue from PHNs asset management

business

Assets under management increased 11% from year ago

mainly due to capital appreciation from improved market conditions

in the latter half of the year strong money market sales in our U.S

asset management business and solid long-term fund net sales in

Canada partially offset by stronger Canadian dollar relative to the

U.S dollar on our U.S denominated assets and domestic money

market fund net redemptions

2009 2008 2007

1323 1474 1460 200000 25000 AUA

174200 160700 183000
1500024700 23000 22200 120000

160000 20000 AUM

1000080000

88000 78800 83300
500040000

2007 2008 2009 2007 2008 2009

Represents average balances which are more representative of the impact client

balances have upon our revenue
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Selected highlights Table 18 Average as.setsnnder management c$ mililons

160000

120000 iii80000

40000

2007 2008 2009

Represents average balances which are more representative of the impact client

balances have upon our revenue

Insurance

Insurance comprises Canadian Insurance U.S Insurance and

International Other In Canada we offer our products and services

through our growing proprietary channels including retail insurance

branches call centers and our career sales force as well as through

independent insurance advisors and travel agencies In the U.S we
offer products through independent marketing organizations call

centers financial institutions and our career sales force Outside

North America we operate in reinsurance markets globally Our

competitive environment is discussed below in each business

Year in review

We realigned Insurance into three lines of business to be more

responsive to the evolving needs of our clients and to position

us to further strengthen our distribution economics deepen

client relationships and simplify the way we do business

We expanded our Canadian retail insurance network to 49

branches in 2009 from 35 branches in 2008 giving our clients

more convenient access to insurance services

We continued to expand and diversify our reinsurance

businesses during the year

We entered into an agreement with large travel provider in the

U.S to sell our travel insurance products through its distribution

networks

Economic and market review

The insurance businesses experienced minimal impact from the

market environment In the U.S the market environment resulted in

market opportunities in fixed annuity products reflecting the strength

of the RBC brand and growing market for income products Revenue

growth claims and investment performance in our Canadian and

International insurance businesses remained solid For further details

on our general economic review referto the 2009 Economic and

market review section

Insurance financial highlights Table 19

C$ millions except number of and percentage amounts 2009 2008 2007

Non-interest income

Net earned premiums 3889 2864 2593
Investment income 1579 458 402

Fee income 247 204 197

Total revenue 5715 2610 3192
Insurance policyholder benefits and claims 3975 1029 1588
Insurance policyholder acquisition expense 634 602 585

Non-interest expense 559 576 537

Net income before income taxes and non-controlling interest in subsidiaries 547 403 482

Net income 496 389 442

Key ratios

ROE 37.0% 32.8% 31.2%

RORC 42.9% 37.1% 34.7%

Selected average balance sheet information

Total assets 13100 12600 12500
Attributed capital 1300 1150 1400
Risk capital ii50 1050 1250

Other information

Premiums and deposits 4970 3861 3460
Insurance claims and policy benefit liabilities 8922 7385 7283
Fair value changes on investments backing policyholder liabilities 917 870 108
Embedded value 5915 4919 n.a
AUM 200 400 300

Number of employees full-time equivalent 1653 1722 1575

Investment income can experience volatility arising from fluctuation in the fair value of HFT assets The investments which support actuarial liabilities are predominantly fixed income assets

designated as lIFT and consequently changes in fairvalues of these assets are recorded in investment income in the consolidated statements of income Changes in the fuirvalues of these

assets are largely offset by changes in the fair value of the actuarial liabilities the impact of which is reflected in insurance policyholder benefits and claims

Premiums and deposits include premiums on risk-based insurance and annuity products and individual and group segregated fund deposits consistent with insurance industry practices

Embedded value is defined as the value of equity held in our Insurance segment and the vatue of in-force business existing policies For further details refer to the Key performance and non

GAAP measures section

C$millions 2009 2008 2007

Total revenue 625 644 544

Other information

Canadian net long-term mutual

fund sales 2100 300 6200
Canadian net money market

mutual fund sales 2000 8400 1300

AUMn 199700 180100 118800

Represents year end spot balances

AUM
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Revenue by business line ic$ milliena Pen urns and tIepositsy buslnessThie tcs mtWons

U.S Insurance

International Other

Insurance

Canadian Insurance

U.S Insurance

International Other

Insurance

Canadian Insurance

Financial performance

2009 vs 2008

Net income increased by $107 million or 28% compared to the prior

year as the prior year included investment losses of $110 million

$80 million after-tax Volume growth in all businesses new U.K

annuity reinsurance arrangements lower allocated funding costs on

capital and our ongoing focus on cost management also contributed

to the increase These factors were partially offset by unfavourable

actuarial adjustments

Total revenue increased $3105 million mainly due to the

change in fairvalue of investments and an increase in annuity

volumes in our U.S and International Other insurance businesses

both of which were largely offset in policyholder benefits claims and

acquisition expense PBCAE Volume growth in all businesses the

impact of the weaker Canadian dollar relative to the IJ.S dollar and

the prior year investment losses on disposals and impairments

reflecting the impacts of equity market movements also contributed

to the increase

PBCAE increased $2978 million primarily reflecting the change

in fair value of investments backing our life and health policyholder

liabilities and higher costs commensurate with the increased annuity

volumes Business growth the unfavourable actuarial adjustments

reflecting management actions and assumption changes and the

impact of the weaker Canadian dollar relative to lhe u.S dollar also

contributed to the increase

Non-interest expense decreased $17 million or 3% reflecting

our ongoing focus on cost management largely offset by the impact

of the weaker Canadian dollar relative to the U.S dollar and higher

costs commensurate with business growth including the addition of

new Canadian retail insurance branches

Premiums and deposits were up $1109 million or 29%

reflecting business growth mostly in U.S and rensurance annuity

volumes and the favourable impact of the weaker Canadian dollar

relative to the U.S dollar

Embedded value increased $996 million or 20% largely

reflecting growth from new sales including the favourable impact of

product and pricing initiatives and new U.K annuity reinsurance

arrangements Also contributing to the growth was favourable

policyholder experience and lower cost of capital related to changes

in capital requirements in our Canadian businesses These factors

were partially offset by transfers of capital from cur lisurance

businesses For further details refer to the Key performance and

non-GAAP measures section

2008 vs 2007

Net income decreased by $53 million or 12% over 2007 mainly due

to investment losses Our 2007 results included gain related to the

reallocation of certain foreign investment capital These factors were

partially offset by higher level of favourable net actuarial adjust

ments and solid business growth

Total revenue decreased $582 million or 18% mainly due to the

change in fair value of investments largely offset in PBCAE

Investment losses lower U.S annuity sales and the impact of the

stronger Canadian dollar relative to the U.S dollar also contributed to

the decrease These factors were partially offset by solid businesses

growth in our reinsurance and our Canadian insurance businesses

Insurance PBCAE decreased $542 million or 25% primarily

reflecting the change in fair value of investments largely offset in

revenue and higher level of favourable net actuarial adjustments

The impact of the stronger Canadian dollar relative to the U.S dollar

and the impact of lower U.S annuity sales also contributed to the

decrease These factors were partially offset by higher costs

commensurate with business growth

Non-interest expense was up $39 million or 7% primarily

reflecting higher costs commensurate with business growth

Outlook and priorities

Improvement in global capital markets will likely continue to

favourably impact investment returns Growth in travel insurance may

be negatively impacted in the nearterm as we anticipate slow

recovery in travel activity largely reflecting continued weakness in

labour markets Regulatory pricing reform related to auto insurance

rates in Canada may impact results in the near-term For further

details on our general economic outlook referto the 2010 Economic

and market outlook section

Key strategic priorities for 2010

Increase sales through proprietary distribution channels and

strengthen our position in third-party distribution channels

Deepen client relationships by providing customers with

unique suite of products and services based on their needs

Simplify the way we do business by enhancing and streamlining

all business processes to ensure that clients find it easy to do

business with us

Pursue selected international niche opportunities with the aim to

grow our reinsurance business

Business line review

Canadian Insurance

We offer life and health home and auto and travel insurance products

as well as wealth accumulation solutions to nd vidual and group

clients across Canada Our life and health portfolio includes universal

life critical illness disability long-term care insurance segregated

funds and group benefits We offer personal home and auto

insurance and commercial insurance through our partnership with

Aon Reed Stenhouse Inc Ourtravel products include out of province

medical coverage trip
cancellation and interruption insurance

In Canada we compete against approximately 250 other

insurance companies We hold leading market position in travel

insurance products have significant presence in life and health

products and growing presence in the home and auto markets

Financial performance

Total revenue increased 1254 million compared to the prior year

mainly due to the change in fair value of investments backing our

policyholder liabilities largely offset in PBCAE Investment gains as

5800

4640

3480

2320

1160

iil
2007 2008 2009

5000

4000

30001oo2000

2007 2008 2009
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compared to tosses in the prior year solid business growth in life and

home and auto products and tower allocated funding costs on capital

also contributed to the increase

Premiums and deposits increased $49 million or3% reflecting

sates growth in life and home and auto products In addition we

continued to experience strong client and policy retention in these

businesses

Selected highlights Table 20

C$mifflons 2009 2008 2007

Total revenue 2654 1400 1733

Other information

Premiums and deposits

Life and health 1210 1188 1141

Property and casualty 708 643 600

Annuity and segregated

fund deposits 46 84

Fair value changes on

investments backing

policyholder liabilities 452 524 93

Premiuins and deposits cs mflflons

2000

1500

1000

500

2007 2008 2009

Premiums and deposits

lJS Inurane

We offer life insurance annuities and travel insurance to clients

across the U.S Life and health products include term indexed

universal life whole life accidental death and critical illness

protection We also offer traditional fixed and fixed-indexed annuities

Travel insurance products include trip cancellation interruption

insurance and emergency medical coverage

There are approximately 2000 active life and health insurance

companies operating in the U.S We rank in the top 100 in total life

insurance policies in force and are top 15 provider of fixed indexed

annuities

Financial performance

Total revenue increased $1516 million compared to the prior year

largely due to the change in fair value of investments backing our

policyholder liabilities and increased annuity volumes both largely

offset in PBCAE The impact of the weaker Canadian dollar relative to

the U.S dollar also contributed to the increase These factors were

partially offset by higher investment losses

Premiums and deposits increased $708 million reflecting strong

fixed annuity deposit growth and the impact of the weaker Canadian

dollar relative to the U.S dollar

Selected highlights Table 21

C$mitlions 2009 2008 2007

Total revenue 1662 146 601

Fair value changes on investments

backing policyholder liabilities 458 346 18
Other information US$ millions

Total revenue 1448 166 553

Premiums and deposits

Life and health 247 263 260

Propertyand casualty 11

Annuity 704 115 159

Fair value changes on investments

backing policyholder liabilities 400 313 13

Internatlonat Other Insurance

International Other Insurance is primarily comprised of our

Reinsurance businesses which insure risks of other insurance and

reinsurance companies We offer life and health accident and credit

and financial reinsurance products We continued to expand into the

life annuity reinsurance market

The global reinsurance market is dominated by few large

players with significant presence in the U.S U.K and Eurozone The

reinsurance industry is competitive and barriers to entry remain high

2007 2008 2009

Financial performance

Total revenue increased $335 million or3l% over the prioryear

primarily due to growth in our European life and other life retrocession

businesses and the continued expansion of our U.K annuity

reinsurance business

Premiums and deposits increased $352 million or 23%

primarily for the reasons noted above

Premiums anddeposits CUSS nsfttlns

1200

960

720

480

240

Premiums and deposits

i1
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Selected highughts Table 22 Prmisaid.deposIts C$ tottienis

2000

1600

1200

800

400

International Banking

International Banking comprises Banking and our joint venture RBC

Dexia Investor Services RBC Dexia IS Banking includes our banking

businesses in the U.S and Caribbean which offea broad range of

financial products and services to individuals business clients and

public institutions in their respective markets RBC Dexia IS offers an

integrated suite of products to institutional investors worldwide Our

competitive environment is discussed below in each business

Year in review

In light of our performance during the extremely challenging

economic and market conditions in the U.S since mid-2008 we

began restructuring our U.S banking business which involves

realigning our distribution capabilities governance structure and

risk management reducing management layers streamlining

end-to-end processes and strengthening our senior management
team to improve effectiveness and efficiency in order to enhance

our competitive position in the southeastern U.S

In the Caribbean we continue to integrate RE3TT as we move to

establish common platform for growth and expansion in the

region We also opened our new Caribbean headquarters in

Trinidad which will serve as the centre of our Caribbean bankng

network

RBC Dexia IS announced an agreement to acquire UBI Bancas

depositary bank business The acquisition will enhance our

presence in key markets in Europe broaden the scope of our

capabilities and strengthen our client base

Economic and market review

Recessionary conditions and the challenging market environment

resulted in higher PCL and losses on our AFS portfolios in U.S

banking Our results were also impacted by continued spread

compression in both the U.S and Caribbean due to historically low

interest rates and competitive pressures In the Eurozone the impact

of economic and market conditions on RBC Dexia IS resulted in lower

transaction volumes and reduced fee-based client assets For further

details on our general economic review referto the 2009 Economic

and market review section

In 2009 we recorded goodwill impairment charge which

reflected the continuing impact of the deterioration in the overall U.S

economic environment including declines in the U.S housing market

and in the market value of U.S banks For further details referto Note

10 to our Consolidated Financial Statements

The acquisition is subject to regalato and other customa closing condlions and

expected to close in the first half of 2010

International Banking financial highlights Table 23

C$ millions except number of and percentage amounts

Net interest income 1687
Non-interest income 903

Total revenue 2590
PCL 980
Non-interest expense 2346
Goodwill impairment charge 1000

Net loss income before income taxes and non-controlling interest in subsidiaries 1736
Net loss income 1446

Key ratios

ROE

RORC

Selected average balance sheet information

Total assets

Loans and acceptances

Deposits

Attributed capital

Risk capital

Other information

AUA- RBC

RBC Dexia IS

AUM RBC

Number of employees full-time equivalent

Credit information

Gross impaired loans as percentage of average net loans and acceptances

Specific PCL as percentage of average net loans and acceptances

Impact of US$ and Euro translation on selected items

Increased decreased total revenue 134

Increased decreased PCL 94
Increased decreased non-interest expense 142
Increased decreased net income 70

Percentage change in average US$ equivalent of C$1.00 11%
Percentage change in average Euro equivalent of C$1.00 4%

2009 2008 2007

1330 1031
771 884

2101 1915
497 109

1876 1481

272 325

153 242

19.4% 3.4% 6.9%

49.1% 8.1% 11.7%

63700 51300 39700
35800 27000 22300
51600 42500 34200

7750 5200 3350

3050 2150 1950

7700 11200 -_

2484400 2585000 2713100
3800 3900

11462 12335 6001

8.80% 5.97% 1.81%

2.74% 1.84% .49%

2009 vs 2008

C$millions 2009 2008 2007

Total revenue 1399 1064 858
Other information

Premiums and deposits

Life and health 1643 1374 1199
Property and casualty 41 52 52

Annuity 219 125

Premiums and deposits

2007 2008 2009

These represent the AUA and AUM of RBTT reported nra our-month lag

Represents the total AUA of the joint venture of which me haae 50% omnership interest reported on one-month lag
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Financial performance

2009 vs 2008

Net loss of $1446 million compares to net loss of $153 million last

year reflecting the goodwill impairment charge and higher PCL These

factors were partially offset by the decrease in losses on ourAFS

portfolios of $272 million $184 million after-tax and full year of

results from RBTT

Total revenue increased $489 million or 23% The increase was

mainly due to deposit and loan growth largely driven by full year of

revenue from RBTT and to lesser extent ANB Lower losses on our

AFS portfolios partially resulting from our adoption of the

amendments to CICA section 3855 as certain AFS securities were

reclassified to loans and the impact of the weaker Canadian dollar

relative to the U.S dollar also contributed to the increase These

factors were partially offset by lower revenue at RBC Dexia IS and

spread compression primarily in U.S banking For further details on

the reclassification refer to the CICA section 3855reclassification

of securities to loans section

PCL was up $483 million mainly attributable to U.S banking

reflecting impaired loans in our commercial residential builder finance

lot loan home equity and residential mortgage portfolios primarily as

result of deteriorated economic and housing market conditions The

impact of the weaker Canadian dollar on the translation of U.S specific

PCL higher provisions of $59 million resulting from the reclassification

noted above and full year of results from RBTT also contributed to the

increase For further details refer to the Credit quality performance

section

Non-interest expense increased $470 million or 25% primarily

reflecting higher staff and occupancy costs mainly related to full

year of expenses from RBTT and to lesser extent ANB The impact

of the weaker Canadian dollar relative to the U.S dollar and the

restructuring of our U.S banking business also contributed to the

increase

2008 vs 2007

Net loss of $153 million compared to net income of $242 million in

2007 The decrease in earnings predominantly in U.S banking was

mainly attributable to higher PCL and market environment-related

losses of $297 million $201 million after-tax on ourAFS portfolios

These factors were partially offset by RBTT and ANB reflecting loan

and deposit growth and business growth at RBC Dexia IS

Total revenue increased $186 million or 10% primarily due to

ANB and RBTT business growth at RBC Dexia IS and the impact of the

stronger Euro relative to the Canadian dollar These factors were

partially offset by the market environment-related losses and the

impact of the stronger Canadian dollar relative to the U.S dollar

PCL of $497 million increased $388 million primarily in U.S

banking reflecting higher impaired loans in our U.S residential

builder finance commercial and retail portfolios

Non-interest expense increased $395 million or 27% mainly

due to higher staff occupancy and integration costs related to ANB

and RBTT and increased business volume at RBC Dexia IS These

factors were partially offset by the impact of the stronger Canadian

dollar relative to the U.S dollar

Outlook and priorities

In the U.S economic recovery is expected to be slow which will likely

have continued unfavourable impact on our loan and deposit

growth PCL in U.S banking is expected to remain at elevated levels

in the near term and decline towards the end of 2010 as economic

conditions gradually improve The Caribbean economy will likely

remain under pressure which is expected to have an unfavourable

effect on our loan and deposit growth although some signs of

recovery are likely by the end of 2010 In the Eurozone the expected

improvement in capital markets and the return of investor confidence

should increase transaction volumes and fee-based client assets at

RBC Dexia IS For further details on our general economic outlook

referto the 2010 Economic and market outlook section

Key strategic priorities for 2010

Continue to transform our U.S banking business by

implementing strategic plan to strengthen our retail operating

model and improve performance by simplifying the way we do

business improving risk management and distribution

capabilities and delivering an enhanced client experience

Further strengthen our position in the Caribbean by completing

the rollout of our new Caribbean banking platform and

effectively integrating RBTT

Focus on growth strategies at RBC Dexia IS by pursuing select

client and market initiatives that respond to emerging

opportunities

Business line review

Banking consists of our banking operations in the U.S and

Caribbean Our U.S banking business provides complete line of

banking products and services through 438 banking centres

approximately 500 ATMs and online banking Our Caribbean banking

business offers comprehensive suite of banking products and

services as well as international financing and trade promotion

services through an extensive branch and ATM network and online

banking

In the southeastern U.S we compete against approximately

1200 other banks thrifts and credit unions Deteriorating economic

and market conditions during the first half of 2009 resulted in

significant consolidation in the U.S retail banking industry with

numerous bank failures and some acquisitions In this environment

we are among the top five deposit holders in North Carolina and rank

seventh overall as measured by deposits in our southeastern U.S

footprint

In the Caribbean we compete against banks trust companies

and investment companies serving retail corporate and institutional

customers We are the second largest bank by assets in the English

Caribbean with 125 branches in 17 countries

Financial performance

Total revenue increased $634 million or 51% from the prioryear In

U.S dollars Banking revenue increased $391 million or 32%

primarily reflecting deposit and loan growth largely driven by full

year of revenue from RBTT and to lesser extent ANB Lower market

environment-related losses partially reflecting the reclassification

noted above also contributed to the increase These factors were

partially offset by spread compression due to historically low interest

rates and higher impaired loan balances largely in U.S banking

Our southeastern US banking footprint comprises North Carolina South Carolina

Virginia Alabama Florida and Georgia

3000 RBC Dexia IS

2500

2000

1500

so

Banking

1000

2007 2008 2009
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Selected highlights

Cs millions except percentage amounts

Total revenue

Other information US$ millions

Total revenue

Net interest margin

Average loans and acceptances

Average deposits

AUA

AUM
Number of

Branches

ATM5

563 566 394

816 815 473

Loans and acceptances

Deposits

RBC Dexia IS of which we have 50% ownership interest offers

global custody fund and pension administration securities lending

shareholder services analytics and other related services to institu

tional investors

RBC Dexia IS with offices in 16 countries on four continents

competes against the worlds largest global custodians and in

certain markets against select local financial institutions providing

investor services Although competition continues to be intense RBC

Dexia IS ranks among the top 10 global custodia is and consistently

achieves top quartile standing in leading industry surveys

Financial performance

Total revenue decreased $145 million or 17% compared to last year

mainly due to lower transaction volumes and reduced fee-based

client assets reflecting capital depreciation These factors were

partially offset by the impact of the weaker Canadian dollar relative to

the Euro

Assets under administration decreased 4% largely reflecting

capital depreciation

Selected highlights Table 25

_______________
2009 2008 2007

710$ 855$ 759

Capital Markets

Capital Markets comprises our global wholesale Danking businesses

providing corporate public sector and institutional clients with wide

range of products and services In North America we offer full suite

of products and service capabilities and have long-standing and deep

relationships with our clients Internationally we have select but

diversified set of capabilities which includes fixed income equity

foreign exchange structured products and investment banking This

segment comprises Capital Markets Sales and Trading and Corporate

and Investment Banking Our competitive environment is discussed

below in each business

Year in review

We acted as global coordinator in US$4.0 billion equity

offering which was the largest bought deal ever globally the

largest equity offering for gold producer arid the largest equity

offering ever completed by Canadian company

We continued to take advantage of market opportunities by

attracting top talent and building teams in cur U.S and

European operations further expanding key businesses and

establishing new client relationships As result of investments

in infrastructure and talent we have increased our market share

across several businesses in the U.S including building

significant U.S dollar fixed income and currences presence

We are the only Canadian bank currently designated as primary

dealer in the U.S which gives us increased access to clients

greater information and market insight and

demonstrates our ongoing commitment to our U.S fixed income

trading business

We continue to be Canadas leading global investment bank

and were again named Dealmaker of the Year in Canada

Financial Post Best Investment Bank in Canada winning all

three categories debt equity and MA Euromoney and

leader in Canadian equity underwriting and corporate debt

financing Bloomberg/Thomson Reuters We were also

recognized as the Best Overall Credit House in Europe Credit

Magazines 2009 European Credit Awards recognizing the

success of our credit trading businesses

Economic and market review

Improvements in global capital markets and easing of credit markets

during the latter half of 2009 resulted in lower total market

environment-related net losses for 2009 in Capital Markets Many of

our trading businesses benefitted from favourable market

opportunities wider bid/ask spreads the lower interest rate

environment increased client
activity

and narrowing credit spreads

However trading results moderated as market conditions stabilized in

the latter part of 2009 Traditional investment banking activities

increased in 2009 from the prior year mainly in the latter half of the

year and largely in Canada For further details on our general economic

review refer to the 2009 Economic and market review section

In U.S dollars average deposits and average loans and

acceptances both increased $6 billion or 26% arid 24% respectively

The increase was mainly due to growth in loans and acceptances of

89% and deposits of 72% in Caribbean banking largely reflecting 35000

RBTT In U.S banking loans and acceptances and deposits grew

12% and 10% respectively primarily attributable to ANB 28000

21000

itllTable 24
14000

2009 2008 2007 7000

1880 $1246 1156
2007 2008 2009 2007 2008 2009

1612 1221 1059

3.57% 3.62% 3.56%

30000 24100 17800

30300 24100 17700

7100 9300

3500 3300

RBTT reports on one-month lag For 2008 our results included RBTT results from

lane 16 to September 30

RBCDexia IS

C$ millions

Total revenue

Other information

AUAi

Represents the total AUA of the joint venture of which we have 50% ownership

interest reported an one-month lag

2484400 2585000 2713100
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Capital Markets financial highlights Table 26

C$ millions except numberof and percentage amounts 2009 2008 2007

Net interest income 3399 1527 623
Non-interest income 3524 2408 3766

Total revenue 6923 3935 4389
Provision for recovery oO credit losses 702 183 22
Non-interest expense 3628 2121 2769
Net income before income taxes and non-controlling interest in subsidiaries 2593 1631 1642

Net income 1768 1170 1292

Key ratios

ROE 21.0% 20.5% 26.6%
RORC 24.3% 24.5% 32.5%

Selected average balance sheet information

Total assets 347900 340300 311200
Trading securities 121100 140200 52900
Loans and acceptances 39500 38300 29000
Deposits 108100 132600 125700
Attributed capital 8100 5600 4800
Risk capital 7000 4700 3900

Other information

Number of employees full-time equivalent 3097 3296 3339
Credit information

Gross impaired loans as percentage of average net loans and acceptances 2.32% 1.30% .06%

Specific PCL as percentage of average net loans and acceptances 1.78% .48% .08%
Impact of US$ and British pound translation on selected items 2009 vs 2008

Increased decreased total revenue 166

Increased decreased non-interest expense 130

Increased decreased net income 19

Revenue by business tine c$ni1hn

7000

5600

4200

2800

2007 2008 2009

Capital Markets

Sales and Trading

Corporate and

Investment Banking

Financial performance

2009 vs 2008

Net Income increased $598 million or 51% from year ago primarily

due to stronger trading revenue Improved results in certain of our

corporate and investment banking businesses and decreased total

market environment-related net losses also contributed to the

increase These factors were partially offset by higher variable

compensation and PCL and the reduction of the Enron-related

litigation provision of $542 million $252 million after-tax and related

compensation adjustments in the prioryear higher effective tax

rate also unfavourably impacted net income

Total revenue increased $3 billion or 76% mainly reflecting

stronger trading revenue which included decreased market

environment-related losses on HF instruments These factors were

partially offset by losses on the fair value adjustment of certain RBC

debt designated as NET and losses on credit default swaps used to

economically hedge the corporate lending portfolio as compared to

gains in the prior year Refer to the Market environment impacts
section for further information

PCL increased $519 million reflecting number of impaired

loans in our corporate lending portfolio related to specific clients

specializing in non-bank financial services financing products and

technology media sectors Forfurther details referto the Credit

quality performance section

Non-interest expense increased $1.5 billion largely due to

increased variable compensation driven by highertrading results and

the impact of the weaker Canadian dollar relative to the U.S dollar

Last year the reduction of the Enron-related litigation provision

favourably impacted non-interest expense

2008 vs 2007

Net income decreased $122 million or 9% compared to 2007 largely

due to significantly highertotal market environment-related net

tosses weak equity and debt origination activities and higher PCL
The decrease in net income was partially offset by higher trading

results in certain businesses and lower non-interest expenses

Total revenue decreased $454 million or 10% primarily due to

significantly higher market environment-related losses on HF
instruments and weak equity and debt origination activities The

impact of the stronger Canadian dollar relative to the U.S dollar and

British pound also contributed to the decrease These items were

partially offset by higher trading results higher gains on credit

derivative contracts recorded at fair value used to economically hedge

our corporate lending portfolio and gains on fairvalue adjustments on

certain RBC debt designated as HF
PCL of $183 million compared to recovery of $22 million in

2007 due to few impaired specific corporate loans

Percentage change in average US$ equivalent of C$i.0o

Percentage change in average British pound equivalent of C$i.oo

Taxable equivalent basis The tab adjustment for 2009 was $366 million 2008 $410 million 2007 $332 million For further discussion refer to the How we measure aud report our

business segments section

11%
10%

Other

International

2007 2008 2009

u.s

Canada
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Non-interest expense decreased $648 million or 23% mainly

due to the reduction of the Enron-related litigation provision and

towervariable compensation mostly attributable to market

environment-related losses on HF instruments and the impact of

stronger Canadian dollar relative to the U.S dollar and British pound

These factors were partially offset by higher infrastructure invest

ments in certain businesses and sundry losses

Outlook and priorities

Increases in equity and debt origination and MA fees in the near-

term are likely as market and economic conditions are expected to

improve We anticipate that most of ourtrading businesses will

perform at more moderate level in 2010 due to expected lower

market volatility narrower bid/ask and credit spreads the potential

easing of government liquidity programs increased competition and

rising interest rates Our lending businesses will ikely be impacted by

narrower credit spreads affecting revenue while ower PCL is antici

pated resulting from projected improved economic conditions in the

near-term Our trading revenue may be impacted by changes to the

regulatory environment in which we operate due to higher capital

requirements and new leverage requirements We expect significantly

lower total market environment-related net losses as markets are

expected to continue to stabilize in the near-term For further details

on our general economic outlook referto the 2010 Economic and

market outlook section

Key strategic priorities for 2010

To remain the undisputed leader in Canada

We intend to be top-tier provider of both client and trading

focused products and services in the U.S which includes

increases in origination activities and expansion of our client

base in our investment banking businesses and further

expansion of our fixed income trading businesses by leveraging

our designation as primary dealer

Continue to grow our businesses in Europe and Asia by

leveraging our strength in fixed income and other trading

products Our investment banking businesses will remain

focused on expanding our share of energy and mining clients

Further invest in our commodities businesses to establish

leading energy trading and marketing platform in North America

and Europe by leveraging our existing expertise in this sector

We will continue to manage our balance sheet to position assets

for the highest return maintain diverse portfolio of businesses

and manage market and credit risk within established enterprise

constraints We remain committed to prudent cost management

while making investments in our risk and control infrastructLlre

Business Line review

Capital Markets Sales and Trading comprises our trading and

distribution operations largely related to fixed income foreign

exchange equities and derivative products for institutional and

corporate clients and our proprietary trading operations

Our Capital Markets Sales and Trading businesses compete with

global and regional investment banks We have taken advantage of

market opportunities resulting from the market disruption as

number of competitors have exited or have significantly reduced their

investments related to these areas

Financial performance

Capital Markets Sales and Trading revenue increased $3.4 billion

from year ago largely reflecting stronger trading revenue which

included decrease in market environment-related losses on HF
instruments and gains on credit valuation adjustments on certain

derivative contracts as compared to losses in the prior year Strong

performances in our U.S.-based equity and global fixed income and

money markets businesses contributed to the increase in trading

revenue These factors were partially offset by losses on fair value

adjustments on certain RBC debt designated as HF resulting from

the narrowing of our credit spreads as compared to gains in the prior

year

Corporate and Investment Banking comprises our investment

banking debt and equity origination advisory services corporate

lending private equity and client securitization businesses It also

includes our global credit business which oversees the management

of our lending portfolios and global financial institutions business

Our Research group offers economic and securities research to

institutional and retail clients globally

Our Corporate and Investment Banking businesses primarily

compete with global investment banks commercial banks and

boutique firms We have an established reputation as premier

Canadian investment bank with top-tier market share in virtually all

lines of wholesale business in Canada

Financial performance

Corporate and Investment Banking revenue decreased $435 million

as compared to the prior year

Gross underwriting and advisory fees revenue increased $139

million primarily due to improved equity origination activity largely in

Canada and higher debt origination activities mainly in the U.S

resulting from improved global equity markets and easing of credit

markets during the latter half of 2009 These increases were partially

offset by lower MA fees largely reflecting strong fourth quarter

performance in the prioryear However MA fees increased

throughout 2009 largely resulting from improved market conditions

Other revenue decreased by $574 million largely reflecting losses

on credit default swaps recorded atfairvalue used to economically

hedge the corporate loan portfolio compared to gains recognized in

the prior year These factors were partially offset by higher revenue

from our client securitization and core lending businesses

Selected highlights
Table 27

C$ millions
2009 2008 2007

Total revenue 5247 1824 2453

Other information

Average assets 315700 309700 282900

FE 1493 1595 1.655

Total revenue CS miUlons

Total revenue5500

4400

3300

2200

110

2007 2008 2009

30 Royal Bank of Canada Annual Report 2009 Managements Discussion and Analysis



SeLected highlights TabLe 28 rostndeiwrititg and advJsry fees and Other revenue Cs

2200

1760

1320 Mt880

440

2007 2008 2009

Corporate Support

Corporate Support comprises Operations Technology and Functions

Our Operations and Technology teams provide the operational and

technotogical foundation required to effectively deliver products and

services to our clients while Functions includes our corporate

treasury finance human resources risk management internal audit

and other functional groups The associated costs are largely

allocated to the business segments although certain activities

related to monitoring and oversight of the enterprise reside within

this segment

Reported results for Corporate Support mainly reflect activities

that are undertaken for the enterprise and which are not allocated to

the business segments For further details refer to the How we

measure and report our business segments section

Due to the nature of activities and consolidated adjustments

reported in this segment we believe that year-over-year analysis is

not relevant The following identifies the material items affecting the

reported results in each year

Corporate Support financiaL highlights Table 29

C$mitions 2009 2008 2007

Net interest income 924 995 732
Non-interest income 832 358 377

Total revenue 92 637 355
Provision for recovery oO credit losses 456 47 85
Non-interest expense 34 18 36

Net loss before income taxes and non-controlling interest in subsidiaries 582 666 306

Net loss income 206 178 209

Securitization

Total securitizations sold and outstanding 32685 19316 17889

New securitization activity in the year 18689 6482 4264

Other information

Number of employees full-time equivalent 20876 20794 20349

Taxable equivalent basis For further discussion refer to the How we measure and report our business segments section These amounts included the elimination of the adjustments related

to the gross-up of income from Canadian taxable corporate dividends recorded in Capital Markets of $366 million in 2009 2008 $410 million 2007 $332 million

PCL in Corporate Support comprises the general provision and an adjustment related to PCL on secaritized credit card loans managed by Canadian Banking For further information refer to

the How we measure and report our business segments section

Total securitizations sold and outstanding comprises credit card loans and residential mortgages

New securitization activity comprises Canadian residential mortgages and credit card loans secaritized and sold in the year For further details refer to Note to our Consolidated Financial

Statements This amount does not include Canadian residential mortgage and commercial mortgage securitization activity of Capital Markets

2009

Net loss of $206 million included general provision for credit losses

of $589 million $391 million after-tax losses on certain AFS

securities of $419 million $390 million of market environment-

related losses including loss of $144 million $99 million after-tax

in the latter part of the year on certain Canadian bank common

shares Losses on fairvalue adjustments of $217 million $151

million after-tax on certain RBC debt designated as HET reflecting the

tightening of our credit spreads also contributed to the loss These

factors were partially offset by securitization gains inclusive of new

and re-investment related activity net of economic hedging activities

totaling $918 million $630 million after-tax mainly due to higher

than historical level of securitization activity from our participation in

government-sponsored funding programs For further details on the

general provision refer to the Credit quality performance section

2008

Net loss of $178 million included market environment-related losses

of $268 million $210 million after-tax on certain AFS securities and

$129 million $87 million after-tax on certain HFT securities The net

loss also reflected an increase in the general allowance of $145

million $98 million after-tax and foreign currency translation

adjustment related to our U.S dollar-denominated deposits used to

fund certain U.S dollar-denominated AFS securities These factors

were partially offset by income tax amounts largely related to

enterprise funding activities that were not allocated to the segments

the gain on fair value adjustments on certain RBC debt designated as

HET0f $190 million $129 million after-tax reflectingthewideningof

our credit spreads gains related to the change in fair value of certain

derivatives used to economically hedge our funding activities and

gains related to securitization activity

C$ millions 2009 2008 2007

Total revenue 1676 2111 1936

Other information

Gross underwriting and

advisory fees 789 650 949

Other revenue 887 1461 987

Average assets 32200 30600 28300

FTE 1604 1701 1684

Other includes revenue associated with our core lending portfolio and syndicated

finance private equity distributions and gains/losses on private equity investments

Other

Gross underwriting

and advisory fees
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Our financial asset securitizations Table 32

As at October31 C$ millions _________

Outstanding securitized assets

Credit cards

Commercial and residential mortgages

Bond_participation
certificates

Total
_______________ ______

Retained interests

Residential mortgages

Mortgage-backed securities

retained

Retained rights to future excess

interest

Credit cards

Asset-backed securities purchased

Retained rights to future excess

interest

Subordinated loan receivables

Commercial mortgages

Asset-backed securities purchased

Bond participation certificates retained
_______

Total
___________ ______

All residential mortgages
securitized are Canadian mortgagvs and are government

guaranteed

Securities purchased during the secaritization process

Securitization activities during 2009

During the year we securitized $26.7 billion of residential mortgages

of which $16.6 billion were sold and the remaining $10.1 billion

notional value were retained The increase in 2009 reflects that in

addition to our regular participation in the traditional Canada

Mortgage Bond Program we sold Canadian government insured

residential mortgage backed securities RMBS into the Government

of Canada auction program
known as the Insured Mortgage Purchase

Program We also securitized and sold $15 million of bond partic

26181 26550 26001 180 13515 10775 1891

9613 2527 5885 3728

294

575

32.755 _______

ipation certificates Refer to Note to our 2009 Annual Consolidated

Financial Statements for further details including the amounts of

2009 ______
2008 impaired and past due loans that we manage and any losses

recognized on securitization activities during the year

3870 4120

39796 24386 Capital trusts

1105 1243
We issue innovative capital instruments RBC Trust Capital Securities

44 771 29 749
RBC TruCS and RBC Trust Subordinated Notes RBC TSNs through

three SPE5 RBC Capital Trust Trust RBC Capital Trust II Trust II and

RBC Subordinated Notes Trust Trust Ill We consolidate Trust but do

not consolidate Trust II or Trust Ill because we are not the Primary

Beneficiary since we are not exposed to the majority of the expected

8920 12342 losses and we do not have significant interest in these trusts As at

October 31 2009 and October 31 2008 we held residual interests of

1497 699 $1 million in each of Trust II and Trust Ill We had loan receivables of

$3 million 2008 $3 million and $30 million 2008 $30 million

981 954 from Trust II and Trust lfl respectively and reported the senior

deposit notes of $900 million and $999.8 million 2008 $900

33 26 million and $999.8 million that we issued to Trust II and Trust Ill

respectively in our deposit liabilities Under certain circumstances

RBC TruCS of Trust II will be automatically exchanged for our preferred

shares and RBC TSNs exchanged for our subordinated notes without

55
______

87 prior consent of the holders In addition RBC TruCS holders of Trust II

14 123
have the right to exchange for our preferred shares as outlined in

Note 17 to our 2009 Annual Consolidated Financial Statements

Interest expenses on the senior deposit notes issued to Trust II

and Trust Ill amounted to $52 million and $47 million respectively

2008 $52 million and $47 million during the year For further

details on the capital trusts and the terms of the RBC TruCS and RBC

TSN5 issued and outstanding refer to the Capital management

section and Note 17 to our 2009 Annual Consolidated Financial

Statements

Special purpose entities

The following table provides information on our VIEs in addition to the

disclosures and detailed description ofVlEs provided in Notes

and 31 to our 2009 Annual Consolidated Financial Statements

Table 33

2008

Total assets by geograptec

Total assets by average maturities location of borrowers

Maximum

Over Not Other Total exposure

________ years_applicable
Canada U.S International assets II

6097 18426 1658 42698 43448

9613 10904 3927

Variable interest entities

2009

Total assets by credit ratings

Maximum Non-

Total exposure Investment investment Not

assets grade grade rated
As at October31

C$ millions

unconsolidated VIEs in

which me have

significant variable

interests

Multi-seller

conduits

Structured fioance

VI Es

Credit investment

product VIEs

Third-party condaits

Investment funds

Other

Under 1-5

____.Y$L Y_

471 165

575

84

340

651 4317 $__14091$

930 505

575 250

84 28

340 103

_______ $_37723_$_29963

Consolidated VIEs

structured finance

VIEs 2620 2561

Investment funds 588

Compensation

vehicles 64

Credit investment

product VIEs

Other

3275 2561

9612

930

29

10.775 12462

930

575

84

311 _______
32 272

6704 29243

59$
588

64

59$ 655

2649 1281

734 386

82 816 184

36 155 63

1776 57956 49289

2620 2620

588 202 189

2491

197 1268

64 64 76

.- 196

113

2623 652 266 2812 197 4144

Total assets and maximum exposure
to loss correspond to disclosures provided in Note 610 oar 2009 Annual Consolidated Financial Statements

The maximam exposure to loss resulting from significant
variable interests in these VIEs consists mostly of investments loans liqaidity facilities and fair value of derivatives The maximum

exposure
to loss may exceed the total assets in the multi-seller conduits as our liquidity

facilities may sometimes be extended for up to 102% of the total value of the assets in the conduits

The risk rating distribution of assets within the VIEs is indicative of the credit quality of the collateral underlyingthose assets Certain assets such as derivatives mutual fund or hedge fund

units and personal loans or underlying
collateral are not rated in the categories disclosed in the table

Our internal risk ratings for major counterparty types approximate those of public rating agencies Ratings of AAA AA and BBB represent investment grade ratings and ratings of BB or lower

represent non-investment grade ratings

Represenls multiseller conduits administered by as
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Over 84% of assets in unconsolidated VIEs in which we have

significant variable interests and over 77% of assets in consolidated

VIEs were rated or above These assets are primarily originated in

the U.S with varying maturities For multi-seller conduits and

unconsolidated structured finance VIEs over 95% and 6l%
respectively of assets were rated or above

Securitization of client financial assets

We administer six multi-seller asset-backed commercial paper

conduit programs multi-seller conduits or conduits three in

Canada and three in the U.S We are involved in these conduit

markets because our clients value these transactions The conduits

offer us favourable revenue risk-adjusted return and cross-selling

opportunities Our clients primarily utilize multi-seller conduits to

diversify their financing sources and to reduce funding costs by

leveraging the value of high-quality collateral

The multi-seller conduits purchase various financial assets and

finance the purchases by issuing highly rated asset-backed

commercial paper ABCP on an unleveraged basis One percent

2008 less than 1% of outstanding securitized assets comprised
U.S Alt-A or subprime mortgages and the securitized assets do not

contain commercial mortgage loans

Liquidity and credit enhancement facilities

We provide services such as transaction structuring admin

istration backstop liquidity facilities and partial credit enhancements

to the multi-seller conduits Fee revenue for all such services has

increased significantly since the prioryear $271 million during 2009

as compared to $160 million during 2008 due to increases in

transaction pricing which more than offset the volume reduction

during the year These amounts are reported in Non-interest income

Commitments under the backstop liquidity and credit enhancement

facilities are factored into our risk adjusted asset calculation and

therefore impact our regulatory capital requirements We do not

maintain any ownership or retained interests in these multi-seller

conduits and have no rights to or control of their assets

Our total commitment to the conduits in the form of backstop

liquidity and credit enhancement facilities is shown below The total

committed amount of these facilities exceeds the total amount of the

maximum assets that may have to be purchased by the conduits

underthe purchase agreements As result the maximum exposure
to loss attributable to our backstop liquidity and credit enhancement

facilities is less than the total committed amount of these facilities

Our backstop liquidity and credit enhancement facilities are

explained in Notes and 31 to our 2009 Annual Consolidated

Financial Statements

Table 34

During the past year we have continued to focus on selective

origination resulting in reduction in our maximum exposure to loss

and concentrations while at the same time increasing pricing and first

loss protection The maximum assets that may have to be purchased

by the conduits under purchase commitments outstanding as of

October 31 2009 were $26.1 billion 2008 $42.7 billion The

changes from yearto year are as follows U.S dollar assets decreased

by U.S $7.5 billion from the prior year mainly in the Credit cards

Student loans and Consumer loans asset classes Canadian dollar

assets decreased $5.2 billion from the prior year mainly in the Auto

loans and leases Trade receivables and Equipment receivables asset

classes Of the total purchase commitments outstanding the multi-

seller conduits have purchased financial assets totaling $18.9 billion

as at October 31 2009 2008 $33.6 billion As 76.7% of the assets

of the multi-seller conduits are U.S denominated assets our total

maximum exposure to loss reported in Table 35 is impacted by

changes to the Canadian and U.S exchange rate Applying the

exchange rate as at October 31 2008 our maximum exposure to loss

would have decreased by approximately 33% to $29 billion from

October 31 2008 to October 31 2009 ratherthan the 39% decrease

highlighted above

As of August 31 2009 the weighted averaged first loss credit

protection provided by the sellers of the financial assets was 41% of

total assets providing coverage multiple of 8.3 times the weighted

average annual expected loss rate on the client asset portfolio of

4.9% Our fee structure also reduces our risk exposure on the

portfolio For 93% of the securitized assets as at October 31 2009

2008 90% funding is provided on cost of funds plus basis such

that the cost to our clients is the sum of the conduit cost of funds plus

fee that includes the cost of allocable credit facilities and ancillary

costs provided by us and other third parties As result we are not

exposed to the funding or spread risk on these assets that would

arise in volatile markets Furthermore an unrelated third party

expected loss investor agreed to absorb credit losses up to

2009 2008

Notional of Allocable Total maximum Notional of Allocable Total maximum
committed notional Outstanding exposure to committed notional Outstanding exposure

As at October31 C$ millions amounts amounts loans loss amounts amounts loans to loss

Backstop liquidity facilities 26669 22200 1683 23883 43452 37080 1882 38962
Credit enhancement facilities 2667 2667 2667 4486 4486 4486
Total 29336 24867 1683 26550 47938 41566 1882 43448

Based on total committed financing limit

Net of allowance for loan losses and write-offs

Maximum exposure to loss by client asset type Table 35

2009 2008

As at October31 millions US$ CS Total CS U5$ C$ Total C$

Outstanding securitized assets

Credit cards 9180 1494 11426 12281 1494 16286
Auto loans and leases 2611 2488 5312 3426 5390 9517
Student loans 2358 2551 3670 4420
Trade receivables 1464 867 2451 2280 2302 5048
Asset-backed securities 2087 2258 2306 2778
Equipment receivables 596 986 1631 365 1535 1975
Truckloansandleases 290 314 235 283

Electricity market receivables 255 255 306 306

Corporate loans receivables 206 223 276 333
Insurance premiums 66 66 213 203 460
Residential mortgages 63 63 110 110
Consumer loans 1122 1351
Dealer floor plan receivables 327 187 581

Total 18792 6219 26550 26501 11527 43448

Canadian equivalent 20331 6219 26550 31921 11527 43448
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maximum contractual amount that may occur in lhe future on the

assets in the multi-seller conduits before us and the multi-seller

conduits debt holders

Multiple independent debt rating agencies review all of the

transactions in the multi-seller conduits Transactions financed in our

U.S multi-seller conduits are reviewed by three rating agencies

Moodys Investors Service Moodys Standard Poors SP and

Fitch Ratings Fitch Transactions in our Canadian multi-seller

conduits are also reviewed by Dominion Bond Rating Services DBRS
Each applicable rating agency also reviews ongoing transaction

performance on monthly basis and may publish reports detailing

portfolio and program information related to the conduits

Of total ABCP issued by the multi-seller conduits of $18.9 billion

2008 $33.6 billion 70% 2008 74% is generally rated within

the top ratings category of those rating agencies that rate the ABCP

the remaining amount is rated in the second highest ratings category

of those agencies The weighted average maturities U.S conduits

45.3 and 37.9 days and Canadian conduits 31.3 and 29.4 days as at

October 31 2009 and October 31 2008 respectively remain longer

than historical averages providing well balanced maturity profiles

and assisting in mitigating funding risks associated with market

disruptions We sometimes purchase the ABCP issued by the multi-

seller conduits in our capacity as placement agent in order to

facilitate overall program liquidity As at October 31 2009 the fair

value of our inventory was $3.7 million 2008 $598 million

classified as Securities Trading Inventory continues to remain

below historical levels

The U.S multi-seller conduits include $2.4 billion of asset-

backed securities There are no asset-backed seurities in the

Canadian multi-seller conduits In 2008 and 2009 certain U.S multi-

seller conduits drew down some of our backstop liquidity facilities to

fund portion of the asset-backed securities These loans net of

write-offs and allowances amounted to $1.7 billion 2008 $1.9

billion and are included in Loans Wholesale Of the $1.7 billion

$65 million 2008 $203 million and related $2 million of

allowance for loan losses 2008 $65 million pertain to single

asset-backed collateralized debt obligation which is classified as

impaired In 2009 we wrote off $126 million 2008 -- $nil against the

allowance for loan losses All other asset-backed securities remain

performing

Creation of credit investment products

We use SPEs to generally transform credit derivaives into cash

instruments to distribute credit risk and to create customized credit

products to meet the needs of investors with specific requirements

These SPEs issue funded and unfunded notes II some instances we

invest in these notes The funded notes may be rated by external

rating agencies as well as listed on stock exchange While the

majority of the funded notes are expected to be sold on buy and

hold basis we may occasionally act as market maker For

information on unfunded notes refer to Notes and 31 to our 2009

Annual Consolidated Financial Statements

As with all our derivatives the derivatives with these SPEs are

carried atfairvalue in derivative-related assets and liabilities Our

exposure to these SPE5 has decreased from the prior year due to

certain entities winding down The assets in these SPEs amounted to

$2.9 billion as at October 31 2009 2008 $5.3 billion of which

$nil were consolidated as at October 31 2009 2008 $.2 billion As

at October 31 2009 our investments in the funded notes the

derivative-related receivables and the notional amounts of the

unfunded notes related to the unconsolidated SPEs were $18 million

2008 $34 million $317 million 2008 $599 million and $170

million 2008 $648 million respectively

Structured finance

In 2008 we purchased U.S auction rate securities ARS from entities

which funded their long-term investments in student loans by issuing

short-term senior and subordinated notes As at October 31 2009

the total assets of the unconsolidated ARS VIEs in which we have

significant investments and the fair value of these significant

investments were $4.7 billion 2008 $4.9 billion and $1.3 billion

2008 $2.0 billion respectively As at October 31 2009

approximately 89% of these investments were AAA rated Interest

income from the ARS investments which is reported in Net-interest

income amounted to $77.5 million during the year 2008 $93

million 2007 $2 million

We also sell ARS into Tender Option Bond ARS TOB programs

We are the remarketing agent for the floating-rate certificates issued

by the ARS TOB programs and we provide liquidity facilities and

letters of credit to each of the ARS TOB programs The liquidity

facilities and letters of credit are included in our disclosure on

guarantees in Note 25 to our 2009 Annual Consolidated Financial

Statements As at October 31 2009 the total assets of

unconsolidated ARS TOB programs were $791 million 2008 $1.4

billion We did not hold any floating-rate certificates as market maker

for the ARS lOB programs as at October 31 2009 or October 31

2008 Fee revenue for the remarketing services and the provision for

the letters of credit and liquidity facilities which is reported in

Non-interest income amounted to $3 million during the year 2008

$3 million 2007 $nil

In 2008 we also sold ARS to an unaffiliated and unconsolidated

entity at fair market value The purchase of the ARS by this entity was

financed by loan from us and the loan is secured by various assets

of the entity As at October 31 2009 total assets of this entity and

our maximum exposure to loss were $4.2 billion 2008 $4.7 billion

and $449 million 2008 $500 million respectively Fee revenue

from this entity resulting from the credit facility administrative

services and guarantees that we provide to the entity as well as our

role as remarketingagentfortheARS held by the entity amounted to

$3.7 million during the year 2008 $4.0 million 2007 $.3 million

This amount is reported in Non-interest income The interest income

from the loan and the credit facility which is reported in Net interest

income totalled $7.2 million forthe year 2008 $6.7 million

2007 $1.1 million

Investment funds

We enter into fee-based equity derivative transactions with

investment funds These transactions provide their investors with the

desired exposure We hedge our exposure from these derivatives by

investing in other funds Due to higher redemptions during the year

the total assets held in the unconsolidated funds where we have

significant exposure decreased by $732 million to $84 million as at

October 31 2009 We have also chosen to reduce our interest to

certain funds during the year As result our total exposure which is

primarily related to the investments in the funds decreased by $156

million to $28 million as at October 31 2009

Trusts mutual and pooled funds

Our joint venture RBC Dexia IS offers global custody fund and

pension administration shareholder services foreign exchange

securities lending analytics and other related services to institutional

investors Where RBC Dexia IS acts as trustee it has fiduciary

responsibility to act in the best interests of the beneficiaries of the

trusts 50% of the fees earned by RBC Dexia IS are included in our

revenue representing our share of interest in the joint venture Refer

to Note to our 2009 Annual Consolidated Financial Statements for

more details

We manage assets in mutual and pooled funds and earn fees at

market rates from these funds but do not guarantee either principal

or returns to investors in any of these funds
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Guarantees retail and commercial commitments

We issue guarantee products as described in Note 25 to our 2009

Annual Consolidated Financial Statements in return for fees which

are recorded in Non-interest income Our maximum potential amount

of future payments in relation to our guarantee products as at

October 31 2009 amounted to $89 billion 2008 $137 billion In

addition as at October 31 2009 RBC Dexia IS securities lending

indemnifications totalled $34.7 billion 2008 $45.7 billion we are

exposed to 5O% of this amount The maximum potential amount of

future payments represents the maximum risk of loss if there was
total default by the guaranteed parties without consideration of

possible recoveries under recourse provisions insurance policies or

collateral held or pledged As at October 31 2009 we had $22.6

billion 2008 $37.9 billion in backstop liquidity facilities related to

ABCP programs of which 98% 2008 98% was committed to

RBC-administered multi-seller conduits

We also provide commitments to our clients to help them meet

their financing needs These guarantees and commitments exposed

Risk environment

Our business activities expose us to wide variety of risks in virtually

all aspects of our operations Our ability to manage these risks is

key competency within the organization and is supported by strong

risk culture and an effective risk management approach

We manage our risks by seeking to ensure that business activ

ities and transactions provide an appropriate balance of return for the

risk assumed and remain within our Risk Appetite which is collec

tively managed throughout the organization through adherence to

our Enterprise Risk Management Framework

The global economy remained in recession early in 2009

However during the latter part of 2009 the pace of economic decline

slowed largely reflecting stabilizing financial market and economic

conditions Credit risk has increased while credit quality deteriorated

from the prior year consistent with the global economic cycle The

extent of credit deterioration throughout 2010 will be driven by

economic conditions and will continue to impact our consolidated

results as credit losses generally come off the peak one year after the

trough of the economic cycle

Global capital markets remained under pressure and exhibited

significant volatility during early 2009 The total market environment-

related net losses continued into 2009 at similar pace to the end of

2008 though moderating in the latter part of the year as global

capital markets improved and volatility moderated due to increasing

signs of stabilization in capital markets However there is still

significant risk as the sustainability of this trend remains uncertain

We continued to take steps to mitigate the impact of the current

risk environment on our risk profile and enhanced our capital and

liquidity positions through additional capital issuances and

participating in certain securitization activities throughout 2009

During the year as result of current economic and market

conditions we evaluated potential stress events to ensure that we are

well positioned to manage through these conditions Also as result

of the previous market disruption global regulators have committed

to strengthening capital and liquidity requirements which may likely

lead to higher capital levels

us to liquidity and funding risks The following is summary of our

off-balance sheet commitments Refer to Note 25 to our 2009 Annual

Consolidated Financial Statements for details regarding our

guarantees and commitments

Retail and commercial commitments TabLe 36

Within Ito Over to Over

year years years years
Cl millions

Documentary and

commercial letters of

credit 481 481

Commitments to extend

credit and liquidity

facilities 10531 61528 5217 4188 81464
Uncommitted amounts 181172 181172

11012 242700 5217 4188 263117

Risk Appetite

Our Risk Appetite is the amount and type of risk we are willing to

accept in the pursuit of our business objectives Our Risk Appetite

Framework provides structured approach to

Define our Risk Capacity by

identifying regulatory constraints

that restrict our ability to accept risk

Establish and regularly confirm our

Risk Appetite defined by SeLf

Imposed Constraints and Drivers

in which we have chosen to limit

or otherwise influence the amount

of risk undertaken They include

Maintaining an AA rating or

better

Ensuring capital adequacy

Maintaining low exposure to

stress events

Maintaining stability of earnings

Ensuring sound management of

liquidity and funding risk

Meeting regulatory requirements

and expectations and

Maintaining Risk Profile that is

no riskier than that of our average

Translate our Risk Appetite into

Risk Limits and Tolerances that

guide businesses in their risk

taking activities

Regularly measure and evaluate

our Risk Profile against Risk Limits

and Tolerances ensuring

appropriate action is taken in

advance of Risk Profile surpassing

Risk Appetite

Total

Our Risk Appetite Framework is consistent with current industry best

practices and regulatory expectations Going forward it will be

adapted and applied at the business segment line of business and

legal entity levels It will evolve as regulators and markets continue to

focus on managements review and discussion of Risk Appetite

Risk capital and liquidity management

Based on remaining term to maturity

Uncommitted amounts represent amounts forwhich we retain the
option to extend

credit to borrower

Regulatory

Constraints

Self-Imposed Constraints

and Drivers

Risk Limits and

Tolerances

Risk Profile

peer
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Risk management principles

The following principles guide our enterprise-wide management of risk

Effective balancing of riskand reward by aligning risk appetite

with business strategy diversifying risk pricing appropriately

for risk mitigating risk through preventive and detective

controls and transferring risk to third parties

Shared responsibility for risk management as business

segments are responsible for active management of their risks

with direction and oversight provided by Group Risk

Management and other corporate support groups

Business decisions are based on an understanding of risk as

we perform rigorous assessment of risks in relationships

products transactions and other business activities

Avoid activities that are not consistent with our Values Code

of Conduct or Policies which contributes to the protection of

our reputation

Proper focus on clients reduces our risks by knowing our

clients and ensuring that the services we provide are suitable

for and understood by our clients

Use of judgment and common sense in order to manage risk

throughout the organization

Risk governance

Our overall risk governance structure shown below illustrates the

roles and responsibilities of the various stakeholders in our enter

prise risk management program Our risk governance structure is

reviewed regularly against best practices as set out in industry and

regulatory guidance Over the past year enhancements made to our

governance structure included newly established oversight

committee for investment portfolios confirmation of the role of the

Human Resources Committee of the Board of Directors in providing

oversight of our compensation systems and the ntroduction of more

formalized mechanisms via which risk and governance issues can be

escalated by legal entity boards and committees to senior

management and the Board of Directors as necessary further

enhancement included the establishment ofa new compensation risk

management oversight committee to formalize processes for

governance oversight and management of compensation programs

The components of our Risk Governance are as follows

Board of Directors

Provides oversight and carries out its risk management

mandate primarily through its Committees including Conduct

Review and Risk Policy Committee Audit Committee Corporate

Governance and Public Policy Committee and Human

Resources Committee

Conduct Review and Risk Policy Committee CRRPC
Approves the risk appetite of the organization

Approves risk management frameworks principles and policies

recommended by Group Executive

Reviews the effectiveness of our stress testing program

Reviews comprehensive reporting on risk profile measured

against approved risk appetite

Reviews significant exposures to single name credits

Audit Committee

Reviews and approves our internal capital adequacy

assessment process ICAAP
Ensures policies related to liquidity funding and capital

management are in place regularly reviewed and approved

Reviews adequacy and effectiveness of internal controls

Provides oversight over integrity of our financial statements

Human Resources Committee HRC
Responsible jointly with the CRRPC for our Code of Conduct

Actively oversees the design and operation of our

compensation systems

Corporate Governance and Public Policy Committee CGPPC
Reviews policies and programs related to our image and

reputation

Ensures appropriate processes are in place for communicating

to clients employees shareholders the investment community

and the public

Group Executive GE
Senior management team led by the President and Chief

Executive Officer CEO
Responsible for our strategy and its execution by establishing

the tone at the top
GEs risk oversight role is executed primarily through the

mandate of the Group Risk Committee and its supporting risk

committees

Group Risk Committee GRC
Responsible for ensuring that our overall risk profile is

consistent with strategic objectives and that there is an

ongoing appropriate and effective risk management process to

identify measure and manage our risks on an aggregate basis

Chief Risk Officer CR0 and Group Risk Management GRM
Primarily responsible for the promotion of our risk culture

Defines and communicates our risk appetite

Maintains our enterprise-wide program for identifying

measuring controlling and reporting the significant risks that

face the organization

Establishes risk controls and limits to ensure appropriate risk

diversification and optimizations of risk return on both

portfolio and transaction basis

Monitors risk levels including our risk profile against our risk

appetite and reports to senior management and the Board of

Directors on major risks being assumed by or facing the

organization

Chief Compliance Officer and Global Compliance

Responsible for providing active oversight of compliance

policies and processes designed to mitigate and manage

regulatory risk and compliance in all jurisdictions where we

conduct business

Corporate Treasury

Manages and oversees our capital position structural interest

rate risk liquidity and funding risks

Supporting risk committees

Asset and Liability Committee ALCO reviews recommends

and approves broad policy frameworks and regular compliance

reports related to capital management liquidity and funding

and structural interest rate risk management

/\
HRC CGPPC

Group Executive

Group Risk Committee

Chlef Risk Offlcer Group Head strategy

Treasury and Corporate Services

ORM Global Compliance corporate Treasury

Risk committees

Business Segments

Canadian Insurance International Capital

Banking Banking Markets

Corporate Support

Wealth

Management
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Capital Markets Risk Committee oversees the management

of risks across Capital Markets and is the primary risk approval

authority for Capital Markets products and initiatives policies

and limits

Investment Portfolio Committee provides oversight of our

investment portfolios outside of Capital Markets approves

investment policies and framework

Policy Review Committee PRC the senior risk approval

authority for policies products and services

Reputation Risk Oversight Committee provides oversight

through the review of structured transactions complex credits

products business activities or client relationships with

potentially significant reputational legal regulatory

accounting or tax risks

Compensation Risk Management Oversight Committee

reviews and monitors compensation program design and

payouts of major incentive programs to ensure alignment with

the principles for sound compensation practices issued by the

Financial Stability Board This committee is comprised of the

CR0 Chief Human Resources Officer and the Chief Admin

istrative Officer and Chief Financial Officer

Ethics and Compliance Committee directly supports our

management of regulatory compliance and reputation risks

Local/Legal Entity Governance and Oversight ensures

controls are in place at legal entity boards to escalate risk and

governance issues to senior management For example U.S

Corporate Governance Committee escalates risk and

governance issues affecting our U.S operations to senior

management

Business segments

Responsible for specific risks alignment of business strategy

with risk appetite and identification control and management

of their risks

Risk measurement

Our ability to measure risks is key component of our enterprise-wide

risk management process Certain measurement methodologies are

common to number of risk types while others only apply to single

risk type While quantitative risk measurement is important we also

place reliance on qualitative factors Our measurement models and

techniques are continually subject to independent assessment for

appropriateness and reliability For those risk types that are difficult

to quantify we place greater emphasis on qualitative risk factors and

assessment of activities to gauge the overall level of risk to ensure

that they are within our risk appetite

Expected loss

Expected loss represents losses that are statistically expected to

occur in the normal course of business in given period of time

Unexpected loss and Economic Capital

Unexpected loss is statistical estimate of the amount by which

actual losses can exceed expected loss over specified time horizon

measured at specified level of confidence On an enterprise-wide

basis we use Economic Capital to estimate the unexpected loss

associated with our business activities For further information refer

to the Capital management section

Sensitivity analysis and stress testing

Sensitivity analysis and stress testing are risk measurement

techniques that help us ensure that risks we take remain within our

risk appetite and our level of capital remains adequate

Sensitivity analysis involves varying single factor e.g model

input or specific assumption to assess the impact on various risk

measures

Stress testing generally involves consideration of the simulta

neous movements in number of risk factors It is used to measure

the level of potential unexpected losses for Credit Market both

trading and non-trading Operational and Liquidity and Funding risks

under potential adverse conditions Stress testing plays an important

role in supporting overall capital management and adequacy

assessment processes Our enterprise-wide stress testing program

utilizes stress scenarios featuring range of seventies based on

unlikely but possible adverse market and economic events These

common stress scenarios are evaluated across the organization and

results are integrated to develop an enterprise-wide view of the

impacts on our financial results and capital requirements This

program uses macroeconomic projections that are then transformed

into stress impacts on various types of risk across the organization

Macroeconomic scenarios evaluated this year include prolonged

recession real estate weakness persistent deflation and crisis in

emerging markets The current economic environment is favourable to

these projected scenarios

Model validation

We use models to measure and manage different types of risk We

employ holistic process whereby model its inputs and outputs are

reviewed This includes the data used the logic and theoretical

underpinnings of the model the processing component the inter

pretation of the output and the strategic use of the model results Our

model validation process is designed to ensure that all underlying

model risk factors are identified and successfully mitigated To ensure

robustness of our measurement techniques model validation is

carried out by our risk professionals independent of those respon

sible forthe development and use of the models and assumptions In

cases where independent validation is not internally possible e.g

exceptionally specialized models outside experts are hired to

validate the model

Risk control

Our enterprise-wide risk management approach is supported by

comprehensive set of risk controls The controls are anchored by our

Enterprise Risk Management Risk Specific Capital Liquidity and

Compliance Management Frameworks These frameworks lay the

foundation for the development and communication of policies

establishment of formal risk review and approval processes and the

establishment of delegated authorities and limits The

implementation of robust risk controls enables the optimization of

risk and return on both portfolio and transactional basis

Our enterprise risk management framework provides an overview

of our enterprise-wide program for identifying measuring controlling

and reporting on the significant risks we face

Our risk management frameworks and policies are organized

into the following five levels

Level Enterprise Risk Management Framework is the foundation

for all matters related to risk management within the organization

Level Risk-Specific Frameworks elaborate on each specific risk

type and the mechanisms for identifying measuring monitoring and

reporting of risks key policies and responsibilities

Level Enterprise Risk Policies articulate minimum requirements

within which businesses and employees must operate

Level MuLti-risk Enterprise Risk Policies govern activities such

as product risk review and approval stress testing risk approval

authorities and model risk management

Level Business Segments Specific Policies Procedures are

established to manage the risks that are unique to their operations

Risk review and approval processes

Risk review and approval processes are established by GRM based on

the nature size and complexity of risk involved In general the risk

review and approval process involves formal review and approval by

an individual group or committee that is independent from the

originator The approval responsibilities are governed by delegated

authorities based on the following categories transactions struc

tured credit projects and initiatives and new products and services
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Risk management principles

The following principles guide our enterprise-wide management of risk

Effective balancing of risk and reward by aligning risk appetite

with business strategy diversifying risk pricing appropriately

for risk mitigating risk through preventive and detective

controls and transferring risk to third parties

Shared responsibility for risk management as business

segments are responsible for active management of their risks

with direction and oversight provided by Group Risk

Management and other corporate support groups

Business decisions are based on an understanding of risk as

we perform rigorous assessment of risks in relationships

products transactions and other business activities

Avoid activities that are not consistent with our Values Code

of Conduct or Policies which contributes to the protection of

our reputation

Proper focus on clients reduces our risks by knowing our

cLiflts and ensuring that the services wepróvide are suitable

for and understood by our clients

Use of judgment and common sense in order to manage risk

throughout the organization

Risk governance

Our overall risk governance structure shown below illustrates the

roles and responsibilities of the various stakeholders in our enter

prise risk management program Our risk governance structure is

reviewed regularly against best practices as set out in industry and

regulatory guidance Over the past year enhancements made to our

governance structure included newly established oversight

committee for investment portfolios confirmation of the role of the

Human Resources Committee of the Board of Directors in providing

oversight of our compensation systems and the introduction of more

formalized mechanisms via which risk and governance issues can be

escalated by legal entity boards and committees to senior

management and the Board of Directors as necessary further

enhancement included the establishment of new compensation risk

management oversight committee to formalize processes for

governance oversight and management of compensation programs

The components of our Risk Governance are as follows

Board of Directors

Provides oversight and carries out its risk management

mandate primarily through its Committees including Conduct

Review and Risk Policy Committee Audit Committee Corporate

Governance and Public Policy Committee and Human

Resources Committee

Conduct Review and Risk Policy Committee CRRPC
Approves the risk appetite of the organization

Approves risk management frameworks principles and policies

recommended by Group Executive

Reviews the effectiveness of our stress testing program

Reviews comprehensive reporting on risk profile measured

against approved risk appetite

Reviews significant exposures to single name credits

Audit Committee

Reviews and approves our internal capital adequacy

assessment process ICMP
Ensures policies related to liquidity funding and capital

management are in place regularly reviewea and approved

Reviews adequacy and effectiveness of internal controls

Provides oversight over integrity of our financial statements

Humin Resources Committee HRC
Responsible jointly with the CRRPC for our Code of Conduct

Actively oversees the design and operation of our

compensation systems

Corporate Governance and Public Policy Committee CGPPC
Reviews policies and programs related to our image and

reputation

Ensures appropriate processes are in place for communicating

to clients employees shareholders the investment community

and the public

Group Executive GE
Senior management team led by the President and Chief

Executive Officer CEO
Responsible for our strategy and its execution by establishing

the tone at the top
GEs risk oversight role is executed primarily through the

mandate of the Group Risk Committee and its supporting risk

committees

Group Risk Committee GRC
Responsible for ensuring that our overall risk profile is

consistent with strategic objectives and that there is an

ongoing appropriate and effective risk management process to

identify measure and manage our risks on an aggregate basis

Chief Risk Officer CR0 and Group Risk Management GRM
Primarily responsible for the promotion of our risk culture

Defines and communicates our risk appetite

Maintains our enterprise-wide program for identifying

measuring controlling and reporting the significant risks that

face the organization

Establishes risk controls and limits to ensure appropriate risk

diversification and optimizations of risk/return on both

portfolio and transaction basis

Monitors risk levels including our risk profile against our risk

appetite and reports to senior management and the Board of

Directors on major risks being assumed by or facing the

organization

Chief Compliance Officer and Global Compliance

Responsible for providing active oversight of compliance

policies and processes designed to mitigate and manage

regulatory risk and compliance in all jurisdictions where we

conduct business

Corporate Treasury

Manages and oversees our capital position structural interest

rate risk liquidity and funding risks

Supporting risk committees

Asset and Liability Committee ALCO reviews recommends

and approves broad policy frameworks and regular compliance

reports related to capital management liquidity and funding

and structural interest rate risk management

ecutive

Group Risk Committee

ad Strategt

Seivices

orate Treasury

Risk Committees

Business Segments \\u

Canadian Insurance International capital Wealth

Banking Banking Markets Management

Corporate Support
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Capital Markets Risk Committee oversees the management

of risks across Capital Markets and is the primary risk approval

authority for Capital Markets products and initiatives policies

and limits

investment Portfolio Committee provides oversight of our

investment portfolios outside of Capital Markets approves

investment policies and framework

Policy Review Committee PRC the senior risk approval

authority for policies products and services

Reputation Risk Oversight Committee provides oversight

through the review of structured transactions complex credits

products business activities or client relationships with

potentially significant reputational legal regulatory

accounting or tax risks

Compensation Risk Management Oversight Committee

reviews and monitors compensation program design and

payouts of major incentive programs to ensure alignment with

the principles for sound compensation practices issued by the

Financial Stability Board This committee is comprised of the

CR0 Chief Human Resources Officer and the Chief Admin

istrative Officer and Chief Financial Officer

Ethics and Compliance Committee directly supports our

management of regulatory compliance and reputation risks

Local/Legal Entity Governance and Oversight ensures

controls are in place at legal entity boards to escalate risk and

governance issues to senior management For example U.S

Corporate Governance Committee escalates risk and

governance issues affecting our U.S operations to senior

management

Business segments

RespQnsible for specific risks alignment of business strategy

with risk appetite and identification control and management

of their risks

Risk measurement

Our ability to measure risks is key component of our enterprise-wide

risk management process Certain measurement methodologies are

common to number of risk types while others only apply to single

risk type While quantitative risk measurement is important we also

place reliance on qualitative factors Our measurement models and

techniques are continually subject to independent assessment for

appropriateness and reliability For those risk types that are difficult

to quantify we place greater emphasis on qualitative risk factors and

assessment of activities to gauge the overall level of risk to ensure

that they are within our risk appetite

Expected loss

Expected loss represents losses that are statistically expected to

occur in the normal course of business in given period of time

Unexpected loss and Economic Capital

Unexpected loss is statistical estimate of the amount by which

actual losses can exceed expected loss over specified time horizon

measured at specified level of confidence On an enterprise-wide

basis we use Economic Capital to estimate the unexpected loss

associated with our business activities For further information refer

to the Capital management section

Sensitivity analysis and stress testing

Sensitivity analysis and stress testing are risk measurement

techniques that help us ensure that risks we take remain within our

risk appetite and our level of capital remains adequate

Sensitivity analysis involves varying single factor e.g model

input or specific assumption to assess the impact on various risk

measures

Stress testing generally involves consideration of the simulta

neous movements in number of risk factors It is used to measure

the level of potential unexpected losses for Credit Market both

trading and non-trading Operational and Liquidity and Funding risks

under potential adverse conditions Stress testing plays an important

role in supporting overall capital management and adequacy

assessment processes Our enterprise-wide stress testing program

utilizes stress scenarios featuring range of seventies based on

unlikely but possible adverse market and economic events These

common stress scenarios are evaluated across the organization and

results are integrated to develop an enterprise-wide view of the

impacts on our financial results and capital requirements This

program uses macroeconomic projections that are then transformed

into stress impacts on various types of risk across the organization

Macroeconomic scenarios evaluated this year include prolonged

recession real estate weakness persistent deflation and crisis in

emerging markets The current economic environment is favourable to

these projected scenarios

Model validation

We use models to measure and manage different types of risk We

employ holistic process whereby model its inputs and outputs are

reviewed This includes the data used the logic and theoretical

underpinnings of the model the processing component the inter

pretation of the output and the strategic use of the model results Our

model validation process is designed to ensure that all underlying

model risk factors are identified and successfully mitigated To ensure

robustness of our measurement techniques model validation is

carried out by our risk professionals independent of those respon

sible forthe development and use of the models and assumptions In

cases where independent validation is not internally possible e.g

exceptionally specialized models outside experts are hired to

validate the model

Risk control

Our enterprise-wide risk management approach is supported by

comprehensive set of risk controls The controls are anchored by our

Enterprise Risk Management Risk Specific Capital Liquidity and

Compliance Management Frameworks These frameworks lay the

foundation for the development and communication of policies

establishment of formal risk review and approval processes and the

establishment of delegated authorities and limits The

implementation of robust risk controls enables the optimization of

risk and return on both portfolio and transactional basis

Our enterprise risk management framework provides an overview

of our enterprise-wide program for identifying measuring controlling

and reporting on the significant risks we face

Our risk management frameworks and policies are organized

into the following five levels

Level Enterprise Risk Management Framework is the foundation

for all matters related to risk management within the organization

LeveL RIsk-Specific Frameworks elaborate on each specific risk

type and the mechanisms for identifying measuring monitoring and

reporting of risks key policies and responsibilities

Level Enterprise Risk Policies articulate minimum requirements

within which businesses and employees must operate

Level Multi-risk Enterprise Risk Policies govern activities such

as product risk review and approval stress testing risk approval

authorities and model risk management

Level Business Segments Specific Policies Procedures are

established to manage the risks that are unique to their operations

Risk review and approval processes

Risk review and approval processes are established by GRM based on

the nature size and complexity of risk involved In general the risk

review and approval process involves formal review and approval by

an individual group or committee that is independent from the

originator The approval responsibilities are governed by delegated

authorities based on the following categories transactions struc

tured credit projects and initiatives and new products and services
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Authorities and limits

The CRRPC delegates Credit Market and Insurance risk authorities

to the President and CEO and CR0 These delegated authorities allow

these officers to approve single name geographii country and

region and industry sector exposures within defined parameters

establish underwriting and inventory limits fortrading and investment

banking activities and set market risk restrictions

Reporting

Enterprise level risk monitoring and reporting are critical components

of our enterprise risk management program and support the
ability

of

senior management and the Board of Directors to effectively perform

their risk management and oversight responsibilities On quarterly

basis he Enterprise Risk Report which includes range of risks

facing the organization along with analysis of related issues and

trends is provided to senior management and the Board of Directors

Annually the CR0 provides the Board of Directors with review of the

risks facing the organization including comprehensive review of our

current and projected risk profile relative to our risk appetite and the

identification of emerging risks In addition to regular risk monitoring

ad-hoc risk reporting is provided to senior management and the

Board of Directors as warranted for new or emerging risk issues or

significant changes in our level of risk

Unique morotoring and reporting requirements are specified in

each risk-specific framework and include risk-specific limit usage

developed to align with governance best practices and relevant laws

and regulations

The shaded text along with the tables specifically marked with an

asterisk in the following sections of the MDA represent our

disclosures on credit market and liquidity and funding risks in

accordance with CICA Handbook Section 3862 Financial Instru

ments Disclosures and includes discussion on how we measure

our risk and the objectives policies and methodologies for

managing these risks Therefore these shaded text and tables

represent an integral part of our audited 2009 Annual Consolidated

Financial Statements for the years ended October 31 2009 and

October 31 2008

Credit risk

Credit risk is the risk of loss associated with counterpartys

inability or unwillingness to fulfill its payment obligations and also

includes counterparty credit risk in our trading operations Credit risk

may be direct e.g issuer debtor borrower or policyholder or

indirect to secondary obligor e.g guarantor reinsurance

off-balance sheet or contingent on the default of the primary party

The majority of our businesses offer credit p-oducts and services

and these offerings are significant driver of overall business

performance

The failure to effectively manage credit risk across the

organization and all products services and activities can have

direct immediate and material impact on our earnings and reputa

tion All business activities that are not consistent with our Values

Code of Conduct or policies are avoided

We balance our risk and return by

Ensuring that credit quality is not compromised for growth

Diversifying credit risks in transactions relationships and

portfolios

Using our credit risk rating and scoring systems policies and

tools

Pricing appropriately for the credit risk taken

Applying consistent credit risk exposure measurements

Mitigating credit risk through preventive and detective controls

Transferring credit risk to third parties where appropriate

through approved credit risk mitigation techniques including

hedging activities and insurance coverage

Risk measurement

We quantify credit risk at both the individual obligor and portfolio

levels to estimate expected credit losses and minimize unexpected

losses in order to limit earnings volatility

We employ different risk measurement processes for our

wholesale and retail credit portfolios The wholesale portfolio

comprises business sovereign and bank exposures which include

mid-size to large corporations and certain small businesses that are

managed on an individual client basis The Retail portfolio is

comprised of residential mortgages and personal credit card and

small business loans which are managed on pooled basis Credit

risk rating systems are designed to assess and quantify the risk

inherent in credit activities in an accurate and consistent manner

In measuring credit risk under Basel II two principal

approaches are available Advanced Internal Ratings Based AIRB

and Standardized Most of our credit risk exposure is measured

under the AIRB Approach

Under the AIRB approach the key parameters used to measure

our expected loss are the probability of default PD loss given default

LGD and exposure at default EAD which are defined as follows

PD An estimated percentage that represents the probability

those obligors within specific rating grade or for particular

pool of exposures will default within one-year period

LGD An estimated percentage of EAD that is expected to be lost

in the event of default of an obligor

EAD An estimated dollar value of the expected gross exposure

of
facility upon default of the obligor before specific

provisions or partial write-offs

These parameters are determined based on historical

experience from internal credit risk rating systems in accordance

with supervisory standards supplemented by benchmarking and

updated on regular basis

Under the Standardized Approach used primarily for RBC

Dexia IS RBC Bank USA and our Caribbean banking operations

risk weights prescribed by OSFI are used to calculate risk-weighted

assets for credit risk exposure To determine the appropriate risk

weight credit assessments by OSFI-recognized external credit rating

agencies of SP Moodys Fitch and DBRS are used For rated

exposure primarily in sovereign and bank we assign the

corresponding risk weight according to OSFIs standard mapping

For unrated exposure mainly in business and retail we generally

apply OSFI prescribed risk weights in accordance with OSFIs

standards and guidelines taking into consideration certain

exposure specific factors including counterparty type exposure type

and credit risk mitigation technique employed

Wholesale credit portfolio

The wholesale credit risk rating system is designed to measure and

identify the risk inherent in our lending credit activities along two

dimensions

In the first dimension each obligor is assigned borrower risk

rating BRR reflecting an assessment of the credit quality of the

obligor Each BRR has PD assigned to it which is an estimate of the

probability that an obligor with certain BRR will default within

one-year time horizon The BRR differentiates the riskiness of

obligors and represents our evaluation of the obligors ability and

willingness to meet its contractual obligations despite adverse or

stressed business conditions troughs in the business cycle

economic downturns or unexpected events that may occur The

assignment of BRR5 is based on the evaluation of obligors business

risk and financial risk based on fundamental credit analysis

supplemented by quantitative models

Our rating system is largely consistent with that of external rating

agencies The table below maps our 22-grade internal risk ratings

compared to ratings by external rating agencies

nternat ratings map Table 37

Standard Moodys Investor

Poors sP Service Moodys

to AAA to AA- Aaa to Aa3

to to A- Al to A3 Investment Grade

to 10 BBB to BBB- Baal to Baa3

lltoll BBtoBB- BaltoBa3

14 to 16 to B- Bi to B3 Non-investment Grade

17to20 CCCtoCC CaaltoCa

21 to 22 to to Bankruptcy Impaired/Default

Ratings Description

40 Royal Bank of Canada Annaal Report 2009 Managements Discasslun and Analysis



LGD rates are largely driven by factors such as seniority of debt

collateral security product type and the industry in which the

obUgor operates EAD represents an estimate of the expected gross

exposure of credit
facility at the time of default of the obligor At

default the obligor may have drawn the facility fully or have repaid

some of the principal We estimate EAD based on the outstanding

portion and an estimated amount of the undrawn portion that is

expected to be drawn at the time of default

While PD is used at the obligor level LGD and EAD are estimated

for the various credit facilities under that obligor These ratings and risk

measurements are used in the determination of our expected losses

and unexpected losses as well as economic and regulatory capital

setting of risk limits portfolio management and product pricing

Retail credit portfolio

Credit scoring is the primary risk rating system for assessing obligor

and transaction risk for retail exposures Credit scoring is employed

in the acquisition of new clients acquisition scoring and

management of existing clients behavioural scoring

Acquisition scoring models which are used for underwriting

purposes utilize established statistical methods of analyzing new

applicant characteristics and past performance to estimate future

credit performance In model development sources of data are used

and include information obtained from the client such as

employment status data from our internal systems such as loan

information and information from external sources such as credit

bureaus

Behavioural scoring is used in the ongoing management of retail

clients with whom we have an established relationship It utilizes

statistical techniques that capture past performance to predict future

behaviour and incorporate information such as cash flow and

borrowing trends as well as the extent of our relationship with the

client The behavioural risk score is dynamic and is generally updated

on monthly basis to continually re-evaluate the risk Characteristics

used in behavioural scoring models are based on information from

existing accounts and lending products for each client and from

information obtained from external sources such as credit bureaus

For overall portfolio management retail exposures are assessed

on pooled basis with each pool consisting of exposures with

similar homogeneous characteristics We believe pooling allows for

more precise accurate and consistent estimates of default and loss

characteristics at the pool level

Criteria used to pool exposures for risk quantification include

behavioural score product type mortgage credit cards lines of

credit and instalment loans collateral type chattel liquid assets

and real estate the length of time that the account has been on our

books and the delinquency status performing delinquent and

default of the exposure Regular monitoring and periodic adjust

ments and alignments are conducted to ensure that this process

provides fora meaningful differentiation of risk Migration between

the pools is considered when assessing credit quality

The pools are also assessed based on PD EAD and LGD which

considers borrower and transaction characteristics including

behavioural credit score product type and delinquency status The

LGD is estimated based on transaction specific factors including

product loan to value and collateral types Our risk ratings are

reviewed and updated on regular basis

The following table maps PD bands to various risk levels

Internal ratings map Table 38

PD bands Description

0.0% 1.0% Low Risk

1.1% 6.4% Medium Risk

6.5% 99.99% High Risk

100.00% Impaired/Default

Validation

We ensure that our credit risk rating systems and methodologies are

subject to independent validation on regular basis This provides

support for assuring that our systems properly identify factors that

help differentiate risk appropriately quantify risk produce measures

of risk that respond to changes in the macroeconomic and credit

environments and are consistent with regulatory requirements and

our ratings philosophy Validation activities are performed

independently from the groups whose methodologies and processes

are subject to validation Validation activities results and

conclusions are also reviewed by Internal Audit Services on regular

basis

Risk control

The Board of Directors and the following committees are involved in

the management of credit risks CRRPC GRC PRC and Reputation

Risk Oversight Committee Working in combination these

committees approve credit risk limits and ensure that management
has in place frameworks policies processes and procedures to

manage credit risk Reports are distributed to the Board of Directors

GRC and senior executives to keep them informed of our risk profile

including trending information and significant credit risk issues and

shifts in exposures to ensure appropriate actions can be taken

where necessary Our enterprise-wide credit risk policies which are

developed communicated and maintained by GRM set out the

minimum requirements for the management of credit risk in variety

of borrower transactional and portfolio management contexts Our

policies form an integral component of our Credit Risk Management
Framework

These policies set out the minimum requirements for the

management of credit risk as follows

Credit Risk Assessment

Mandatory use of credit risk rating and scoring systems

Consistent credit risk assessment criteria

Standard content requirements in credit application documents

Credit Risk Mitigation

Structuring of transactions

Includes the use of guarantees security seniority and

covenants Product-specific guidelines set out appropriate

product structuring as well as client and guarantor criteria The

third- party guarantors that we deal with are primarily sovereign-

sponsored agencies

Collateral

We generally require obligors to pledge collateral as security

when we advance credit Real estate liquid assets cash bonds

and government securities are examples of the collateral

securities we accept The extent of risk mitigation provided by

collateral depends on the amount type and quality of the

collateral taken Specific requirements related to collateral

valuation and management are documented in our credit risk

management policies

Credit derivatives

Used as tool to mitigate industry sector concentration and

single-name exposure The counterparties that we transact with

are typically investment-grade banks and broker/dealers As

with other derivatives we use collateral and master netting

agreements for managing counterparty credit risk and these

contracts are subject to the same credit approval limit and

monitoring standards used for managing credit risk For more

detailed description of the types of credit derivatives we enter

into and how we manage related credit risk referto Note to

our Consolidated Financial Statements

Credit Risk Approval

Proposals for new and amended credit products and services

are comprehensively reviewed and approved under risk

assessment framework and for those with significant risk

implications Approval by the PRC is required

Credit Portfolio Management
Limits are used to ensure our portfolio is well diversified

reduce concentration risk and remains within our risk appetite

Our credit limits are established at the following levels single

name limits notional and economic capital underwriting risk
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limits geographic country and region limits industry sector limits

notional and economic capital and product and portfolio limits

Credit Risk Administration

Portfolio management

Collateral management

Management of delinquency and default

Credit risk data management

Gross credit risk exposure

Gross credit risk exposure is categorized into Lending-related and

other and Trading-related In the table below Other exposure

under Lending-related and other credit exposure includes

contingent liabilities such as letters of credit and guarantees and

available-for-sale debt securities For undrawn commitments and

contingent

2009 vs 2008

Total gross credit risk exposure decreased $40 billion or 6% from

the prior year largely reflecting decreases in our wholesale portfolio

generally across most exposure and sector types which more than

offset the increase in the retail portfolio

Retail exposure increased $19 billion or 7% mainly driven by

strong volume growth in our Canadian home equity loans partially

offset by increased securitization of Canadian residential mortgages

The use of guarantees and collateral represents an integral part of our

credit risk mitigation in the retail portfolio as insured mortgages

account for approximately 24% of our residential mortgage portfolio

in 2009 as compared to 30% in 2008 largely related to the increased

securitization mentioned above Secured personal lending represents

54% of personal loans outstanding in 2009 as compared to 50% in

2008 mainly due to the growth in Canadian home equity loans

liabilities gross exposure represents an estimated portion of the

contractual amount that is expected to be drawn upon at the time of

default of an obligor

Repo-style transactions include repurchase and reverse

repurchase agreements and securities lending and borrowing

transactions For repurchase and reverse repurchase agreements

gross exposure represents the amount at which securities were

initially sold or acquired For securities lending and borrowing

transactions gross exposure is the amount at which securities were

initially loaned or borrowed For over-the-counter derivatives OTC
the gross exposure amount represents the credit equivalent amount

after factoring in master netting agreements which is defined by

OSFI as the replacement cost plus an add-on amount for potential

future credit exposure

Our credit risk objectives policies and methodologies have not

changed materially from 2008

TabLe 39

Lending-related and other Trading-related

Loans and acceptances

Wholesale exposure decreased $59 billion or 13% from the

prioryear mainly reflecting general decreases across most exposure

and sector types OTC derivatives exposure decreased $33 billion

predominately in non-bank financial services sovereign and bank

sectors These decreases mainly reflected the impact of the

weakening of the U.S dollar both on U.S dollar-denominated

exposures and on foreign exchange contracts strategic reduction in

positions and the impact of the tightening of credit spreads on credit

protection bought also contributed to the decrease Loans and

acceptances outstanding decreased $20 billion mainly reflecting

reduced loan utilization rates across most sector groups and to

lesser extent the impact of the stronger Canadian dollar relative to

the U.S dollar which drove broad-based decreases across most

sector groups

The majority of our exposure was in Canada followed by U.S

and Other international Our credit portfolio remained well diversified

across all geographic regions

Credit risk exposure by portfolio and sector

209

Lending-related and other Trading.related

Loans and acceptances

As at October31 Undrawn

C$ millions Outstanding commitments

2008

Over-the- Over-the

Repo-styte counter Total Undrawn Repo-style counter Total

transactions derivatives exposure Outstandingcommitments Other transactions derivatives exposureOther

Residential

mortgages 122130$ 11 122141 122991$ 2$ 122993

Personal 71542 51132 47 122721 60727 42462 67 103256

Credit cards 8701 20113 28814 8933 19933 28866

Small business 2851 2382 48 5281 2804 2265 49 5118

Retail 205224$ 73638 95 278957 195455$ 64662$ 116$ 260233

Business

Agriculture 5090$ 396 23 8$ 5517 5305$ 409$ 18$ 54$ 5786

Automotive 3657 1608 144 12 248 5669 3999 1856 137 20 507 6519

Consumergoods 6141 2284 435 234 9094 7389 2085 396 502 10372

Energy 7055 8302 2241 18 1411 19027 8146 8371 2443 1801 20762

Non-bank

financial

services 3541 6738 6569 49837 7771 74456 8788 5212 4589 49463 18241 86293

Forest products 830 453 89 15 1387 1152 523 101 122 1905

Industriat

products 3972 2307 340 198 6817 5033 2177 323 306 7839

Mining and

metals 1774 1275 543 335 3929 3947 1206 542 69 962 6726

Real estate and

related 21049 2853 1259 320 25481 22978 3406 1428 397 28216

Technology and

media 2562 2730 293 768 6353 3206 3026 296 490 7018

Transportation and

environment 4413 1791 419 459 7082 4239 2026 569 865 7699

Other 22572 4962 6884 9835 6686 50939 25623 6357 10100 1661 10710 54451

Sovereign 2779 2145 20937 2830 8178 36869 2496 2548 10749 2784 17824 36401

Bank 2516 763 37316 63514 27678 131787 5284 4308 57793 61675 34171 163231

Wholesale 87951$ 38607 77492 126048 54309$ 384407 107585$ 43510$89484 115687$ 86952$ 443218

Totatexposure 293175$ 112245 77587 126048 54309$ 663364 303040$ 108172$89600 115687$ 86952$ 703451

This table represents an integral part of our 2009 Annual Consolidated Financial Statements

Credit equivalent amount after factoring in muster netting agreements

Exposure under Basel II asset classes of qualifying revolving retail and other retail are largely included within Personal and Credit cards while home equity lines of credit are included in PersonaL

Includes certain synthetic mortgage securitizations

Refer to Note to our Consolidated Financial Statements forthe definition of these terms

42 Royal Bank of Canada Annual Report 2009 Managements Discussion and Analysis



Loans and acceptances

Five-year trend

Total loans and acceptances have increased by $94 billion or 47Io

across all geographic regions from 2005 to 2009

Retail loans increased $65 billion or 46% largely reflecting

solid volume growth in Canada across all portfolios partially offset by

securitization of Canadian residential mortgages and credit cards

This growth reflected our continued focus on expanding our retail

portfolios in Canada and consumers capitalizing on the low interest

rate environment U.S and Other international retail portfolios have

increased since 2008 largely due to our acquisition of ANB and RB1T

Wholesale loans and acceptances increased $29 billion or 50%

since 2005 While there was growth generally across most sector

groups the largest growth was in real estate and related financing

products other services and transportation and environment Our

exposures to real estate and related across all geographies and

financing products in the U.S increased over the period mainly

reflecting organic growth and acquisitions over the period

The overall mix of the portfolio has not changed significantly

since 2005 as retail and wholesale loans comprised approximately

70% and 30% of total loans outstanding respectively reflecting our

efforts to maintain lower risk profile The portfolio remained well

diversified with residential mortgages comprising 42% wholesale

30% personal 24% credit cards 3% and small business 1% of total

loans outstanding

2009 vs 2008

Loans and acceptances decreased $10 billion or 3% from the prior

year mainly reflecting decreases in our wholesale portfolio partially

offset by solid retail growth in Canada

Solid retail growth of $10 billion mainly reflected solid volume

growth in Canadian home equity loans partially offset by increased

securitization of Canadian residential mortgages

Wholesale loans and acceptances decreased by $20 billion

mainly reflecting lower loan utilization and the stronger Canadian

dollar relative to the U.S dollar Overall wholesale loan utilization

decreased modestly to 40% from 43% There were broad-based

decreases in most sector groups with the largest decreases in Non-

bank financial services in the U.S and Other international largely in

the brokers and dealers and funds and trusts sectors Our exposure to

bank largely in Other International decreased mainly reflecting lower

loan utilization as mentioned above Mining and metals exposures in

Canada and Other international declined mainly related to the base

metals and other mined commodities sectors Our real estate and

related exposures decreased mainly in the U.S as result of the

general reduction in our residential builder finance portfolio

Five-year trend

The provision for credit losses is charged to income by an amount

necessary to bring the allowance for credit losses to level

determined appropriate by management as discussed in the Critical

accounting policies and estimates section and Note to our

Consolidated Financial Statements Beginning in 2006 specific

provisions began to increase and continued into 2009 largely

reflecting the impact of deterioration in the U.S housing market and

related economic impacts and the impact of higher specific provi

sions in our Canadian retail portfolio in 2008 and 2009 as compared

to the previously benign credit environment prior to 2007 The general

provision has increased since 2007 as result of deterioration

across our credit portfolio due to the deteriorated global economic

conditions

Loans and acceptances by portfolio and sector Table 40

C$ millions 2009 2008

Residential mortgages 122130 122991
Personal 71542 60727
Credit cards 8701 8933
Small business 2851 2804

Retail 205224 195455

Business

Agriculture 5090 5305
Automotive 3657 3999
Consumer goods 6141 7389
Energy 7055 8146
Non-bank financial services 3541 8788
Forest products 830 1152
Industrial products 3972 5033
Mining metals 1774 3947
Real estate related 21049 22978
Technology media 2562 3206
Transportation environment 4413 4239
Other 22572 25623

Sovereign 2779 2496
Bank 2516 5284

Wholesale 87951 107585

Total loans and acceptances 293175 303040

Total allowance for loan losses 3188 2215

Total loans and acceptances net of

allowance for loan losses 289987 300825

Total loans and acceptances do not reflect the impact of credit risk mitigation

2009 relates to Other services $10 billion Financing products $5.7 billion Holding

and investments $3.9 billion Health $2.4 billion and Other $.6 billion Other in

2008 relates to Other selvices $10.9 billion Financing prodacts $4.9 billion

Holding and investments $4.6 billion Health $2.5 billion and Other $2.7 billion

PCL ratio
2100 .90%

1400

1.20%
Specific PCL

.60%

700 .30%

.00%

2005 2006 2007 2008 2009

For farther information on reclassifications in 2009 refer to the CICA section 3855

reclassification of securities to loans section

PCL ratio Specific PCL as percentage of average net loans and acceptances

Provision for credit losses

350

280

1iIn
2005 2006 2007 2008 2009

Wholesale

Credit cards

Small business

treated as retail

Personal

Residential

mortgages
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Provision for recovery oO credit tosses
Gross impaired loans

Table 41

C$ millions except percentage amounts 2009 2008

Canadian Banking 1275 867

International Banking 980 497

Capital Markets 702 183

corporate Support 456 47

Canada

Residential mortgages 18

Personal 467 352

Credit cards 393 266

Small business 55 46

Retail 933 672

Wholesale 436 152

Specific PCL 1369 824

United States

Retail 267 84

Wholesale 1096 494

Specific PCL 1363 578

Other International

Retail 31 21

Wholesale 61

Specific PCL 92 28

Total specific PCL 2824 1430

General provision 589 165

T0taIPCL3 3413 1595

2009 vs 2008

Total PCL of $3.4 billion increased $1.8 billion from year ago mainly

driven by increased specific PCL of $1.4 billion gs well as higher

general provision

Specific PCL in Canadian Banking increased $408 million or 47%

mainly reflecting higher loss rates in credit cards and unsecured

personal portfolios and higher impaired loans in our business lending

portfolio primarily as result of recessionary conditions

Specific PCL in International Banking increased $503 million

mainly attributable to U.S banking reflecting impaired loans in our

commercial residential builder finance lot loan home equity and

residential mortgage portfolios primarily as result of deteriorated

economic and housing market conditions In the latter half of the year

asset quality started stabilizing largely in our residential builder

finance portfolio resulting from early signs of the U.S economic

recovery and lower new impaired loans reflecting 1he general reduction

in this portfolio as compared to the first half of the year and the prior

year The impact of the weaker Canadian dollar on the translation of

U.S specific PCL higher provisions of $59 million resulting from our

adoption of the amendments to CICA section 3855 as certain impaired

AFS securities were reclassified to loans and the lull year of results

from RBTT also contributed to the increase For further details on the

reclassification refer to the CICA section 3855 reclassification of

securities to loans section

Specific PCL in Capital Markets increased $519 million due to

number of impaired loans in our corporate lending portfolio related to

specific clients specializing in non-bank financial services financing

products and technology media sectors

The general provision was up $424 million Ironi the prioryear

largely related to U.S banking driven by deterioration in our

commercial portfolio and higher loss rates in our retail portfolio To

lesser extent higher provisions related to our U.S corporate lending

and Canadian unsecured retail and business lending portfolios also

contributed to the increase Refer to Table 70 for further details

Five-year trend

Since 2005 gross impaired loans have increased and continued

throughout 2009 largely reflecting the impact of deterioration in the

U.S housing market and related global economic impact as

compared to the previously benign credit environment prior to 2007

The increases in 2009 and 2008 as compared to prior years mainly

reflects higher impaired loans in U.S banking and in our corporate

lending portfolio also contributed to the increase

Gross imoaired loans and allowance for credit losses c$ militons

2.O0/o
ACL

1.60% Gross impaired loans

dI1.20%
GlLratio2

000/

1100 _-__ 40%iL100%

2005 2006 2007 2008 2009

For further information an reclassifications in 2009 refer to the CICA section 3855

reclassification of securities to loans section

GIL ratior GIL usa percentage
of loans and acceptances

C$ millions except percentage amounts 2009 2008

Canadian Banking 1253 811

International Banking 3149 1612

Capital Markets 915 499

Corporate Support 140

Canada

Retail 673 428

Wholesale 839 529

United States

Retail 227 133

Wholesale 3194

Other International

Retail 209 167

Wholesale 315 140

Total GL 5457 2923

2009 vs 2008

Total gross impaired loans GIL increased $2.5 billion from year ago

GIL in Canadian Banking increased $442 million or 55% due to

higher impaired loans in our residential business lending and

unsecured personal portfolios

GIL in International Banking increased $1.5 billion mainly

attributable to U.S banking reflecting increased impaired loans of

$998 million resulting from our adoption of the amendments to CICA

section 3855 and our residential builder finance and commercial

portfolios Higher GIL in our residential mortgage home equity and lot

loan portfolios and Caribbean legacy and RBTT portfolios also

contributed to the increase These factors were partially offset by

write-offs and repayments in U.S banking largely related to our

residential builder finance retail and commercial portfolios

GIL in Capital Markets increased $416 million reflecting number

of impaired loans in our corporate portfolio related to clients specializing

in non-bank financial services real estate and related other services

and bank sectors These factors were partially offset by lower GIL in

financing products

GIL in Corporate Support increased $140 million reflecting our

adoption of the amendments to CICA section 3855

Refer to Table 69 for further details

5500

4400

3300

2200

Segments with significant total PCL have been presented in the table above Effective

the fourth quarter of 2008 changes in Allowance for credit losses general allowance

were included in Corporate Support results prospectively Forthe nine months ended

alp 31 2008 the general provision was largely comprised of International Bunking

$20 million

PCL in Corporate Support is comprised of the general provision an adlustment related

to PCL on securitized credit card loans managed by Canadian Bunking and an amount

related to the reclassification of certain AFS securities to loans

Geographic information is based on residence of borrower

Gross impaired loans Table 42

Segments with significant GIL have been presented in the table above
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Allowance for credit Losses

Five-year trend

Specific and General allowances have increased since 2006 as

result of the same conditions previously discussed

Allowance for credit Losses Table 43

C$ millions except percentage amounts 2009 2008

Canadian Banking 295 207

International Banking 577 375

Capital Markets 340 186

Corporate Support 2090 1531

Specific ACL

Canada 417 257

United States 667 396

Other International 195 114

Total specific ACL 1279 767

General allowance

Retail 1095 798

Wholesale 928 734

Total general allowance 2023 1532

Total ACL 3302 2299

2009 vs 2008

Total allowance for credit losses ACL increased $1 billion or 44%
from year ago reflecting $512 million increase in the specific

allowance reflecting the same factors as previously discussed and

$491 million increase in the general allowance mainly due to our

U.S banking and to lesser extent our U.S corporate lending and

Canadian retail and business lending portfolios Refer to Table 71 for

further details

Market risk is the risk of loss that may arise from changes in market

factors such as interest rates foreign exchange rates equity or

commodity prices and credit spreads We are exposed to market

risk in our trading activity and our asset/liability management
activities The level to which we are exposed varies depending on

market conditions expectations of future price and yield movements
and the composition ofourtrading portfolio

Market risk increased as global capital markets volatility

increased from the prioryear particularly during the first half of

2009 However this volatility dissipated throughout the remainder

of 2009 The higher volatility levels from the first half of 2009 were

fully incorporated into the historical data set used for the global

value-at-risk VaR scenario model during the year which resulted in

increased VaR levels from the previous year

Trading market risk

Trading market risks associated with securities and related

derivatives trading activities are result of market-making propri

etary and sales and arbitrage activities in the interest rate foreign

exchange equity commodities and credit markets GRM provides

independent oversight of trading market risk Trading market risk

reflects the potentialadverse impact on our earnings and economic

value and is comprised of the following components
Interest rate risk arises from the changes in interest rates and is

composed of directional risk yield curve risk basis risk and

option risk Interest rate risk also captures credit spread risk

arising from the changes in issuer spreads

Foreign exchange rate risk arises from the change in currency

rates and precious metals price movements and volatilities In

our proprietary positions we are exposed to the spot forward

and derivative markets

Equity risk arises from the movements in individual equity

prices or movements in the level of stock market indices

Commodities risk arises from commodities price movements

and volatilities

Credit specific risk arises from the change in the

creditworthiness and default of issuers of our holdings in fixed

income products

Market illiquidity risk arises from the inability to liquidate our

positions or acquire hedges to neutralize our trading positions

We conduct trading activities over-the-counter and on exchanges in

the spot forward futures and options markets and we offer

structured derivative transactions Our trading operations primarily

act as market maker executing transactions that meet the

financial requirements of our clients and transferring the market

risks to the broad financial market We also act as principal and take

proprietary market risk positions within the authorized limits

determined by the Board of Directors The trading book as defined

by OSFI consists of cash and derivative positions that are held for

short-term resale taken on with the intent of benefiting in the short

term from actual or expected differences between their buying and

selling prices orto lock in arbitrage profits The breadth of our

trading activities is designed to diversify market risk to any particular

strategy and to reduce trading revenue volatility

Risk measurement

GRM employs risk measurement tools such as Value-at-Risk VaR
sensitivity analysis and stress testing to assess global risk-return

trends and to alert senior management to adverse trends or

positions

The majority of trading positions in foreign exchange interest

rate equity commodity and credit trading have capital requirements
calculated under an Internal Models Approach VaR based while

some structured credit derivatives structured rate products

mortgage-backed securities and equity derivatives have capital

requirements calculated under the Standardized Approach prescribed

by OSFI Also calculated under the Standardized Approach for credit

specific risk are limited set of interest rate products These products

and risks are not included in our VaR as discussed below

Value-at-Risk

VaR is statistical technique that measures the worst-case loss

expected over one-day period within 99% confidence level

Larger losses are possible but with low probability For example
based on 99% confidence interval portfolio with VaR of $20

million held over one day would have one in one hundred chance

ofsufferinga loss greaterthan $20 million in that day
We measure VaR by major risk category on discrete basis We

also measure and monitor the effects of correlation in the

movements of interest rates credit specific risk exchange rates

equity and commodity prices and highlight the benefit of

diversification within our trading portfolio This is then quantified in

the diversification effect shown in ourVaR table

As with any modeled risk measure there are certain limitations

that arise from the assumptions used in VaR Historical VaR assumes

that the future will behave like the past The historical scenarios used

to calculate VaR may not capture extreme market volatility As

result historical scenarios may not reflect the next market cycle

Furthermore the use of one-day horizon VaR for risk measurement

implies that positions could be unwound or hedged within day but

this may not be realistic assumption if the market becomes largely

or completely illiquid

Validation

To ensure VaR effectively captures our market risk we continuously

monitor and enhance our methodology Daily back-testing serves to

compare hypothetical profit or loss against the VaR to monitor the

statistical validity of 99% confidence level of the daily VaR measure

Back-testing is calculated by holding position levels constant and

isolating the effect of the movement of actual market rates over the

next day and over the next 10 days on the market value of the

portfolios Intra-day position changes account for most of the

difference between theoretical back-testing and actual profit and

loss VaR models and market risk factors are independently reviewed

periodically to further ensure accuracy and reliability In 2009 there

was occurrence of back-test loss exceeding total risk VaR This
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occurred during the period when markets were particularly volatile

When the historical window used in the VaR calculation is less

volatile than current markets this can lead to back-testing breaches

When these types of back-testing breaches occur we frequently

update our scenarios to keep pace with market events

Sensitivity analysis and stress testing

Sensitivity analysis is used to measure the impact of small changes in

individual risk factors such as interest rates and foreign exchange

rates and is designed to isolate and quantify exposure to the

underlying risk

In order to address more extreme market events stress testing is

used to measure and alert senior management to our exposure to

potential political economic or other disruptive events We run several

types of stress tests including historical stress events such as the

1987 stock market crash and the unprecedented market volatility
in

2008 and early 2009 as well as hypothetical what-if stress events

that represent potential future events that are plausible but have very

low probability of occurring In light of the current market environment

we supplemented existing market risk measures by frequent updates to

the historical scenario window used in VaR and risk factors were

refined to accurately reflect the current market conditions in the

calculations Our stress scenarios are reviewed and updated as

required to reflect relevant events and hypothetical situations While

we endeavour to be conservative in our stress testing there can be no

assurance that our stress testing assumptions will cover every market

scenario that may unfold

Risk control

comprehensive market risk framework governs trading-related risks

and activities arid provides guidance to management middle office

compliance functions and operations We employ an extensive set of

principles rules controls and limits which conform to industry best

practice Our market risk management framework is designed to

ensure that our risks are appropriately diversified on global basis

Our market risk management framework is designed to ensure that

our risks are appropriately diversified on global basis Market risk

limit approval authorities are established by the Board of Directors

upon recommendation of the CRRPC and delegated to senior

management GRM Market and Trading Credit Risk provides

independent oversight of trading market risk management activities

through establishing market risk policies and limits and developing

vetting and maintaining our various quantitative techniques and

systems Enterprise-wide reports are provided to the Chief Risk Officer

CR0 and senior management to monitor compliance against VaR

and stress limits approved by the Board of Directors Limits on

measures such as notional size term and overall risk are monitored

at the trading desk and at the portfolio and business levels

The following table shows our VaR for total trading activities

under our models based approach for capital by major risk category

and also shows the diversification effect which is calculated as the

difference between the VaR and the sum of the separate risk factor

VaRs

VaR by major risk category

2009 2008

For the year ended For the
year

ended

October31 October31

Asat Asat

C$ millions Oct.31 Average High Low Oct 31 Average High Low

Equity 10$ 21 13 28

Foreign exchange 13

Commodities

Interest rate 48 49 69 20 34 26 44 17

Credit specific
16 11 17 11

Diversification 2622 33 19 23 38 13

VaR 53 53 70 26 40$ 28 50 18

Daily interest rote VaR

Daily xornrnoditisVaD

Daily foreign corhonge VaR

rra44nq rev ndVaRiit fC$mn41Uatb1

Trading revenue on taxably equivalent basis excluding revenue related to

consolidated VIEs

Market losses below $2 million were not reflected on the above graph

so

or

30

25

20

is

10

Daily net trading reneno tC$ millions excluding VIES

VaR

2009 vs 2008

Average VaR for the year of $53 million was up compared to $28

million year ago This increase largely reflected the higher market

volatility in the interest rate and credit markets during 2009

Non-trading market risk Asset/liability management

Traditional non-trading banking activities such as deposit taking and

lending expose us to market risk of which interest rate risk is the

largest component

Our goal is to manage the interest rate risk of the non-trading

balance sheet to target level We modify the risk profile of the

balance sheet through proactive hedging to achieve our target level

The key sources of interest rate risk include exposures on the maturity

and re-pricing structures of certain bank loans investments

liabilities derivatives off-balance sheet items products with

vs

.7u

Daily eqaity VaR

Doily credit speuiVc risk VaR

Trading revenue

2009 vs 2008

Table 44 During the year we experienced 13 days of net trading losses

compared to 44 days in 2008 For the five net trading loss days in

early 2009 which exceeded VaR estimated for those respective days

three of the largest net trading loss days were primarily due to market

environment-related losses The remaining two net trading loss clays

were largely attributable to the significant volatility in the equity and

credit markets

This table represents an integral part of our 2009 Annual Consolidated Financial

Statements
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embedded options such as prepayment options and interest rate

caps or floors For additional information regarding interest rate risk

and the use of derivatives in asset and liability management refer to

the Off-balance sheet arrangements section and Notes and 26 to

our Consolidated Financial Statements We continually monitor the

effectiveness of our interest rate risk mitigation activity within

Corporate Treasury on value and earnings basis

Risk measurement

We continually seek opportunities to identify and adopt best practices

in instrument valuation econometric modeling and hedging

techniques Assessment of our practices range from the evaluation of

traditional asset/liability management processes to pro forma

application of recent developments in quantitative methods Our risk

position is measured daily weekly or monthly based on the size and

complexity of the portfolio Measurement of risk is based on rates

charged to clients as well as funds transfer pricing rates Key rate

analysis is utilized as primary tool for risk management It provides us

with an assessment of the sensitivity of the exposure of our economic

value of equity to instantaneous changes in individual points on the

yield curve The economic value of equity is equal to the net present

value of our assets liabilities and off-balance sheet instruments

Validation

We supplement our assessment by measuring interest rate risk for

range of dynamic and static market scenarios Dynamic scenarios

simulate our interest income in response to various combinations of

business and market factors Business factors include assumptions

about future pricing strategies and volume and mix of new business

whereas market factors include assumed changes in interest rate

levels and changes in the shape of the yield curve Static scenarios

Market risk measures Non trading banking activities

supplement dynamic scenarios and are employed for assessing the

risks to the value of equity and net interest income

As part of our monitoring process the effectiveness of our

interest rate risk mitigation activity is assessed on value and

earnings basis and model assumptions are validated against actual

client behaviour

Risk control

ALCO provides oversight over non-trading market risk limits policies

developed by Corporate Treasury and operating standards Interest

rate risk reports are reviewed regularly by ALCO GRC and the Board of

Directors The structural interest rate risk policy defines the

management standards and acceptable limits within which risks to

net interest income over 12-month horizon and the economic value

of equity are to be contained These ranges are based on immediate

and sustained 100 basis points bp parallel shift of the yield curve

The limit for net interest income risk is 3% of projected net interest

income and for economic value of equity risk the limit is 5% of

projected common equity Interest rate risk limits are reviewed and

approved annually by the Board of Directors

The following table provides the potential before-tax impact of

an immediate and sustained 100 basis point and 200 basis point

increase or decrease in interest rates on net interest income and

economic value of equity of our non-trading portfolio assuming that

no further hedging is undertaken These measures are based upon

assumptions made by senior management and validated by empirical

research All interest rate risk measures are based upon interest rate

exposures at specific time and continuously change as result of

business activities and our risk management initiatives Over the

course of 2009 our interest rate risk exposure was well within our

target level

Table 45

Before-tax impact of

This table represents an integral part of our 2009 Annual Consolidated Financial Statements

Represents the impact on the non-trading portfolios held in our U.S banking operations

Non-trading foreign exchange rate risk

Foreign exchange rate risk is the potential adverse impact on earnings

and economic value due to changes in foreign currency rates Our

revenue expenses and income denominated in currencies other than

the Canadian dollar are subject to fluctuations as result of changes

in the value of the average Canadian dollar relative to the average

value of those currencies Our most significant exposure is to the U.S

dollar due to our level of operations in the U.S and other activities

conducted in U.S dollars We are also exposed to the British pound

and the Euro due to our activities conducted internationally in these

currencies strengthening orweakening of the Canadian dollar

compared to the U.S dollar British Pound and the Euro could reduce

or increase as applicable the translated value of our foreign currency

denominated revenue expenses and earnings and could have

significant effect on our results of operations

We are also exposed to foreign exchange rate risk arising from

our investments in foreign operations For un-hedged equity

investments when the Canadian dollar appreciates against other

currencies the unrealized translation losses on net foreign invest

ments decreases our shareholders equity through the cumulative

translation account and decreases the translated value of the risk-

adjusted assets of the foreign currency-denominated operations The

reverse is true when the Canadian dollar depreciates against other

currencies Consequently we consider these impacts in selecting an

appropriate level of our investments in foreign operations to be

hedged

Our overall market risk objectives policies and methodologies

have not changed materially from 2008

Operational iisk

Operational risk is the risk of loss or harm resulting from inadequate or

failed internal processes people and systems or from external events

Operational risk is embedded in all our activities including the

practices and controls used to manage other risks Failure to manage

operational risk can result in direct or indirect financial loss reputa

tional impact regulatory censure or failure in the management of

other risks such as credit or market risk

Risk measurement

Operational risk is difficult to measure in complete and precise

manner given that exposure to operational risk is often implicit

bundled with other risks or otherwise not taken on intentionally In the

banking industry measurement tools and methodologies continue to

evolve The two options available to us under Basel Il are the Advanced

Measurement Approach AMA and the Standardized Approach We

continued to adopt the Standardized Approach for operational risk

2009

Economic value of
equity risk Net interest income risk

Canadian U.S Canadian U.S Economic

dollar dollar dollar dollar value of

C$ millions impact impact otal impact impact Total equity risk

2008 2007

Net interest

income risk

lOObp increase in rates 256 26 $230 336 339 508 45 440 54

lOObp decrease in rates 256 42 214 109 112 448 90 309 111
Before-tax impact of

200bp increase in rates 513 26 487 594 25 619 1050 62 930 97

200bp decrease in rates 396 73 323 149 20 169 838 279 553 231

Economic

value of

equity risk

Net interest

income risk
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Market risk

Credit risk Trading market risk

Non-trading market risk

OperationaL risk Other risks

Market perception

Our corporate insurance program enables us to transfer some of

our operational risk exposure by purchasing insurance coverage The

nature and amounts of this insurance are determined on central

enterprise-wide basis

Risk control

Operational risk is managed through our infrastructure controls

systems and people complemented by central groups focusing on

enterprise-wide management of specific operational risks such as

fraud privacy outsourcing and business disruption as well as

people and systems risks

Specific programs policies standards and methodologies have

been developed to support the management of Ciperational risk

These programs are

Risk and control assessment

Operational risks are identified and their potential impact assessed

through our integrated operational risk and control assessment and

monitoring program Our operational risk framework is used to ensure

consistent identification and assessment of operational risks and the

controls used to manage them

Operational event data collection and analysis

Operational risk events are reported in central database

Comprehensive information about these events is collected and

includes information regarding amount occurreri ce discovery date

business area and product involved root causes and risk drivers

Events gathered and analyzed include losses incidents with

non-monetary impacts and near-miss events Analysis of operational

risk event data helps us to understand where and how our risks are

manifesting themselves provides historical perspective of our

operational risk experience and establishes basis for measuring our

operational risk exposure

Industry loss analysis

We review and analyze information on operational losses that have

occurred at other financial institutions using published information and

information we acquire through our membership in the Operational

Riskdata exchange Association private data-sharing consortium Both

sources provide insights into the size and nature of potential exposures

which enables us to benchmark our loss experience against those of our

peers to determine whether our experience puts us in an outlier position

It also allows us to monitor emerging developments and trends that

affect the financial industry as whole

Key risk indicators

Business segments use broad range of risk indicators to manage

their day-to-day activities GRM uses indicators to monitor operational

risk at the enterprise level These indicators provide insight into the

level and composition of as well as potential changes in our

operational risk exposure

CapItkftanagement

Strong capital and liquidity positions facilitate ooportunistic business

expansion and help maintain safety and soundness particularly in

times of stress

Risks including credit market and operatic nal influence overa

capital management and liquidity and funding management The

linkages between these risks and our stress absorption capability to

ensure safety and soundness of the organization are illustrated

below

Capital management framework

We actively manage our capital to maintain strong capital ratios and

high ratings while providing high returns to our shareholders We

consider the requirements of regulators rating agencies depositors

and shareholders our business plans peer comparisons and our

internal capital ratio targets Our goal is to optimize our capital usage

and structure and provide support for our business segments and

clients and better returns for our shareholders while protecting

depositors and senior creditors

Our capital management framework provides the policies and

processes for defining measuring raising and investing all types of

capital in co-ordinated and consistent manner We manage and

monitor capital from several perspectives including

Regulatory capital capital required for regulatory compliance

defined in accordance with OSFI criteria

Economic capital an internal assessment of the amount of

capital required to underpin our risks

Subsidiary capital the amount of capital invested in

subsidiaries

Within our capital management framework we have an internal

capital adequacy assessment process ICAAP that sets internal

capital targets and defines strategies for achieving those targets

consistent with our risk appetite business plans and operating

environment

As part of this process we have implemented program of

enterprise-wide stress testing to evaluate the income and capital

economic and regulatory impacts of several potential stress events

This exercise involves various teams including GRM Corporate Treasury

Finance and Economics Results are key input into our capital plarning

process and are used in setting appropriate internal capital targets

Basel II

With OSFIs adoption of capital guidelines based on International

Convergence of Capital Measurement and Capital Standards

Revised Framework Comprehensive Version Oune 2006 known as

Basel II effective November 2007 major Canadian banks are

required to calculate and report their regulatory capital ratios in

accordance with prescribed measurement standards

The top corporate entity to which Basel II applies at the

consolidated level is Royal Bank of Canada

Under Basel II banks select from among alternative approaches

to calculate their minimum regulatory capital required to underpin

credit market and operational risks

Effective November 2007 we adopted the Basel II Advanced

Internal Ratings Based AIRB approach to calculate credit risk capital

for consolidated regulatory reporting purposes

While the majority of our exposures are reported under the AIRB

Approach certain portfolios considered non-material from

consolidated perspective continue to use the Basel II Standardized

Approach for credit risk for example our Caribbean Banking

operations In addition the Standardized Approach will continue to

be used for specific portfolios until fiscal 2012 for RBC Bank USA
and RBC Dexia IS of which we have 50% ownership interest
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We continue to use the Standardized Approach for consolidated

regulatory reporting of capital for operational risk

For consolidated regulatory reporting of market risk capital we

use both Internal Model and Standardized Approaches

Regulatory capital and capital ratios TabLe 46

2009 2008

Capital

Tier capital 31774 25031
Total capital 34881 30710

Risk-adjusted assets

Credit risk 185051 229537
Market risk 23321 17220

Operational risk 36465 31822

Total risk-adjusted assets 244837 278579

Capital ratios

Tier capital 13.0% 9.0%

Total capital 14.2% 11.0%

Assets-to-capital multiple 16.3X 20.1X

Capital ratios for 2008 have been updated to reflect restatement of retained earnings

For more information refer to the changes in accounting policies section

Regulatory capital and capital ratios

Capital levels for Canadian banks are regulated pursuant to guide

lines issued by OSFI based on standards issued by the Bank for

International Settlements Basel Committee of Banking Supervisors

Regulatory capital is allocated to two tiers Tier and Tier Tier

capital comprises the highest quality capital and is core measure of

banks financial strength Tier capital consists of more permanent

components of capital is free of mandatory fixed charges against

earnings and has subordinate legal position to the rights of

depositors and other creditors of the financial institution Tier

capital is composed of supplementary capital instruments that

contribute to the overall strength of financial institution as going

concern Total capital is defined as the sum of Tier and Tier

capital The components of Tier and Tier capital are listed in

Table 47 For further details on the terms and conditions of the

various capital components refer to the Selected share data section

and Notes 17 and 18 to our Consolidated Financial Statements

Regulatory capital ratios are calculated by dividing Tier and

Total capital by Risk-adjusted assets RAA OSFI formally establishes

risk-based capital targets for deposit-taking institutions in Canada

These targets are currently Tier capital ratio greater than or equal to

7% and Total capital ratio of greaterthan or equal to 100/n Canadian

banks are also required to ensure that their assets-to-capital multiple

which is calculated by dividing gross adjusted assets by Total capital

does not exceed maximum level prescribed by OSFI

Baoell BaselllI

Basel and Basel II Tier capital ratios are oot directly comparable

Our capital position strengthened in 2009 as we issued additional

regulatory capital for general business purposes and through internal

capital generation from earnings The issuance proceeds supple

mented our capital position and provided us flexibility to continue to

invest in our existing businesses Our capital ratios remain well above

OSFI regulatory targets

As at October 31 2009 our Tier capital ratio was 13.0% and

our Total capital ratio was 14.2%

Our Tier capital ratio was up 400 bps from year ago largely

due to the issuance of $4.8 billion of common and preferred shares

lower RAA and internal capital generation partially offset by higher

capital deductions

As at October31

C$ millions except percentage amounts

Capital Table 47

As at October31 c$ millions 2009 2008

Tier regulatory capital

Common shares

Contributed surplus

Retained earnings

Net after tax fair value losses arising from

changes in institutions own credit risk

Foreign currency translation adjustments

Net after tax unrealized holding loss on

available-for-sale equity securities

Non-cumulative preferred shares

Innovative capital instruments

Other non-controlling interests in subsidiaries

Goodwill

Substantial investments

Securitization-related deductions

Investment in insurance subsidiaries

Expected loss in excess of allowances AIRB

Approach

10266

242

19816

316

802

380

2657

3857

357

9977
37

329

12959

246

20585

1374

68
4811

3991

353

8368
148

1172
13

19

31.774

Other

315

Total Tier capital 25031

Tier regulatory capital

Permanent subordinated debentures 878 900

Non-permanent subordinated debentures 5583 7223

Innovative capital instruments excess over 15%
of Tier 142

Excess of non-cumulative
preferred

shares

Trust subordinated notes 1017 1027

General allowance 575 488

Substantial investments 147 277
Investment in insurance subsidiaries 3628 3198
Securitization-related deductions 1150 305

Expected loss in excess of allowances AIRB

Approach 20 315

Other

Total Tier capital 3107 5679

Total regulatory capital 34881 30710

Opening retained earnings as at November 2006 has been restated Refer to Note Ito

our Consolidated Financial Statements

Subordinated debentures that are within five years of maturity are subiect to straight-

line amortization to zero during their remaining term and accordingly are included at

their amortized value

Tier capital ratio

15%

12%

9%

6%

3%

0%

13.0%

19.60494%90%

2005 2006 2007 2008 2009
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Our Total capital ratio was up 320 bps primarily due to the same

factors noted above partiatty offset by the redemption and maturity

of certain subordinated debentures

As at October 31 2009 our assets-to-capital multiple was 16.3

times compared to 20.1 times year ago Our assets-to-capital

multiple remains below the maximum prescribed by OSFI

Risk-adjusted assets RAA
Under Basel II OSFI requires banks to meet minimum risk-based

capital requirements for exposures to credit risk operational risk

and where they have significant trading activity market risk RAA is

calculated for each of these risk types and added together to

determine total RAA

During the year RAA decreased by $33.7 billion primarily due to

decrease in wholesale credit exposures refinements in our asset

risk classifications and the favourable impact of stronger Canadian

dollar on the translation of our foreign currency denominated assets

partially offset by corporate credit deterioration and higher capital

requirements for market and operational risks

As at October31 CS millions Exposure Other Total Total

credit risk

Lending-related and other

Residential mortgages 106625 6% 1396 4954 6350 7442
Other retail 162692 20% 7461 25360 32821 31928
Business 140422 60% 32517 51567 84084 97326
Sovereign 25861 9% 315 1957 2272 1826
Bank 40595 6% 1584 791 2375 9000

Total lending-related and other 476195 27% 43273 84629 $127902 147522

Trading-related

Repo-style transactions 126048 1% 289 824 1113 3115
Over-the-counter derivatives 54309 32% 1941 15232 17173 25896

Total trading-related 180357 10% 2230 16056 18286 29011

Total lending-related and other and trading-related 656552 22% 45503 $100685 $146188 176533
Bank book equities 2125 89% 1896 1896 2826
Securitization exposures 52211 17% 895 7733 8628 7294
Regulatory scaling factor n.a n.a n.a 6619 6619 7491
Other assets 35686 61% n.a n.a $21720 21720

-- --

35393

Totaicredit risk 746574 25% 46398 $116933 $21720 $185051 229537

Market risk

Interest rate 4194 3942 8136 4829
Equity 381 1037 1418 2573

Foreign exchange 449 21 470 348

Commodities 427 430 347

Specific risk 6813 6054 12867 9123

Total market risk 12264 11057 23321 17220

Operational risk 36465 n.a n.a 36465 31822

Total risk-adlusted assets 746574 95127 $127990 $21720 $244837 278579

Total
exposure represents exposure at default which is the expected gross exposure upon the default ofan obligor This amount is before any specific allowances or partial write-offs and

does not reflect the impact of credit risk mitigation and collateral held

Represents the average of counterparty risk weights within particular category

Selected capital management activity Table 49

2009

Issuance or

redemption Numberof shares

C$ millions date 000s Amount

Tier

Common shares issued

General purpose 65263 2301
Dividend reinvestment plan DRIP 5279 232

Stock option exercised 5808 158

Preferred shares issued

Non-cumulative Series AX April 29 2009 13000 325

Non-cumulative Series AV April 2009 16000 400

Non-cumulative Series AT March 2009 11000 275

Non-cumulative Series AR January 29 2009 14000 350

Non-cumulative Series AP January 14 2009 11000 275

Non-cumulative Series AN December 2009 9000 225

Non-cumulative Series AL November 2009 12000 300

Redemption of Innovative capital instruments

RBC Bank USA
Series Capital Securities US$94 million October 13 2009 98

Triangle Capital Securities US$20 million October 13 2009 21

Tier

Redemption of subordinated debentures

lone 2009 1000
March 15 2009 uS$125 million 159

lanuary 27 2009 500

Effective May 2009 with the first dividend payable on May 22 2009 common shares were issued under the DRIP at 3/a discount from the average closing price of the five trading days

preceding the dividend payment date

Amount included cash received for stock options exercised during the year
the fair value adjustment to stock options and the exercise of stock options from tandem stock appreciation rights

SAR awards and from renounced tandem SARS

For further details refer to Note 16 to our 2009 Annual Consolidated Financial Statements

Risk-adjusted assets Basel II Table 48

2009 2008

Average

of risk

weights

Risk-adlusted assets

Standardized Advanced

approach approach
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During 2009 we did not repurchase any common shares under our

normal course issuer bid NCIB which expired on October 31 2009
Effective November 2009 we renewed our NCIB to re-purchase up
to $20 million common shares and it will expire on October 31 2010

During 2009 we did not issue any shares from treasury under

our Umbrella Savings and Securities Plan which includes our

employee savings and share ownership plans

Dividends

Our common share dividend policy reflects our earnings outlook

payout ratio objective and the need to maintain adequate levels of

capital to fund business opportunities Our medium-term objective for

our common share dividend payout ratio is 40% to 50% In 2009 the

dividend payout ratio was 78% up from 59% in 2008 reflecting lower

earnings which were impacted by the goodwill impairment charge and

higher level of credit losses and the Board of Directors declaring

consistent level of dividends throughout the year Common share

dividends paid during the yearwere $2.8 billion up 7% from year

ago

Selected share data

Common shares outstanding

First
preferred shares outstanding

Non-cumulative Series

Non-cumulative Series

Non-cumulative Series AA

Non-cumulative Series AB

Non-cumulative Series AC

Non-cumulative Series AD

Non-cumulative Series AE

Non-cumulative Series AF

Non-cumulative Series AG

Non-cumulative Series AH

Non-cumulative Series AJ

Non-cumulative Series AL

Non-cumulative Series AN

Non-cumulative Series AP

Non-cumulative Series AR

Non-cumulative Series AT

Non-cumulative Series AV

Non-cumulative Series AX

Treasury shares preferred

Treasury shares common

Exchangeable shares of RBC PHN Holdings Inc

Stock options

Outstanding

Exercisable

Dividends

Common

Preferred

17877

12806

2819

233

21773

17247

26623

21924

2321

88

Table 50

As at November 30 2009 the number of outstanding common shares

and stock options were 1420680000 and 17611000 respectively

As at November 30 2009 the number of Treasury shares preferred

and Treasury shares common were 13000 and 2697000
respectively For further information about our share capital refer to

Notes 18 and 21 to our Consolidated Financial Statements

Economic Capital

Economic Capital is our internal quantification of risks associated

with business activities which is the capital required to remain

solvent under extreme market conditions reflecting our objective to

maintain debt rating of at leastAA Economic Capital is attributed to

each business segment in proportion to managements assessment

of the risks It allows for comparable performance measurements

among our business segments through ROE and RORC as described in

the Key performance and non-GAAP measures section and also aids

senior management in determining resource allocation in conjunction

with other factors

Economic Capital is also used to assess the adequacy of our

capital base Our policy is to maintain level of available capital

defined as common equity and other capital instruments with equity-

like permanence and loss absorption features such as preferred

shares and Innovative Tier instruments that exceeds Economic

Capital with comfortable cushion

Economic Capital is calculated and attributed on wider array of

risks than is Basel II Pillar regulatory capital which is calibrated

predominantly to target credit market trading and operational risk

measures Economic Capital is calculated based on credit market

trading and non-trading operational business and fixed asset and

insurance risks and includes capital attribution for goodwill and other

intangibles

Business risk is the risk of loss or harm due to variances in

volumes prices and costs caused by competitive forces

regulatory changes reputation and strategic risks

Fixed asset risk is defined as the risk that the value of fixed

assets will be less than their book value at future date

For further discussion on credit market operational and insurance

risks refer to the relevant Risk capital and liquidity management
sections

The calculation and attribution of Economic Capital involves number

of assumptions and judgments by management which are monitored

to ensure that the Economic Capital framework remains compre
hensive and consistent The models are benchmarked to leading

industry practices via participation in surveys reviews of method

ologies and ongoing interaction with external risk management

industry professionals

CS millions except number of shares and per share amounts

2009 2008 2007

Number Dividends
Naraber

Dividends Number Dividends

otshares declared of shares declared of shares declared

000s Amount per share Owls Amount per share sons Amount per share

1417610 $13075 2.00 1341260 10384 2.00 1276260 7300 1.82

.88 12000 300 1.18

12000 300 1.23 12000 300 1.23 12000 300 1.23

12000 300 1.11 12000 300 1.11 12000 300 1.11

12000 300 1.18 12000 300 1.18 12000 300 1.18

8000 200 1.15 8000 200 1.15 8000 200 1.22

10000 250 1.13 10000 250 1.13 10000 250 1.06

10000 250 1.13 10000 250 1.13 10000 250 .95

8000 200 1.11 8000 200 1.11 8000 200 .77

10000 250 1.13 10000 250 1.13 10000 250 .65

8500 213 1.41 8500 213 .81

16000 400 1.49 16000 400

12000 300 1.48

9000 225 1.50

11000 275 1.34

14000 350 1.27

11000 275 1.11

16000 400 1.01

13000 325 .87

65 260 249
2127 95 2258 104 2444 101
6413 324 6750 324

For further details about our capital management activity refer to Note 18 to our Consolidated Financial Statements

The First Preferred Shares Series has conversion option which as at October 31 2009 was not yet convertible

Dividend rate will reset every five years

2624

101
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2009 2008

10100 8100

2450 1750
3550 2850

2350 2200
150 150

15050

7700
Risk capital $18600
Goodwill and intangibles 11250

Economic Capital 29850 22750

lJnder attribution of capital 600 1900

Average common equity 30450 24650

Economic Capital increased $7.1 billion from year ago largely due

to increases in goodwill and intangibles Credit risk market risk and

operational risk also contributed to the increase Goodwill and

intangibles increased primarily due to higher goodwill from the prior

year acquisitions partially offset by the goodwill impairment charge

in our International Banking segment Credit risk increased mainly

due to lower credit quality and business growth Market risk

increased largely reflecting portfolio growth and market volatility

while the increase in operational risk was attributable to higher

revenue

We remain well capitalized with current levels of available

capital exceeding the Economic Capital required to underpin all of our

material risks

Subsidiary capital

Our capital management framework includes the management of our

subsidiary capital We invest capital across the enterprise to meet

local regulators capital adequacy requirements and maximize returns

to our shareholders We invest in our subsidiaries as appropriate

during the year including RBC Bank USA in light of regulatory

expectations and the continued extremely challenging economic and

market conditions in the U.S We set guidelines for defining capital

investments in our subsidiaries and manage the relationship between

capital invested in subsidiaries and our consolicated capital base to

ensure that we can access capital recognized in our consolidated

regulatory capital measurements

Each of our subsidiaries has responsibility For maintaining its

compliance with local regulatory capital adequacy requirements

which may include restrictions on the transfer of assets in the form of

cash dividends loans or advances Concurrentfy Corporate Treasury

provides centralized oversight and consolidated capital management

across all entities

Other considerations affecting capital

Capital treatment for equity investments in othe entities is

determined by combination of accounting and regulatory guidelines

based on the size or nature of the investment Three broad

approaches apply as follows

Consolidation entities in which we have ontrolling interest

are fully
consolidated on our Consolidated Balance Sheets and

Joint ventures are consolidated on pro rata basis

Deduction certain holdings are deducted in full from our

regulatory capital These include all unconsolidated substantial

investments as defined by the BankAct Canada as well as all

investments in insurance subsidiaries

Risk weighting unconsolidated equity investments that are not

deducted from capital are risk weighted at prescribed rate for

determination of capital charges

We monitor developments in both the domestic and international

regulatory environments to assess the impact on our current and

future capital position In response to the recent financial market

disruption global banking regulators and other bodies such as the

Basel Committee on Banking Supervision have committed to

strengthening the regulation supervision and risk management of

financial institutions Proposed areas of focus include but are not

limited to increased capital quantity enhanced capital quality the

introduction of an internationally harmonized leverage ratio and

framework for the determination of countercyclical capital buffers As

the details of the proposals remain undefined the impact on capital

levels is not yet clear In addition changes to Basel II
effective in

fiscal 2011 including revisions to the market risk framework are

expected to lead to higher capital requirements We will continue to

monitor the environment and revise our capital management strat

egies and activities to reflect the changes

Liquidity and funding risk liquidity risk is the risk that we may be

unable to generate or obtain sufficient cash or its equivalent in timely

and cost-effective manner to meet our commitments as they come due

Our liquidity management framework is established to satisfy

our current and prospective commitments while also contributing in

conjunction with our capital position to our safety and soundness

in times of stress To achieve these goals we are dedicated to the

preservation of the following key liquidity risk mitigation strategies

An appropriate balance between the level of risk we undertake

and the cost of its mitigation that takes into account the

potential impact of extreme but plausible events

Broad funding access including preserving and promoting

reliable base of core client deposits continual access to

diversified sources of wholesale funding and demonstrated

capacities to monetize specific asset classes

comprehensive enterprise-wide liquidity contingency plan

that is supported by an earmarked pool of unencumbered

marketable securities that provide assured access to cash in

crisis

Appropriate and transparent liquidity transfer pricing and cost

allocation

Our liquidity management policies practices and processes reinforce

these risk mitigation strategies In managing liquidity risk we favour

centralized management approach to maximize funding and opera

tional efficiencies However market regulatory tax and organizational

considerations influence the extent to which we can be fully centra

ized

Risk measurement

variety of limit-based measures and metrics have been estab

lished to monitor and control risk within appropriate tolerances

using normal course of business and stressed assumptions Risk

methodologies and underlying assumptions are periodically

reviewed and validated to ensure alignment with our operating

environment expected economic and market conditions rating

agency preferences regulatory requirements and accepted

practices We measure and manage our liquidity position from three

risk perspectives as follows

Structural longer-term liquidity risk

We use both the cash capital and survival horizon methodologies

which focus on mismatches in effective maturity between all assets

and liabilities to measure and control balance sheet risk and to

assist in the determination of our term funding strategy Stressed

conditions are considered including protracted loss of unsecured

wholesale deposits that fund illiquid assets

Tactical shorter-term liquidity risk

We apply net cash outflow limits in Canadian dollar and foreign

currencies for key short-term time horizons overnight to nine

weeks and assign risk-adjusted limit to our aggregate pledging

exposure and individual limits by types of pledging activities to

measure our shorter-term liquidity exposures Net cash flow

positions reflect known and anticipated cash flows for all material

unencumbered assets liabilities and off-balance sheet activities

Pledged assets are not considered source of available liquidity

Contingent liquidity risk

Contingent liquidity risk management assesses the impact of and our

intended responses to sudden stressful events Our liquidity

contingency plan maintained and administered by Corporate

Treasury guides our actions and responses to liquidity crises The

Liquidity CrisisTeam consisting of senior representatives with

relevant subject matter expertise from key business segments and

Corporate Support contributes to the development of stress tests and

funding plans and meets regularly to conduct stress tests and review

liquidity contingency preparedness

Our stress testing exercises are based on models that measure

our potential exposure to global country-specific or RBC-specific

events or combination thereol and consider both historical and

hypothetical events Different levels of severity are considered for each

type of crisis These comprehensive tests include elements of scenario

and sensitivity stress testing techniques In all cases the crisis impact

is measured over nine-week horizon which is also used in our key

measure of tactical liquidity risk and is what we consider be the

most crucial time span for liquidity event The risk of more prolonged

crises is addressed through the frequency with which our key tess are

updated as well as through our measures of structural liquidity risk

Economic Capital

C$ millions average balances

Credit risk

Market risk trading and non-trading

Operational risk

Business and fixed asset risk

Insurance risk

Table 51 Liquidity and funding management
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that assume stressed environment Key tests are run monthly while

others are only run quarterly Frequency is determined by considering

combination of likelihood and impact After reviewing test results the

liquidity contingency plan and other liquidity and funding risk

management practices and limits may be modified

Our liquid assets are primarily diversified pool of highly rated

and liquid marketable securities and include segregated portfolios in
both Canadian and U.S dollars of contingency liquidity assets to

address potential on- and off-balance sheet liquidity exposures such
as deposit erosion loan drawdowns and higher collateral demands
that have been estimated through models we have developed or by

the scenario analyses and stress tests that we conduct periodically

These portfolios are subject to minimum asset levels and strict

eligibility guidelines to ensure ready access to cash in emergencies

including their
eligibility for central bank advances

Risk control

The Board of Directors is responsible for oversight of our liquidity and

funding management framework which is developed and

implemented by senior management We monitor and manage our

liquidity position on consolidated basis and for key units and

consider legal regulatory tax operational and any other applicable

restrictions This includes analyzing our ability to lend or borrow funds
between branches branches and subsidiaries and subsidiaries and

converting funds between currencies GRC and ALCO share

management oversight responsibility for liquidity and funding policies

and receive regular reports detailing compliance with key limits and

guidelines The Board of Directors is informed on periodic basis

about our current and prospective liquidity condition

Policies

Our principal liquidity and funding policies define risk tolerance

parameters They authorize senior management committees or

Corporate Treasury to approve more detailed policies and limits

related to specific businesses and products that govern management
measurement and reporting requirements

Authorities and limits

Limits for our structural liquidity risk positions are approved at least

annually and measured and monitored weekly monthly or quarterly

Net cash flow limits are approved at least annually Depending on the

materiality of each reporting entity net cash flow limits are monitored

daily or weekly by major currency branches subsidiaries and

geographic locations Any potential exceptions to established limits

are reported immediately to Corporate Treasury which provides or

arranges for approval after reviewing remedial action plan
The prescribed treatments for cash flow assets and liabilities

under varying conditions are reviewed periodically by Corporate

Treasury in concert with GRM and the business segments to

determine if they remain valid or changes to assumptions and limits

are required Through this process we ensure that close link is

maintained between the management of liquidity and funding risk

market liquidity risk and credit risk including GRM approval of credit

lines between entities In response to our experience during the

volatile markets of the past two years we have modified the liquidity

treatment of certain asset classes to reflect our expectations that

market liquidity for these products will remain impaired for some
time Where required limits have been reduced in consideration of

the results of updated stress tests

Funding

Funding strategy

Core funding comprising capital longer-term liabilities and

diversified pool of personal and to lesser extent commercial and

institutional deposits is the foundation of our structural liquidity

position Our wholesale funding activities are well diversified by

geographic origin investor segment instrument currency structure

and maturity We maintain an ongoing presence in different funding
markets which allows us to constantly monitor market developments
and trends identify opportunities and risks and take appropriate and

timely actions We operate longer-term debt issuance programs in

Canada the U.S Europe Australia and Japan Expansion into new
markets and untapped investor segments is constantly evaluated

against relative issuance costs since diversification expands our

wholesale funding flexibility and minimizes funding concentration

and dependency and generally reduces financing costs Maintaining

competitive credit ratings is also critical to cost-effective funding

Credit ratings

Our
ability to access unsecured funding markets and to engage in

certain collateralized business activities on cost-effective basis is

primarily dependent upon maintaining competitive credit ratings Our
credit ratings are largely determined by the quality of our earnings
the adequacy of our capital and the effectiveness of our risk

management programs There can be no assurance that our credit

ratings and rating outlooks will not be lowered orthat ratings

agencies will not issue adverse commentaries about us potentially

resulting in adverse consequences for our funding capacity or access
to capital markets lowering of our credit ratings may also affect our

ability and the cost to enter into normal course derivative or hedging
transactions and may require us to post additional collateral under

certain contracts However we estimate based on periodic reviews of

ratings triggers embedded in our existing businesses and of our

funding capacity sensitivity that minor downgrade would not

materially influence our liability composition funding access
collateral usage and associated costs

The following table presents our major credit ratings as at

December 2009 Our collective ratings continue to be the highest

categories assigned by the respective agencies to Canadian bank
and these strong credit ratings support our ability to competitively

access unsecured funding markets

Credit ratings

Short- Senior long-

term debt term debt

Table 52

As at December 2009 Outlook

Moodys Investors Service Moodys P-i Aaa negative

Standard Poors SP A-1 AA- stable

Fitch Ratings Fitch Fi AA stable

DBRS R-1high AA stable

This table
represents an integral part of our 2009 Annual Consolidated Financial

Statements

Credit ratings are not recommendations to purchase sell or hold financial obligation

inasmuch as they do not comment on market price or suitability for particular investor

Ratings are sublect to revision or withdrawal at any time by the rating organization

Deposit profile

Our personal deposit franchise constitutes the principal source of

reliable funding while certain commercial and institutional client

groups also maintain relational balances with low
volatility profiles

Taken together these clients represent highly stable supply of core

deposits in most conceivable environments as they typically are less

responsive to market developments than transactional lenders and

investors due to the impact of deposit insurance and extensive and
at times exclusive relationships with us Core deposits consisting of

our own statistically derived estimates of the highly stable portions of

all of our relational personal commeFcial and institutional balances

demand notice and fixed-term together with wholesale funds

maturing beyond one year increased during the year by about 6% to

63% of ourtotal deposits

Term funding sources Table 53

C$ millions 2009 2008 2007

Long-term funding outstanding 58831 70906 51540
Total mortgage-backed securities

sold 28815 15196 14239
Commercial mortgage-backed

securities sold 1916 2159 2405
Credit card receivables financed

through notes issued by

securitization special purpose

entity 2913 3163 2759

This table represents an integral part of our 2009 Annual Consolidated Financial

Statements

During 2009 we continued to expand our long-term funding base by

selectively issuing either directly or through our subsidiaries

$5.5 billion of senior deposit notes in various currencies and markets

However total long-term funding outstanding decreased $12.1 billion

as we relied more heavily on securitizations Outstanding senior debt

containing ratings triggers which would accelerate repayment
constitutes very small proportion of our overall outstanding debt

Managements Discussion and Analysis Royal Bark of Canada Annual Report 2009 53



Other liquidity and funding saurces

We use residential mortgage commercial mortgage and credit card

receivable-backed securitization programs as alternative sources of

funding and for liquidity and asset/liability management purposes

We hold retained interests in our residential mortgage and credit card

securitization programs
Ourtotal outstanding MI3S sold increased

year over year by $13619 million Our credit card receivables which

are financed through notes issued by securitization special

purposes entity decreased year over year by $250 million For further

details refer to the Off-balance sheet arrangements section and Note

to our Consolidated Financial Statements

Impact of global market developments on liquidity management

Despite challenging financial market conditions during much of the pasi

two years we believe our liquidity and funding position remains

sufficient to execute our strategy Public sector initiatives introduced

overthis period have contributed to gradually improving global market

circumstances and less vulnerable financial system Although we

continued to experience comparatively favourable wholesale funding

access and pricing during the year we selectively participated in some

of the government and central bank lending programs to supplement

our established financing resources The MBS auctions introduced by

the Government of Canada in October 2008 helped us strengthen our

liquidity position in 2009 by providing an additional channel for

securitized residential mortgages during period when the term funding

markets registered material reduction in liquidity We further bolstered

our liquidity position during the year by more aggressively gathering

core deposits reducing collateral requirements and issuing capital

More recently the non-government guaranteed baik term funding

market has witnessed broad-based revival with credit spreads

compressing meaningfully across the credit quality spectrum Our new

issue spreads for senior term debt in Canada are now at their lowest

levels since late 2007 and provide us with renewed opportunities for

further strengthening our liquidity position going forward as circum

stances warrant We do not foresee any material inipact from the

reduction or cancellation of public sector funding or liquidity programs

Reputation risk

Reputation risk is the risk that an activity undertaken by an

organization or its representatives will impair its image in the

community or lower public confidence in it resulting in the loss of

business legal action or increased regulatory oversight

Reputation risk can arise from number of events and primarily

occurs in connection with regulatory legal and operational risks

Operational failures and non-compliance with laws and regulations

can have significant reputational impact on us

The following principles also apply to our overall management of

reputation risk

We must operate with integrity at all times in order to sustain

strong and positive reputation

Protecting our reputation is the responsibility of all our

employees including senior management and extends to all

members of the Board of Directors

Code of Conducf

Our corporate values and Code of Conduct underpin the management

of risk to our reputation and drive our ethical culture Our Code of

Conduct is the foundation of employee and direCtor awareness of the

kinds of conduct that protect our reputation and those that put our

reputation at risk

Risk control

Policies and procedures support the management of reputation risk

across the organization comprehensive set of policy requirements

applies to the identification and assessment of reputation risk

including Know Your Client due diligence controls and procedures

anti-money laundering and anti-terrorist financing policy requirements

auditor independence requirements research standards whistle

blowing and the requirements for managing conflicts of interest

While our Code of Conduct and policies support the prevention

of reputation risk we recognize that issues that could affect our

reputation may still occur To mitigate potential risk to our reputation

stemming from such events we have detailed and disciplined

escalation reporting and resolution protocols

We maintained liquidity and funding position that we continue

to believe is appropriate to execute our strategy and levels of

liquidity and funding risk remain well within our risk appetite Except

for concerns about the sustainability of the economic recovery and

related implications for financial market resiliency there are no other

known trends demands commitments or events that are presently

expected to materially change this position

Our liquidity and funding risk objectives policies and

methodologies have not changed materially from 2008 However

certain limits and strategies have been revised as result of the

market conditions

Contractual obligations

In the normal course of business we enter into contracts that give

rise to commitments of future minimum payments that affect our

liquidity Depending on the nature of these commitments the

obligation may be recorded on- or off-balance sheet The table below

provides summary of our future contractual funding commitments

Contractual obligations
Table 54

2009 2008 2007

As at October31 Within ito to Over

C$ millions year years years years Total Total Total

Unsecured lone-term

funding 33684 24057 9595 2436 69772 58615 49131

Covered bonds 204 3407 2129 5740 5248

Subordinated

debentures 103 6461 6564 8258 6343

Obligations under

leases 566 926 668 1202 3362 3196 31.61

34557 24983 13670 $12228 85438 75317 $58635

This table represents an integral part of our 2009 Annual Consolidated Financial

Statements

The amounts presented above exclude accrued interest except forthe cutegory Within

year

Substantially all xf our lease commitments are operating

Regulatory and legal risk

Regulatory and legal risk is the risk of negative impact to business

activities earnings or capital regulatory relationships or reputation

as result of failure to comply with or failure to adapt to currenl and

changing regulations law industry codes or rules regulatory

expectations or ethical standards

Global Compliance has developed comprehensive enterprise

compliance management ECM framework that is consistent with

regulatory guidance from OSFI and other regulators The framework is

designed to promote the proactive risk-based management of

compliance and regulatory risk It applies to all of our businesses and

operations legal entities and employees globally and confirms the

shared accountability of all our employees for ensuring we maintain

robust and effective regulatory risk and compliance controls Within

the ECM framework there are five elements that drive the

management of regulatory risk The first element sets the cycle in

motion by defining the nature of our business activities and

operations The second element ensures compliance programs are

designed in manner to most effectively meet regulatory require

ments The third and fourth elements relate to the design and

implementation of specific controls and the associated monitorirtg

and oversight of the effectiveness of those controls This approach

allows us to take an enterprise-wide and holistic view of all

compliance programs The fifth element ensures the timely escalation

and resolution of issues and clear and transparent reporting This is

critical step in enabling senior management and the Board of

Directors to effectively perform their management and oversight

respon sibilities

Risk measurement

The identification and assessment of regulatory risk includes formal

risk assessment activities carried out across the organization both at

the individual business and operational level and at the enterprise

level Risk is measured through the assessment of the impact of

regulatory and organizational changes the introduction of new

products and services and the acquisition or development of new lines

of business It is also measured through the testing of the effectiveness

of the controls established to ensure compliance with regulatory

Overview of other risks
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requirements and expectations Although the use of metrics to measure

compliance-related matters is relatively new and there are few proven

methods for detecting leading indicators we are refining and

developing new qualitative and quantitative measures Meanwhile we
use what measures are available to identify issues and trends

Risk control

We have strong ethical and compliance culture grounded in our Code
of Conduct The Code of Conduct is regularly reviewed and updated to

ensure that it continues to meet the expectations of regulators and other

stakeholders All our employees must reconfirm their understanding of

and commitment to comply with the Code of Conduct at least every two

years and employees in certain key roles such as Group Executive and
others in financial oversight roles must do so annually

We provide online and face-to-face training for all our employees
on the Code of Conduct and in the area of anti-money laundering and

anti-terrorist financing and training in other compliance and

regulatory risk related matters for relevant employees through other

online tools and job aids as part of employees regular job training
in new employee orientation materials and periodically through
targeted online face-to-face or webcast training

Insurance risk

Insurance risk is the exposure to potential financial loss arising from

payments that are different than anticipated e.g number amount
and timing under an insurance policy or reinsurance treaty Insurance

risk is primarily associated with adverse experience with respect to

mortality morbidity longevity claim frequency claim severity

policyholder behaviour and expense Insurance risk arises from all

our Insurance businesses which include life and health creditor

home and auto travel insurance and reinsurance Insurance risk is

further categorized into the following sub-risks

Claims risk The risk that the actual severity frequency or timing

of claims differs from the levels assumed in pricing calculations

or reserves Claims risk may be realized in two ways
mis-estimation of expected claims activities to actual activities

or the criteria for underwriting the risk are not aligned with

the estimate for the amount frequency and/or timing of claims

Types of claims risk include mortality risk longevity risk

morbidity risk home and auto risk and travel risk

Policyholder behaviour risk The risk that the actual behaviour of

policyholders relating to premium payments policy withdrawals
or loans policy lapses surrenders and the exercise of other

policy options differ from the behaviour assumed in pricing

calculations or reserves

Expense risk The riskthatthe expense ofacquiringoradminis
tering policies or of processing claims exceeds the costs

assumed in pricing calculations

Risk measurement

Insurance risk is measured at regular intervals to ensure that our risk

profile is appropriately monitored reported and aligned with

business assumptions These risk measurements are used for

Economic Capital quantification valuation of actuarial liabilities and
to meet statutory reporting requirements This process is managed by

GRM-Insurance through the use of models
Models used for risk measurement are subject to robust and

systematic process of review and reporting in accordance with our

Model Risk Policy Key elements of the policy include maintaining
appropriate model documentation an approval process to ensure

appropriate segregation of duties independent and periodic model

reviews and clear accountability and oversight

Risk control

Policies and procedures support the management of insurance risk by
articulating our strategies to identify prioritize and manage
insurance risk Insurance risk policies establish the expectations and

parameters within which the insurance businesses may operate
communicate our risk tolerance and ensure accountability through
clear roles and responsibilities

Authorities and limits

Risk approval authorities and limits are established by the Board of

Directors and delegated to management within the business units in

order to guide insurance business activities These delegated
authorities and limits ensure our insurance portfolio is well diversified

and within the risk appetite as approved by the Board of Directors

Risk oversight and approval

GRM-lnsurance provides independent oversight over our insurance

business activities including product development product pricing

underwriting and claims management GRM-lnsurance is also the

approval authority for activities that exceed business unit authorities

and limits as well as certain business activities which are deemed to

be of significant risk

Risk mitigation

Key elements for identifying assessing and managing insurance risk

include risk review and approval process for product development and

pricing effective guidelines and practices for underwriting and claims

management and reinsurance which involves transactions that transfer

insurance risk to independent insurance companies is also used to

diversify our portfolio of insurance risks limit loss exposure to large

risks and provide additional capacity for future growth

Actuarial provisions

Actuarial liabilities include explicit provisions for adverse deviations

to ensure their adequacy and are independently validated

Environmental risk

Environmental risk is the risk of loss to financial operational or

reputation value resulting from the impact of environmental issues
Environmental risk arises from our business activities and our

operations For example the environmental issues associated with

our clients purchase and sale of contaminated property or

development of large-scale projects may give rise to credit and

reputation risk Operational and legal risks may arise from environ
mental issues at our branches offices or data processing centres

Corporate Environmental Affairs CEA sets enterprise-wide

policy requirements forthe identification assessment control

monitoring and reporting of environmental risk Oversight is provided

by GE and by the CGPPC Business segments and Corporate Support

groups are responsible for incorporating environmental risk

management requirements and controls within their operations The
CEA Group also provides advisory services and support to business

segments on the management of specific environmental risks in

business transactions

Risk measurement

The magnitude of environmental risk associated with business
activities is function of several factors including the industry sector
the type and size of the transaction the

ability
of the borrower to

manage environmental matters and whether real property is taken as

collateral Some environmental risks such as the potential cost of

cleaning up environmental contamination of properties used as

security for loans can be easily quantified while others including

exposure of particular industry to the physical effects of climate

change or water scarcity are assessed on qualitative basis

Risk control

We manage environmental risk by maintaining an environmental

management system including policy requirements management
and mitigation strategies and reporting

Our Corporate Environmental Policy articulates our overarching

environmental commitments We maintain suite of environmental
credit risk management policies including sector-specific and

business-segment-specific policies and guidelines We have

separate Policy on Social and Environmental Review in Project

Finance to reflect our commitment to the Equator Principles EPs

The key components of environmental risk management and

mitigation include

Monitor relevant environmental laws and regulations as well as

other requirements to which the bank adheres

Track loan losses resulting from environment issues
Train employees to identify and manage environmental risks

Measure our performance and compare it to our objectives

enabling us to identify enhancement opportunities

Periodically verify that our environmental risk management
policies and processes are operating as intended
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On an annual basis and more frequently as required environmental

risk management activities issues and trends are reported to GE and

to the Corporate Governance and Public Policy Committee of the

Board of Directors

CEA maintains ongoing communication on environmental risk

management issues with stakeholders both internal and external to

the organization We report on the full extent of environmental

management annually in the Corporate Responsibility Report and

Public Accountability Statement

Additional risk factors that may affect future results

In addition to the risks described in the Risk capital arid liquidity

management and Overview of other risks sections there are numerous

other risk factors that could cause our results to differ significantly from

our plans objectives and estimates Forward-looking statements in this

document include but are not limited to statements relating to our

medium-term objectives our vision and strategic goals the 2010

economic and market outlook forthe Canadian U.S and global

economies the outlook and priorities for each of our business segments

and in our Liquidity and funding management section and are presented

forthe purpose of assisting the holders of our secLirities and financial

analysts in understanding our financial position arid results of

operations as at and for the periods ended on the dates presented and

our vision and strategic goals and objectives and may not be appro

priate for other purposes We caution readers not to place undue

reliance on these statements as number of risk factors could cause

actual results to differ materially from the expectations expressed in

such forward-looking statements These factors- rriany
of which are

beyond our control and the effects of which can be difficult to predict-

include credit market operational and liquidity and funding risks and

other risks discussed earlier and those discussed below

General business and economic condifions in Canada the United

States and other countries in which we conduct business

The impact from the market environment the lack of liquidity in

certain markets the level of activity and volatility in capital markets

and the stability of various financial markets could materially impact

our financial condition and results of operations Interest rates

foreign exchange rates and consumer saving arid spending habits as

well as consumer borrowing and repayment patterns business

investment government spending and inflation also impact the

business and economic environments in which we operate and

ultimately the level of business activity we conduct and earnings we

generate in specific geographic region For example many countries

are currently experiencing recession resulting in high

unemployment and lower family incomes corporate earnings

business investment and consumer spending any or all of which

could adversely affect the demand for our loan and other products

and services These recessionary factors have resulted in significant

increases in provision for credit losses due to higher credit losses the

amount of which could be significant resulting in lower earnings

Similarly further downturn in particular equity or debt market

could cause additional reductions in new issue and investor trading

activity or assets under management and assets under admin

istration resulting in lower fee commission and other revenue

Changes in accounting standards and accounting policies

and estimates

From time to time the Accounting Standards Board AcSB changes

the financial accounting and reporting standards that govern the

preparation of our financial statements These changes can be difficLilt

to anticipate arid can materially impact how we i-ecord and report our

financial condition and results of operations In some instances we

may be required to retroactively apply new or revised standard that

results in our restating prior period financial statements

The accounting policies and methods we utilize determine how

we report our financial condition and results of operations and they

require management to make estimates including estimates of

provisions allowances and valuations or rely on assumptions about

matters that are inherently uncertain Such estimates and assump

tions may require revisions and changes to them may materially

adversely affect our results of operations and financial condition

Significant accounting policies are described in Note Ito our

Consolidated Financial Statements

As detailed in the Critical accounting policies and estimates

section we have identified eight accounting policies as being

critical to the presentation of our financial condition and results of

operations as they require management to make particularly

subjective and/or complex judgments about matters that are

inherently uncertain and ii it is likely
that materially different

amounts could be reported using different assumptions and

estimates

We are required to adopt IFRS commencing November 2011

The adoption of IFRS could impact our current accounting policies

and ii our capital and capital ratios due to significant recognition

and measurement differences between IFRS and current Canadian

GAAP which could in turn materially impact our financial condition

and results of operations

Government fiscal monetary and other policies

Our businesses and earnings are affected by the fiscal monetary or

other policies that are adopted by the Bank of Canada and various

other Canadian regulatory authorities the Board of Governors of the

Federal Reserve System in the United States and other U.S

government authorities as well as those adopted by international

regulatory authorities and agencies in jurisdictions in which we

operate As well such policies can adversely affect our clients and

counterparties in Canada the United States and internationally which

may increase the risk of default by such clients and counterparties

Level of competition

The competition for clients among financial services companies in the

consumer and business markets in which we operate is intense

Client loyalty and retention can be influenced by number of factors

including relative service levels the prices and attributes of our

products or services our reputation and actions taken by our

competitors Benefits received by our U.S and international

competitors under laws and regulations enacted by their governments

in response to the credit environment may continue to impact our

ability to compete Other financial services companies such as

insurance companies and non-financial companies are increasingly

offering services traditionally provided by banks Such competition

could also reduce net interest income fee revenue and adversely

affect our earnings

Changes in laws and regulations

Laws and regulations are in place to protect the financial and other

interests of our clients investors and the public interest Changes to

laws including tax laws regulations or regulatory policies as well as

the changes in how they are interpreted implemented or enforced

could adversely affect us for example by lowering barriers to entry in

the businesses in which we operate or increasing our costs of

compliance In addition our failure to comply with applicable laws

regulations or regulatory policies could result in sanctions and

financial penalties by regulatory agencies that could adversely impact

our reputation and earnings

Judicial or regulatory Judgments and legal proceedings

Although we take what we believe to be reasonable measures

designed to ensure compliance with laws regulations and regulatory

policies in the jurisdictions in which we conduct business there is no

assurance that we always will be or will be deemed to be in

compliance Accordingly it is possible that we could receive judicial

or regulatory judgment or decision that results in fines damages and

other costs or injunctions or loss of licences or registrations that

would damage our reputation and negatively impact on our earnings

We are also subject to litigation arising in the ordinary course of

our business We operate in an increasingly regulated and litigious

environment potentially exposing us to liability
and other costs the

amounts of which may be difficult to estimate The adverse resolution

of any litigation could have material adverse effect on our results or

could give rise to significant reputational damage which could

impact our future business prospects

Accuracy and completeness of information on clients

and counterparties

When deciding to extend credit or enter into other transactions with

clients and counterparties we may rely on information provided by or
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on behalf of clients and counterparties inctuding audited financial

statements and other financial information We also may rely on

representations of clients and counterparties as to the completeness
and accuracy of that information Our financial results could be

adversely impacted if the financial statements and other financial

information relating to clients and counterparties on which we rely do

not comply with GAAP or are materially misleading

Execution of our strategy

Our ability to execute on our objectives and strategic goals will

influence our financial performance lfwe are unable to successfully

implement selected strategies or related plans and decisions if we
make inappropriate strategic choices or ifwe make change to our

strategic goals our financial results could be adversely affected

Acquisitions ond joint ventures

Although we regularly explore opportunities for strategic acquisitions

of or joint ventures with companies in our lines of business there is

no assurance that we will receive required regulatory or shareholder

approvals orbe able to complete acquisitions or joint ventures on

terms and conditions that satisfy our investment criteria There is also

no assurance we will achieve our financial or strategic objectives or

anticipated cost savings following acquisitions or forming joint

ventures Our performance is contingent on successful integration of

acquisitions and joint ventures and on retaining the clients and key

employees of acquired companies and joint ventures and there is no

assurance that we will always succeed in doing so

Development ond integrotion of our distribution networks

Although we regularly explore opportunities to expand our

distribution networks either through acquisitions or organically by

adding for example new bank branches insurance offices online

savings accounts and ATM5 in high-growth receptive markets in

Canada the U.S and internationally ifwe are not able to develop or

integrate these distribution networks effectively our results of

operations and financial condition may be negatively affected

Other factors

Other factors that may affect actual results include changes in

government trade policy the timely and successful development of

new products and services our ability to cross-sell more products to

customers technological changes and our reliance on third parties to

provide components of our business infrastructure the failure of third

parties to comply with their obligations to us and our affiliates as

such obligations relate to the handling of personal information fraud

by internal or external parties the possible impact on our business

from disease or illness that affects local national or global

economies disruptions to public infrastructure including trans

portation communication power and water international conflicts

and other political developments including those relating to the war

on terrorism and our success in anticipating and managing the

associated risks

We caution that the foregoing discussion of risk factors is not

exhaustive and other factors could also adversely affect our results When

relying on our forward-looking statements to make decisions with respect

to us investors and others should carefully consider the foregoing factors

other uncertainties and potential events and other industry- and bank-

specific factors that may adversely affect our future results and the market

valuation placed on our common shares Unless required bylaw we do

not undertake to update any forward-looking statement whether written

or oral that may be made from time to time by us or on our behalf

Additional financial information

Ofl S. va.taui.vuai UILIUtIU

As at October 31 2009 all AFS securities that had unrealized losses

were assessed for other-than-temporary impairment For those debt

instruments that based on managements judgment it was not

probable that all principal and interest would be recovered the

securities were deemed to be other-than-temporarily impaired and

written down to their fair value For equity securities where

management believes that the fair value will not recover prior to their

disposition or where there has been unrealized losses for protracted

Total RBC avaiLable-for-sale portfolio

period of time these securities were deemed to be other-than-

temporarily impaired and were written down to their fair value

Management has determined that the unrealized losses on the

remaining securities were temporary in nature and will continue to

hold them until theirvalue recovers which may be at maturity For

further details regarding the assessment of other-than-temporary

impairment refer to Note to our Consolidated Financial Statements

Includes held-to-maturity of $156 million 2008 $205 million that is grouped with AFS on the balance sheet

Net gains

losses

recognized

in income

$24386 89

3550 730 363
4796 397 25

12984 317 162
2683 374 88

227 29
60 640 50384 48626 1758 632

The total amortized cost of the AFS portfolio was $46.1 billion as at

October 31 2009 down $4.2 billion from the prior year The

reduction largely reflected the impact of the stronger Canadian dollar

relative to the U.S dollar as well as the sale of certain U.S agency
and Government of Canada securities Canadian bank common
shares and Non agency U.S mortgage-backed securities MBS The

reduction also reflected the reclassification of certain Non-agency
U.S MBS securities to loans during the year in accordance with the

amendments to CICA section 3855 The decrease was partially offset

by the purchase of certificate of deposits issued by Global financial

institutions FIs and U.S Treasury bills For further details on the

reclassification refer to the CICA section 3855 reclassification of

securities to loans section

We recognized $640 million of net losses in income this year of

which $485 million $320 million after-tax and compensation

adjustments were market environment-related see Table 59 These

losses were largely attributable to Canadian bank common shares

Non-agency U.S MBS and corporate debt and other debt Net losses

of $207 million on equities primarily reflected the prolonged decline

in value of Canadian bank shares held to economically hedge stock-

based compensation programs The net losses of $198 million on

corporate and other debt largely reflected losses on securities that

C$ millions

Net

unrealized

Amortized Fair gains

cost value lossest

Government and agency

Mortgage-backed securities

Asset-backed securities

Corporate debt and other debt

Equities

Loan substitute

2009 2008

Net gains

losses

recognized

in income

Table 55

22166

2057

4516

14718

2437

256

22622

1852

4427

14711

2412

186

Net

unrealized

gains

lossesFairvslue

Total 46150 $46210

456 17
205 173
89 45

198
25 207
70

Amortized

cost

24297

4280

5193

13301

3057

256
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were deemed to be impaired and that we intend 10 sell in orderto

effectively manage our exposures to certain names and reposition our

portfolios The $173 million in losses on Non-agency U.S MBS

related to losses on securities that we have sold or expect to sell in

order to reduce our exposure to certain vintages and asset classes

The prior year losses of $632 million was largely attributable to $565

million of losses due to market environment relaed factors including

write downs on Non-agency U.S MBS and losses on the sale of U.S

Agency preferred shares of Federal National Mortgage Association

Fannie Mae and Federal Home Loan Mortgage Corporation Freddie

Mac
As at October 31 2009 the portfolio had net unrealized gains of

$60 million compared to net unrealized losses of $1758 million

year ago This largely reflected an improvement in the values of most

Non-agency and agency U.S MBS U.S auction rate securities ARS

and debt related to Global Fis due to the tightening of credit spreads

and lower interest rates

The net unrealized gains of $456 million on government and

agency securities were largely attributable to gains on Canadian

instruments which were partially offset by unrealized losses related to

U.S ARS and U.S Agency MBS Net unrealized losses on MBS of $205

million were significantly lower than last year reflecting price

improvements driven by improved U.S housing and financial

markets The MBS portfolio mainly consists of high quality super

seniortranches of U.S Alt-A and U.S prime securities The remaining

net unrealized losses were largely on asset-backed securities ABS

and loan substitute securities The ABS securities are highly rated

with significant credit support and have experienced significant price

improvements during the year The Loan substitute securities are

predominantly perpetual preferred shares of highly rated Canadian

entities

During 2009 we reclassified certain AFS and HFT debt securities to

loans in accordance with the amendments to CICA section 3855

which permit reclassification of debt securities that are not quoted ii

active markets and which management does not intend to sell in the

foreseeable future AFS debt securities held at October 31 2009 that

are not quoted in active markets have an estimated fair value of $11

billion and inclLide certain Auction rate securities U.S Non-Agency

MBS and Government and Corporate Debt The airvalue of securities

selected for reclassification to loans primarily U.S Non-Agency MBS

was $871 million as at October 31 2009 These securities were

selected for reclassification as they are not quoted in active markets

and had previously incurred significant non credit related losses The

net income impact after tax was $64 million net of the provision for

credit losses of $67 million for the year 2009 as per the table below

and Table 59 The remainder of the debt securities that are not

quoted in active markets remain in AFS debt securities and fair value

exceeds book value or we intend to hold until their fair values recover

to book value

Reclassification of securities to loans
TabLe 56

Net income impact

Cs millions

Net interest income 54 $56
Non-interest income 180 27 207

Total revenue 126 25 $151

PCL 59 67

Net income before income taxes 67 17 84

Income taxes 19 20

Net income 48 16 64

The amendment to CICA section 3855 also requires loans and

receivables that are intended to be sold immediately or in the near

term be classified as held-for-trading debt We also reclassified $179

million fair value of mortgages held-for-sale from loans to HFT debt

securities as we intend to sell these mortgages in the nearterm The

reclassification had minimal impact on net income

Referto Note ito our Consolidated Financial Statements for

further details on the reclassification and transition adjustment made

on November 2008

Reclassification of securities to loans Table 57

Balance sheet impact

2009

Increased

C$ millions
decreased

Assets

Securities

Loans net of allowance for loan losses

Other assets
_______

182

Liabilities and Shareholders equity

Retained earnings
130

Accumulated other comprehensive income 52

182

Reclassification of securities to loans
Table 58

Credit quality impact

2009

Increased decreased

International

C$millions Banking Consolidated

Credit quality information

GIL 998 1138

ACL 121 189

2009

Impact of reclassification

Pre- Post- Increase

reclassification reclassification decrease

GILC$ millions 4319 5457 1138

ACL 3113 3302 189

GIL as of loans

and acceptances 148 bps 186 bps 38 bps

Total coverage ratio 72% 61% 11%
Specific PCL as of

average net loans

and acceptances 95 bps 97 bps bps

Total ACL as percentage of GIL

CICA section 3855 reclassification of securiies to loans

5871

1132

79

2009

Increased decreased

International corporate

Banking Support Total
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Maietenvlronment impacts

The market environment-related losses continued into 2009 at

similar pace to the end of 2008 though moderating primarily in the

latter half of the year as market conditions improved Total market
environment-related net losses increased $99 million from the prior

year largely reflecting losses on fair value adjustments on certain

RBC debt designated as HFT and losses on credit default swaps
economically hedging the corporate loan portfolio These factors were

partially offset by lower market environment-related losses on HFT
and AFS portfolios and gains on credit valuation adjustments on
certain derivative contracts These losses reduced revenue in 2009 by
$2.1 billion largely during the first half of the year and were

comprised of losses of $1.4 billion of market environment-related

losses on HFT and AFS and $.7 billion related to changes in credit

spreads as noted in Table 59 Net income was reduced in 2009 by
losses of $1.1 billion

Capital Markets Corporate Support and International Banking
revenue was negatively impacted by market environment- related

losses of $1489 million $607 million and $18 million respectively

in 2009 PCL increased $67 million as result of our adoption of the

amendments of CICA section 3855 This increase was comprised of

$59 million in International Banking and $8 million in Corporate

Support Capital Markets Corporate Support and International

Banking segment net income was reduced by market environment-
related losses of $648 million $431 million and $61 million in the

current year

Summary of market environment impacts
gains losses

Gains losses on impacted portfolios

Held-for-trading HF
Available-for-sale AFS2

_______

Revenue impacts 1374
Compensation adjustments 317

Income tax recoveries 343

Total after-tax and related compensation

adjustments

Gains losses related to credit spreads

Credit valuation adjustments on certain

derivatives other than monolines

Fair value adjustments on RBC debt

designated as HFT 586 533 88

CreditdefaultswapsCDS 200 393

Revenue impacts 740 808 88

Compensation adjustments 174 204 20
Income tax recoveries 190 227 25

Total after-tax and related compensation

adjustments

Credit losses related to AFS securities

reclassified to loans

PCL2 67
Income tax recoveries 17

Total after-tax 50

Total market environment net income

impact 1140 1041 130

U.S subprime CDOs ofABS RMBS and other gains of $23 million incurred for the

period of February 12009 to October 31 2009 were not included in the table above
Losses of $358 million were incurred during the first quarter of 2009 and are included in

the table above U.S commercial mortgage-backed securities CMBS and U.S

Municipal guaranteed investment contracts GIC and other U.S MBS have not been

included in the above table If included gains of $23 million would have been reported
for all of these portfolios for 2009 The gains are not included in the table above as
these gains are no longer considered result of the market environment since our

current exposure is not significant

Exposure to U.S subprime and Alt-A RMBS CDOs and mortgages
Certain activities and transactions we enter into expose us to the risk

of default of US subprime and Alt-A residential mortgages Our net

exposures to U.S subprime and Alt-A represent .4% ofourtotal

assets as at October 31 2009 compared to .5% the prior year
Of our total holdings of RMBS holdings with fair value of $86

million net of MBIA hedging of $249 million may be exposed to U.S

subprime risk U.S subprime RMBS exposures decreased $176
million from last year primarily reflecting our adoption of the

amendments to CICA section 3855 as certain U.S subprime securities

In accordance with the amendments to CICA section 3855 we reclassified certain

impaired AFS securities not quoted in an active market to loans As result the

impairment looses recognized in net income during 2008 on these securities of $229
million were reversed nsa transitional adlustment on November 2008 and an

allowance for credit losses of $139 million was established For further information refer

to the CICA section 3855 reclassification of securities to loans and Total RBC

availablefor-sale portfolio sections

Held-for-trading losses

We recognized losses of $889 million on HFT instruments during the

current year

C$ millions 2009 2008 2007

2785
613

754

We recognized loss of $420 million during the current year

resulting from an increase in the credit valuation adjustment resulting

from increases in fair value of credit default swaps CDS with

monoline insurer MBIA Inc that represent credit protection purchased
to hedge our credit risk exposure to super-senior tranches of struc
tured credit transactions the fair value of the underlying assets and

other parameter inputs The credit protection with MBIA covers both

subprime- and non-subprime-related assets

We also incurred losses of $358 million primarily related to

trading portfolio in Capital Markets containing CDOs of corporate

CDS The business was discontinued and series of risk reduction

trades and assignment of trades to third party AA-rated financial

institution was executed

Our U.S Insurance and Pension solutions business in Capital

Markets provides stable value contracts on bank-owned life insurance

BOLl policies purchased by banks on groups of eligible employees
Table 59 We no longer originate BOLl policies As of October 31 2009 we

incurred losses of $111 million forthe year almost all of which were
related to one contract that is invested in both leveraged and

unleveraged strategies This contract with Notional value of $2024
million $987 million offairvalue at October 31 2009 was

889 2220 393 restructured to remove the economic consequences of an early
485 565 surrender of the BOLl policy by establishing fixed maturity date and

Notional value The restructured contract also allows for reduction

131
of investments in leveraged strategies The fair value of our estimated

89 payment underthe restructured contract at maturity is $250 million

which has been recognized as loss in 2008 and 2009 The

remainder of the BOLl contracts with $6276 million Notional value

714 1418 173 $5855 million of fair value are invested in unleveraged strategies

that are mainly comprised of U.S Agency MBS and government
securities Notional value represents the total amount of investment

value protected under stable value contracts and is reported under

stable value products in Note 25 to our Consolidated Financial

Statements Fair value represents the current estimate of the

investments referenced under the stable value contracts

Capital Markets recognized gain of $46 million in credit

valuation adjustments on certain derivative contracts other than

monolines reflecting the change in the fair value of all derivatives that

are attributable to the credit quality of our derivative counterparts
These credit valuation adjustments are calculated using internal

models and our methodology considers the impact of both the

counterpartys and our credit spreads on the present and potential

future asset and liability position of the derivative counterparty

Counterparty credit spreads tightened and our net derivative-related

credit exposure to our counterparties decreased during the year

46 118

376 377 43

Exposures to selected financial instruments

Managements Discussion and Analysis Royal Bank of Canada Annual Report 2009 59



were reclassified to loans and the stronger Canadian dollar relative to

the U.S dollar Of this potential exposure over 66% of our related

holdings are rated and above compared to 96% in the prior year

As at October 31 2009 U.S subprime RMBS holdings rated AAA on

net basis comprised 37% of total U.S subprime RMBS holdings

compared to 48% in 2008 Exposure to U.S subprime loans was

$489 million as at October 31 2009 representing .07% of total

assets $196 million higher than last year largely resulting from the

reclassification noted above and the stronger Canadian dollar relative

to the U.S dollar

Of our total holdings of RMBS holdings with fair value of $988

million net of hedging maybe exposed to U.S Alt-A risk U.S Alt-A

exposures decreased $761 million from the prioryear mainly

reflecting the reclassification of certain U.S Alt-A securities to loans

and the stronger Canadian dollar relative to the U.S dollar Less than

50% of these RMBS were issued within 2006 and 2007 Our exposure

to U.S Alt-A loans was $1287 million as at October 31 2009

representing .20% of total assets and increased $335 million from

the prioryear primarily reflecting the reclassification discussed

above and the stronger Canadian dollar relative to the U.S dollar

Ofourtotal holdings of CDO5 holdings of $22 million net of

MBIA hedging of $4 million may be exposed to U.S subprime or Alt-A

risk decreased $71 million from 2008 This represents less than 8%

of ourtotal net unhedged positions in CDOs in which we had direct

holdings which totalled $300 million in 2009 The fairvalue of our

Corporate CDOs net of hedging of $278 million as at October 31

2009 and decreased $215 million from 2008 primarily reflecting the

sale and losses on certain positions and the stronger Canadian dollar

relative to the U.S dollar

Net exposure to U.S subprime and Alt-A through

RMBS CDOs and mortgages

2009

COOs that

may contain

Subprime Alt-A subprime or

As at October31 C$ millions RMBS RMBS Alt-A Total

Fair value of securities before

hedging 335 988$
__________

Fair value of securities net of

hedging by rating

AM
AA

32 116

24 86

44

BBB 55

Below BBB- 29 687 22

Total 86 988 22 1096

Fair value of securities net of

hedging by vintage

2003 or before 19 49

2004 97

2005 54 351 17

2006 323

2007
168

Total 86 988 22 1096

Amortized cost of subprime/Alt-A

mortgages whole loans 228 837$ 1065

Amortized cost of subprime/Alt-A

RMBS securities transferred to

loans under Section 3855 261 450$ 711

Total subprime and Alt-A

exposures net of hedging 575 $2275$ 22 2872

Sensitivities of fair value of

securities net of hedging to

changes in assumptions

lOObp increase in credit spread

lOObp increase in interest rates

20% increase in default rates

25% decrease in pre-payment

rates
50

The subprime RMBS exposures rated below BBS- represents our net bought protection

position

Off-balance sheet arrangements

For our off-balance sheet arrangements including multi-seller

conduits structured investment vehicles and other variable interest

entities as at October 31 2009 referto the Off-balance sheet

arrangements section

Leveraged finance

Our exposure to leveraged finance as at October 31 2009 was

nominal

Direct and indirect monotine insurance

In addition to the monoline insurance previously described we have

direct and indirect monoline insurance on non-subprime assets The

table below shows our direct monoline insurance

Direct monoLine insurance Table 61

As at October 31 2009

Principal

CS millions
notional Fair value

Financial Security Assurance Holdings Ltd FSA 286 26

Syncora Holdings Ltd Formerly XL Capital Ltd 259 15

AMBAC Financial Group AMBAC 108

Total
653 $47

As at October 31 2009 we held monoline insurance protection of

$653 million against default of the issuer or counterparty on

non-subprime trading assets comprising CDOs and CLOs of corporate

names and interest rate swaps The recorded fair value as at

Table 60 October 31 2009 on these monoline insurance contracts was $47

million

We also have indirect monoline insurance exposure through

assets that we hold and liquidity facilities that we provide Monoline

insurers provide bond insurance for third-party originated assets that

we hold such as U.S municipal bonds ARS and GICs interest rate

swaps public infrastructure bonds and collateralized GICs In these

cases we obtain benefit from the insurance protection The

26 1349 principal/notional
value of these assets as at October 31 2009 is

$1458 million The majority of these assets are held in our trading

book with changes in fair value reflected in Non-interest income

Trading revenue and the implied value of the insurance is reflected in

the fairvalue of the asset In addition we provide liquidity facilities of

$336 million to certain of our customers in respect of their bond

issuance programs where monoline insurance was purchased as part

of that program of which $nil was drawn as of October 31 2009

Commercial mortgage-backed securities disclosure

The fair value of our total direct holdings of CMBS was $398 million

as at October 31 2009

23

32
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Key performance and non-GAAP measures

Tangible common equity Tier common capital ratio

We use the Tangible common equity Tier common capital ratio in

conjunction with regulatory capital ratios to evaluate our capital

adequacy specifically related to common equity This ratio is calcu
lated consistent with stress testing measure used by the U.S

Federal Reserve for U.S banks in determining capital adequacy under
certain adverse scenarios except that our calculation of Tangible

common equity Tier common capital is based on the Basel
II

methodology as detailed in the Capital management section We
believe that the Tangible common equity Tier common capital ratio

is useful supplemental measure of capital adequacy The Tangible

common equity Tier common capital ratio does not have

standardized meaning under GAAP and may not be comparable to

similar measures disclosed by other financial institutions

The following table provides calculation of our Tangible

common equity Tier common capital ratio

metrics such as net income return on equity ROE and return on risk

capital RORC We use ROE and RORC at both the consolidated and
business segment levels as measures of return on total capital

invested in our businesses The business segment ROE and RORC
measures are viewed as useful measures for supporting investment
and resource allocation decisions because they adjust for certain

items that may affect comparability between business segments and
certain competitors RORC does not have standardized meaning
under GAAP and may not be comparable to similar measures
disclosed by other financial institutions

Our consolidated ROE calculation is based on net income

available to common shareholders divided by total average common
equity for the period Business segment ROE calculations are based
on net income available to common shareholders divided by average
attributed capital for the period For each segment average attributed

capital or Economic Capital includes attributed risk capital required

to underpin various risks as described in the Capital Management
section and amounts invested in goodwill and intangibles

RORC is used to measure returns on capital required to support
the risks related to ongoing operations Our RORC calculations are

based on net income available to common shareholders divided by
attributed risk capital which excludes goodwill and intangibles and

353
unattributed capital

The attribution of capital and risk capital involves the use of

991 857 assumptions judgments and methodologies that are regularly

reviewed and revised by management as necessary Changes to such

assumptions judgments and methodologies can have material

effect on the segment ROE and RORC information that we report
Other companies that disclose information on similar attributions and
related return measures may use different assumptions judgments
and methodologies

The following table provides summary of our ROE and RORC
calculations

Tangible common equity Crier common capital ratio TabLe 62

CS millions except percentage amounts 2009 2008

Tier capital

Less Qualifying other
non-controlling

interest in subsidiaries

Innovative Tier capital

instruments

Non-cumulative First Preferred

shares

Tangible common equity Tier common

capital ratio 9.2% 6.5%

Net of treasury shares

Return on equity and Return on risk capital

We measure and evaluate the performance of our consolidated

operations and each business segment using number of financial

Calculation of Return on equity and Return on risk capital

Net income loss available to

common shareholders

For internal allocation and measurement purposes total attributed capital is deemed by

management to comprise amounts
necessary to support the risks inherent in the

businesses risk capital and amounts related to historical investments goodwill and

intangibles The difference between total average common equity and average
attributed capital is classified as Unattributed capital which is reported in Corporate

Support for segment reporting pnrposes

31774 25031

Tier common capital

Risk-adjusted assets

4811 2657

22619 18160

244837 278579

Canadian Wealth International Capital CorporateCs millions except percentage amounts Banking Management Insurance Banking Markets Support

Table 63

2009 2008 2007

Total Total Total

2607 553 486 1504 1706 223$ 3625 4454 5404

Average risk capital 5400 1100 1150 3050 7000 900 18600 15050 14450add Under attribution of capital
600 600 1900 1850Goodwill and intangible capital 1850 2800 150 4700 1100 650 11250 7700 5550

Average equity 7250 3900 1300 7750 8100 2150 30450 24650 21850add Impact of goodwill impairment charge 550 550

Adjusted average equity 7250 3900 1300 8300 8100 2150 31000 24650 21850
ROE 35.9% 14.2% 37.0% 19.4% 21.0% n.m 11.9% 18.1% 24.7%add Impact of goodwill impairment charge 13.3% 3.0%

Adjusted ROE 35.9% 14.2% 37.0% 6.1% 21.0% n.m 14.9% 18.1% 24.7%

RORC 48.4% 49.2% 42.9% 49.1% 24.3% n.m 19.5% 29.6% 37.4%

Average risk capital Goodwill and intangible capital and Average equity represent rounded figures ROE and RORC are based on actual balunces before rounding These are calculated usingmethods intended to approximate the
average of the daily balances for the period

Average risk capital includes Credit Market trading and non-trading Operational and Business and fixed assets and Insurance risk capital For Further details refer to the Capitalmanagement section

Corporate Support includes average software intangible assets ascertain software was reclassified to intangible assets with the adoption of CICA handbook Section 3064 effective 2009 Forfurther details refer to the changes in accounting policies section

The amounts for the segments are referred to as attributed capital or Economic Capital
n.m not meaningful
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Embedded value

Embedded value is measure of shareholder value embedded in the

balance sheet of our Insurance segment excluding any value

associated from future new sales We use the change in embedded

value between reporting periods as measure of the value created by

the insurance operations during the period

We define embedded value as the value of equity held in our

Insurance segment and the value of in-force business existing

policies The value of in-force business is calculzted as the present

value of future expected earnings on in-force business less the

present value of capital required to support in-force business We use

discount rates that are consistent with other insurance companies

Required capital uses the capital frameworks in the jurisdictions in

which we operate

Adjusted measures

Adjusted measures are adjusted net income adjusted EPS adjusted

ROE and adjusted effective tax rate We use and report adjusted

measures consistent with our management framework We believe

that excluding the goodwill impairment charge which we recorded in

2009 from these measures is more reflective of ongoing operating

results and will provide readers with better understanding of

managements perspective on our performance
fhese adjusted

Adjusted measures

2009 Defined operating leverage

We use and report defined operating leverage consistent with our

management framework

Our defined operating leverage refers to the difference between

our revenue growth rate as adjusted and non-interest expense

growth rate as adjusted Revenue is presented on taxable

equivalent basis while the impact of consolidated VIEs is excluded

as they have no material impact on our earnings Insurance results

are excluded as certain changes in revenue can be largely offset in

Insurance policyholder benefits claims and acquisition expense

which expense is not captured in our defined operating leverage

calculation Defined operating leverage does not have standardized

meaning under GAAP and is not necessarily comparable with similar

information reported by other financial institutions

The following table shows our defined operating leverage ratio

calculation

Key drivers affecting the change in embedded value from period

to period are new sales investment performance claims and

policyholder experience change in actuarial assumptions changes in

foreign exchange rates and changes in shareholder equity arising

from transfers in capital

Embedded value does not have standardized meaning under

GAAP and may not be directly comparable to similar measures

disclosed by other companies Given this measure is specifically used

for our Insurance segment and involves the use of discount rates to

present value the future expected earnings and capital required for

the in-force business reconciliation to financial statements

information is not applicable

measures should also enhance the comparability of our financial

performance for 2009 to prior years Adjusted measures are

non-GAAP measures which do not have standardized meanings under

GAAP and may not be comparable to similar measures disclosed by

other financial institutions

The following table provides calculation of our adjusted

measures

C$ millions except percentage amounts 2009 2008 Change

Total revenue 29106 21582

Add teb adjustment
366 410

Less Revenue related to variable

interest entities VIEs 22 48
Insurance revenue 5715 2610

Total revenue adjusted 23779 19430 22.4%

Non-GAAP measures

Table 64

2009 2008

Goodwill

impairment

CS millions except percentage and per
share amounts

As repoed charge Adlusted As reponed

Income before income taxes
5526 1000 6526 6005

Income taxes
1568 1568 1.369

Net income before non-controlling interest 3958 1000 4958 4636

Non-controlling interest in net income of subsidiaries
100 100 81

Net income
3858 1000 4858 4555

Preferred dividends
233 233 101

Net income available to common shareholders
3625 1000 4625 4454

Average number of common shares thousands 1398675 1398675 1305706

Basic earnings per share in dollars
2.59 .71 3.31 3.41

1412126
Average number of diluted common shares thousands

1412126 1319744

Diluted earnings per share in dollars
2.57$.71$328$.2

Average common equity
30450 31000 2650

ROE
11.9% 14.9% 18.1%

Effective tax rate
24% 24.0% 22.8%

Based on actual balances before rounding

2009 Defined operating leverage
Table 65

Non-interest expense 14558 12351

Less Insurance-related

non-interest expense 559 576

Non-interestexpeflSeadiUSted 13999 11775 18.9%

Defined operating leverage
3.5%
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Application of critical accounting policies and estimates

Our significant accounting poticies are described in Note to our 2009

Annual Consolidated Financial Statements Certain of these policies

as well as estimates made by management in applying such policies

are recognized as critical because they require us to make particularly

subjective or complex judgments about matters that are inherently

uncertain and because of the likelihood that significantly different

amounts could be reported under different conditions or using

different assumptions Our critical accounting policies and estimates

relate to the fairvalue of financial instruments other-than-temporary

impairment of available-for-sale AFS and held-to-maturity l-ITM

securities securitization allowance for credit losses variable interest

entities goodwill and other intangible assets pensions and other

post-employment benefits and income taxes Our critical accounting

policies and estimates have been reviewed and approved by our Audit

Committee in consultation with management as part of their review

and approval of our significant accounting policies and estimates

Financial instruments recognition and measurement

Fair value of financial instruments

All financial instruments are required to be measured at fair value on

initial recognition except for certain related party transactions

Measurement in subsequent periods depends on whether the

financial instruments have been classified or designated as

held-for-trading HET AFS HIM loans and receivables or other

financial liabilities financial instrument can be designated as HFT

the fair value option FVO on its initial recognition provided it

meets certain criteria even if it was not acquired or incurred princi

pally for the purpose of selling or repurchasing in the near term

Financial assets and financial liabilities HFT including derivative

instruments are measured at fairvalue with changes in the fair

values recognized in net income except for derivatives designated in

effective cash flow hedges or hedges of foreign currency exposure of

net investment in self-sustaining foreign operation the changes in

the fairvalues of those derivatives are recognized in other compre
hensive income OCI AFS financial assets are also measured at fair

value with unrealized gains and losses including changes in foreign

exchange rates being recognized in OCI except for investments in

equity instruments classified as AFS that do not have quoted market

price in an active market which are measured at cost Financial

assets HTM loans and receivables and other financial liabilities are

measured at amortized cost using the effective interest method
As at October 31 2009 approximately $302 billion or 46% of our

financial assets and $202 billion or 33% of our financial liabilities were
carried at fair value $340 billion or 47% of financial assets and $252

billion or 36% of financial liabilities as at October 31 2008
CICA Section 3862 Financial Instruments Disclosures estab

lishes three-level hierarchy for disclosure of financial instruments

measured at fair value which is essentially the same as the hierarchy

under U.S GAAP The classification of assets and liabilities within the

hierarchy is based on whether the inputs to the measurement

valuation methodology are observable or unobservable Observable

inputs reflect market-derived or market-based information obtained

from independent sources while unobservable inputs reflect our

estimates about market data The following three-level fairvalue

hierarchy is based on the transparency of the inputs used to measure

the fair value of the financial instruments

Level inputs are unadjusted quoted prices of identical

instruments in active markets

Level inputs other than quoted prices included in Level that

are observable for the asset or liability either directly or

indirectly

Level one or more significant inputs used in valuation

technique are unobservable in determining fairvalues of the

instruments

Note to our 2009 Annual Consolidated Financial Statements discloses

the fair values of our financial instruments as at October 31 2009

Fairvalue is defined as the amount at which financial

instrument could be bought or sold in current transaction other

than in forced or liquidation sale between knowledgeable and

willing parties in an arms-length transaction under no compulsion to

act The best evidence of fair value is quoted bid or ask price as

appropriate in an active market Where bid and ask prices are

unavailable we use the closing price of the most recent transaction of

that instrument Where quoted prices are not available for particular

financial instrument we use the quoted price of financial

instrument with similar characteristics and risk profile or internal or

external valuation models using observable market-based inputs to

estimate the fair value

The determination of fair value for actively traded financial

instruments that have quoted market prices or readily observable

model input parameters requires minimal subjectivity Managements
judgment is required however when the observable market prices

and parameters do not exist In addition management exercises

judgment when establishing market valuation adjustments that

would be required to determine the fairvalues These include

valuation adjustments for liquidity for financial instruments that are

not quoted in an active market when we believe that the amount

realized on sale may be less than the estimated fair value due to

insufficient liquidity over short period of time They also include

valuation adjustments calculated when market prices are not

observable due to insufficient trading volume or lack of recent

trades in less active or inactive market

The majority of our financial instruments classified as HFT other

than derivatives and financial assets classified as AFS comprise or

relate to actively traded debt and equity securities which are carried

at fair value based on available quoted prices As few derivatives and

financial instruments designated as HF using the RIO are actively

quoted we rely primarily on internally developed pricing models and

established industry standard pricing models such as Black-Schbles

to determine their fairvalue In determining the assumptions to be

used in our pricing models we look primarily to external readily

observable market inputs including factors such as G7 interest-rate-

yield curves currency rates and
volatility of certain prices or rates

However certain derivative financial instruments are valued using

significant unobservable market inputs such as default correlations

among others These inputs are subject to significantly more

quantitative analysis and management judgment Where significant

input parameters are not based on market observable data we defer

the initial trading profit until the amounts deferred become realized

through the receipt and/or payment of cash or once the input

parameters are observable in the market We also record fair value

adjustments to account for measurement uncertainty due to model

risk and parameter uncertainty when valuing complex or less actively

traded financial instruments For further information on our derivative

instruments referto Note to our 2009 Annual Consolidated

Financial Statements

To determine the fair value adjustments on RBC debt designated as

HF we calculate the present value of the instruments based on the

contractual cash flows over the term of the arrangement by using the

RBC effective funding rates at the beginning and end of the period with

the unrealized change in the present value recorded in net income

The determination of fairvalue where quoted prices are not

available and the identification of appropriate valuation adjustments

require management judgment and are based on quantitative research

and analysis Group Risk Management is responsible for establishing

our valuation methodologies and policies which address the use and

calculation of valuation adjustments These methodologies are

reviewed on an ongoing basis to ensure that they remain appropriate

Group Risk Managements oversight in the valuation process also

includes ensuring all significant financial valuation models are strictly

controlled and regularly recalibrated and vetted to provide an

independent perspective Refer to the Risk capital and liquidity

management section for further details on the sensitivity of financial

instruments used in trading and non-trading activities

Accounting and control matters

Critical accounting policies and estimates
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Controls over valuations of financial instruments

An independent control infrastructure is critical to ensure that our

financial instruments fair value measurements are reliable consistently

determined and appropriately valued at market exit price levels Our

valuation control infrastructure has senior management oversight and is

independent of business functions that trade or invest in financial

instruments Valuations are governed by policies and controls including

independent price verification review of daily profit
and loss and

determination of valuation adjustments for non-readily observable

market prices or parameters by staff with appropriate knowledge and

expertise of the instruments and markets in which we transact These

policies and controls include review of all new business initiatives to

ensure minimum standards are met priorto approval

Other-than-temporary impairment of available-for-sale and

held-to-maturity securities

AFS and HTM securities with unrealized losses are assessed for

impairment at each reporting date and more frequently when

conditions warrant When the fairvalue of any security has declined

below its amortized cost management is required to assess whether

the decline is other-than-temporary In making this assessment for AFS

securities we consider several factors including the length of time

and extent to which the fair value has been less than its amortized

cost ii the severity of the impairment iii the cause of the

impairment and the financial condition and near-term prospects of the

issuer and iv our intent and ability to hold the investment for

period of time sufficient to allow for any anticipated recovery of fair

value The decision to record writedown its amount and the period

in which it is recorded could change based on managements

judgment If the decline in value based on managements judgment is

considered to be other-than-temporary the cumulative changes in the

fair values of AFS securities previously recognized in accumulated

other comprehensive income AOCI are reclassified to net income

during that period We assess our HTM securities for impairment using

the same impairment model for Loans For further details refer to

Notes and to our 2009 Annual Consolidated Financial Statements

Securitization

We periodically securitize Canadian residential mortgages credit card

receivables and commercial mortgage loans by selling them to

special purpose
entities SPE5 or trusts that issue securities to

investors Some of the key accounting determinations in

securitization of our loans are whether the transfer of the loans meets

the criteria required to be treated as sale and if so the valuation of

our retained interests in the securitized loans Refer to Note to our

2009 Annual Consolidated Financial Statements for detailed

description of the accounting policy for loan securitization

When we securitize loans and retain an interest in the securi

tized loans it is matter of judgment whetherthe loans have been

legally isolated We obtain legal opinions where required to give us

comfort that legal isolation of the transferred loans has been

achieved We often retain interests in securitized loans such as

interest-only strips servicing rights or cash reserve accounts Where

quoted market prices are not available the valuation of retained

interests in sold assets is based on our best estimate of several key

assumptions such as the payment rate of the transferred loans

weighted average life of the prepayable receivables excess spread

expected credit losses and discount rate The fair value of such

retained interests calculated using these assumptions affects the

gain or loss that is recognized from the sale of the loans Refer to

Note to our 2009 Annual Consolidated Financial Statements for the

volume of securitization activities of our loans the gain or loss

recognized on sale and sensitivity analysis of the key assumptions

used in valuing our retained interests

Another key accounting determination is whether the SPE that is

used to securitize and sell our loans is required to be consolidated

As described in Note to our 2009 Annual Consolidated Financial

Statements we concluded that none of the SPE5 used to securitize

our financial assets should be consolidated

Allowance for credit losses

The allowance for credit losses is maintained at levels that

management considers appropriate to cover estimated identified

credit related losses in the portfolio as well as losses that have been

incurred but are not yet identifiable as at the balance sheet date The

allowance relates to on-balance sheet exposures such as loans and

acceptances and off-balance sheet items such as letters of credit

guarantees and unfunded commitments

The allowance is determined based on managements identi

fication and evaluation of problem accounts for estimated losses that

exist on the remaining portfolio and on other factors including the

composition and credit quality of the portfolio and changes in

economic and business conditions The allowance for credit losses

consists of specific allowances and the general allowance

The process for determining the allowances involves quantitative

and qualitative assessments using current and historical credit

information Our lending portfolio is reviewed on an ongoing basis to

assess whether any borrowers should be classified as impaired and

whether an allowance or write-off is required The process inherently

requires the use of certain assumptions and judgments including

assessing the impaired status and risk ratings of loans

ii estimating cash flows and collateral values iii developing default

and loss rates based on historical and industry data iv adjusting loss

rates and risk parameters based on the relevance of historical data

given changes in credit strategies processes and policies

assessing the current credit quality of the portfolio based on credit

quality trends in relation to impairments write-offs and recoveries

portfolio characteristics and composition and vi determining the

current position in the economic and credit cycles Changes in these

assumptions or using other reasonable judgments can materially

affect the allowance level and thereby our net income

Specific allowances

Specific allowances are recorded to recognize estimated losses on

both retail and wholesale loans that have become impaired The

losses relating to wholesale borrowers are estimated using

managements judgment relating to the timing of future cash flow

amounts that can be reasonably expected from the borrowers

financially responsible guarantors and the realization of collateral

The amounts expected to be recovered are reduced by estimated

collection costs and discounted at the effective interest rate of the

obligation The losses relating to retail portfolios are managed or

pooled basis and are based on net write-off experience For credit

cards no specific allowance is maintained as balances are written off

when payment is 180 days in arrears Personal loans are generally

written off at 150 days past due Write-offs for other loans are

generally recorded when there is no realistic prospect of full recovery

General allowance

general allowance is established to cover estimated credit losses

incurred in the lending portfolio that have not yet been specifically

identified as impaired For wholesale portfolios the determination of the

general allowance is based on the application of estimated probability of

default gross exposure at default and loss factors which are determined

by historical loss experience and delineated by loan type and rating For

retail portfolios the determination of the general allowance is based on

the application of historical loss rates In determining the general

allowance level management also considers the current portfolio cedit

quality trends business and economic conditions the impact of policy

and process changes and other supporting factors

Total allowance for credit lasses

Based on the procedures discussed above management believes

that the total allowance for credit losses of $3302 million is

adequate to absorb estimated credit losses incurred in the lending

portfolio as at October 31 2009 This amount includes $114 million

classified in other liabilities which relates to letters of credit and

guarantees and unfunded commitments

Variable interest entities

AcG-15 provides guidance on applying the principles of consolidation

to certain entities defined as variable interest entities VIEs Where

an entity is considered VIE the Primary Beneficiary is required to

consolidate the assets liabilities and results of operations of the VIE

The Primary Beneficiary is the entity that is exposed through variable

interests to majority of the VIEs expected losses as defined in
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AcG-15 or is entitled to majority of the VIEs expected residual

returns as defined in AcG-15 or both

We use variety of complex estimation processes involving both

qualitative and quantitative factors to determine whether an entity is

VIE and if required to analyze and calculate the expected losses

and the expected residual returns These processes involve

estimating the future cash flows and performance of the VIE

analyzing the variability in those cash flows and allocating the cash

flows among the identified parties holding variable interests to

determine who is the Primary Beneficiary In addition there is

significant amount of judgment exercised in interpreting the provi
sions of AcG-1 and applying them to our specific transactions

AcG-l applies to variety of our businesses including our
involvement with multi-seller conduits that we administer credit

investment products and structured finance transactions For further

details on our involvement with VIEs refer to the Off-balance sheet

arrangements section and Note to our 2009 Annual Consolidated

Financial Statements

Goodwill and other intangible assets

Under GAAP goodwill is not amortized and is generally allocated to

reporting units which are one level below our operating segments
Goodwill is tested for impairment on an annual basis or more

frequently ifan event occurs or circumstances change such that the fair

value of reporting unit may be reduced to less than its book value

Testing goodwill begins with determining the fair value of each

reporting unit and comparing it to its carrying amount including

goodwill If the carrying value of reporting unit exceeds its fair value
the fairvalue of the reporting units goodwill must be determined and

compared to its carrying value The fairvalue of the goodwill is

imputed by determining the fair value of the assets and liabilities of

the reporting unit Goodwill is deemed to be impaired if its carrying

value exceeds the fair value That excess is the quantum of the

impairment which must be charged to income in the period it is

identified Subsequent reversals of impairment are prohibited

Management applies significant judgment in estimating the fair

value of our reporting units which is accomplished primarily using an

earnings-based approach which incorporates each reporting units

internal forecasts of revenues and expenses The use of this model

and more generally our impairment assessment process require the

use of estimates and assumptions including discount rates growth

rates and terminal growth rates Changes in one or more of the

estimates or assumptions could have an impact on the determination

of the fair value of our reporting units and thus the results of the

impairment test In addition to the earnings-based approach where

possible we use market-based approach to assess what the

appropriate fairvalue of each reporting unit may be in the current

market based on actual market events and comparable companies

Other intangibles with finite life are amortized on straight-line

basis over their estimated useful lives generally not exceeding 20

years These are also tested for impairment when an event occurs or

condition arises that indicates that the estimated future net cash flows

from the asset may be insufficient to recover its carrying amount The

identification of such events or conditions may be subject to

managements judgment Estimating the fair value of finite-life

intangible for purposes of determining whether it is impaired also

requires management to make estimates and assumptions changes in

which could have an impact on the determination of the fair value of

the intangible and thus the results of the impairment test We do not

have any intangibles with indefinite lives

For further details referto Notes land lOto our 2009 Annual
Consolidated Financial Statements

Pensions and other post-employment benefits

We sponsor number of defined benefit and defined contribution

plans that provide pension and other benefits to eligible employees
after retirement These plans include registered pension plans

supplemental pension plans and health dental disability and life

insurance plans The pension plans provide benefits based on years

of service contributions and average earnings at retirement

Due to the long-term nature of these plans the calculation of

benefit expenses and obligations depends on various assumptions
such as discount rates expected rates of return on assets healthcare

cost trend rates projected salary increases retirement age and

mortality and termination rates Discount rate assumption is

determined using yield curve of AA corporate debt securities All

other assumptions are determined by management and are reviewed

annually by the actuaries Actual experience that differs from the

actuarial assumptions will affect the amounts of benefit obligation

and expense The weighted average assumptions used and the

sensitivity of key assumptions are presented in Note 20 to our 2009
Annual Consolidated Financial Statements

Income taxes

Management exercises judgment in estimating the provision for

income taxes We are subject to income tax laws in various juris

dictions where we operate These complex tax laws are potentially

subject to different interpretations by us and the relevant tax

authority The provision for income taxes represents managements
interpretation of the relevant tax laws and its estimate of current and

future income tax implications of transactions and events during the

period future income tax asset or liability is determined for each

temporary difference based on the future tax rates that are expected
to be in effect and managements assumptions regarding the

expected timing of the reversal of such temporary differences We
review both positive and negative evidence in assessing whether

future income tax assets are more likely than not to be realized

determinable payments that are not quoted in an active market may
be classified as loans and receivables loan and receivables for which

we may not recover substantially all of our initial investment other

than because of credit deterioration must be classified as AFS and

loans and receivables that we intend to sell immediately or in the

nearterm must be classified as I-lET The amendments also permit

certain financial assets to be reclassified from the HF and AFS

categories into the loans and receivables category Impairment losses

on AFS debt instruments may be reversed under certain circum

stances and impairment for debt instruments classified as loans and

receivables will be assessed using the impairment model for loans

We adopted these amendments with retrospective application to

November 2008 as required by the standard Accordingly we have

reclassified $179 million of HF and $929 million ofAFS securities to

loans The impact on adoption was an increase of $66 million net

of taxes of $30 million to our Retained earnings as of November

2008 representing an adjustment to the impairment amount

calculated as result of using the impairment model for loans and

ii an increase of $104 million net of taxes of $57 million to our

Accumulated other comprehensive income AOCI as of November

Significant changes in accounting policies and disclosures

during 2009

Canadian GAAP

Goodwill and Intangible Assets

On November 2008 we adopted CICA Handbook Section 3064
Goodwill and Intangible Assets Section 3064 which provides clarifying

guidance on the criteria that must be satisfied in order for an intangible

asset to be recognized including internally developed intangible assets

It replaces Section 3062 Goodwill and Other Intangible Assets and

Section 3450 Research and Development Costs

As result of adopting Section 3064 we reclassified $789 million of

software from Premises and equipment to Other intangibles on our

Consolidated Balance Sheets as of November 2008 and corresponding

depreciation of $221 million from Non-interest expense Equipmentto
Non-interest expense Amortization of other intangibles on our

Consolidated Statements of Income for the year ended October 31 2008

Impairment of Financial Assets

In August 2009 the CICA issued various amendments to Section

3855 including non-derivative financial assets with fixed or
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2008 representing the cumulative marked-to-market adjustments

previously recorded Refer to Note to our 2009 Annual Consolidated

Financial Statements for additional information

Fair Value and Liquidity Risk Disclosure

In June 2009 the CICA issued Fair Value and Liquidity Risk Disclosure

Amendments to Financial Instruments Disclosures Section 3862 to

improve fair value and liquidity
risk disclosures by requiring all financial

instruments measured at fair value to be categorized into one of three

fair value hierarchy levels for disclosure purposes This hierarchy is

essentially the same as the hierarchy under U.S GA4P Topic 820 We

adopted these amendments for our fiscal year ended October 31 2009

U.S GMP
Framework on fair value measurement

Topic 820 Fair Value Measurements and Disclosures Topic 820

FASB Statement No 157 Fair Value Measurements FAS 157 and

related pronouncements was effective for us on November 2008

except for certain non-financial assets and non-financial liabilities for

which the amendments will be effective on November 2009 Topic

820 requires that all financial instruments measured at fair value be

categorized into the fair value hierarchy levels and measured based

on the guidance for those levels

Fairvalue option for financial assets and liabilities

Financial Accounting Standards Board FASB guidance under Topic

825-10 Financial Instruments Topic 825-10 Statement No 159

The Fair Value Option for Financial Assets and Liabilities FAS 159

provides an entity the option to report selected financial assets and

liabilities at fair value and establishes new disclosure requirements

for assets and liabilities to which the fairvalue option is applied We

adopted this guidance on November 2008 The impact on adoption

was an increase to opening retained earnings of $81 million after

taxes representing the difference between the carrying amount arid

the fairvalue of the eligible items forwhich the fairvalue option was

elected as at November 2008

Other-than-temporary impairment of securities

Guidance under Topic 320 Investments Debt and Equity Securities

FSP FAS 115-2 and FAS 124-2 Recognition and Presentation of Other-

than-Temporary impairments became effective for us on May

2009 It amends the impairment assessment guidance and recog

nition principles of other-than-temporary impairment for debt

securities and enhances the presentation and disclosure req uire

ments for debt as well as equity securities The impact on adoption

was an increase in retained earnings of $225 mijior and corre

sponding decrease to AOCI

Offsetting of amounts related to certain contracts

We adopted FASB guidance Staff Position FIN 39-1 Amendment of

FASB Interpretation No 39 which amends certain aspects of Topic

210-20 Balance Sheet Offsetting and Topic 815 FIN 39 Offsetting

of Amounts Related to Certain Contracts on November 2008 This

guidance permits the fairvalue of derivative instruments and the right

to reclaim cash collateral receivable or the obligation to return

cash collateral payable to be offset against the fair value of

derivative instruments executed with the same counterparty under

the same master netting agreement regardless of whether there is an

intention to settle on net basis We have offset fair value amounts

on our U.S GAAP Consolidated Balance Sheets jursuant to this

guidance including the comparative periods presented as follows

as at October 31 2009 the fair value amounts of derivative

instruments that we netted against derivative assets and derivative

liabilities was $62.9 billion October 31 2008 $76.2 billion as at

October 31 2009 and the cash collateral applied against derivative

assets and derivative liabilities was $7.9 billion and $3.5 billion

respectively October 31 2008 $5.0 billion and $7.5 billion

respectively Refer to Note 31 to our 2009 AnnLlal Consolidated

Financial Statements for additional information

Accounting adjustments

During the first quarter of 2009 we corrected certain errors pertaining

to prior periods which are described in Note to our 2009 Annual

Consolidated Financial Statements These errors were not material to

the periods to which they relate however as correcting the errors in

the first quarter of 2009 would have materially distorted net income

forthe quarter we corrected them by decreasing opening retained

earnings for the quarter ended January31 2007 by $120 million

Future changes in accounting policies and disclosure

Canadian GAAP

Business combinations

In January 2009 the CICA issued three new accounting standards

Handbook Section 1582 Business Combinations Section 1601

Consolidated Financial Statements and Section 1602 Non-controlling

interests Section 1582 provides clarification as to what an acquirer

must measure when it obtains control of business the basis of

valuation and the date at which valuation should be determined

Acquisition-related costs must be accounted for as expenses in the

periods they are incurred except for costs incurred to issue debt or

share capital This new standard will be applicable for acquisitions we

complete on or after November 2011 although adoption in 2010 is

permitted to facilitate the transition to IFRS in 2011

Section 1601 establishes standards for preparing consolidated

financial statements after the acquisition date Section 1602

establishes standards for the accounting and presentation of

non-controlling interest These two standards must be adopted

concurrently with Section 1582

U.S GMP
Business combinations

In December 2007 the FASB issued guidance under Topic 805

Business Combinations Statement No 141 revised 2007 Business

Combinations which replaces previous guidance under Topic 805

Statement No 141 Business Combinations The new guidance

which will be effective for us on November 2009 includes the

following requirements more assets acquired and liabilities assumed

must be measured at tairvalue at the acquisition date liabilities

related to contingent consideration must be remeasured at fair value

and each subsequent reporting period and all acquisition related

costs must be expensed

Amendments to Guidance on Accounting for Transfers of Financial

Assets

In June 2009 the FASB issued Statement No 166 Accounting for

Trans fers of Financial Assets an amendment of FASB Statement No

140 FAS 166 which will be effective for us on November 2010

FAS 166 eliminates the exception for qualifying special purpose

entities from consolidation guidance It also eliminates the exception

that permitted sale accounting for certain mortgage securitizations

when control has not been completely surrendered by the transferor

Amendments to Consolidation Guidance

In June 2009 the FASB issued Statement No 167Amendments to

FASB interpretation No 46R FAS167 which will be effective for us

on November 2010 FAS167 modifies the characteristics that

identify variable interest entity provides new criteria for

determining the primary beneficiary and increases the frequency of

required assessments to determine whether an entity is the primary

beneficiary of variable interest entity

Future adoption of International Financial Reporting Standards

Pursuant to the decision made by the CICA we will begin reporting our

financial statements in accordance with IFRS on November 2011

including 2010 comparative results To manage ourtransition to IFRS

we have implemented comprehensive enterprise-wide program that

focuses on the key areas of impact including financial reporting

systems and processes as well as communications and training

In 2008 we completed thorough organization diagnostic to

assess the scope and complexity of the IFRS conversion to us which

identified the areas with significant differences between IFRS and

existing Canadian GAAP Generally the areas that are expected to

have the greatest financial and capital impacts on us include batance

sheet de-recognition and consolidation business combinations and

cumulative foreign exchange translation differences
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However as IFRS evolves we continue to monitor and frequently

revisit our preliminary conctusions to determine further financial

capital and business implications

Throughout 2009 we continued to manage the transition to IFRS

through the completion of activities and deliverables to support the

key areas of impact noted above To date we have

Conducted preliminary assessments of the various accounting

policy elections for first-time IFRS adoption
Initiated multiple projects within program framework which are

in progress conducting more thorough GAAP analysis assessing
financial and economic impacts and identifying process and

systems requirements to ensure successful transition

Established frequent and recurring communications with the

Board of Directors Audit Committee executive and senior

management to ensure timely decisions on key issues and risks

Provided frequent updates to our internal and external auditors

and OSFI on key elements of program status program structure

and preliminary assessment of accounting impacts

Through number of defined benefit and defined contribution plans

we provide pension and post-employment benefits to eligible

employees Our defined benefit pension plans provide benefits based

on years of service contributions and average earnings at retirement

Our other post-employment benefits include health dental disability

and life insurance coverage

We fund our registered defined benefit pension plans in

accordance with actuarially determined amounts required to satisfy

employee benefit obligations under current pension regulations We
continue to fund our pension plans in accordance with federal and

provincial regulations

We measured our benefit obligations and pension plan assets as

at September 30 2009 During 2009 corporate bond yields which

impact the selection of discount rate we use to measure our benefit

Disclosure controls and procedures

Our disclosure controls and procedures are designed to provide

reasonable assurance that information required to be disclosed by us

in reports filed or submitted under Canadian and U.S securities laws

is recorded processed summarized and reported within the time

periods specified under those laws and include controls and

procedures that are designed to ensure that information is accumu
lated and communicated to management including the President and

Chief Executive Officer and the Chief Administrative Officer and Chief

Financial Officer to allow timely decisions regarding required

disclosure

As of October 31 2009 management evaluated under the

supervision of and with the participation of the President and Chief

Executive Officer and the Chief Administrative Officer and Chief

Financial Officer the effectiveness of our disclosure controls and

procedures as defined under rules adopted by the Canadian

securities regulatory authorities and the United States Securities and

Exchange Commission Based on that evaluation the President and

Chief Executive Officer and the Chief Administrative Officer and Chief

Financial Officer concluded that our disclosure controls and

procedures were effective as of October 31 2009

Internal control over financial reporting

Management is responsible for establishing and maintaining

adequate internal control over financial reporting Internal control

Developed resourcing model to ensure sufficient program
resources are available to meet key deliverables

Identified preliminary external communication requirements for

the investor and analyst community and

Conducted internal education seminars for key stakeholders

across RBC in the various business platforms and functional

groups

As we prepare for our transition we continue to monitor ongoing
changes to IFRS and adjust ourtransition and implementation plans

accordingly Ourtransition remains aligned to our implementation
schedule and we are on track to meet the timelines essential to our

changeover

For additional information regarding changes to our current and future

accounting policies referto Notes and 31 to our 2009 Annual

Consolidated Financial Statements

obligations and pension plan assets have decreased in the short and

mid ranges of the curve as result of improving market conditions

This has resulted in an actuarial loss of $389 million in our benefit

obligation which offsets our pension plan asset gains of $272 million

and increased our overall pension liability Gains and losses on our

pension plan assets are amortized over the estimated average

remaining service life of the plan which decreases the volatility to our

expenses recognized every year The strengthening of the Canadian

dollar at year-end resulted in decrease of our pension liability for

our U.S and international plans Based on our recent funding
valuation atJanuary 2009 we were required to make plan

contributions of $610 million during the year For further information
referto Note 20 to our 2009 Annual Consolidated Financial

Statements

over financial reporting is designed to provide reasonable assurance

regarding the
reliability

of financial reporting and the preparation of

financial statements for external purposes in accordance with GAAP

However because of its inherent limitations internal control over

financial reporting may not prevent or detect misstatements on

timely basis

Management evaluated under the supervision of and with the

participation of the President and Chief Executive Officer and the

Chief Administrative Officer and Chief Financial Officer the

effectiveness of our internal control over financial reporting based on

the criteria set forth in the Internal Control Integrated Framework

issued by the Committee of Sponsoring Organizations of the

Treadway Commission and based on that evaluation concluded that

our internal control over financial reporting was effective as of

October 31 2009 and that there were no material weaknesses that

have been identified in our internal control over financial reporting as

of October31 2009 See Managements Report on Internal Control

over Financial Reporting and the Report of Independent Registered

Chartered Accountants

No changes were made in our internal control over financial

reporting during the year ended October 31 2009 that have

materially affected or are reasonably likely to materially affect our

internal control over financial reporting

Related party transactions

In the ordinary course of business we provide normal banking
services operational services and enter into other transactions with

associated and other related corporations including our joint venture

entities on terms similar to those offered to non-related parties

We grant loans to directors officers and other employees at rates

normally accorded to preferred clients In addition we offer deferred

share and other plans to non-employee directors executives and

certain other key employees For further information refer to Notes

and 27 to our Consolidated Financial Statements

Managements Discussion and Analysis Royal Bank of Canada Annual Report 2009 67



Supplemental information

Net interest income on average assets and lialjiilities

Average balances

C$ millions except percentage amounts 2009 2008 2007

Assets

Table 66

Interest Average rate

2009 2008 2007 2009 2008 2007

2692 1837 1570 37 45 43 1.37% 2.45% 2.74%

4674 4168 2904 11 137 176 .24 3.29 6.06

3976 7802 5436 114 316 319 2.87 4.05 5.87

11342 13807 9910 162 498 538 1.43 3.61 5.43

Securities

Trading
136963 149098 162828 4041 4862 6621 2.95 3.26 L.07

Available-for-sale 50686 39626 31516 1905 1800 1044 3.76 4.54 3.31

187649 188724 194344 5946 6662 7665 3.17 3.53 3.94

Asset purchased under reverse repurchase

agreements and securities borrowed 44476 68356 71759 931 2889 3620 2.09 4.23 5.04

Loans

Canada

Retail 185318 170300 152588 8625 7440 9376 4.65 4.37 6.14

Wholesate 35074 38558 31541 1179 2443 1047 3.36 6.34 3.32

220392 208858 184129 9804 9883 10423 4.45 4.73 5.66

United States 42227 35096 25718 1777 2161 2240 4.21 6.16 8.71

Other International 17559 15623 13388 1923 2939 2061 10.95 18.81 15.39

280178 259577 223235 13504 14983 14724 4.82 5.77 6.60

Total interest-earning assets 523645 530464 499248 20543 25032 26547 3.92 L.72 5.32

Non-interest-bearing deposits with other banks 5895 3702 2137

Customers liability under acceptances 10247 11274 10270

Other assets 155513 104860 69345

Total assets 695300 650300 $581000 20543 25032 $26547 2.95% 3.85% 4.57%

Liabilities and shareholders equity

Deposits

Canada 183563 174441 $166983 2946 4423 5669 1.60% 2.54% 3.39%

United States 61990 56329 53817 778 1758 2563 1.26 3.12 4.76

Other International 147441 163487 121924 3038 5977 5538 2.06 3.66 4.54

392994 394257 342724 6762 12158 13770 1.72 3.08 4.02

Obligations related to securities sold short 37597 45367 46654 1286 1525 1997 3.42 3.36 4.28

Obligations related to assets sold under

repurchase agreements and securities loaned 36647 36558 42503 409 1613 2364 1.12 4.41 5.56

Subordinated debentures 7377 7183 6704 350 354 338 4.74 4.93 5.04

Other interest-bearing liabilities 3943 3962 3569 230 334 376 5.83 8.43 10.54

Totalinterest-bearingliabilities 478558 487327 442154 9037 15984 18845 1.89 3.28 4.26

Non-interest-bearingdepoSits 28964 16784 25752

Acceptances
10247 11274 10270

Otherliabilities 142964 108116 79087

Total liabilities
660733 623501 $557263 9037 15984 $18845 1.37% 2.56% 3.38%

Shareholders Equity

Preferred 4130 1795 1553

Common 30437 25004 22184

Total liabilities and shareholders equity 695300 650300 581000 9037 15984 18845 1.30% 2.46% 3.24%

Net interest income and margin 695300 650300 581000 11506 9048 7702 1.65% 1.39% 1.33%

Net interest income and margin average earning

assets

Canada 311715 308574 $280385 7828 6929 6402 2.51% 2.25% 2.28%

United States 107131 108733 106044 2134 1132 412 1.99 1.04 .39

Other International 104799 113157 112819 1544 987 888 1.47 .87 .79

Total 523645 530464 $499248 11506 9048 7702 2.20% 1.71% 1.54%

Interest income includes loan fees of $398 million 2008 $343 million 2007 $331 million

Deposits include savings deposits with average balances of $64 billion 2008 $48 billion 2007 $46 billion interest expense of $.3 billion 2008 $.5 billion 2007 $.4 billion and

average rates of .5% 2008 1.0% 2007 .9% Deposits also include term deposits with average balances of $193 billion 2008 $227 billion 2007 $240 billion interosl expense of

$3.8 billion 2008 $8.0 billion 2007 $10.7 billion arid average rates of 1.98% 2008 3.50% 2007 4.43%

Deposits with other banks

Canada

United States

Other International
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Loans and acceptances by geography TabLe 67

As at October31 C$ millions

Canada

Residential mortgages

Personal

Credit cards

Small business

Retail

2009 2008

Business

Sovereign

Bank

2005

117292

60493

8285

2851

188921

47110

1394

1096

49600

238521

$117690

48780

8538

2804

177812

53775

1544

978

56297

$234109

2007

$107453

42506

8142

2652

160753

51237

585

521

52343

$213096

2006

94272 88808

37946 33986

6966 6024

2318 1951

141502 130769

44353 42383

553 521

160
______

74

45066 42978

$186568 $173747

Wholesale

United States

Retail 11678 12931 6804 7652 7741
Wholesale 25387 30943 18548 13847 12317

37065 43874 25352 21499 20058

Other International

Retail
4625 4712 1905 1896 1729

Wholesale 12964 20345 10862 9084 3454

17589 25057 12767 10980 5183

Total loans and acceptances 293175 $303040 $251215 $219047 $198988

Total allowance for loan losses 3188 2215 1493 1409 1498
Total loans and acceptances net of allowance for loan losses 289987 300825 249722 217638 197490

Loans and acceptances by portfoho and sector
Table 68

As at October31 C$ millions 2009 2008 2007 2006 2005

Residential mortgages 122130 122991 109745 96675 91043
Personal 71542 60727 48743 44902 41045
Credit cards 8701 8933 8322 7155 6200
Small business 2851 2804 2652 2318 1951

Retail
205224 $195455 $169462 $151050 $140239

Business

Agriculture 5090 5305 5367 5435 5238
Automotive 3657 3999 3285 2958 2545
Consumergoods 6141 7389 5206 4553 4437
Energy 7055 8146 7632 6010 5628
Non-bank financial services 3541 8788 6959 4459 1892
Forest products 830 1152 1349 1126 1210
Industrial products 3972 5033 4119 3659 3157
Mining metals 1774 3947 2301 1072 543
Real estate related 21049 22978 19187 16145 13730
Technology media 2562 3206 2423 2326 2244
Transportation environment 4413 4239 2656 2400 1900
Other1 22572 25623 17583 15586 14772

Sovereign 2779 2496 932 887 550
Bank 2516 5284 2754 1381 903

Wholesale 87951 $107585 81753 67997 58749

Total loans and acceptances 293175 303040 251215 219047 198988

Total allowance for loan losses 3188 2215 1493 1409 1498
Total loans and acceptances net of allowance for loan losses 289987 300825 249722 217638 197490

Other in 2009 related to other services $10.0 billion financing products $5.7 billion holding and investments $3.9 billion health $2.4 billion and other $.6 billion
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TabLe 69
Impaired loans by portfolio and geography

As at October31 C$ millions except percentage amounts

Residential mortgages

Personal

Small business

Retail

Business

Agriculture

Automotive

Consumer goods

Energy

Non-bank financial services

Forest products

Industrial products

Mining metals

Real estate related

Technology media

Transportation
environment

Other

Sovereign

Bank
___________________________

2009 2008 2007 2006 2005

641 340 180 165 146

409 348 189 205 183

59 40 19 13 11

1109 728 388 383 340

82

41

145

107

227

53

172

22

1625
115

29

1.658

10

62

4348

5.457

95

20

57

80

25

25

194

1137

45

10

500

2195

2923

65

83

14

29

29

353

10

19

116

730

1118

45

85

15

12

17

74

49

19

108

48

73

47

15

16

12

58

52

14

75

Wholesale
443 418

Total impaired loans
826 758

Canada

Residential mortgages
441 238 149 127 106

Personal
173 150 152 183 161

Small business
59 40 19 13 11

Retail
673 428 320 323 278

Business

Agriculture
77 95 64 45 44

Automotive 27 17

Consumer goods
53 43 81 73 69

Energy

Non-bank financial services

Forest products
20 22 28 11 16

Industrial products
140 174 28 14 11

Mining metals

Real estate related
232 50 53 26 33

Technology media 88 10 10

Transportation
environment 17 10 19

Other
173 94 82 66 30

Sovereign

Bank

Wholesale 839 529 377 266 225

United States

Residential mortgages
108 52

Personal
119 81 21

Retail
227 133 27 15 16

Business

Agriculture

Automotive
14

Consumer goods
34 14 12

Energy
100 73 43

Non-bank financial services
213

Forest products
33

Industrial products
32 20

Mining metals
16

Real estate related
1365 1087 300 48 25

Technology media 20 35 40 46

Transportation environment
13

Other 1355 282 16 23 25

Sovereign

Bank

Wholesale 3194 1526 322 143 157

3421 1659 349 158 173

Other International

Retail
209 167 41 45 46

Wholesale
315 140 31 3436
524 307 72 79 82

Total impaired loans 5457 2923 1118 826 758

Specific allowance for loan losses 1279 767 351 263 282

Net impaired loans
4178 2156 767 563 476

Gross impaired loans as of loans and acceptances

Residential mortgages

Personal

Small business

Retail

Wholesale

Total

0.52%

0.57%

2.07%

0.54%

4.94%

1.86%

23.44%

0.28%

0.57%

1.43%

0.3 7%

2.O4%

0.96%

26.24%

0.16%

0.39%

72%

0.23%

0.89%

0.4 5%

31.40%
Specific allowance for loan losses as of gross impaired loans

Other in 2009 is related to other $148 million financing products $1203 million other services $230 million holding and investments $50 million and health $27 million

Past due loans greaterthan 90 days net included in impaired loans were $359 million in 2009 2008 $347 million 2007 $280 million 2006 $305 million 2005 $304 million

O.17% 0.16%

0.46% 0.45%

0.56% O.56%

O.25% 0.24%

0.65% 0.71%

0.38% O.38%

31.84% 37.2O%
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Provision for recovery of credit Losses by portfolio and geography

C$ millions except percentage amounts

Residential mortgages

Personal

Credit cards

Small business

Retail

Business

Agriculture

Automotive

Consumer goods

Energy

Non-bank financial services

Forest products

Industrial products

Mining metals

Real estate related

Technology media

Transportation environment

Other

Sovereign

Bank

2009 2008 2007 2006 2005

73 16

701 445 364 306 259

402 270 223 163 194

55 46 34 29 27

1231 777 626 504 482

20 12
21 10

61 19 27 24

16 21 53 20
266 10

13 10 52
67 95 10

587 345 78 ii
96 21

11

408 130 28 14 26

20

93

389

Table 70

Wholesale
1593 653 156 22

Total specific provision 2824 1430 782 482

Canada

Residential mortgages 18
Personal

467 352 334 296 247
Credit cards

393 266 220 161 192
Small business

55 46 34 29 27
Retail

933 672 593 492 467

Business

Agriculture 18 12
Automotive 17 10
Consumergoods 26 13 26 25
Energy

10
Non-bunk financial services

36 10
Forest products

10 52
Industrial products 36 78 10
Mining metals

Real estate related
52 12 15

Technology media
33

Transportation environment
10

Other
204 27 28

Sovereign

Bank

Wholesale
436 152 102 15 32

Total
1369 824 695 507 435

United States

Residential mortgages 51
Personal

207 74 22 10 12
Credit curds

Small business

Retail
267 84 26 12 15

Business

Agriculture

Automotive

Consumer goods 23

Energy 20 24 43 20
Non-bank financial services

230
Forest products

Industrial products 31 17

Miningmetals

Real estate related
527 333 63 10

Technology medis 60 17

Transportation environment

Other
187 96 22

Sovereign

Bank

Wholesale
1096 494 58 38 60

Total
1363 578 84 26 45

Other International

Retail
31 21

Wholesale
61

Total
92 28

Total specific provision
2824 1430 782 482 389

Total general provision 589 165 53 66
Total provision for credit losses

3.413 1595 791 429 455
Specific provision as of average net loans and acceptances .97% .53% .33% .23% .21%

Other in 2009 is reluted to financing products $244 million other services $94 million health $18 million holdings and investments $14 million and other $38 million
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Allowance for credit losses by portfolio and geography
Table 71

C$ millions except percentage amounts

Allowance at beginning of year

Provision for credit losses

Write-offs by portfolio

Residential mortgages

Personal

Credit cards

Small business

Retail
________

Business

Sovereign

Bank

2009 2008 2007

2438 1572 1.486

3413 1595 791

52
732 504 446

455 319 268
54 44 42

1293 876 761

1373 435 107

1568 1714

429 455

353
237
34

629

141

379
204
36

89

Wholesale 1373 435 107 89 141

less developed countries exposures

Total write-offs_by portfolio
2666 1311 868 713 770

Recoveries by portfolio

Residential mortgages

Personal
74 76 75 64 69

Credit cards
53 49 46 41 43

Small business

79
Retail

133 133 129 112 121

Business
140 29 41 93 53

Sovereign

Bank

Wholesale
140 29 93

Total recoveries by portfolio
273 162 170 205 174

Net write-offs
2393 1149 698 508 596

Adjustments
156 281

Total allowance for credit losses at end of year
3302 2299 1572 1L86 1568

Specific allowance for loan losses

Canada

Residential mortgages
39 23 13 11

personal
94 79 79 88 101

Small business
22 17

Retail
155 119 101 108 118

Business

Agriculture
10 13

14

Automotive

Consumergoods
18 12 45 32 31

Energy

Non-bank financial services
10 10

Forest products

10

Industrial products
63 49

Miningametals

Real estate related
44 18 10 15

Technology media
32

Transportation environment

Other
72 23 38 24 16

Sovereign

Bank

Wholesale
262 138 153 112 112

417 257 254 220 230

United States

Residential mortgages
10

Personal
34 16

Small business

Retail
44 21

Business

Agriculture

Automotive

Consumer goods

Energy
42 27

Non-bank financial services
62

Forest products

Industrial products
17

Mining metals

Real estate related
241 241 56

Technology media
13

Transportation
environment

Other
233 79

Sovereign

Bank

Wholesale
623 375 62 12 18

667 396 68 15 21

Other International

Retail
74 68 13 12 12

Wholesale 121 46 16 16 19

195 114 29 28$ 31

Total specific allowance for loan losses 1279 767 351 263 5282
General allowance

Residential mortgages
50 20 16 19 19

personal
671 461 349 365 343

Credit cards
327 270 193 195 195

Small business
47 47 37 37 37

Retail
1095 798 595 616 594

Wholesale
814 650 370 349$ 425

General allowance for off-balance sheet items and other items 114 84 256 258 267

Totalgeneralallowance
2023 1532 1221 1223 1286

Totalallowanceforcreditlosses
3.302 2299 1572 1486 1568

2006 2005

Key ratios

Allowance for credit losses as of loans and acceptance 1.13% 76% .63% 68% .79%

Net write-offs as of average net loans and acceptances ________
.82% .42% .30% .25%

Opening allowance for credit losses as at November 2008 has been restated due to the implementation of amendments to CICA section 3855

Other adjustments include primarily foreign exchange translations on non-Canadian dollar-denominated allowance for credit losses and acquisition adjustments
for RBU $25 million in 2008

ANB $50 milliun in 2008 and Flag Bank $21 million in 2007
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Credit quality information by Canadian province
Table 72

AsatOctober3lC5mjllions 2009 2008 2007 2006 2005

Loans and acceptances

Atlantic provinces 11831 11446 11556 10256 10255
Quebec 26666 32908 35168 32723 26646
Ontario

121394 105410 90242 81968 78283
Prairie provinces 44144 43884 40956 32598 31190B.C and territories

41158 40461 35174 29023 27373
Total loans and acceptances in Canada 245 193 234109 213096 186568 173747
Gross impaired loans

Atlantic provinces 57 66 53 53 47
Quebec

190 122 118 68 44
Ontario

647 504 322 286 269
Prairie provinces 300 158 112 107 78
B.C and territories

318 107 92 75 65
Total gross impaired loans in Canada 1512 957 697 589 503

Specific provision

Atlantic provinces 56 43 40 33 30
Quebec

90 63 66 47
Ontario

942 610 490 344 368
Prairie provinces 138 60 51 38 44
B.C and territories

143 48 48 45 14
Total specific provision for credit losses in Canada 1369 824 695 507 435

Comprises Newfoundland and Labrador Prince Edward Island Nova Scotia and New Brunswick

Comprises Manitoba Saskatchewan and Alberta

Comprises British Columbia Nanavut Northwest Territories and Yukon

Small business loans and acceptances in Canada by sector
Table 73

As at October31 CS millions 2009 2008 2007 2006 2005

Agriculture
304 261 271 248 715

Automotive
666 636 650 601 490

Consumergoods 2261 2234 2350 2043 1728
Energy 367 384 370 284 182
Non-bank financial services 66 84 88 73 78
Forest products 316 346 351 366 311
Industrial products 1696 1672 1543 1377 1057
Mining metals

102 100 98 88 57
Real estate related 3053 3052 2822 2565 1982
Technology media

318 316 314 300 243
Transportation environment

961 940 901 774 549
Other

5013 4687 4488 4098 3365
Total small business loans 15123 14712 14246 12817 10757

Other sector in 2009 related primarily to other services $3144 million health $1290 million holding and investment $452 million and financing products $82 million
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Managements Responsibility for Financial Reporting

The accompanying consolidated financial statements of Royal Bank of

Canada RBC were prepared by management which is responsible

for the integrity and fairness of the information presented including

the many amounts that must of necessity be based on estimates and

judgments These consolidated financial statements were prepared in

accordance with the BankAct Canada and Canadian generally

accepted accounting principles GAAP Financial information

appearing throughout our Managements Discussion and Analysis is

consistent with these consolidated financial statements

RBCs internal controls are designed to provide reasonable

assurance that transactions are authorized assets are safeguarded

and proper records are maintained These controls include quality

standards in hiring and training of employees policies and proce

dures manuals corporate code of conduct and accountability for

performance within appropriate and well-defined areas of responsi

bility

The system of internal controls is further supported by

compliance function which is designed to ensure that we and our

employees comply with securities legislation and conflict of interest

rules and by an internal audit staff which conducts periodic audits of

all aspects of our operations

The Board of Directors oversees managements responsibilities

for financial reporting throughan Audit Committee which is

composed entirely of independent directors This Committee reviews

our consolidated financial statements and recommends them to the

Board for approval Other key responsibilities of the Audit Committee

include reviewing our existing internal control procedures and

planned revisions to those procedures and advising the directors on

auditing matters and financial reporting issues Our Chief Compliance

Officer and Chief Internal Auditor have full and unrestricted access to

the Audit Committee

The Office of the Superintendent of Financial Institutions Canada

OSFI examines and inquires into the business and affairs of RBC as

deemed necessary to determine whether the provisions of the Bank

Act are being complied with and that RBC is in sound financial

condition In carrying out its mandate OSFI strives to protect the

rights and interests of depositors and creditors of RBC

Deloitte Touche LLP Independent Registered Chartered

Accountants appointed by the shareholders of RBC upon the

recommendation of the Audit Committee and Board have performed

an independent audit of the consolidated financial statements and

their report follows The auditors have full and unrestricted access to

the Audit Committee to discuss their audit and related findings

Gordon Nixon

President and Chief Executive Officer

Janice Fukakusa
9.__

Chief Administrative Officer and Chief I6ancial Officer

Toronto Canada

December 2009

Report of Independent Registered Chartered Accountants

To the Shareholders of Royal Bank of Canada

We have audited the consolidated balance sheets of Royal Bank of

Canada the Bank as at October 31 2009 and 2008 and the

consolidated statements of income comprehensive income changes

in shareholders equity and cash flows for each of the years in the

three year period ended October 31 2009 These financial state

ments are the responsibility of the Banks management Our

responsibility is to express an opinion on these financial statements

based on our audits

We conducted our audits in accordance with Canadian generally

accepted auditing standards and the standards of the Public

Company Accounting Oversight Board United States These

standards require that we plan and perform an audit to obtain

reasonable assurance whether the financial statements are free of

material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial

statements An audit also includes assessing the accounting

principles used and significant estimates made by management as

well as evaluating the overall financial statement presentation We
believe that our audits provide reasonable basis for ouropinion

In our opinion these consolidated financial statements present

fairly in all material respects the financial position of the Bank as at

October 31 2009 and 2008 and the results of its operations and its

cash flows for each of the years in the three year period ended

October 31 2009 in accordance with Canadian generally accepted

accounting principles

We have also audited in accordance with the standards of the

Public CompanyAccounting Oversight Board United States the

Banks internal control over financial reporting as of October 31 2009

based on the criteria established in Internal Contra/Integrated

Framework issued by the Committee of Sponsoring Organizations of

the Treadway Commission and our report dated December 2009

expressed an unqualified opinion on the Banks internal control over

financial

reportin1g

1Qf7JL
1/

Deloitte Touche LLP

Independent Registered Chartered Accountants

Licensed Public Accountants

Toronto Canada

December 2009

Comments by Independent Registered Chartered Accountants on Canada-United States of America Reporting Difference

The standards of the Public Company Accounting Oversight Board

United States require the addition of an explanatory paragraph

following the opinion paragraph when there is change in

accounting principles that has material effect on the comparability

of the Banks financial statements such as the changes described in

Notes and 31 to the consolidated financial statements

Although we conducted our audits in accordance with both Canadian

generally accepted auditing standards and the standards of the

Public Company Accounting Oversight Board United States our

report to the shareholders dated December 2009 is expressed in

accordance with Canadian reporting standards which do not require

reference to such change in accounting principles in the auditors

report when the change is properly accounted for and adequately

disclosed in thej9nancial statementste 7ie LLP
Deloitte Touche LLP

Independent Registered Chartered Accountants

Licensed Public Accountants

Toronto Canada

December 2009

-I
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Managements Report on Internal Control over Financial Reporting

Management of Royal Bank of Canada RBC is responsible for

establishing and maintaining adequate internal control over financial

reporting Internal control over financial reporting is process

designed by or under the supervision of the President and Chief

Executive Officer and the Chief Administrative Officer and Chief

Financial Officer and effected by the Board of Directors management
and other personnel to provide reasonable assurance regarding the

reliability
of financial reporting and the preparation of financial

statements for external purposes in accordance with generally

accepted accounting principles It includes those policies and

procedures that

Pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions related to and

dispositions of our assets

Provide reasonable assurance that transactions are recorded as

necessary to permit preparation of financial statements in

accordance with generally accepted accounting principles and

RBC receipts and expenditures are made only in accordance with

authorizations of management and directors of RBC
Provide reasonable assurance regarding prevention or timely

detection of unauthorized acquisition use or disposition of RBC

assets that could have material effect on our financial

statements

Due to its inherent limitations internal control over financial reporting

may not prevent or detect misstatements on timely basis Also

projections of any evaluation of the effectiveness of internal control

over financial reporting to future periods are subject to the risk that

the controls may become inadequate because of changes in

conditions or that the degree of compliance with the policies or

procedures may deteriorate

Management evaluated under the supervision of and with the

participation of the President and Chief Executive Officer and the

Chief Administrative Officer and Chief Financiat Officer the

effectiveness of the internal control over financial reporting of RBC as

of October 31 2009 based on the criteria set forth in Internal Control

Integrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission Based on that evalua

tion management concluded that as of October 31 2009 internal

controt over financiat reporting was effective based on the criteria

established in the Internal Control Integrated Framework Also

based on the resutts of our evaluation management concluded that

there were no material weaknesses that have been identified in

internal control over financial reporting as of October 31 2009

The internal control over financial reporting of RBC as of

October 31 2009 has been audited by Deloitte Touche UP
Independent Registered Chartered Accountants who also audited our

Consolidated Financial Statements for the year ended October 31
2009 as stated in the Report of Independent Registered Chartered

Accountants which report expressed an unqualified opinion on the

effectiveness of our internal control over financiat reporting

Gordon Nixon

President and Chief Executive Officer

Janice Fukakusa

Chief Administrative Officer and ief Financial Officer

Toronto Canada

December 2009

Report of Independent Registered Chartered Accountants

To the Shareholders of Royal Bank of Canada

We have audited the internal control over financial reporting of Royal

Bank of Canada the Bank as of October 31 2009 based on the

criteria established in Internal ControlIntegrated Framework issued

by the Committee of Sponsoring Organizations of the Treadway

Commission The Banks management is responsible for maintaining

effective internal control over financial reporting and for its

assessment of the effectiveness of internal control over financial

reporting included in the accompanying Managements Report on

Internal Control over Financial Reporting Our responsibility is to

express an opinion on the Banks internal controt over financial

reporting based on our audit

We conducted our audit in accordance with the standards of the

Public Company Accounting Oversight Board United States Those

standards require that we plan and perform the audit to obtain

reasonable assurance about whether effective internal control over

financial reporting was maintained in alt material respects Our audit

included obtaining an understanding of internal control over financial

reporting assessing the risk that material weakness exists testing

and evaluating the design and operating effectiveness of internal

control based on the assessed risk and performing such other

procedures as we considered necessary in the circumstances We
believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process

designed by orunderthe supervision of the companys principal

exetie and principal financial officers or persons performing

__________ Jions and effected by the companys board of directors

maement and other personnel to provide reasonable assurance

regarding the
reliability

of financial reporting and the preparation of

inanciaI statements for external purposes in accordance with

generally accepted accounting principles companys internal

control over financial reporting includes those policies and proce
dures that pertain to the maintenance of records that in

reasonable detail accurately and fairly reflect the transactions and

dispositions of the assets of the company provide reasonable

assurance that transactions are recorded as necessary to permit

preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and expenditures of

the company are being made only in accordance with authorizations

of management and directors of the company and provide

reasonable assurance regarding prevention or timely detection of

unauthorized acquisition use or disposition of the companys assets

that could have material effect on the financial statements

Because of the inherent limitations of internal control over

financial reporting including the possibility of collusion or improper

management override of controls material misstatements due to

error or fraud may not be prevented or detected on timely basis

Also projections of any evaluation of the effectiveness of the internal

control over financial reporting to future periods are subject to the

risk that the controls may become inadequate because of changes in

conditions or that the degree of compliance with the policies or

procedures may deteriorate

In our opinion the Bank maintained in all material respects
effective internal control over financial reporting as of October 31
2009 based on the criteria established in Internal ControlIntegrated

Framework issued by the Committee of Sponsoring Organizations of

the Treadway Commission

We have also audited in accordance with Canadian generally

accepted auditing standards and the standards of the Public

Company Accounting Oversight Board United States the

consolidated financial statements as at and for the year ended

October 31 2009 of the Bank and our report dated December 2009

expressed an unqualified opinion on those consolidated financial

statements arid includes separate report titled Comments by

Independent Registered Chartered Accountants on Canada-United

States of America Reporting Difference referring to changes in

accounting principles

Li-i

Deloitte Touche LLP

Independent Registered Chartered Accountants

Licensed Public Accountants

Toronto Canada

December 2009
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Consolidated Balance Sheets

Opening retained earnings as at November 2006 has been restated Refer to Accounting adjustments in Note

Comparative information has been reclassified as result of adopting CICA Handbook Section 3064 Refer to Significant accounting changes in Note

Gordon Nixon Victor Young
President and Chief Executive Officer Director

Asat October31 C$ millions 2009 2008

Assets

Cash and due from banks 8353 11086

Interest-bearing deposits with banks 8923 20041

Securities Note

Trading 140062 122508
Available-for-sale 46210 48626

186272 171134

Assets purchased under reverse repurchase agreements and securities borrowed 41580 44818

Loans Notes and

Retail 205224 195455
Wholesale 78927 96300

284151 291755

Allowance for loan losses 3188 2215

280963 289540

Other

Customers liability under acceptances 9024 11285
Derivatives Note 92173 136134
Premises and equipment net Note 2367 2471
Goodwill Note 10 8368 9977
Other intangibles Note 10 2033 2042
Other assets Note 12 14933 25331

128898 187240

654989 723859

Liabilities and shareholders equity

Deposits Note 13

Personal 152328 139036
Business and government 220772 269994
Bank 25204 29545

398304 438575

Other

Acceptances 9024 11285

Obligations related to securities sold short 41359 27507

Obligations related to assets sold under repurchase agreements and securities loaned 35150 32053
Derivatives Note 84390 128705
Insurance claims and policy benefit liabilities Note 14 8922 7385
Other liabilities Note 15 31007 35809

209852 242744

Subordinated debentures Note 16 6461 8131

Trust capital securities Note 17 1395 1400

Non-controlling interest in subsidiaries Note 19 2071 2371

Shareholders equity Note 18

Preferred shares 4813 2663

Common shares shares issued 1417609720 and 1341260229 13075 10384
Contributed surplus 246 242

Treasury shares preferred shares held 64600 and 259700

common shares held 2126699 and 2258047 95 104
Retained earnings 20585 19816
Accumulated other comprehensive income loss 1716 2358

36906 638

654989
-I
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Consolidated Statements of Income

Forthe year ended October31 C$ millions
2009 2008 2007

Interest income

Loans 13504 14983 14724

Securities 5946 6662 7665

Assets purchased under reverse repurchase agreements and securities borrowed 931 2889 3620

Deposits with banks ___________
162 498 538

20543 25032 26547

Interest expense

Deposits 6762 12158 13770

Other liabilities 1925 3472 4737

Subordinated debentures 350 354 338

9037 15984 18845

Net interest income 11506 9048 7702

Non-interest income

Insurance premiums investment and fee income 5718 2609 3152

Trading revenue 2671 96 1999

Investment management and custodial fees 1619 1759 1579

Mutual fund revenue 1293 1561 1473

Securities brokerage commissions 1358 1377 1353

Service charges 1556 1367 1303

Underwriting and other advisory fees 1050 875 1217

Foreign exchange revenue other than trading 638 646 533

Card service revenue 732 648 491

Creditfees 530 415 293

Securitization revenue Note 1169 461 261

Net toss gain on available-for-sale securities Note 630 617 63

Other__________________________
104 1529 1043

Non-interest income 17600 12534 14760

Total revenue 29106 21582 22462

Provision for credit losses Note 3413 1595 791

Insurance policyholder benefits claims and acquisition expense 4609 1631 2173

Non-interest expense

Human resources Notes 20 and 21 8978 7779 7860

Equipment 1025 934 847

Occupancy 1045 926 839

Communications 761 749 723

Professional fees 559 562 530

Outsourced item processing 301 341 308

Amortization of other intangibles Note 10 462 356 258

Other 1427 704 1108

14558 12351 12473

Goodwill_impairment charge 1000

Income before income taxes 5526 6005 7025

Income taxes Note 23 1568 1369 1392

Net income before non-controlling interest 3958 4636 5633

Non-controlling interest in net income of subsidiaries 100 81
--

141

Net income ___________ 3858 4555 5492

Preferred dividends Note 18 233 101 88

Net income available to common shareholders 3625 4454 5404

Average number of common shares in thousands Note 24 1398675 1305706 1273185

Basic earnings per share in dollars
2.59 $3.41 $4.24

Average number of diluted common shares in thousands Note 24 1412126 1319744 1289314

Diluted earnings per share in dollars
2.57 $3.38 $4.19

2.00 $2.00 $1.82Dividends per share in dollars
_________________________

El Comparative information has been reclassified as result of adopting CICA Handbook Section 3064 Refer to NoteS
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Consolidated Statements of Comprehensive Income

For the year ended October31 C$ millions 2009 2008 2007

Comprehensive income

Net income 3858 4555 5492

Other comprehensive income net of taxes

Net unrealized gains losses on available-for-sale securities 662 1376 93
Reclassification of losses on available-for-sale securities to income 330 373 28

Net change in unrealized gains losses on available-for-sale securities 992 1003 65

Unrealized foreign currency translation losses gains 2973 5080 2965
Reclassification of losses gains on foreign currency translation to income 42
Net foreign currency translation gains losses from hedging activities 2399 2672 1804

Foreign currency translation adjustments 572 2405 1203

Net gains losses on derivatives designated as cash flow hedges 156 603 80

Reclassification of gains losses on derivatives designated as cash flow hedges to income 38 49 31

Net change in cash flow hedges 118 554 111

Other comprehensive income loss 538 848 11 57

Total comprehensive income 4396 5403 4335

Consolidated Statements of Changes in Shareholders Equity

For the year ended October31 C$ millions
2009 2008 2007

Preferred shares Note 18

Balance at beginning of year 2663 2050 1050

Issued 2150 613 1150

Redeemed for cancellation 50

Balance at end of year 4813 2663 2050

Common shares Note 18

Balance at beginning of year 10384 7300 7196

Issued 2691 3090 170

Purchased for cancellation 66

Balance at end of year 13075 10384 7300

Contributed surplus

Balance at beginning of year
242 235 292

Renounced stock appreciation rights

Stock-based compensation awards 11 14 46
Other 22

Balanceatendofyear 246 242 235

Treasury shares preferred Note 18

Balance at beginning of year

Sales 13 23 33

Purchases 10 22 37

Balance at end of year

Treasury shares common Note 18

Balance at beginning of year 104 101 180
Sales 59 51 175

Purchases 50 54 96

Balance at end of year 95 104 101

Retained earnings

Balance at beginning of year 19816 18047 15771

Transition adjustment Financial instruments 66 86
Adjustment 120
Net income 3858 4555 5492

Preferred share dividends Note 18 233 101 88
Common share dividends Note 18 2819 2624 2321
Premium paid on common shares purchased for cancellation 49 580
Issuance costs and other 103 12 21

Balance at end of year 20585 19816 18047

Accumulated other comprehensive loss income

Transition adjustment Financial instruments 59 45 45
Unrealized losses on available-for-sale securities 76 1068 65
Unrealized foreign currency translation losses net of hedging activities 1374 802 3207
Gains and losses on derivatives designated as cash flow hedges 325 443 111

Balance at end of year 1716 2358 3206

Retained earnings and Accumulated other comprehensive income 18869 17458 14841

Shareholders equity at end of year 36906 30638 24319

Opening retained earnings as at November 12006 has been restated Refer to Note

The 2007 transition adjustment relates to the implementation of the financial instruments accounting standards on November 2006 The 2009 transition adjustment relates to the

amendments to certain of these standards that were effective November 12008 Refer to Note
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Consolidated Statements of Cash Flows

Forthe year ended October31 C$ millions
_______________

2009 2008 2007

Cash flows from operating activities

Net income 3858 4555 5492

Adjustments to determine net cash from used in operating activities

Provision for credit losses 3413 1595 791

Depreciation 389 318 434

Business realignment payments 11 38
Future income taxes 97 455 147

Impairment of goodwill and amortization of other intangibles it 1462 356 96

Gain on sale of premises and equipment 17 16
Gain on securitizations 934 207 44
Gain loss on available-for-sale securities 17 146
Writedown of available-for-sale securities 657 631 66

Changes in operating assets and liabilities

Insurance claims and policy benefit liabilities 1537 102 54
Net change in accrued interest receivable and payable 147 164 28
Current income taxes 3546 2705 1034

Derivative assets 43961 69527 28856
Derivative liabilities 44315 56685 29916

Trading securities 11382 24966 10976

Net change in brokers and dealers receivable and payable 2396 552 317
Other 3073 4518 3341

Net cash from operating activities 7403 11381 22500

Cash flows from investing activities

Change in interest-bearing deposits with banks 11118 8160 1379
Change in loans net of securitizations 17854 62725 42097
Proceeds from securitizations 21788 10047 8318

Proceeds from sale of available-for-sale securities 12515 8885 8117

Proceeds from maturity of available-for-sale securities 18108 14804 15350

Purchases of available-for-sale securities 32268 24864 22012
Net acquisitions of premises and equipment arid software 700 1265 706
Change in assets purchased under reverse repurchase agreements

and securities borrowed 3238 19650 4935
Net cash used in acquisitions 27 974 373

Net cash from used in investing activities 15918 44602 39717

Cash flows from financing activities

Change in deposits 40742 61271 16831

Issue of Trust Subordinated Notes 1000

Repayment of subordinated debentures 1659 500 989
Issue of subordinated debentures 2000 87

Issue of preferred shares 2150 613 1150

Redemption of preferred shares for cancellation 300 50

Issue of RBC Trust Capital Securities RBC TruCS 500

Issue of common shares 2439 149 155

Purchase of common shares for cancellation 55 646
Sales of treasury shares 72 74 208

Purchase of treasury shares 60 76 133
Dividends paid 2744 2688 2278
Issuance costs 77 11 23
Dividends/distributions paid by subsidiaries to non-controlling interests 33 59
Change in obligations related to assets sold under repurchase agreements

and securities loaned 3097 6172 4070
Change in obligations related to securities sold short 13852 17192 6436

Redemption of trust preferred notes 140
Change in short-term borrowings of subsidiaries 1967 1618 145

Net cash used in from financing activities 25783 39198 17374

Effect of exchange rate changes on cash and due from banks 271 883 332

Net change in cash and due from banks 2733 6860 175
Cash and due from banks at beginning of year 11086 4226 4401

Cash and due from banks at end of year 8353 11086 4226

Supplemental disclosure of cash flow information

Amount of interest paid in year 9910 15967 181i94

Amount of income taxes paid in year 102 2025 1352

Comparative information has been reclassified as result of adopting CICA Handbook Section 3064 Refer to Note
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Note Significant accounting policies and estimates

The accompanying Consolidated Financial Statements have been

prepared in accordance with Subsection 308 of the BankAct Canada

the Act which states that except as otherwise specified by the

Office of the Superintendent of Financial Institutions Canada OSFI
our Consolidated Financial Statements are to be prepared in

accordance with Canadian generally accepted accounting principles

GAAP The significant accounting policies used in the preparation of

these financial statements including the accounting requirements of

OSFI are summarized below These accounting policies conform in

all material respects to Canadian GAAP

General

Basis of consolidation

Our Consolidated Financial Statements include the assets and

liabilities and results of operations of all subsidiaries and variable

interest entities VIEs where we are the Primary Beneficiary after

elimination of intercompany transactions and balances The equity

method is used to account for investments in associated corporations

and limited partnerships in which we have significant influence

These investments are reported in Other assets Our share of

earnings gains and losses realized on dispositions and writedowns

to reflect other-than-temporary impairment in the value of these

investments is included in Non-interest income The proportionate

consolidation method is used to account for investments in joint

ventures in which we exercise joint control whereby our pro rata

share of assets liabilities income and expenses is consolidated

Use of estimates and assumptions

In preparing our Consolidated Financial Statements management is

required to make estimates and assumptions that affect the reported

amounts of assets liabilities net income and related disclosures

Certain estimates including the allowance for credit losses the fair

value of financial instruments accounting for securitizations

litigation provisions VIEs insurance claims and policy benefit

liabilities pensions and other post-employment benefits the carrying

value of goodwill and finite lived intangible assets credit card

customer loyalty reward program liability and income taxes require

management to make subjective or complex judgments Accordingly

actual results could differ from these and other estimates thereby

impacting our future Consolidated Financial Statements

Accounting adjustments

In 2009 we corrected the following errors pertaining to prior periods

an under accrual of $90 million $62 million after-tax of our cards

points liability $63 million $43 million after-tax over capital

ization of software development costs and $15 million

understatement of income taxes These errors are not material to the

periods to which they relate however as correcting them in the first

quarter of 2009 would have materially distorted the net income for

that quarter we corrected them by decreasing opening retained

earnings for the quarter ended January31 2007 by $120 million

Significant accounting changes

Goodwill ond Intangible Assets

On November 2008 we adopted Canadian Institute of Chartered

Accountants CICA Handbook Section 3064 Goodwill and Intangible

Assets Section 3064 Section 3064 which replaces Section 3062

Goodwill and Other Intangible Assets and Section 3450 Research

and Development Costs provides clarifying guidance on the criteria

that must be satisfied in order for an intangible asset to be recog

nized including internally developed intangible assets The CICAs

Emerging Issues Committee EIC Abstract No 27 Revenues and

Expenditures During the Pre-aperating Period is no longer applicable

once Section 3064 has been adopted As result of adopting

Section 3064 we reclassified $789 million of software from Premises

and equipment to Other intangibles on our Consolidated Balance

Sheets as at November 2008 We have also reclassified

depreciation of $221 million and $162 million from Non-interest

expense Equipment to Non-interest expense Amortization of other

intangibles on our Consolidated Statements of Income for the year

ended October 31 2008 and October 31 2007 respectively

Credit Risk and the Fair Value of Financial Assets and Financial

Liabilities

In January 2009 the EIC issued Abstract No 173 Credit Risk and the

Fair Value of Financial Assets and Financial Liabilities EIC-1 73
73 requires an entity to take into account its own credit risk and

that of the relevant counterpartys when determining the fairvalue of

financial assets and financial liabilities including derivative

instruments This EIC which was effective for us on November

2008 had no impact on our financial position or results of operations

because we had been incorporating the aforementioned credit risks

into our valuation methodology before the EIC was issued

Effective Interest Method Amendments to Financial Instruments

Recognition and Measurement Section 3855

In June 2009 the CICA clarified Section 3855 with respect to the

effective interest method which is method of calculating the

amortized cost of financial assets and financial liabilities and of

allocating the interest income or interest expense over the relevant

period The impact of the clarification had no material impact on our

consolidated financial position or results of operations

Embedded Derivatives on Reclassification of Financial Assets

Amendments to Financial Instruments Recognition and

Measurement Section 3855

In June 2009 the CICA clarified Section 3855 with respect to the

reclassification of financial instruments with embedded derivatives

financial instrument classified as held-for-trading may not be

reclassified when the embedded derivative that would have to be

separated on reclassification of the combined contract cannot be

measured separately The amendment was effective for

reclassifications made on orafterJuly 2009 and had no material

impact on our consolidated financial position or results of operations

Fair Value and Liquidity Risk Disclosure Amendments to Financial

Instruments Disclosures Section 3862

In June 2009 the CICA amended Section 3862 to improve fair value

and liquidity risk disclosures Section 3862 now requires that all

financial instruments measured atfairvalue be categorized into one

of three hierarchy levels described below for disclosure purposes

Each level is based on the transparency of the inputs used to

measure the fairvalues of assets and liabilities

Level inputs are unadjusted quoted prices of identical

instruments in active markets

Level inputs other than quoted prices included in Level that

are observable for the asset or liability
either directly or indirectly

Level one or more significant inputs used in valuation

technique are unobservable in determining fairvalues of the

instruments

Determination of fairvalue and the resulting hierarchy requires

the use of observable market data whenever available The classi

fication of financial instrument in the hierarchy is based upon the

lowest level of input that is significant to the measurement of fair

value The amendments only impact our disclosures Refer to Note

We have also enhanced our liquidity disclosures by including details

on our sources of funding Refer to Note 29

Impairment of Financial Assets Amendments to Financial

Instruments Recognition and Measurement Section 3855

In August 2009 the CICA issued various amendments to

Section 3855 which eliminated the distinction between debt

securities and other debt instruments and changed the categories to

which debt instruments are required or are permitted to be classified

As result of these amendments non-derivative financial assets with

fixed or determinable payments that are not quoted in an active

market may be classified as loans and receivables loan and receiv

ables for which we may not recover substantially all of our initial

investment other than because of credit deterioration must be

classified as available-for-sale and loans and receivables that we

intend to sell immediately or in the near term must be classified as

held-for-trading
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The amendments also permit upon adoption and on an on-going

basis certain financial assets be reclassified from the held-for-trading

and available-for-sale categories into the loans and receivables

category when specified conditions are met They also require

reversing an impairment loss relating to an available-for-sale debt

instrument when in subsequent period the fairvalue of the

instrument increases and the increase can be objectively related to an

event occurring after the loss was recognized Impairment for debt

instruments classified as loans and receivables will be assessed

using the impairment model for loans

We adopted these amendments with retrospective application to

November 2008 in accordance with the transitional provisions of

the amendments accordingly we have reclassified $179 million of

held-for-trading and $929 million of available-for-sale securities to

loans and recorded the following transition adjustments in our

Consolidated Financial Statements an increase of $66 million net

of taxes of $30 million to our Retained earnings as of November

2008 representing an adjustment to the impairment amount

calculated as result of using the impairment model for loans and

ii an increase of $104 million net of taxes of $57 million to our

Accumulated other comprehensive income AOCI as of November

2008 representing the cumulative marked-to-market adjustments

previously recorded Our results for 2009 were also impacted by the

amendments as follows an increase of $64 million net of taxes to

our Net income representing an adjustment to the impairment

amount calculated as result of using the impairment model for

loans and ii reduction to Other comprehensive income OCI of

$26 million net of taxes representing the cumulative unrealized

gains adjustments previously recorded

We have reclassified $179 million of loans intended to be sold in

the near future upon origination to the held-for-trading category We
recorded an increase of $2 million net of taxes to our Net income

representing marked-to-market adjustments on these reclassified

loans

Financial Instruments Recognition and Measurement

Securities

Securities are classified based on managements intentions as

held-for-trading available-for-sale or held-to-maturity Certain debt

securities may be classified as loans and receivables as of

November 2008 in accordance with the CICAs amendments to

Section 3855 discussed earlier in this Note under Significant

accounting changes

Held-for-trading securities include securities purchased for sale

in the near term and securities designated as held-for-trading under

the fair value option and are reported atfairvalue Obligations to

deliver Trading securities sold but not yet purchased are recorded as

liabilities and carried atfairvalue Realized and unrealized gains and

losses on these securities are recorded as Trading revenue in

Non-interest income Dividend and interest income accruing on

Trading securities is recorded in Interest income Interest and

dividends accrued on interest-bearing and equity securities sold short

are recorded in Interest expense

Available-for-sale securities include securities which may be

sold in response to or in anticipation of changes in interest rates and

resulting prepayment risk changes in foreign currency risk changes

in funding sources or terms or to meet liquidity needs and ii loan

substitute securities which are client financings that have been

structured as after-tax investments ratherthan conventional loans in

order to provide the clients with borrowing rate advantage

Available-for-sale securities are measured at fair value with the

difference between the fair value and its amortized cost including

changes in foreign exchange rates recognized in OCI net of tax

Purchase premiums or discounts on available-for-sale debt securities

are amortized overthe life of the security using the effective interest

method and are recognized in Net interest income Investments in

equity instruments classified as available-for-sale that do not have

quoted market price in an active market are measured at cost

At each reporting date and more frequently when conditions

warrant we evaluate our available-for-sale securities with unrealized

losses to determine whether those unrealized losses are other-than-

temporary This determination is based on consideration of several

factors including the length of time and extent to which the fair

value has been less than its amortized cost ii the severity of the

impairment iii the cause of the impairment and the financial

condition and near-term prospects of the issuer and iv our intent

and
ability to hold the investment for period of time sufficient to

allow for any anticipated recovery of fair value If our assessment

indicates that the impairment in value is other-than-temporary or we

do not have the intent or ability to hold the security until its fair value

recovers the security is written down to its current fair value and

loss is recognized in net income

Gains and losses realized on disposal of available-for-sale

securities and losses related to other-than-temporary impairment in

value of available-for-sale securities are included in Non-interest

income as Net gains or losses on available-for-sale securities

Held-to-maturity securities are debt securities where we have the

intention and ability to hold the investment until its maturity date

These securities are carried at amortized cost using the effective

interest method Interest income and amortization of premiums and

discounts on debt securities are recorded in Net interest income We

hold nominal amount of held-to-maturity securities in our normal

course of business All held-to-maturity securities have been included

with Available-for-sale securities on our Consolidated Balance Sheets

We assess our held-to-maturity securities for impairment using

the same impairment model for loans in accordance with the CICAs

amendments to Section 3855 discussed earlier in this Note under

Significant accounting changes Referto the Loans section for

details

We account for all of our securities using settlement date

accounting except that changes in fair value between the trade date

and settlement date are reflected in income for securities classified or

designated as held-for-trading while changes in the fair value of

available-for-sale securities between the trade and settlement dates

are recorded in OCI

Fair value option

financial instrument can be designated as held-for-trading the fair

value option on its initial recognition even if the financial instrument

was not acquired or incurred principally for the purpose of selling cr

repurchasing it in the near term An instrument that is classified as

held-for-trading by way of this fair value option must have reliably

measurable fair value and satisf one of the following criteria

established by OSFI it eliminates or significantly reduces

measurement or recognition inconsistency that would otherwise arise

from measuring assets or liabilities or recognizing gains and losses

on them on different basis ii it belongs to group of financial

assets or financial liabilities or both that are managed and evaluated

on fair value basis in accordance with our risk management or

investment strategy and are reported to senior management on that

basis or iii it is an embedded derivative in financial or

non-financial host contract and the derivative is not closely related to

the host contract

Financial instruments designated as held-for-trading using the

fair value option are recorded at fair value and any gain or loss arising

due to changes in fairvalue are included in income These instru

ments cannot be reclassified out of held-for-trading category while

they are held or issued

Transaction costs

Transaction costs are expensed as incurred for financial instruments

classified or designated as held-for-trading For other financial

instruments transaction costs are capitalized on initial recognition

Assets purchased under reverse repurchase agreements and sold

under repurchase agreements

We purchase securities under agreements to resell reverse

repurchase agreements and take possession of these securities

Reverse repurchase agreements are treated as collateralized lending

transactions whereby we monitor the market value of the securities

purchased and additional collateral is obtained when appropriate We

also have the right to liquidate the collateral held in the event of
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counterparty default We also sell securities under agreements to

repurchase repurchase agreements which are treated as

collateralized borrowing transactions

Reverse repurchase agreements and repurchase agreements are

carried on our Consolidated Balance Sheets at the amounts at which

the securities were initially acquired or sold plus accrued interest

respectively except when they are designated using the fair value

option as held-for-trading and are recorded at fair value Interest

earned on reverse repurchase agreements is included in Interest

income and interest incurred on repurchase agreements is included

in Interest expense respectively in our Consolidated Statements of

Income Changes in fair value for reverse repurchase agreements and

repurchase agreements carried at fairvalue under the fair value

option are included in Trading revenue in Non-interest income

Securitizations

Our various securitization activities generally consist of the transfer of

financial assets to independent special purpose entities SPEs or

trusts that issue securities to investors SPE5 may be VIE as defined

by CICA Accounting Guideline AcG 15 Consolidation of Variable

Interest Entities AcG-1 or Qualifying SPEs QSPEs as defined

under AcG-1 Transfer of Receiva b/es

These transactions are accounted for as sales and the trans

ferred assets are removed from our Consolidated Balance Sheets

when we are deemed to have surrendered control over such assets

and have received consideration other than beneficial interests in

these transferred assets For control to be surrendered all of the

following must occur the transferred assets must be isolated from

the seller even in bankruptcy or other receivership ii the purchaser

must have the legal right to sell or pledge the transferred assets or if

the purchaser is QSPE its investors have the right to sell or pledge

their ownership interest in the entity and iii the seller must not

continue to control the transferred assets through an agreement to

repurchase them or have right to cause the assets to be returned If

any one of these conditions is not met the transfer is considered to

be secured borrowing the assets remain on our Consolidated

Balance Sheets and the proceeds are recognized as liability

In the case of loan securitizations we sell loans or package

mortgage-backed securities MBS to SPEs or trusts that issue

securities to investors

When MBS are created we reclassify the loans at their carrying

costs into MBS and retained interests on our Consolidated Balance

Sheets The retained interest largely represents the excess spread of

loan interest over the MBS rate of return The initial carrying value of

the MBS and the related retained interests are determined based on

their relative fair value on the date of securitization MBS are

classified as held-for-trading or available-for-sale securities based on

managements intent Retained interests are classified as

available-for-sale oras held-for-trading using the fairvalue option

Both MBS and retained interests classified as available-for-sale are

subject to periodic impairment review

Gains on the sale of loans or MBS are recognized in Non-interest

income and are dependent on the previous carrying amount of the loans

orMBS involved in the transfer To obtain fair values quoted market

prices are used if available When quotes are not available for retained

interests we generally determine fair value based on the present value

of expected future cash flows using managements best estimates of key

assumptions such as payment rates weighted average life of the pre

payable receivables excess spread expected credit losses and discount

rates commensurate with the risks involved

For each securitization transaction where we have retained the

servicing rights we assess whether the benefits of servicing represent

adequate compensation When the benefits of servicing are more

than adequate servicing asset is recognized in Other Other

assets When the benefits of servicing are not expected to be

adequate we recognize servicing liability in Other Other

liabilities Neither an asset nor liability is recognized when we have

received adequate compensation servicing asset or liability is

amortized in proportion to and overthe period of estimated net

servicing income

In the case of bond securitizations we purchase municipal

government government related and corporate bonds and issue

securities that are sold to third party investors We do not retain any

beneficial interest unless we purchase some of the certificates

issued

Acceptances

Acceptances are short-term negotiable instruments issued by our

clients to third parties which we guarantee The potential liability

under acceptances is reported in Other Other Liabilities on our

Consolidated Balance Sheets The recourse against our clients in the

case of call on these commitments is reported as corresponding

asset of the same amount in Other Other Assets Fees earned are

reported in Non-interest income

Derivatives

Derivatives are primarily used in sales and trading activities

Derivatives are also used to manage our exposures to interest rate

currency credit and other market risks The most frequently used

derivative products are interest rate swaps interest rate futures

foiward rate agreements interest rate options foreign exchange

forward contracts currency swaps foreign currency futures foreign

currency options equity swaps and credit derivatives All derivative

instruments are recorded on our Consolidated Balance Sheets at fair

value including those derivatives that are embedded in financial or

non-financial contracts that are not closely related to the host

contracts An embedded derivative is component of hybrid

instrument that includes non-derivative host contract with the

effect that some of the cash flows of the hybrid instrument vary in

way similarto stand-alone derivative When an embedded

derivative is separated the host contract is accounted for based on

GAAP applicable to contract of that type without the embedded

derivative All embedded derivatives are presented on combined

basis with the host contracts although they are separated for

measurement purposes

When derivatives are used in sales and trading activities the

realized and unrealized gains and losses on derivatives are recog

nized in Non-interest income Trading revenue Derivatives with

positive fair value are reported as Derivative assets and derivatives

with negative fair value are reported as Derivative liabilities Where

we have both the legal right and intent to settle derivative assets and

liabilities simultaneously with counterparty the net fairvalue of the

derivative positions is reported as an asset or liability as appropriate

Market and credit valuation adjustments and premiums paid are also

included in Derivative assets while premiums received are shown in

Derivative liabilities

When derivatives are used to manage our own exposures we

determine for each derivative whether hedge accounting can be

applied as discussed below

To determine the fair value adjustments on RBC debt designated

as held-for-trading we calculate the present value of the instruments

based on the contractual cash flows over the term of the arrangement

by using RBCs effective funding rate at the beginning and end of the

period with the unrealized change in present value recorded in Net

income

Hedge accounting

We use derivatives and non-derivatives in our hedging strategies to

manage our exposure to interest rate currency credit and other

market risks Where hedge accounting can be applied hedge

relationship is designated and documented at inception to detail the

particular risk management objective and the strategy for undertaking

the hedge transaction The documentation identifies the specific

asset liability or anticipated cash flows being hedged the risk that is

being hedged the type of hedging instrument used and how

effectiveness will be assessed The hedging instrument must be

highly effective in accomplishing the objective of offsetting either

changes in the fair value or anticipated cash flows attributable to the

risk being hedged both at inception and throughout the life of the

hedge Hedge accounting is discontinued prospectively when it is

determined that the hedging instrument is no longer effective as

hedge the hedging instrument is terminated or sold or upon the sale

orearlytermination of the hedged item Referto Note forthe fair

value of the derivatives and non-derivative instruments categorized

by their hedging relationships as well as derivatives that are not

designated in hedging relationships
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Fair value hedges

In fair vatue hedging relationship the carrying value of the hedged

item is adjusted for changes in fair value attributable to the hedged

risk and recognized in Non-interest income Changes in the fair value

of the hedged item to the extent that the hedging relationship is

effective are offset by changes in the fair value of the hedging

derivative which are also recognized in Non-interest income When

hedge accounting is discontinued the carrying value of the hedged

item is no longer adjusted and the cumulative fairvalue adjustments

to the carrying value of the hedged items are amortized to Net income

overthe remaining term of the original hedging relationship

We predominantly use interest rate swaps to hedge our exposure

to the changes in fixed interest rate instruments fairvalue caused

by changes in interest rates We also use in limited circumstances

certain cash instruments to hedge our exposure to the changes in fair

value of monetary assets attributable to changes in foreign currency

exchange rates

Cash flow hedges

In cash flow hedging relationship the effective portion of the change
in the fair value of the hedging derivative net of taxes is recognized in

OCl while the ineffective portion is recognized in Non-interest income

When hedge accounting is discontinued the amounts previously

recognized in AOCI are reclassified to Net interest income during the

periods when the variability in the cash flows of the hedged item

affects Net interest income Gains and losses on derivatives are

reclassified immediately to Net income when the hedged item is sold or

terminated early We predominantly use interest rate swaps to hedge

the variability in cash flows related to variable rate asset or liability

Net investment hedges

In hedging foreign currency exposure of net investment in self-

sustaining foreign operation the effective portion of foreign exchange

gains and losses on the hedging instruments net of applicable taxes

is recognized in 0Cl and the ineffective portion is recognized in

Non-interest income The amounts previously recognized in AOCI are

recognized in Net income when there is reduction in the hedged net

investment as result of dilution or sale of the net investment cr

reduction in equity of the foreign operation as result of dividend

distributions We use foreign currency-denominated liabilities and

foreign exchange contracts to manage our foreign currency exposures
to net investments in self-sustaining foreign operations having

functional currency other than the Canadian dollar

Loans

Loans are recorded at amortized cost unless upon origination we
intend to sell them in the near future or they have been designated as

held-for-trading using the fair value option Loans recorded at

amortized cost are net of an allowance for loan losses and unearned

income which comprises unearned interest and Linamortized loan

fees Loans designated as held-for-trading are carried at fairvalue

Loans recorded at amortized cost are subject to periodic

impairment review and are classified as impaired when in

managements opinion there is no longer reasorable assurance of

the timely collection of the full amount of principal or interest

Whenever payment is 90 days past due loans other than credit card

balances and loans guaranteed or insured by Canadian government

federal or provincial or Canadian government agency collectively

Canadian government are classified as impaired unless they are fully

secured and collection efforts are reasonably expected to result in

repayment of debt within 180 days of the loan becoming past due
Credit card balances are written off when payment is 180 days in

arrears Loans guaranteed by Canadian government are classified

as impaired when the loan is contractually 365 days in arrears When

loan is identified as impaired the accrual of interest is discontinued

and any previously accrued but unpaid interest on the loan is charged

to the Provision for credit losses Interest received on impaired loans

is credited to the carrying value of the loan If the loan is completely

written off subsequent payments are credited to the Provision for

credit losses Impaired loans are returned to performing status when

all past due amounts including interest have been collected loan

impairment charges have been reversed and the credit quality has

improved such that timely collection of principal and interest is

reasonably assured

When an impaired loan is identified the carrying amount of the

loan is reduced to its estimated realizable amount which is

measured by discounting the expected future cash flows at the

effective interest rate inherent in the loan In subsequent periods

recoveries of amounts previously written off and any increase in the

carrying value of the loan are credited to the Allowance for credit

losses on our Consolidated Balance Sheets Where portion of loan

is written off and the remaining balance is restructured the new Loan

is carried on an accrual basis when there is no longer any reasonable

doubt regarding the collectability of principal or interest and

payments are not 90 days past due

Assets acquired in respect of problem loans are recorded at their

fair value less costs of disposition Fairvalue is determined based on

either current market value where available or discounted cash flows

Any excess of the carrying value of the loan over the recorded fair

value of the assets acquired is recognized by charge to the

Provision for credit losses

Fees that relate to activities such as originating restructuring or

renegotiating loans are deferred and recognized as Interest income

over the expected term of such loans using the effective interest

method Where there is reasonable expectation that loan will result

commitment and standby fees are also recognized as interest income

over the expected term of the resulting loan using the effective

interest method Otherwise such fees are recorded as other liabilities

and amortized to non-interest income over the commitment or

standby period

Allowance for credit losses

The allowance for credit losses is maintained at levels that

management considers appropriate to cover estimated identified

credit related losses in the portfolio as well as losses that have been

incurred but are not yet identifiable as at the balance sheet date The

allowance relates to on-balance sheet exposures such as loans and

acceptances and off-balance sheet items such as letters of credit

guarantees and unfunded commitments

The allowance is increased by charge to the provision for credit

losses and decreased by the amount ofwrite-offs net of recoveries

The allowance for credit losses for on-balance sheet items is included

as reduction to assets and the allowance relating to off-balance

sheet items is included in Other liabilities

The allowance is determined based on managements identi

fication and evaluation of problem accounts for estimated losses that

exist on the remaining portfolio and on other factors including the

composition and credit quality of the portfolio and changes in

economic and business conditions The allowance for credit losses

consists of specific allowances and the general allowance

Specific allowances

Specific allowances are recorded to recognize estimated losses o-i

both retail and wholesale loans that have become impaired The

losses relating to wholesale borrowers including small business

loans individually managed are estimated using managements

judgment relating to the timing of future cash flow amounts that can

be reasonably expected from the borrowers financially responsible

guarantors and the realization of collateral The amounts expected to

be recovered are reduced by estimated collection costs and

discounted at the effective interest rate of the obligation The losses

relating to retail portfolios including residential mortgages and

personal and small business loans managed on pooled basis are

based on net write-off experience For credit cards no specific

allowance is maintained as balances are written off when payment

is 180 days in arrears Personal loans are generally written off at

150 days past due Write-offs for other loans are generally recorded

when there is no realistic prospect of full recovery
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General allowance

general allowance is established to cover estimated credit losses

incurred in the lending portfolio that have not yet been specifically

identified as impaired For heterogeneous loans wholesale loans

including small business loans individually managed the determi

nation of the general allowance is based on the application of

estimated probability of default gross exposure at default and loss

factors which are determined by historical loss experience and

delineated by loan type and rating For homogeneous portfolios retail

loans including residential mortgages credit cards as well as

personal and small business loans that are managed on pooled

basis the determination of the general allowance is based on the

application of historical loss rates In determining the general

allowance level management also considers the current portfolio

credit quality trends business and economic conditions the impact

of policy and process changes and other supporting factors

Guarantees

In the normal course of our business we enter into numerous

agreements that may contain features that meet the definition of

guarantee pursuant to AcG-14 Disclosure of Guarantees AcG-14

defines guarantee to be contract including an indemnity that

contingently requires us to make payments in cash other assets our

own shares or provision of services to third party based on

changes in an underlying interest rate foreign exchange rate

equity or commodity instrument index or other variable that is

related to an asset liability or an equity security of the counterparty

ii failure of another party to perform under an obligating agreement

or iii failure of another third party to pay its indebtedness when due

Liabilities are recognized on our Consolidated Balance Sheets at the

inception ofa guarantee forthe fairvalue of the obligation under

taken in issuing the guarantee No subsequent remeasurement at fair

value is required unless the financial guarantee qualifies as

derivative If the financial guarantee meets the definition of

derivative it is remeasured at fair value at each balance sheet date

and reported as derivative in Other assets or Other liabilities as

appropriate

Offsetting financial assets and financial liabilities

Financial assets and financial liabilities are presented net when we

have legally enforceable right to set off the recognized amounts and

intend to settle on net basis or to realize the asset and settle the

liability simultaneously

Insurance

Premiums from long-duration contracts primarily life insurance are

recognized when due in Non-interest incomeInsurance premiums

investment and fee income Premiums from short-duration contracts

primarily property and casualty and fees for administrative services

are recognized in Insurance premiums investment and fee income

over the related contract period Unearned premiums of the short-

duration contracts representing the unexpired portion of premiums

are reported in Other liabilities Investments made by our insurance

operations are classified as available-for-sale or loans and receiv

ables except for investments supporting the policy benefit liabilities

on life and health insurance contracts and portion of property and

casualty contracts These are designated as held-for-trading under the

fair value option with changes in fair value reported in Insurance

premiums investment and fee income

Insurance claims and policy benefit liabilities represent current

claims and estimates for future insurance policy benefits Liabilities

for life insurance contracts are determined using the Canadian Asset

Liability Method CALM which incorporates assumptions for

mortality morbidity policy lapses and surrenders investment yields

policy dividends operating and policy maintenance expenses and

provisions for adverse deviation These assumptions are reviewed at

least annually and updated in response to actual experience and

market conditions Liabilities for property and casualty insurance

represent estimated provisions for reported and unreported claims

Liabilities for life and property and casualty insurance are included in

Insurance claims and policy benefit liabilities Changes in Insurance

claims and policy benefit liabilities are included in the Insurance

policyholder benefits claims and acquisition expense in our

Consolidated Statements of Income in the period in which the

estimates changed

Reinsurance recoverables related to property and casualty

insurance business which are included in Other assets include

amounts related to paid benefits and unpaid claims Reinsurance

recoverables related to our life insurance business are included in

Insurance claims and policy benefit liabilities to offset the related

liabilities

Acquisition costs for new insurance business consist of

commissions premium taxes certain underwriting costs and other

costs that vary with the acquisition of new business Deferred

acquisition costs for life insurance products are implicitly recognized

in Insurance claims and policy benefit liabilities by CALM For property

and casualty insurance these costs are classified as Other assets and

amortized overthe policy term

Segregated funds are lines of business in which we issue contract

where the benefit amount is directly linked to the market value of the

investments held in the underlying fund The contractual arrangement is

such that the underlying assets are registered in our name but the

segregated fund policyholders bearthe risk and rewards of the funds

investment performance We provide minimum death benefit and

maturity value guarantees on segregated funds The liability associated

with these minimum guarantees is recorded in Insurance claims and

policy benefit liabilities Segregated funds are not included in our

Consolidated Financial Statements We derive only fee income from

segregated funds which is reflected in Insurance premiums investment

and fee income Fee income includes management fees mortality

policy administration and surrender charges

Pensions and other post-employment benefits and stock-based

compensation

Pensions and other post-employment benefits

We offer number of benefit plans which provide pension and other

benefits to eligible employees as described in Note 20 These plans

include registered defined benefit pension plans supplemental

pension plans defined contribution plans and health dental

disability and life insurance plans

Investments held by the pension funds primarily comprise equity

and fixed income securities Pension fund assets are valued at fair

value For the principal defined benefit plans the expected return on

plan assets which is reflected in the pension benefit expense is

calculated using market-related value approach Under this

approach assets are valued at an adjusted market value whereby

realized and unrealized capital gains and losses are amortized over

years on straight-line basis For the majority of the non-principal

and supplemental defined benefit pension plans the expected return

on plan assets is calculated based on fairvalue of assets

Actuarial valuations forthe defined benefit plans are performed

on regular basis to determine the present value of the accrued

pension and other post-employment benefits based on projections

of employees compensation levels to the time of retirement and the

costs of health dental disability and life insurance respectively

Our defined benefit pension expense which is included in

Non-interest expense Human resources consists of the cost of

employee pension benefits for the current years service interest cost

on the liabilities expected investment return on the market-related

value or market value of plan assets and the amortization of prior

service costs net actuarial gains or losses and transitional assets or

obligations For some of our defined benefit plans including the

principal defined benefit plans actuarial gains or losses are

determined each year and amortized over the expected average

remaining service life of employee groups covered by the plans For

the remaining defined benefit plans net actuarial gains or losses in

excess of 10% of the greater of the plan assets or the benefit

obligation at the beginning of the year are amortized over the

expected average remaining service life of employee groups covered

by the plan

Gains and losses on settlements of defined benefit plans are

recognized in Non-interest expense Human Resources when

settlement occurs Curtailment gains and losses are recognized in the

period when the curtailment becomes probable and the impact can

be reasonably estimated

Consolidated Finaociat Statements Royal Bank of Canada Annual Report 2009 85



Note Significant accounting policies and etimates
continued

The cumulative excess of pension fund contributions over the

amounts recorded as expenses is reported as Prepaid pension

benefit cost in Other assets The cumulative excess of expense over

fund contributions is reported as Accrued pension and other post-

employment benefit expense in Other liabilities

Our defined contribution plan expense is included in

Non-interest expense Human resources for services rendered by

employees during the period

Stock-based compensation

We offer stock-based compensation plans to certain key employees

and to our non-employee directors as described in Note 21

We use the fair value method to account for stock options

granted to employees whereby compensation expense is recognized

over the applicable vesting period with corresponding increase in

contributed surplus When the options are exercised the exercise

price proceeds together with the amount initially recorded in

contributed surplus are credited to common shares Stock

appreciation rights SARs obligations that are fully vested give rise to

compensation expense as result of changes in the market price cf

our common shares These expenses net of related hedges are

recorded as Non-interest expense Human resources in our

Consolidated Statements of Income with corresponding increase in

Other liabilities on our Consolidated Balance Sheets

Our other compensation plans include performance deferred

share plans and deferred share unit plans for key employees the

Plans The deferred share plans are settled in our common shares or

cash and the deferred share unit plans are settled in cash The

obligations for the Plans are accrued overtheirvesting period For

share-settled awards our accrued obligations are based on the

market price of our common shares at the date of grant For cash-

settled awards our accrued obligations are periodically adjusted for

fluctuations in the market price of our common shares and dividends

accrued Changes in our obligations under the Plans net of related

hedges are recorded as Non-interest expense Human resources in

our Consolidated Statements of Income with corresponding

increase in Other tiabilities or Contributed surplus on our

Consolidated Balance Sheets

The compensation cost attributable to options and awards granted

to employees who are eligible to retire or will become eligible to retire

during the vesting period is recognized immediately if the employee is

eligible to retire on the grant date or over the period between the grant

date and the date the employee becomes eligible to retire

Our contributions to the employee savings and share ownership

plans are expensed as incurred

Income taxes

We use the asset and liability method whereby income taxes reflect

the expected future tax consequences of temporary differences

between the carrying amounts of assets or tiabitities for accounting

purposes compared with tax purposes future income tax asset or

liability
is determined for each temporary difference based on the tax

rates that are expected to be in effect when the underlying items of

income and expense are expected to be realized except for earnings

related to our foreign operations where repatriation of such amounts

is not contemplated in the foreseeable future Income taxes reported

on our Consolidated Statements of Income include the current and

future portions olthe expense Income taxes applicable to items

charged or credited to Shareholders equity are netted with such

items Changes in future income taxes related to change in tax rates

are recognized in the period when the tax rate change is substantively

enacted Our Consolidated Statements of Income include items that

are non-taxable or non-deductible for income tax purposes and

accordingly cause the income tax provision to be different from what

it would be if based on statutory rates

Net future income taxes accumulated as result of temporary

differences and tax loss carryforwards are included in Other assets

On quarterly basis we review our future tax assets to determine

whether it is more likely than not that the benefits associated with

these assets will be realized this review involves evaluating both

positive and negative evidence valuation allowance is established

to reduce future income tax assets to the amount that we believe is

more likely than not to be realized We review both positive and

negative evidence in assessing whether future income tax assets are

more likely than not to be realized

Business combinations goodwill and other intangibles

Alt business combinations are accounted for using the purchase

method Identifiable intangible assets are recognized separately from

Goodwill and included in Other intangibles Goodwill represents the

excess of the price paid for the business acquired over the fair value

of the net identifiable assets acquired and is assigned to reporting

units of business segment reporting unit comprises business

operations with similar economic characteristics arid strategies and

is defined by GMP as the level of reporting at which goodwill is

tested for impairment and is either business segment or one level

below Upon disposal of portion of reporting unit goodwill is

allocated to the disposed portion based on the fair value of that

portion relative to the total reporting unit The goodwill allocated to

the portion of the reporting unit to be retained is tested for impair-

me nt

Goodwill is evaluated for impairment annually as at August or

more often if events or circumstances indicate there may be an

impairment We test our goodwill by first determining the fair value of

each reporting unit and comparing it to its carrying value including

the allocated goodwill If the carrying value of reporting unit

exceeds its fairvalue the fair value of the reporting units goodwill

must be determined and compared to its carrying value The fairvalue

of the goodwill is imputed by determining the fair value of assets and

liabilities of the reporting unit Goodwill impairment is measured as

the excess of the carrying amount of the reporting units allocated

goodwill over the implied fair value of the goodwill and is charged to

Income in the period in which the impairment is identified

Subsequent reversals of impairment are prohibited

The fairvalue of each reporting unit is determined primarily

using an earnings-based approach which incorporates each reporting

units internal forecasts of revenue and expenses Estimates and

assumptions of discount rates growth rates and terminal growth

rates are incorporated in this approach Changes to these estimates

or assumptions could have an impact on the determination of the fair

value of our reporting units and thus the results of the impairment

test In addition to the earnings-based approach where possible we

use market-based approach to estimate the fair value of each

reporting unit based on actual market events and comparable

companies

Other intangibles with finite life are amortized on straight-

line basis overtheir estimated useful lives generally not exceeding

20 years and are also tested for impairment when conditions exist

which may indicate that the estimated future net cash flows from lhe

asset will be insufficient to recover its carrying amount

Other

Translation of foreign currencies

Monetary assets and liabilities denominated in foreign currencies are

translated into Canadian dollars at rates prevailing at the balance

sheet date Non-monetary assets and liabilities are translated into

Canadian dollars at historical rates Income and expenses denomi

nated in foreign currencies are translated at average rates of

exchange for the year

Assets and liabilities of our self-sustaining operations with

functional currencies other than the Canadian dollar are translated

into Canadian dollars at rates prevailing at the balance sheet date

and income and expenses of these foreign operations are translated

at average rates of exchange for the year

Unrealized gains or losses arising as result cf the translation of

our foreign self-sustaining operations along with the effective portion

of related hedges are reported as component of OCt on an after-tax

basis Upon disposal or dilution of our interest in such investments

an appropriate portion of the accumulated net translation gains or

losses is included in Non-interest income
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Other foreign currency translation gains and losses are included

in Non-interest income

Premises and equipment

Premises and equipment are stated at cost less accumulated

depreciation Depreciation is recorded principally on straight-line

basis over the estimated useful lives of the assets which are 25 to

50 years for buildings to 10 years for computer equipment and

to 10 years for furniture fixtures and other equipment The

amortization period for leasehold improvements is the lesser of the

useful life of the leasehold improvements or the lease term plus the

first renewal period if reasonably assured of renewal up to

maximum of 10 years Gains and losses on disposal are recorded in

Non-interest income

Future accounting changes

Business Combinations Consolidated Financial Statements and

Nan-controlling Interests

In January 2009 the CICA issued three new accounting standards

Handbook Section 1582 Business Combinations Section 1601

Consolidated Financial Statements and Section 1602 Non-controlling

Interests Section 1582 provides clarification as to what an acquirer

must measure when it obtains control of business the basis of

valuation and the date at which the valuation should be determined

Acquisition-related costs must be accounted for as expenses in the

periods they are incurred except for costs incurred to issue debt or

share capital This new standard will be applicable for acquisitions we

complete on or after November 2011 although adoption in 2010 is

permitted to facilitate the transition to IFRS in 2011

Section 1601 establishes standards for preparing consolidated

financial statements after the acquisition date Section 1602

establishes standards for the accounting and presentation of

non-controlling interest These new standards must be adopted

concurrently with Section 1582

Embedded Prepayment Option Amendments to Financial

Instruments Recognition and Measurement Section 3855

In June 2009 the CICA provided clarification to Section 3855 with

respect to the accounting for embedded prepayment option An

embedded prepayment option in an interest-only or principal-only strip

is closely related to the host contract provided the host contract

initially
resulted from separating the

right
to receive contractual cash

flows of financial instrument that in and of itself did not contain an

embedded derivative and does not contain any terms not present in

the original host debt contract This new standard will be applicable to

us on November 2011 although adoption in 2010 is permitted to

facilitate the transition to IFRS in 2011 We are currently assessing the

impact of adopting this amendment on our consolidated financial

position and results of operations

International Financial Reporting Standards

The CICA has announced that Canadian GAAP for publicly accountable

enterprises companies will be replaced with IFRS over transition

period expected to end in 2011 We will begin reporting our financial

statements in accordance with IFRS on November 2011

Note Fair value of financial instruments

The fair value of financial instrument is the amount at which the

financial instrument could be exchanged in an arms-length trans

action between knowledgeable and willing parties under no

compulsion to act Fair values of identical instruments traded in

active markets are determined by reference to last quoted prices in

the most advantageous active market for that instrument In the

absence of an active market we determine fair values based on

quoted prices for instruments with similar characteristics and risk

profiles Fair values of financial instruments determined using

valuation models require the use of inputs In determining those

inputs we look primarily to external readily observable market

inputs when available including factors such as interest rate yield

curves currency rates and price and rate volatilities as applicable In

some circumstances we use input parameters that are not based on

observable market data In these cases we may adjust model values

to reflect the valuation uncertainty model and parameter valuation

adjustments in order to determine what the fair value would be

based on the assumptions that market participants would use in

pricing the financial instrument These adjustments are made in order

to determine the fairvalue of the instruments

For some securities we may record valuation adjustments for

liquidity for financial instruments that are not quoted in an active market

when we believe that the amount realized on sale may be less than the

estimated fair value due to insufficient liquidity in the market over

short period of time We also include valuation adjustments calculated

when market prices are not observable due to insufficient trading

volume or lack of recent trades in less active or inactive market

We make valuation adjustments for the credit risk of our

derivative portfolios in order to arrive at their fair values These

adjustments take into account the creditworthiness of our counter-

parties the current and potential future mark-to-market of the

transactions and the effects of credit mitigants such as master

netting agreements and collateral agreements Credit valuation

adjustments are frequently updated due to the changes in derivative

values and counterparty performance risk Changes to credit

valuation adjustments are recorded in current period income

We have documented our internal policies that detail our

processes for determining fair value including the methodologies

used in establishing our valuation adjustments These methodologies

are consistently applied and periodically reviewed by Group Risk

Management

Trading and available-for-sale securities and derivative-related

assets represent 92% of the total fair-value assets and deposits

designated as held-for-trading and derivative-related liabilities

represent 69% of the total fair-value liabilities

The majority of our financial instruments classified as held-for-

trading other than derivatives and as available-for-sale comprise

actively traded debt and equity securities and are carried at fairvalue

based on available quoted prices

All of our derivatives transactions are accounted for on fair

value basis Fair values of exchange-traded derivatives are based on

last exchange prices Over-the-counter derivatives are valued using

either industry standard or internally developed valuation models

Valuation model inputs are either observable or unobservable

Observable inputs of the financial instruments include G7

interest-rate-yield curves currency rates and volatility of certain

prices or rates Unobservable inputs consist of non-G7 interest-rate-

yield curves prepayment speeds credit speads probability of

defaults recovery rates equity volatility
and correlations of proba

bility
of defaults market reference interest rates or baskets of

common stock

Valuation methods and assumptions used in measuring fair values

of deposits designated as held-for-trading are described in the Carrying

value and fairvalue of selected financial instruments section below

Deferred unrealized gains or Losses at inception

An unrealized gain or loss at inception for financial instruments is the

difference between the transaction price and its fair value on the

trade date Unrealized gains or losses at inception are recognized in

Net income only if the fair value of the instrument is evidenced by

quoted market price in an active market or observable current

market transactions that are substantially the same ii based on

valuation technique that uses all significant observable market

inputs or iii the risks associated with the derivative contract are

fully offset by another contracts with third partyies For financial

instruments where the fair value is not evidenced by the above

mentioned criteria or the risks associated with the original contract

are not fully transferred to third party the unrealized gain or loss at
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Note Fair value of financial instruments continued

The following table summarizes changes in the aggregate amount of

deferred unrealized gains at inception for our financial instruments

2009 2008

Deferred unrealized gains not yet recognized

in net income us at the beginning of the
year

Less Adjustments
_____________

Adjusted balance as at beginning of the
year

Add Deferred unrealized gains arising during the year

Less Deferred gains reclassified to net income during the
year

Deferred unrealized gains as at end of the
year

46 198

During 2009 we revised the valuation model that we use to fairvalue the stable value

contracts on bank owned life insurance policies and 401k ans usa result of nvwly

available data and information The new valuation model eliminates the requiremnnt for

deferred unrealized gains or losses at inception on these instuments which is ref ected

in the table above

Carrying value and fair value of selected financial instruments

The following tables provide comparison of the carrying and fair values for each classification of financial instruments

2009

inception is deferred and is include in Other-Derivatives The deferred

gain or loss is recognized only when unobservable market inputs

become observable to support the fair value of the transaction

ii the risks associated with the original contract are substantially

offset by another contracts with third partyies Hi the gain or

loss is realized through receipt or payment of cash or iv the

transaction is terminated early or on maturity

Deferred unrealized gains at inception primarily arise in equity

structured notes structured credit and interest rate derivatives arid

stable value contracts on bank-owned life insurance policies and

401k plans

198 186

130

68 186

24

17 12

Carrying value and fair value of

Financial assets

Securities

Trading

Available-for-sale 21

Carrying value Fair value

Financial

instruments Financial Available- Loans and Loans and Available-

required to instruments for-sale receivables receivables for-sale

be classified designated instruments and non- and non- instruments Total Total

as held-for- as held-for- measured trading trading measured carrying fair

trading trading at fair value liabilities liabilities at cOst amount value

blat securities

Assets purchased under reverse repurchase

agreements and securities borrowed

44.850

127394 12668 140062 140062

1360 46210 46210

127394 12668 44850 1360 186272 186272

18911 22669 22669 41580 41580

Loans

Retail 203856 201166 203856 201166

Wholesale 2818 74289 69712 77107 72530

Total loans 2818 278145 270878 280963 273696

Other

Derivatives 92173 92173 92173

Other assets 244 18590 18590 18834 18834

Financial liabilities

Deposits

Personal 2605 149723 151051 152328 153656

Business and government 40335 180437 180354 220772 220689

Bank 10880 14324 14324 25204 25204

Total deposits 53820 344484 345729 398304 399549

Other

Obligations related to securities sold short 41359 41359 41359

Obligations related to assets sold under

repurchase agreements and securities

loaned 21628 13522 13.522 35150 35150

Derivatives 84390 84390 84390

Other liabilities 240 33757 33757 33997 33997

Subordinated debentures 110 6351 6262 6461 6372

Trust capital securities 1395 1482 1395 1482

Includes the nominal value of our held-to-maturity investments which are carried at amortized cost

As explained in Note Ian of November 2008 we have reclassified certain securities from held-for-trading and available-for.sale to loans in accordance with the CICAs amendments to

Sections 3855 In addition loans intended to be sold in the neanfutare upon origination were reclassified from Loans to Trading

31 Basiness and government includes deposits from regulated deposit-taking institations other than regulated banks

Bank refers to regulated banks

Includes stable value contracts on $257 million of bask-owned life insurance policies and $3 million of 401k plans
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2008

Carrying value and fair value of Carrying value Fair value

Financial

instruments Financial Available- Loans and Loans and Available-

required to instruments for-sale receivables receivables for-sale

be classified designated instruments and non- and non- instruments Total Total

as held-for- as held-for- measured trading trading measured carrying fair

trading trading at fairvalue liabilities liabilities at cost amount value

Financial assets

Securities

Trading 104414 18094 $122508 $122508

Available-for-sale 47039 1587 48626 48626

Total securities 104414 18094 47039 1587 $171134 $171134

Assets purchased under reverse repurchase

agreements and securities borrowed 15607 29211 29211 44818 44818

Loans

Retail 194448 198127 $194448 $198127

Wholesale 7137 87955 88615 95092 95752

Total loans 7137 282403 286742 $289540 $293879

Other

Derivatives 136134 $136134 $136134

Otherassets 136 30903 30903 31039 31039

Financial liabilities

Deposits

Personal 2678 136358 137181 $139036 $139859

Business and government 67462 202532 202564 269994 270026

Bank 7268 22277 22277 29545 29545

Total deposits 77408 361167 362022 $438575 $439430

Other

Obligations related to securities sold short 27507 27507 27507

Obligations related to assets sold under

repurchase agreements and securities loaned 17870 14183 14183 32053 32053

Derivatives 128705 128705 128705
Other liabilities 42271 42458 42273 42458

Subordinated debentures 81 8050 7605 8131 7686

Trust capital securities 1400 1448 1400 1448

Includes the nominal value of our held-to-maturity investments which are carried at amortized cost

Loan substitutes are classified as available-for-sale securities Also includes the securities reclassified from trading to available-for-sale on August 2005 Refer to Nate

Includes stable value contracts on $2 million of bank-owned life insurance policies and $1 million of 401 plans

Business and government includes deposits From regulated deposit-taking institutions otherthan regulated banks

Bank refers to regulated bunks

The following tables present information on loans and receivables value of loans and receivables designated as held-for-trading due to

designated as held-for-trading using the fair value option the changes in credit risk as the difference between the total change in

maximum exposure to credit risk the extent to which the risk is the fair value of the instrument during the period and the change in

mitigated by credit derivatives and similar instruments and changes fair value calculated using the appropriate risk-free yield curves

in the fair value of these assets We measure the change in the fair

2009

Change in

Cumulative Extent to Fair value of

Carrying Change in fair change in fair which credit

amount of value since value since credit derivatives Cumulative

loans and November initial derivatives or similar change in fair

receivables 2008 recognition or similar instruments value of credit

designated Maximum attributable to attributable to instruments since derivatives

as held-for- exposure to changes in changes in mitigate November or similar

Loans and receivables designated as heldfortrading trading credit risk credit risk credit risk credit risk 2008 instruments

Interest-bearing deposits with banks 2773 2773

Assets purchased under reverse repurchase

agreements and securities borrowed 18911 18911

Loans Wholesale 2818 2818 27 75 428 52 10

Total 24502 24502 27 75 428 52 10

The cumulative change is measured from the later of November 2006 or the initial recognition of the credit derivative or similar instruments
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Note Fair value of financial instruments continued

2008

Change in

Cumulative Extent to fairvalue of

Carrying Change in fair change in fair which credit

amount of value since value since credit dervatives Cumulvtive

loans and November initial derivatives or similar change in fair

receivables 2007 recognition or similar instruments value of credit

designated Maximum attributable to attributable to instruments since derivatives

as held-for exposure to changes in changes in mitigate November similar

Loans and receivables designated as held-for-trading trading credit risk credit risk credit risk credit risk 2007 instruments

Interest-bearing deposits with banks 11211 11211

Assets purchased under reverse repurchase

agreements and securities borrowed 15607 15607

LoansWholesale 7137 7137 201 248 817 40 48

Total 33955 33955 201 248 817 40 48

The cumulative change is measured from the later of November 2006 orthe initial recognition of the credit derivative nr similar instruments

The following tables present the changes in the fair value of our determine the changes in fair value attributable to changes in our

financial liabilities designated as held-for-trading using the fair value credit spreads as presented in the table below we first calculate the

option as well as their contractual maturity and carrying amounts The difference in present values of the instruments contractual cash

carryingvalues fairvalues of these liabilities are based on present flows by including and excluding our credit spreads in the discount

value of the instruments contractual cash flows discounted at the rate as at the beginning of the year We then re-perform the same

appropriate market interest rates Appropriate markets rates calculations using the end-of-the-year rates The difference between

comprised observable benchmark interest rates and our credit those values represents the changes in fairvalue attributable to

spreads which are either observable or unobservable In order to changes in our credit spreads

2009

Difference

between Changes in fair Cumulative

carrying value since change in fair

value and November 2008 value attributable

Contractual contractual attributable to to changes in

maturity Carrying maturity changes in RBC RBC credit

Liabilities designated as held-for-trading amount value amount credit spreads spreads

Term deposits

Personal 2605 2605 40

Business and government 40167 40335 168 507 57
Bank 10880 10880

Total term deposits 53652 53820 168 550 64
Obligations related to assets sold under repurchase

agreements and securities loaned 21626 21628

Subordinated debentures 120 110 10 36 12
Other liabilities 240 240

Total 75638 75798 160 586 76

The cumulative change attributable to changes in ourcredlt spreads is measured from the laterof November 12006 orthe initial recognition of the liabi ities desigoated as held-for-truding

Business and government includes deposits from regulated deposit-taking institutions other than regulated banks

Bank refers to regulated banks

2008

Difference

between Changes in fair Cumulative

carrying value since change in fair

value and November 2007 value attributable

Contractual contractual attributable to to changes in

maturity Carrying maturity changes in RBC ABC credit

Liabilities designated as held-for-trading amount value amount credit spreads spreads

Term deposits

Personal 2724 2678 46 40 46
Business and government 67541 67462 79 449 524
Bank

____________
7265 7268

Total term deposits 77530 77408 122 492 574

Obligations related to assets sold under repurchase

agreements and securities loaned 17877 17870

Subordinated debentures
____________

122 81 41 41 48

Total 95529 95359 170 533 622

The cumulative change attributable to changes in our credit spreads is measured from the laterof November 12006 orthe initial recognition of the liabilities designated as he d-for-truding

Business and government nclades deposits from regulated deposit-taking institutions otherthan regulated buns

Book refers to regulated banks
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Fair value of assets and liabilities classified using the fair value hierarchy

The following table presents the financial instruments measured at fair value classified by the fair value hierarchy set out in Section 3862 as

described in Note

As at October 31 2009

Assets
Fair value measurements using

Netting liabilities

Level Level Level adlustments at fair value

Financial assets

Interest bearing deposits with banks 2773 2773

Securities

Trading

Canadian government debt

Federal 25269 25274

Provincial and municipal 5073 54 5127

U.S state municipal and agencies debt 13289 13298

Other OECD government debt 8033 8033

Mortgage-backed securities 20 1052 1072

Asset-backed securities

CDOs 3074 3074

Non-CDO securities 211 321 532

Corporate debt and other debt 46015 303 46318

Equities 34313 119 2902 37334

34313 98029 7720 140062

Available-for-saLe

Canadian government debt

Federal 12161 12161

Provincial and municipal 237 897 1134

U.S state municipal and agencies debt 3435 2358 5793

Other OECD government debt 908 2622 3530

Mortgage-backed securities 1848 1852

Asset-backed securities

CDOs 222 222

Non-CDO securities 3050 1155 4205

Corporate debt and other debt 177 10802 3580 14559

Equities 537 147 560 1244

Loan substitute securities 150 150

1859 33268 9723 44850

Assets purchased under reverse repurchase agreements and

securities borrowed 18911 18911

Loans 2441 377 2818

Other

Derivatives 3413 83739 5289 268 92173

Other assets 244 244

39829 239161 23109 268 301831

Financial Liabilities

Deposits

Personal 2605 2605

Business and government 35994 4341 40335

Bank 10880 10880

Other

Obligations related to securities sold short 14006 27203 150 41359

Obligations related to assets sold under repurchase agreements

and securities loaned 21628 21628

Derivatives 1368 77824 5466 268 84390

Other liabilities 240 240

Subordinated debentures 110 110

15374 173529 12912 268 201547

There were no significant transfers between Levels and

The netting adjustments represent the impact of offsetting derivative credit exposures on contracts where we have both legally enforceable master netting agreement in place and we intend

to settle the contracts on either net basis or simultaneously Hence some of the derivative related assets and liabilities are reported on net basis

As at October 31 2009 residential and commercial MBS included in Trading securities were $12414 million and $185 million respectively
and in Available-for-sale securities $8454

million and $213 million respectively

OECD stands for Organisation for tconomic Corporation and Development

CDOs stand for Collateralized Debt Obligations

Excludes $1360 million ofAvailabe-for-sale securities that are carried at cost
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Note Fair value of financial instruments continued

Changes in fair value measurement for instruments categorized in Level

The followingtable presents the changes in fairvalue measurements for instruments included in Level of the fairvalue hierarchy set out in

Section 3862 as described in Note

2009

changes in

unrealized gains

losses included

Total Total earnings for

realized unrealized Sales of assets and

unrealized gains losses Purchases assets liabilities for the

gains included in of asset settlements year ended

Fair value losses other issuances of liabilities Transfers Transfers Fair value October 31 2009

November included in comprehensive of and into outof October 31 for positions

2008 earnings income liabilities others Level Level 2009 still held

Assets

Securities

Trading

Canadian government debt

Federal -$ 5$ 5$
Provincial and municipal 13 16 51 54

U.S state municipal and agencies debt 206 42 243
Other OECD government debt 150 22 110 78
Mortgage-backed securities 1531 110 191 2788 1645 101 1642 1052 117

Asset-backed securities

CDOs 4208 256 308 337 1403 85 101 3074 153

Non-CDO securities 605 12 3628 3780 168 284 321

Corporate debt and other debt 1482 150 63 1384 2000 831 1181 303

Equities 10315 301 354 32 7068 289 11 2902 256

18497 975 916$ 8240 15987$ 1525 35425 7720

Available-for-sale

U.S state municipal and agencies debt 2522 16$ 2155 1104 1035$ 797 7995 2358

Other OECD government debt 402 411

Mortgage-backed securities 2646 183 69 895 212 1848

Asset-backed securities

CDOs 256 20 43 57 222

Non-COO securities 1568 102 725 1045 1155

Corporate debt and other debt 3783 136 306 569 343 44 31 3580

Equities 78 67 626 60 18 560

11255 355$ 6395 3093 38465 1063 8485 9723

Loans Wholesale 651 202 45 26 53 377 18

Other

Derivatives net of derivative related liabilities 1010 52 32 4275 3562 164 40 177 1159

29393 706$ 1632$ 15634 23448$ 2752 4350$ 17643 1180

Liabilities

Deposits

Personal 2656 355$ 425 15115 1695 264 26055 157

Business and government 12214 1120 591 18 3346 703 3501 4341 1073

Other

Obligations related to securities sold short 22 12 459 917 98 422 150 23

Other liabilities 240 240
Subordinated debentures 81 31 110 31

14973 746 545 i034$ 4124 1041$ 4187 7446$ 1238

Transfers in and out of Level are assumed to occur at the end of the period For yr asset or liability that transfers into Level during the period the ertire charge in fair value for the

period is excluded from the Total realized/unrealized gains/flosses included in earnings column of the reconciliation whereas for transfers out of Level during the period the entire

change in fairvalue forthe period is included in the said column of the reconciliation During the year ended October 31 2009 we transferred approximately $1.6 billion of MBS and

approximately $1.2 billion of corporate debt and other debt out of Level due to the reclassification of certain Agency residential MBS and the improved price transparency respectively

further $3.5 billion of business and government deposits were transferred out of Level due to the decline of credit spreads and the improved observability of credit spreads

Includes the foreign currency translation gains or losses arising on consolidation of foreign subsidiaries relating to the Level instruments where applicable The unrealized gains or losses

on Available-for-sale securities were $398 million for the year ended October 31 2009 excluding the translation gains or losses

Other includes amortization of premiums or discounts recognized in net income

As at October 31 2009 residential and commercial MBS included in Trading securities were $12414 million and $185 million respectively and in Available-for-sale securities were $8454

million and $213 million respectively

Net derivatives as at October 31 2009 ircluded derivative assets of $5289 million and derivative liabilities of $5466 million
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Level financial instruments include hedge fund investments with possible alternative assumptions could be applied to the valuations

certain redemption restrictions certain structured debt securities In addition some of the instruments are fully hedged and any

asset-backed securities auction-rate securities and U.S Non-agency changes in fair values of the instruments due to the use of other

MBS non-OECD government and corporate debt with long-dated reasonably possible alternative assumptions would have equal and

maturities and significant unobservable spreads derivatives offsetting valuation effects on the hedges For the significant

referenced to the performance of certain CDO5 commodity swaps instruments that other reasonably possible alternative assumptions

credit default swaps equity derivatives and structured notes are available to the valuation models we used these assumptions to

Fairvalues of certain Level instruments are based on broker recalculate the fairvalues of the instruments resulting in an increase

quotes pricing services fund managers information and in total Level fairvalue by $103 million and decrease of total

unobservable credit spreads and therefore no other reasonably Level fair value of $216 million

Note Securities

The following table presents the financial instruments we held at the end of the period measured at carrying value

Term to maturity

With no

Within months to Over years
Over specific 2009 2008 2007

months to
year years to 10 years

10
years maturity

Total Total Total

Trading account

Canadian government debt 1749 4863 15484 5023 3282 30401 20911 15207

u.s government debt 1736 1030 2746 1341 6445 13298 8728 6603

Other OECD government debt 224 860 3460 1898 1591 8033 2488 4236

Mortgage-backed securities 36 26 379 232 637 1310 2476 4408

Asset-backed securities 73 161 1878 623 259 2994 4551 9387

Corporate debt and other debt

Bankers acceptances 390 38 428 13 374

Certificates of deposit 349 1047 403 27 40 1866 2174 4712

Other 3371 7877 19776 5251 7652 471 44398 39063 42438

Equities
37334 37334 42104 60120

7928 15902 44126 14395 19906 37805 140062 122508 147485

Available-for-sale securities

Canadian government debt

Federal

Amortized cost 45 11493 209 13 11764 13123 7742

Fairvalue 46 11883 216 12 12161 13544 7769

Yield 5.5% 1.0% 3.3% 3.9% 5.7% 3.3% 3.6% 4.5%

Provincial and municipal

Amortized cost 242 832 19 10 1104 674 279

Fairvalue 242 862 19 10 1134 678 278

Yield 1.7% 1.1% 4.3% 5.1% 4.5k 3.7% 4.8% 4.2%

U.S state municipal and agencies debt

Amortized cost 545 869 452 359 3556 5781 9230 4407

Fairvalue 546 870 472 374 3531 5793 8890 4370

Yield .2% 1.7% 5.1% 44% 2.4% 2.4% 3.8% 4.2%

Other OECD government debt

Amortized cost 1579 1365 467 102 3513 1267 819

Fairvalue 1580 1369 477 104 3530 1270 818

Yield .9% 1.4% 3.7o 4.5% 1.6% 1.5% 1.4%

Mortgage-backed securities

Amortized cost
56 54 1947 2057 4278 3143

Fairvalue
55 55 1742 1852 3548 3096

Yield
2.2% 4.9% 4.7% 4.6% 5.6% 6.3%

Asset-backed securities

Amortized cost 133 644 885 948 1906 4516 5192 1179

Fairvalue 126 662 909 945 1785 4427 4796 1114

Yield .7% 4.0% 2.5% 1.0% 1.3% 1.9% 4.5% 5.9%

Corporate debt and other debt

Amortized cost 5073 3128 3163 1061 1914 227 14566 13102 9850

Fairvalue 5101 3161 3343 1046 1717 191 1.4559 12785 9794

Yield 2.3% 2.0% 2.9% 4.OIo 2.7% 2.2% 2.5% 5.5% 4.8%

Equities

Cost 2437 2437 3057 2715

Fairvalue 2412 2412 2683 2874

Loan substitute

Cost
256 256 256 656

Fairvalue
186 186 227 652

Yield
3.7% 3.7% 5.6% 5.1%

Amortized cost 7376 6252 17348 2752 9346 2920 45994 50179 30790

Fairvalue 7400 6308 18001 2759 8797 2789 46054 48421 30765

Held-to-maturity
securities

Amortized cost 82 41 14 17 156 205

Fairvalue 82 41 14 17 156 205

Total carryingvalue of securities 15410 22212 62168 17168 28720 40594 186272 171134 178255

Available-for-sale securities including loan substitutes are curried at fair value and held-to-maturity securities are carried at amortized cost

Actual maturities may differ from contractual maturities shown above since borrowers may have the right to prepay obligations with or without prepayment penalties

OECD stands for Organisation for Ecoeomic Co-operation and Development

Includes COOs which are presented as Asset-backed securities COOs in the table entitled Fair value of assets and liabilities classified using the fairvalue hierarchy in Note

As explained in Note las of November 2005 we have reclassified certain securities from held-for-trading and available-for-sale to loans in accordance with the CICAs amendments to

Section 3855 The reclassified securities are included in the 2008 balances and excluded from the 2009 balances in this table

The weighted average yield is derived using the contractual interest rate and the carrying value at the end of the year for the respective securities

Includes the value of the shares received in 2008 upon the Visa Inc restructuring which are carried at cost
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Note Securities continued

Reclassification of financial instruments

As reported in Note to our 2008 Annual Consolidated Financial

Statements as of August 2008 we had reclassified certain

securities from hetd-for-trading to available-for-sale in accordance

with the CICAs amendments to Sections 3855 3861 and 3862 which

were issued in October 2008 Current year information regarding

these securities which were not impacted by the 2009 amendments

to Section 3855 discussed in Note and additional MBS that were

reclassified but not included in the table entitled Reclassification of

securities from held-for-trading securities to available-for-sale in

Note to our 2008 Annual Consolidated Financial Statements is

presented in the following table

As at and for the
year ended October 31 2008

Income/gains

losses

Total Change in recognized

carrying fair value in net income

value and during the during the

fair value year your 12
Financial assets

U.S state municipal and agency debt 1904 13 54 4267 87 40

Mortgage-backed securities 500 67 28 939 167 17
Asset-backed securities 1007 48 29 1326 122
Corporate debt and other debt 641 17 723 102

4052 126 128 7255 478 74

This amount represents the change in fair value of securities we held at the end of the period and includes any principal draw downs or redemptions or these securities

The total amount includes net income of $27 million related to securities and debt redeemed or sold during the year ended October 31 2009 year ended October 312008 $nil

Certain amounts presented have beet reclassified from those reported in prior periods The reclassifications haee no impact to the total balance

Unrealized gains and losses on available-for-saie securities

2009 2008

Gross Gross Gross Gross

Amortized unrealized unrealized Fair Amortized unrealized unrealized fair

cost gains losses value cost gains losses value

Canadian government debt

Federal 11764 404 12161 13123 422 13544
Provincial and municipal 1104 31 1134 674 678

U.S federal state municipal and agencies debt 5781 129 117 5793 9230 16 356 8890
Other OECD government debt 3517 18 3534 1271 1274
Mortgage-backed securities 2057 24 229 1852 4280 734 3.550
Asset-backed securities

CDOs 234 11 24 222 335 82 253
Non-CDO securities 4282 67 143 4205 4857 10 325 4543

Corporate debt and other debt 14718 382 389 14711 13301 136 453 12984
Equities 2437 45 70 2412 3057 378 2683
Loan substitute securities 256 70 186 256 29 227

$46150 1111 1051 46210 50384 602 2360 48626

Includes $156 million 2008 $205 million held-to-maturity securities

The majority of the MBS are residential Amortized cost gross unrealized gaits gross unrealized losses and fairvalue related to commercial MBS are $224 million $1 million 511 million

and $213 million respectively for 2009 2008 $249 million $nil 514 million and $235 million

As eoplained in Sate as of November 2008 we hase nEclassified certain securities from available-far-sale to loans in accordance with the CICAs amendments to Section 3855 The

reclassified securities are included in the 2008 balances in this table but excluded from the 2009 balances

Realized gains and losses on available-for-sale securities

2009 2008 2007

Realized gains 296 99 204
Realized losses and writedowns 936 731 124
Net losses gains on available-for-sale securities 640 632 80

Available-far-sale securities including loan substitutes are carried at fairvalue and held-to-maturity securities are carried at amortized cost

The following related to our insurance operations are included in the Insurance premiums investment and fee income line on the Consolidated Statements of Income Realized gains 2009
$12 million 2008 $1 million and 2007 $17 million Realized lasses and wnitedowns 2009 $22 million 2008 $16 million and 2007 $nil

As at and for the year ended October 31 2009

Total

carrying

value and

fair value

Change in

fair value

during the

year

Income/gains

losses

recognized

in net income

during the

year
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Fair value and unrealized losses position for available-for-sale securities

20091

Less than 12 months 12 months or more Total

Fair Unrealized Fair Unrealized Fair Unrealized

value losses value losses value losses

Canadian government debt

Federal 1108 1108

Provincial and municipal 13 13

U.S state municipal and agencies debt 154 1081 110 1235 117

Other OECD government debt 456 44 500

Mortgage-backed securities 83 11 1475 218 1558 229

Asset-backed securities

CDOs 205 24 205 24

Non-CDO securities 770 721 135 1491 143

Corporate debt and other debt 924 42 1321 347 2245 389

Equities
60 42 103 28 163 70

Loan substitute securities 150 70 150 70

Total temporarily impaired securities 3568 119 5100 932 8668 1051

The majority of the MOS are residential Fairvalue and unrealized tosses of commercial MBS for less than 12 months are $nil and $nit respectively and for 12 months or more are $156

million and $11 million respectively

As explained in Note as of November 12008 we have reclassified certain securities from available-for-sale to loans in accordance with the CICAs amendments to Section 3855 The

reclassified securities are included in the 2008 balances in the table below but excluded from the 2009 balances

2008

Less than 12 months 12 months or more Total

Fair Unrealized Fair Unrealized Fair Unrealized

value losses value losses value losses

Canadian government debt

Federal 126 126

Provincial and municipal 236 236

U.S state municipal and agencies debt 6546 321 270 35 6816 356

Other OECD government debt 99 99

Mortgage-backed securities 2128 348 996 386 3124 734

Asset-backed securities

COOs 246 82 246 82

Non-CDO securities 4073 314 115 11 4188 325

Corporate debt and other debt 3360 294 633 159 3993 453

Equities
970 217 347 161 1317 378

Loan substitute securities 191 29 191 29

Total temporarily impaired securities 17538 1497 2798 863 20336 2360

The majority of the MBS are residential Fair value and unrealized losses of commercial MBS for less than 12 months are $103 million and $3 million respectively and for 12 months or more

are $109 million and $11 million respectively

Available-for-sale and held-to-maturity securities are assessed for

impairment at each reporting date and more frequently when

conditions warrant Our impairment review is primarily based on the

factors described in Note Depending on the nature of the securities

under review we apply specific methodology to assess whether it is

probable that the amortized cost of the security would be recovered

As at October 31 2009 our gross unrealized losses on

available-for-sale and held-to-maturity securities were $1051 million

When assessing other-than-temporary impairment for debt

instruments including Government State Municipal Agency and

Corporate debt and perpetual preferred shares we primarily

considered counterparty ratings and security-specific factors

including internal and external ratings subordination transaction

structure credit enhancement and other market and security-specific

factors For more complex debt instruments including Non-agency

U.S MBS asset-backed securities ABS and other structured

products we primarily use cash flow projection models which

incorporate actual and projected cash flows for each security using

number of assumptions and inputs that are based on security specific

factors The inputs and assumptions used such as default

prepayment and recovery rates are based on updated market data

the latter being largely dependent upon forecasted house prices

which were assessed at the municipal level provided by third-party

vendor We also consider internal and external ratings subordination

transaction structure credit enhancement and other market and

security-specific factors We do further review of the security if the

model predicts that it is probable that we will not be able to recover

the entire principal and interest amount in order to assess whether

loss would ultimately be realized

With respect to debt securities where based on managements

judgment it was not probable that all principal and interest would be

recovered the securities were deemed to be other-than-temporarily

impaired and were written down to their fair value

As equity securities do not have contractual cash flows they are

assessed differently than debt securities For equity securities held at

cost and those with unrealized losses we assess whether there is any

objective evidence that suggest that the security is other-than-

temporarily impaired The factors we consider include the length of

time and extent the fairvalue has been below the cost the financial

condition and near term prospects of the issuer We also consider the

estimated recoverable value and the period of recovery We conduct

further analysis for securities where the fair value had been below

cost for greater than twelve months For equity securities where

management believes that the fair value will not recover priorto their

disposition there has been an unrealized loss for prolonged period

of time or the unrealized loss is significant these securities were

deemed to be other-than-temporarily impaired and were written down

to their fairvalue

The majority of the $117 million unrealized loss on U.S state

municipal and agencies debt securities related to U.S agency MBS

and U.S auction rate securities ARS The issuing agencies are

supported by the U.S government and the unrealized losses on these

securities largely reflect the liquidity concerns in the current market
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Note Securities continued

The MBS Largely consist of Non-agency U.S Alt-A prime and

subprime securities The U.S Alt-A and the prime are high quality

super seniortranches with credit support through subordination

overcollateralization and excess spread The urlrealized losses of

$229 million are primarily on Alt and prime securities The losses on

Non-agency U.S MBS are significantly lower compared to the prior

year reflecting the price improvements during the year resulting from

improved U.S housing and financial markets

ABS are mainly comprised of U.S insured and uninsured student

loans U.S ARS CDOs and securities backed by credit card receiv

ables The majority of these instruments are highly rated with

significant credit support and have experienced significant price

improvements over the year There are unrealized losses of $167

million which primarily relate to U.S ARS and uninsured student

loans Based on our assessment these losses are temporary in

nature and we do not intend to sell these securities prior to recovery

of value

Corporate and other debt mainly includes certil9cate of deposits

issued by global financial institutions corporate debt and bonds

Non-OECD government securities and hybrid instruments The

majority of these securities are highly rated and are well diversified

with global financial institutions being the largest concentration The

Non-OECD government securities are primarily related to Caribbean

countries where we have ongoing operations The net unrealized

losses of $389 million are significantly lower compared to year ago
and mainly reflect the low interest rate environment and improved

spreads

Equity holdings are largely comprised of publicly traded common
and preferred shares To lesser extent we also hold investments in

private and venture companies As at October 31 2009 the Canadian

bank common shares that we hold were deemed to be other-than-

temporarily impaired due to the prolonged decline in value and were

written down to their fair value The remaining unrealized losses of

$70 million mainly relates to publicly traded common and preferred

shares

The loan substitute securities are predominantly perpetual

preferred shares of highly rated Canadian entities

Based on our assessment the unrealized losses on the above

mentioned securities as at October 31 2009 are temporary in nature

and we intend to hold them until recovery of their fair value which

may be on maturity of the debt securities

Held-to-maturity securities

Held-to-maturity securities stated at amortized costs are subject lo

periodic impairment review and are classified as impaired when in

managements opinion there is no longer reasonable assurance of

the timely collection of the full amount of principal or interest In

accordance with the recent amendments to CICA Section 3855 our

impairment review of held-to-maturity securities is primarily based on

the impairment model for loans as described in Note Ito the financial

statements Based on our assessment there is no impairment or

held-to-maturity investments as at October 31 2009

Net gains /Losses on Available-for-sale securities

When we determine that security is other-than-temporarily

impaired the amortized cost of the security is written down to fair

value and the previous loss in AOCI is reclassified in net income

During 2009 $640 million of net losses were recognized in net

income 2008 $631 million on available-for sale securities The

majority of these losses were attributable to Non-agency U.S MBS
Canadian bank common shares hybrid instruments and COOs The

losses also included write-downs of securities we intend to sell

Included in this amount is $21 million of write-down for our

available-for-sale securities relating to our insurance operations

which has been reflected in the Insurance premiums investment and

fee income line on our Consolidated Statements of Income 2008
$10 million During 2009 $17 million net gains 2008 $1 million

net loss were realized due to sales of available-for-sale securities

Interest and dividends on available-for-sale and held-to -maturity securities

2009 2008 2007

Taxable interest income 2362 2089 1.373
Non-taxable interest income iio 99 31

Dividends 82 110 85

2554 2298 1489

Available-for-sale securities including loan substitutes are carried at fair value and held-to-maturity securities are carried at amortized cost

The following related to our insurance operations are included in the Insurance premiums investment and fee income line on the Consolidated Statements of Income Taxable interest income

2009 $601 million 2008 $452 million and 2007 $405 million Non-taxable interest income 2009 $33 million 2008 $29 million and 2007 $29 million Dividends 2009
$t5 million 2008 $17 million and 2007 $11 million

As explained in Note as 0f November 12008 we have reclassified certain securities from available-for-sale to loans in accordance with CICAs amendments to Section 3855 Intnrest

income recognized on the reclassified loans are included in the 2008 balances in this table but excluded from the 2009 balances
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Note Loans

2009 2008

United Other United Other

Canada States International Total Canada States International Total

Retail

Residential mortgages 117292 2490 2348 122130 117690 2948 2353 122991

Personal 60493 8975 2074 71542 48780 9796 2151 60727

Credit cards 8285 213 203 8701 8538 187 208 8933

Small business 2851 2851 2804 2804

188921 11678 4625 205224 177812 12931 4712 195455

Wholesale

Business 38624 25206 10336 74166 43497 30424 15475 89396

Bank 1096 177 1243 2516 831 445 3861 5137

Sovereign 860 1385 2245 815 952 1767

40580 25383 12964 78927 45143 30869 20288 96300

Total loans 229501 37061 17589 284151 222955 43800 25000 291755

Allowance for loan losses 1474 1460 254 3188 1199 834 182 2215

Total loans net of allowance for

loan losses 228027 35601 17335 280963 221756 42966 24818 289540

Geographic information is based on residence of borrower

Includes small business exposure managed on pooled basis

Includes small business exposure managed on an individual client basis

Included under Canada and U.S for 2009 are loans totalling $1050 million 2008 $1200 million and $1686 million 2008 $1947 million respectively to VIEs administered by us

As explained in Note as of November 2008 we have reclassified certain securities from held-for-trading and available-for-sale to loans in accordance with CICAs amendments to Section

3855 The reclassified securities are excluded from the 2008 balances and included in 2009 balances in the table above In addition we have also reclassified certain loans to held-for-

trading These reclassified securities are included in the 2008 balances and excluded from 2009 balances in the table above

Bank refers primarily to regulated deposit-taking
institutions and securities firms

Sovereign refers to all central governments and agencies central banks as well as other qualifying public sector entities and multilateral development banks

Loans are net of unearned income of $198 million 2008 $160 million

The principal collateral and other credit enhancements we hold as

security for retail loans include mortgage insurance mortgages

over residential real estate and properties and ii recourse to the

personal assets being financed such as automobiles as well as

personal guarantees term deposits and securities For wholesale

loans they include recourse to business assets such as real

estate equipment inventory accounts receivable and intangible

assets and ii recourse to the commercial real estate properties

being financed

Loan maturities and rate sensitivity

Maturity term

2009

Rate sensitivity

Under to Over Fixed Non-rate-

year years years
Total Floating Rate sensitive Total

Retail 99558 87956 17710 205224 106627 96175 2422 205224

Wholesale 45922 23148 9857 78927 47756 30497 674 78927

Total loans 145480 111104 27567 284151 154383 126672 3096 284151

Allowance for loan losses 3188 3188

Total loans net of allowance for loan Losses 145480$ 111104$ 27567$ 280963 154383$ 126672$ 3096$ 280963

2008

Maturity term Rate sensitivity

Under to Over Fixed Non-rate-

year years years Total Floating Rate sensitive Total

Retail 92156 87862 15437 195455 98752 93861 2842 195455

Wholesale 54736 30052 11512 96300 65095 31201 96300

Total loans 146892 117914 26949 291755 163847 125062 2846 291755

Allowance for loan losses 2215 2215

Total loans net of allowance for loan losses 146892 117914 26949 289540 163847$ 125062 2846$ 289540

Generally based on the earlier of contractual repricing or maturity date

Included in Wholesale are loans totalling $2736 million 2008 $3147 million to variable interest entities administered by us All of the loans reprice monthly or quarterly

Includes variable rate loans that can be repriced at the clients discretion without penalty

As explained in Note us of November 2008 we have reclassified certain securities from held-for-trading and available-for-sale to loans in accordance with CICAs amendments to Section

3555 The reclassified securities are excluded from the 2008 balances and included in the 2009 balances in this table
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Note Loans continued

During the year ended October 31 2009 we acquired $1658 million of assets in respect of problem loans 2008 $236 million The related

reduction in the Attowance for credit losses was $156 million 2008 $98 million

Allowance for loan losses

2009 2008

Balance at Balance at Balance at

beginning Provision Other end end

of
year Write-offs Recoveries for credit losses adjustments of year olyear

Retail

Residential mortgages 30 52 73 54 30

Personal 161 732 74 701 197 161

Credit cards 455 53 402
Small business 17 54 55 22 17

208 1293 133 1231 273 208

Wholesale

Business 698 1373 140 1573 62 976 559

Sovereign 10 10
Bank 20 20

698 1373 140 1593 52 1006 559

Specific allowances 906 2666 273 2824 58 1279 767

Retail

Residential mortgages 20 32 50 20

Personal 461 236 26 671 461

Credit cards 270 58 327 270

Small business 47 47 47

798 326 29 1095 798

Wholesale

Business 650 263 99 814 650

Sovereign

Bank6

650 263 99 814 650

Allowance for off-balance sheet and other items 84 30 114 84

General allowance 1532 589 98 2023 1532

Total allowance for credit losses 2438 2666 273 3413 156 3302 2.299
Allowance for off-balance sheet and other items 84 30 114 84
Total allowance for loan losses 2354 2666 273 3413 186 3188 2.215

Primarily represents the translation
impact of foreign currency-denominated allowance for loan losses Included in the wholesale general allowance adjustment is $27 million related to the

loans acquired in connection with the acquisition of RBTT Financial Group RBTI of which we have reclassified $22 million to the specific allowance unit relates to specific wholesale loans

the remaining $5 million was recorded in net income during the year

Includes small business exposure managed on pooled basis

Includes small business exposure managed on an individual client basis Includes $2 million 2008 $65 million of provisions related to loans extended under liquidity facilities drawn on

by RBC-administered multi-seller asset-backed commercial paper conduit programs
As explained in NoteS as of November 2008 we have reclassified certain securities from available-for-sale to loans in accordance with CICAs amendments to Section 3855 As result

wholesale specific allowance relating to the securities that were reclassified are excluded from 2008 balances and included in the 2009 balances in thio table

Sovereign refers to alt central governments and agencies central bunks as well as other qualifing public sector entities and multilateral development banks

Bank refers primarily to regulated deposit-taking institutions and securities firms

Includes $114 million related to off-balance sheet and other items 2008 $84 million

The allowance for off-balance sheet is reported separately under Other liabilities

Net interest income after provision for credit losses

2009 2008 2007

Net interest income 11506 9048 7702

Provision for credit losses 3413 1595 791

Net interest income after

provision for credit losses 8093 7453 6911

As
explained in Note las of November 2008 we have reclaauified certain secur

from available-for-sale to loans in accordance with the CICAn amendments to Section

3855 Net interest income after provision for credit losses if any recognized on the

reclassified loans are excluded from the 2008 balances and incicided in the 2009

balances in this table

loan is considered past due when counterparty has not made

payment by the contractual due date The following table presents the

carrying value of loans that are past due but not classified as

impaired because they are either less than 90 days past due or fully

secured and collection efforts are reasonably expected to result in

repayment Credit card balances are written off when payment is

180 days in arrears

Loans past due but not impaired

2009 2008

9odays 9oduys
1-29 days 30-89 days and greater Total 129 days 30-89 days and greater totul

Retail 2841 1359 323 4523 3043 1245 253 4541
Wholesale 1313 563 36 1912 1748 560 94 2402

Total 4154$ 1922 359 6435 4791 1805 347 6943
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Impaired loans

2009 2008

Specific

Gross allowances Net Net

Retail

Residential mortgages 641 54 587 310

Personal 409 197 212 187

Small business 59 22 37 23

1109 273 836 520

Wholesale

Business 4276 976 3300 1636

Sovereign 10 10
Bank 62 20 42

4348 1006 3342 1636

Total 5457 1279 4178 2156

Average balance of gross impaired loans for the year was $4643 million 2008 $1906 million

Includes small business exposure managed ona pooled banin

Includes small business exposure managed on an individual client basis Includes gross and net impaired loans of $65 million 2008 $203 million and $63 million 2008 $138 million

respectively related to loans extended under liquidity facilities drawn on by RBC-administered multi-seller asset-backed commercial paper conduit programs

As explained in Note as of November 2008 we have reclassified certain securities from available-for-sale to loans in accordance with CICAs amendments to Section 3855 The

reclassified securities are excluded from the 2008 balances and included ie the 2009 balances in this table

Sovereign refers to all central governments and agencies central banks as well as other ualitying public sector entities and multilateral development banks

Bank refers primarily to regulated deposit-taking institutions and securities firms

Note Securitizations

Securitization activities by major product type

We periodically securitize our credit card receivables residential

mortgage loans and bond securitizations primarily to diversify our

funding sources enhance our liquidity position and for capital

purposes We also securitize residential and commercial mortgage

loans for sales and trading activities

Credit card receivables

We securitize portion of our credit card receivables through SPE on

revolving basis The SPE is financed through the issuance of senior

and subordinated notes collateralized by the underlying credit card

receivables The issuances are rated by at least two of Dominion Bond

Rating Service DBRS Moodys Investors Service Moodys and

Standard Poors SP This SPE meets the criteria for QSPE and

accordingly as the transferor of the credit card receivables we are

precluded from consolidating it

Our continuing involvement includes servicing the credit card

receivables sold to the QSPE and performing an administrative role

for the QSPE We also provide first-loss protection to the QSPE in two

forms First we have an interest in the excess spread from the QSPE

which is subordinate to the QSPEs obligation to the holders of its

asset-backed securities Excess spread is the residual net interest

income after all trust expenses have been paid Our excess spread

serves to absorb losses with respect to the credit card receivables

before payments to the QSPEs noteholders are affected The present

value of this excess spread is reported as retained interest within

ourAFS securities on our Consolidated Balance Sheets In addition

we provide loans to the QSPE to pay upfront expenses These loans

rank subordinate to all notes issued by the QSPE

We own all of the subordinated securities issued by the QSPE

and report them within ourAFS securities in our Consolidated Balance

Sheets The subordinated securities owned by us represent

approximately 4.5% of the total securities issued by the QSPE as at

October 31 2009 and provide credit support forthe senior securities

We also act as counterparty in interest rate and cross currency swap

agreements under which we pay the QSPE the interest due to

investors we may own some senior securities as investments or for

market-making activities and retain cash reserve account from time

to time

Canadian residential mortgage loans

We securitize insured Canadian residential mortgage loans through

the creation of MBS and sell portion of these MBS as part of

government auctions as well as to government-sponsored SPE on

revolving basis The SPE is financed through the issuance of

government-guaranteed mortgage bonds which are sold to third party

investors Proceeds of the issuances are used by the SPE to purchase

the government-guaranteed MBS from eligible sellers

Our continuing involvement includes servicing the underlying

mortgages we have securitized ourselves or through an independent

servicer We also retain interests in the form of excess spread on the

sold MBS The present value of this excess spread is reported as

retained interest within our available-for-sale or held-for-trading

securities on our Consolidated Balance Sheets In addition we also

act as counterparty in interest rate swap agreements under which we

pay the SPE the interest due to investors and receive the interest on

the government-guaranteed MBS relating to our sold portion

U.S residential mortgage loans

We originate and sell U.S residential mortgage loans into the

secondary mortgage market to issuers or guarantors of MBS The

issuers are usually government-sponsored entities which securitize

these mortgages into MBS securities and guarantee as to timely

payment of principal and interest Our continuing involvement

includes only servicing the underlying mortgages we have sold for

funding and liquidity purposes ourselves orthrough an independent

servicer

Commercial mortgage loans

We securitize commercial mortgages by selling them in collateral

pools which meet certain diversification leverage and debt coverage

criteria to SPE5 one of which is sponsored by us The SPE5 finance

the purchase of these pools by issuing certificates with varying

degrees of subordination The certificates issued by the SPE which we

sponsor range from AAA to B- and are rated by any two of DBRS

Moodys and SP The most subordinated certificates are unrated

The certificates represent undivided interests in the collateral pool

and the SPE which we sponsor having sold all undivided interests

available in the pool retains none of the risk of the collateral pools
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Note Securitizations continued

We do not retain any beneficial interests in the loans sold unless

we purchase some of the securities issued by the SPEs for our own

account We are the primary servicer under contract with third-party

master servicer for the loans that are sold to our sponsored SPE

Bond Securitizations

We participate in bond securitizations activities where we purchase

government government related and corporate bonds repackages

those bonds in participation certificates add structure fee income

and sell to third party investors The structure fee income is recog

nized in our Income Statement at the time of sale to third party

investors Our continuing involvement includes only servicing the

underlying bonds we sold to third party investors and we do not retain

any beneficial interest unless we purchase some of the certificates

issued

The following table summarizes our securitization activities for 2009 2008 and 2007

2009 2008 2007

Canadian Canadian Canadian

residential U.S Bond Credit residential U.S Commercial Bond residential U.S Commercial

mortgage residential participation card mortgage residential mortgage participation mortgage residential mortgage

loans mortgage certificates loans loans mortgage loans certificates loans mortgage loans

loans loans loans 216
Securitized and sold 21392 568 15 1470 7892 516 166 47 6188 295 1937

Net cash proceeds received 21202 570 16 1404 7846 519 156 48 6097 298 1876

Asset-backed securities

purchased 65 47

Retained rights to future excess

interest 1121 242 146

Pre-tax gain loss on

sale net of hedging activities 770 168 55 14

We did not securitize any credit card loans during the period

We did not recognize an asset or liability for our servicing rights with respect to the securitized transactions as we received adequate compensation for oar services

With respect to the securitization of credit card loans in 2008 the net cash proceeds received represent gross cash proceeds of $1469 million less funds used to purchase notes of

$65 million issued by Golden Credit Card Trust The principal value of the notes was $65 million

Canadian insured residential mortgage loans securitized darngthe year through the creation of MBS and retained as at October 31 2009 were $6745 million 2008 $9464 million 2007

$3110 million These securities are carried at fair value

U.S residential mortgage loans securitized and sold include insured and non-insured mortgages We recognized nominal servicing rights with respect to secaritized bars during the period

None of these securities were retained

During the year ended October 31 2008 the net cash proceeds received
represent gross proceeds of $165 million 2007 $1923 million less funds used to purchase rotes of $9 million

2007 $47 million The principal value of the notes was $10 million 2007 $48 million There were ru activities durirg 2009

Pre-tax gain loss on sale includes the results of our economic hedging activities of $161 milliur 2008 $28 million Economic hedging activities during 2007 were numirat

Includes bond secutitizations activities of RBTT None of the securities sold were retained

Cash flows from securitizations

17934

254

39

2007

Canacl ian

Credit residential

card mortgage

loans loans

15684 4602

256 234

48

The key assumptions used to value the retained interests at the dale of the securitization activities are as follows

Key assumptions

2009 2008 20073

Canadian Canadian Canadian

residential Credit card residential residential

mortgage loans loans mortgage loans mortgage loans

Expected weighted average life of prepayable receivables in years 2.70 .25 4.05 2.91

Payment rate 26.76% 37.02% 27.55% 28.59%

Excess spread net of credit losses 2.34 3.86 1.05 .86

Discount rate .40 3.07% 10.00% 2.22 4.77% 4.15 5.05%

All rates are arnualized except the payment rate for credit cad loans which is monthly

This analysis is not applicable for commercial mortgage loans U.S residential mortgage loans and burd sncuritizatiurs us we have rut retained rights to future excess spread in these

transactions

We did sot securitize any credit card loans during the period

Static pool credit losses provide measure of the credit risk in our

securitized assets and are calculated by totalling actual incurred and

projected credit losses and dividing the result by the original balance

of the loans securitized The expected static pool credit loss ratio for

securitized credit card loans at October 31 2009 was .87% 2008

.54% Static credit pool losses are not applicable to residential

mortgages as substantially all the mortgages are government

guaranteed

2009

Canadian

Credit residential

card mortgage

loans loans

Proceeds reinvested in revolving securitizations 17157 14100
Cash flows from excess spread 270 629

Other cash flows received 42

2008

Canadian

Credit residential

card mortgage

loans loans

This analysis is tot applicable for commercial mortgage loans U.S residential mortgage loans and bond securitizatiuns us we have not retained rights to future excess spread in these

transactions

Includes servicing fees received

Includes cash flown received on AFS securities held by us including principal and interest payment received

4320

179
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The following table summarizes the loan principal past due and net write-offs for total loans reported on our Consolidated Balance Sheets and

securitized loans that we manage

Loans managed

2009 2008

Net write-offsLoan principal Past due Net write-offs Loan principal
Past due

Retail 245430 1746 1300 225775 1144 842

Wholesale 78927 4384 1233 96300 2309 406

Total loans managed 324357 6130 2533 322075 3453 1248

Less Loans securitized and managed

Credit card loans 3870 57 140 4120 48 99

Canadian residential mortgage-backed securities

created and sold 28815 204 15196

Canadian residential mortgage-backed securities

created and retained 7521 53 10696

U.S residential mortgage-backed securities created

and sold
308

Total loans reported on the Consolidated Balance Sheets 284151 5816 2393 291755 3402 1149

Includes impaired loans as well as loans that are contractually 90 days past due but are sot considered impaired

Excludes any assets we have temporarily acquired with the intent at acquisition to sell to SPEs

Loans held as at August 2009 were reclassified to held-for-trading securities in accordance with CICAs amendments to Section 3855 The reclassified securities are included in the 2008

balances and excluded from 2009 balances in the table above Refer to Note

Sensitivity of key assumptions

Key assumptions are used to determine the fair value of our retained

interests The following table is summary of the key assumptions

used as at October 31 2009 and the sensitivity of the current fair

value of our retained interests to immediate lO% and 20% adverse

changes in these key assumptions

Increase decrease in fair value of retained interests due to adverse changes in key assumptions

2009 2008

Credit Canadian Credit

card residential card

loans mortgage loans loans

Fairvalue of retained interests
33.5 1240.6 26.0

Weighted average remaining service life in years .25 2.90- 3.77 .25

Payment rate
38.33% 9.00- 28.00% 38.20%

Impact on fair value of 10% adverse change 2.0 35.0 1.6

Impact on fairvulue of 20% adverse change 4.1 68.9 3.2

Excess spread net of credit losses
5.61% .8- 1.98% 4.37%

Impact on fair value of 10% adverse change 6.1 137.8 5.4

Impact on fair value of 20% adverse change 12.2 296.1 10.7

Canadian

residential

mortgage loans

425.0

2.58-5.89

9.00- 40.00%

13.8

25.2

.8 1.03%

57.8

113.2

2.53% _oo

2.0

3.0

10.00% 2.15- 4.00h

1.2

.1 2.5

Expected credit losses
3.86%

Impact on fair value of 10% adverse change 2.3

Impact on fair value of 20% adverse change
4.6

Discount rate
10.50% .4.2.76%

Impact on fair value of 10% adverse change
1.8

Impact on fair value of 20% adverse change .1 4.2

All rates are annualized except for the credit card loans payment rate which is monthly

This analysis is not applicable for commercial mortgage loans U.S residential mortgage loans and bond securitizations as we have not retained rights to future excess spread in these

transactions

These sensitivities are hypothetical and should be used with caution

Changes in fair value based on variation in assumptions generally

cannot be extrapolated because the relationship of the change in

assumptions to the change in fair value may not be linear The effect

of variation in particular assumption on the fairvalue of the

retained interests is calculated without changing any other assump

tions Generally the changes in one factor may result in changes in

another which may magnify or counteract the sensitivity

In addition to the above securitization transactions ourwhole loan sales activities are presented in the following table

2009

U.S U.S

residential commercial

mortgage mortgage

loans loans

1021 23

2008

u.s U.S

residential commercial

mortgage mortgage

loans loans

237 70

2007

U.S U.S

residential commercial

mortgage mortgage

loans loans

264

Whole loan sales

Sold

Gains on whole loan sales are nominal
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Note Variable interest entities VIEs

The following table provides information about VIEs as at October 31 2009 and 2008 in which we have significant variable interests and those
we consolidate under AcG-1 because we are the Primary Beneficiary

2009 2008

Maximum Maximum
Total exposureto Total exposureto

assets loss assets loss

Unconsolidated VIEs in which we have significant variable interests

Multi-seller conduits
26181 26550 42698 43448

Structured finance viEs 9613 2527 10904 3927
Credit investment product VIEs

930 505 2649 1281
Third-party conduits

575 250 734 386
lnvestmentfunds3 84 28 816 184
Other

340 103 155 63

37723 29963 57956 49289

Consolidated VIEs

Structured finance VIEs
2620 2491

Investment funds
588 1268

Compensation vehicles 64 76
Credit investment product VIEs

196

__Other 113

3275 4144

The maximum exposure to loss resulting from our significant variable interests in these VIEs consists mostly of investments loans liquidity facilities and fair value of derivatives We have

recognized $4020 million 2008 $5586 million of this
exposure on oar Consolidated Balance Sheets

Total assets represent maximum assets that may have to be purchased by the conduits under purchase commitments uutstanding as at October 31 2009 Actual assets held by these

conduits as at October 31 2009 were $18908 million 2008 $33591 million

We revisited certain unconsolidated structured finance VIEs ir which we previously reported we have signiflcant variable interests and determined that they should have been excluded from the

disclosure in the comparative period The total assets and maximum exposure to loss related to these entities as at October 31 2008 was $4341 million and $1392 million respectively Similarly our
October 31 2008 comparatives for investment funds have been revised to exclude certain VIEs The total assets and maximum exposure to loss related to these entities as at October 31 2008 was
$366 million and $165 million respectively In addition certain consolidated structured finance VIEs which were not previously disclosed should have been included in the comparative numbers The
total assets of these entities as at October 31 2008 was $803 million

The assets that support the obligations of the consolidated VIEs are reported on oar Consolidated Balance Sheets primarily as follows
Interest-bearing deposits with banks of $120 million

2008 $114 million Trading securities of $272 million 2008 $1409 million Anailable.for.sale securities of $1234 million 2008 $798 million Loans of $1496 million 2008--
$1543 million and Otherassets of $91 million 2008 $204 million The compensation vehicles hold $64 million 2008 $76 million of our common shares which are repurted as

Treasury shares The obligation to provide oar common shares to employees is recorded as an increase to Contributed surplus as the expense for the corresponding stock-based

compensation plan is recognized

Investors have recourse only to the assets of the related VIEs and do not have recourse to our general assets unless we breach oar contractual obligations relating to those VIEs provide liquidity

facilities or credit enhancement facilities to or enter into derivative transactions with the VIEs

Multi-seller and third-party conduits

We administer six multi-seller asset-backed commercial paper

conduit programs multi-seller conduits These conduits primarily

purchase financial assets from clients and finance those purchases

by issuing asset-backed commercial paper Our clients primarily

utilize multi-seller conduits to diversify their financing sources and to

reduce funding costs

An unrelated third party expected loss investor absorbs credit

losses up to maximum contractual amount that may occur in the

future on the assets in the multi-seller conduits multi-seller conduit

first-loss position before the multi-seller conduiis debt holders and

us In return for assuming this multi-seller conduit first-loss position
each multi-seller conduit pays the expected loss investor return

commensurate with its risk position The expected loss investor

absorbs majority of each multi-seller conduits expected losses

therefore we are not the Primary Beneficiary and do not consolidate

these conduits However we continue to hold significant variable

interest in these multi-seller conduits resulting from our provision of

backstop liquidity and partial credit enhancement facilities and

entitlement to residual fees

We hold significant variable interests in third-party asset-backed

security conduits primarily through providing liquidity support and

credit enhancement facilities However we are not the Primary

Beneficiary and do not consolidate these conduits

As the result of the restructuring of non-bank-sponsored ABCP

conduits in 2009 Master Asset Vehicle II MAV II which is VIE was

created We are not required to consolidate MAV II as we do not have

majority of its exposure Our significant variable interests in MAV II consist

of our participating in the margin funding facility and the note investments

The liquidity and credit enhancement facilities are described in

Note 25

Structured finance VIEs

In 2008 we purchased U.S ARS from entities which funded their

long-term investments in student loans by issuing short-term senior

and subordinated notes Certain of these entities are VIEs U.S ARS

VIEs We are subjected to losses on these U.S ARS VIEs if defaults

are experienced on the underlying student loans however the

principal and accrued interest on the student loans are largely

guaranteed by U.S government agencies In our role as auction

remarketing agent for some of these entities we are under no legal

obligation to purchase the notes issued by these entities in the

auction process We hold significant variable interests in certain

unconsolidated entities We consolidate the entities where our

investments expose us to majority of the expected losses

We also sold ARS into Tender Option Bond ARS TOB programs
where each ARS TOB program consists of credit enhancement CE
trust and TOB trust Each ARS sold to the lOB program is supported

by letter of credit issued by us which requires us to extend funding
if there are any credit losses on the ARS and is financed by the

issuance of floating-rate certificates to short-term investors and

residual certificate to single third-party investor We are the

remarketing agent for the floating-rate certificates and we provide

liquidity facilities to each of the ARS lOB programs to purchase any

floating-rate certificates that have been tendered but not remarketed

We receive market-based fees for acting as the remarketing agent and

providing the letters of credit and liquidity facilities Both the CE and

the TOB trusts are VIEs In 2009 the ARS underlying certain of the ARS
TOB programs experienced cash flow deterioration which resulted in

external rating downgrades As result we consolidated certain cf

these ARS TOB programs where our updated expected loss calcu

lations indicated that we are exposed to majority of the expected

loss through our letters of credit and liquidity facilities We continue

to hold significant variable interests through the provision of the

facilities in other unconsolidated ARS TOB programs where the

residual certificate holder is exposed to majority of the expected
losses in these trusts The liquidity facilities and letters of credit are

described in Note 25
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The structure of other non-ARS TUB programs that we are

involved with is similar to the structure of the ARS TUB program

described above We also hold the residual certificates issued by

these non-ARS TUB programs which will expose us to interest rate

basis risk and may provide liquidity facilities and credit enhance

ments to these non-ARS TUB programs We consolidate the non-ARS

TUB programs where we are exposed to majority of the expected

losses as result of our continuing involvement with the non-ARS

TUB programs

In 2008 we sold ARS to an unaffiliated and unconsolidated VIE

at fair market value The purchase of the ARS by the VIE was financed

by loan from us and the loan is secured by various assets of the

entity We are the remarketing agent for the ARS We have significant

variable interests in this VIE as result of providing the ARS loan

credit
facility

and guarantees which are secured by cash collateral to

the VIE This VIE also enters into interest rate derivatives with other

counterparties who are exposed to the majority of its variability as

result we do not consolidate this entity

Creation of credit investment products

We use VIEs to generally transform credit derivatives into cash

instruments to distribute credit risk and to create customized credit

products to meet investors specific requirements We enter into

derivative contracts including credit derivatives to purchase

protection from these VIEs credit protection in order to convert

various risk factors such as yield currency or credit risk of underlying

assets to meet the needs of the investors We transfer assets to these

VIEs as collateral for notes issued but the transfer of assets does not

meet sale recognition criteria under AcG-12

These VIEs issue funded notes In certain instances we invest in

the funded notes issued by these VIEs Some of the VIEs also issue

unfunded notes in the form of senior credit derivatives or funding

commitment and we may be an investor of these unfunded notes The

investors in the funded and unfunded notes ultimately bear the cost

of any payments made by the VIEs as result of the credit protection

provided to us We may hold significant variable interests in VIEs as

result of our investment in the notes

Investment funds

We enter into fee-based equity derivative transactions with third

parties including mutual funds unit investment trusts and other

investment funds These transactions provide their investors with the

desired exposure and we hedge our exposure from these derivatives

by investing in other funds We consolidate the investment funds

when we are exposed to majority of the expected losses of the

funds

Compensation vehicles

We use compensation trusts which primarily hold our own common

shares to economically hedge our obligation to certain employees

under some of our stock-based compensation programs We

consolidate the trusts in which we are the Primary Beneficiary

Capital trusts

RBC Subordinated Notes Trust Trust III and RBC Capital Trust II

Trust II were created to issue innovative capital instruments the

proceeds of which were used to purchase senior deposit notes from

us Although we own the common equity and voting control of these

trusts we are not the Primary Beneficiary since we are not exposed to

the majority of the expected losses and we do not have significant

variable interest in these trusts For details on the senior deposit

notes and innovative capital instruments refer to Notes 13 and 17

respectively

Securitization of our financial assets

We employ VIEs in the process of securitizing our assets none of which

are consolidated under AcG-15 One entity is QSPE which is specifically

exempt from consolidation and our level of participation in each of the

remaining VIES relative to others does not expose us to majority of the

expected losses We also do not have significant variable interests in

these VIEs For details on our securitization activities refer to Note

Additional details about our VIEs are provided in Note 31

Note Derivative instruments and hedging activities

Derivative instruments are categorized as either financial or

non-financial derivatives Financial derivatives are financial contracts

whose value is derived from an underlying interest rate foreign

exchange rate credit risk and equity or equity index Non-financial

derivatives are contracts whose value is derived from precious

metal commodity instrument or index Notional amount of

derivatives represents the contract amount used as reference point

to calculate payments Notional amounts are generally not exchanged

by counterparties and do not reflect our exposure at default

Financial derivatives

Forwards and futures

Forward contracts are effectively tailor-made agreements that are

transacted between counterparties in the over-the-counter market

whereas futures are standardized contracts with respect to amounts

and settlement dates and are traded on regular futures exchanges

Examples of forwards and futures are described below

Interest rate forwards forward rate agreements and futures are

contractual obligations to buy or sell an interest-rate sensitive financial

instrument on predetermined future date at specified price

Foreign exchange forwards and futures are contractual obliga

tions to exchange one currency for another at specified price for

settlement at predetermined future date

Equity forwards and futures are contractual obligations to buy or

sell at fixed value the contracted price of an equity index basket

of stocks or single stock at predetermined future date

Swaps

Swaps are over-the-counter contracts in which two counterparties

exchange series of cash flows based on agreed upon rates to

notional amount The various swap agreements that we enter into are

as follows

Interest rate swaps are agreements where two counterparties

exchange series of payments based on different interest rates

applied to notional amount in single currency Cross currency

swaps involve the exchange affixed payments in one currency forthe

receipt of fixed payments in another currency Cross currency interest

rate swaps involve the exchange of both interest and principal

amounts in two different currencies

Equity swaps are contracts in which one counterparty agrees to

pay or receive from the other cash flows based on changes in the

value of an equity index basket of stocks or single stock

Options

Options are contractual agreements under which the seller writer

grants the purchaser the right but not the obligation either to buy

call option or sell put option security exchange rate interest

rate or other financial instrument or commodity at predetermined

price at or by specified future date The seller writer of an option

can also settle the contract by paying the cash settlement value of the

purchasers right The seller writer receives premium from the

purchaser for this right The various option agreements that we enter

into include interest rate options foreign currency options equity

options and index options
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Note Derivative instruments and hedging activities continued

Credit derivatives

Credit derivatives are over-the-counter contracts that transfer credit

risk related to an underlying financial instrument referenced asset

from one counterparty to another Examples of credit derivatives

include credit default swaps credit default baskets and total return

swaps

Credit default swaps provide protection against the decline in

value of the referenced asset as result of specified credit events

such as default or bankruptcy It is similar in structure to an option

whereby the purchaser pays premium to the seller of the credit

default swap in return for payment contingent on credit event

affecting the referenced asset

Credit default baskets are similar to credit default swaps except

that the underlying referenced financial instrument is group of

assets instead of single asset

Total return swaps are contracts where one counterparty agrees

to pay or receive from the other cash flows based on changes in the

value of the referenced asset

Other derivative products

Certain warrants and loan commitments that meet the definition of

derivative are also included as derivative instruments

Non-financial derivatives

We also transact in non-financial derivative products including

precious metal and commodity derivative contracts in both the

over-the-counter and exchange markets

Derivatives issued for trading purposes

Most of our derivative transactions relate to sales and trading activ

ities Sales activities include the structuring and marketing of

derivative products to clients to enable them to transfer modify or

reduce current or expected risks Trading involves market-making

positioning and arbitrage activities Market-making involves quoting

bid and offer prices to other market participants with the intention of

generating revenue based on spread and volume Positioning

involves managing market risk positions with the expectation of

profiting from favourable movements in prices rates or indices

Arbitrage activities involve identifying and profiting from price

differentials between markets and products

Derivatives issued for other-than-trading purposes

We also use derivatives for purposes other than trading primarily for

hedging in conjunction with the management of interest rate credit

equity and foreign exchange risk related to our funding lending

investment activities and asset/liability management
Interest rate swaps are used to manage our exposure to interest

rate risk by modifying the repricing or maturity characteristics of

existing and/or anticipated assets and liabilities including funding

and investment activities Purchased interest rate options are used to

hedge redeemable deposits and other options embedded in

consumer products We manage our exposure to foreign currency risk

with cross currency swaps and foreign exchange forward contracts

We predominantly use credit derivatives to manage our credit

exposures We mitigate industry sector concentrations and single-

name exposures related to our credit portfolio by purchasing credit

derivatives to transfer credit risk to third parties

Certain derivatives and cash instruments are specifically

designated and qualify for hedge accounting We apply hedge

accounting to minimize
volatility

in earnings caused by changes in

interest rates or foreign exchange rates Interest rate and currency

fluctuations will either cause assets and liabilities to appreciate or

depreciate in market value or cause variability in anticipated cash

flows When hedging instrument functions effectively gains losses

revenue and expenses of the hedging instrument will offset the gains

losses revenue and expenses of the hedged item We largely assess

and measure the effectiveness of derivative that is designated as

hedging instrument based on the change in its fair value When cash

instruments are designated as hedges of currency risks only changes

in theirvalue due to currency risk are included in the assessment and

measurement of hedge effectiveness We did not apply hedge

accounting to any anticipated transactions or firm commitments

during the year

From time to time we also enter into derivative transactions to

economically hedge certain exposures that do not otherwise quelify

for hedge accounting or where hedge accounting is not considered

economically feasible to implement In such circumstances changes

in fairvalue are reflected in Non-interest income

As at October 31 2009 after-tax net unrealized losses of

$423 million 2008 after-tax net unrealized losses of $579 milLion

were recognized in AOCI representing the cumulative effective

portions of our cash flow hedges

After-tax unrealized losses of $7 million before-tax unrealized

losses of $10 million included in AOCI as at October 31 2009 are

expected to be reclassified to Net interest income within the next

12 months

The following table presents the fair values of the derivative and non-derivative instruments categorized by their hedging relationships as well

as derivatives that are not designated in hedging relationships

Derivatives and non-derivative instruments

2009 2008

Designated as hedging instruments in Designated as hedging instruments

hedging relationships in hedging relationships

Fair Net Not designated Fair Net Not designated

Cash flow value investment in hedging Cash flow value investment in hedging

hedges hedges hedges relationship hedges hedges hedges relationship

Assets

Derivative instruments 1130 2107 139 88797 879 1397 355 133503

LiabiLities

Derivative instruments 1493 82 327 82488 1597 61 1229 125818
Non-derivative instruments 278 5233 n.a 449 5886 na

Derivative liabilities include stable caine contracts on $257 million of bank-owned life insurance policies and $3 million of 401k plans in 2008 these were derivative assets of$2 nrillior

and $1 million respectively

Non-derivative instruments are carried at amortized cost

na not applicable
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Results activities recorded in Net income and OCI

2009 2008

Fair value hedges

Ineffective portion

Cash flow hedges

Ineffective portion

Effective portion

Reclassified to income during the year

Net investment hedges

Foreign currency losses gains

Gains losses from hedges

After-tax Net gains After-tax

Net gains Net gains unrealized losses Net gains unrealized

losses losses gains included in losses gains

included in included in losses Non- included in losses

Non- interest Net interest included in interest Net interest included in

income income OCI income income oci

.a

18 56 418 14 72 1805

After-tax gains of $38 million were reclassified from AOCI to income forthe year ended October 31 2009 2008 losses of $49 million

na not applicable

Notional amount of derivatives by term to maturity absolute amounts

2009 2008

Term to maturity

Within to Over Other than Otherthan

year years years Total Trading Trading Trading Trading

Over-the-counter contracts

Interest rate contracts

Forward rate agreements 308668 47396 356064 356064 265042

Swaps 744559 1282069 649366 2675994 2467890 208104 2534700 223502

Options purchased 9228 50440 53723 113391 113067 324 91826 781

Options written 21924 51746 103156 176826 176826 164847 218

Foreign exchange contracts

Forward contracts 617524 25924 1048 644496 585913 58583 856124 45599

Cross currency swaps 5990 7505 11991 25486 25198 288 25484 545

Cross currency interest rate swaps 55422 196419 100266 352107 315253 36854 291688 53470

Options purchased 29740 6639 2023 38402 38399 46334 63

Options written 30418 5947 1382 37747 37746 46234 57

Credit derivatives 19800 79757 29628 129185 127012 2173 272525 3314

Other contracts 40825 38203 7436 86464 85248 1216 104037 959

Exchange-traded contracts

Interest rate contracts

Futures long positions 16915 16994 57272 91181 91133 48 72024 164

Futures short positions 21823 9253 67414 98490 98490 96872

Options purchased 25666 25666 25666 14693

Options written 28473 129 28602 28602 11565

Foreign exchange contracts

Futures long positions 14 14 14 222

Futures short positions 32 32 32 394

Other contracts 97477 16149 5999 119625 119625 196650

2074498 1834570 1090704 4999772 4692178 307594 5091261 328672

n.a n.a na n.a

n.a n.a

n.a n.a 156

n.a 56 n.a

n.a n.a 2973
n.a 2399

n.a n.a

na ma 603
na 72 n.a

n.a n.a 5080

na n.a 2672

Inclades contracts maturing in over 10 years with notional value of $286953 million 2008 $255281 million The related gross positive replacement cost is $14067 million 2008

$9840 million

Comprises credit default swaps total return swaps and credit default baskets including credit derivatives given guarantee treatment for OSFl regalatory reporting parposes Credit derivatives

with notional value of $2163 million 2008 $3167 million are economic hedges Trading credit derivatives comprise protection purchased of $68643 million 2008 $140010 million

and protection sold of $58369 million 2008 $132515 million other-than-trading credit derivatives comprise protection purchased of $2163 million 2008 $3167 million and

protection sold of $10 million 2008 $147 million

Comprises precious metal commodity stable value and equity derivative contracts
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Note Derivative instruments and hedging
ctivities

continued

Fair value of derivative instruments

________________________________
Ponitive Negative

Held or issued for trading purposes

Interest rate contracts

Forward rate agreements 336 274 221 196 191 143 329 220

Swaps 56487 51138 47660 43119 21632 21559 32596 30448

Options purchased 1744 1712 797 1569

Options written 2353 2007 1216 1714

58567 53765 49593 45322 22620 22918 34494 32382

Foreign exchange contracts

Forward contracts 17465 17631 8790 8923 12831 12793 37096 36682

Cross currency swaps 2004 1665 2219 1614 2396 1777 1597 1574

Cross currency interest rate swaps 13787 12725 10846 9993 12628 11806 18654 18628

Options purchased 1685 1377 1214 1850

Options written 1591 1385 1160 1830

34941 33612 23232 21915 29069 27536 59197 5871.4

Credit derivatives 11739 10343 5192 4398 13131 11868 16456 15344

Othercontracts_ 12298 10774 8148 8112 8617 11486 18914 17322

117545 108494 86165 79747 73437 73808 129061 123762

Held or issued for other than trading purposes

Interest rate contracts

Swaps 4334 2807 3687 2774

Options purchased 19

Options written 31

4343 2807 3706 2805

Foreign exchange contracts

Forward contracts 466 490 1404 1299

Cross currency swaps 10 24

Cross currency interest rate swaps 1866 1587 3377 544

Options purchased 10

Options written

2336 2084 4801 3873

Credit derivatives 128 20 400 15

Other contracts 102 15

6909 4911 8922 6599

Total gross fair values before netting 93074 84658 137983 130461

Valuation adjustments determined on pooled basis 633 1117
Impact of master netting agreements

With intent to settle net or simultaneously 268 268 1756 1756

92173 84390 135110 128705

Impact of master netting agreements

Without intent to settle net or simultaneously 62868 62868 76179 76179

29305 21522 58931 52526

Average fair value amounts are calculated based on monthly balaces

Comprses credit default swaps total return swaps and credit default baskets including credit derivatives given guarantee treatment for OSFI regulatory reporting puposes

Comprises precious metal commodity stable value and equity derivative contracts Certain warrants and loan commitments that meet the definition of derivativen are also included

Total gross fair values before netting nclude market and crerlit valuation adjustmen that are determined on an instrument-specific basis Positive year-end fair values exclude margin

reouirements of $67 million 2008 $1024 million

our Consolidated Balance Sheets the margin requirements are included Derivative assets for 2008 but are included in Other assets for 2009

Impact of offsetting credt
exposures on contracts where we iave both lega ly enforceable master netting agreement in place and we intend tu settle the contracts on ether net basis ur

simultaneously

Additional impact of offsetting credit exposures on contracts where we have legally enlorceuble master netting agreement in place but do not intend to settle the conlracls ova ret buss or

simultaneously

Fair value of derivative instruments by term to maturily

2009 2008

Lessthan ito Over

iyear 5years 5years Total Total

Derivative assets 22819 37748 31606 92173 135110
Derivative liabilities 20572 35162 28656 84390 128705

Market and credit valuation adjustments that are determined an ar nslrc marl spec fic

basis and on pooled basis are included For 2009 Derivative assets in the table above

and in our Consof dated Balance Sheets exclude margn requirements of $67 million

that are included in Other assets Far 2008 Derivative assets in the table above exclude

margin requirements of $1024 milion whch are included in nur Consolidated Ba ance

Sheets

Includes stable value contracts on $257 mu ion of bank-owned life inuurance polices

and $3 million of 401k plans 2008 these were derivative assets of $2 muller and

$1 milfon respectively

Average fair value

foryear ended

Positive Negative

2009 2008

Year-end Average fair value for
year

fair value ended

Positive Negative Ponitive Negative

Yea end

fair value
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Derivative-related credit risk

Credit risk from derivative transactions is generated by the potential

for the counterparty to default on its contractual obligations when one

or more transactions have positive market value to us Therefore

derivative-related credit risk is represented by the positive fairvalue

of the instrument and is normally small fraction of the contracts

notional amount

We subject our derivative-related credit risk to the same credit

approval limit and monitoring standards that we use for managing

other transactions that create credit exposure This includes

evaluating the creditworthiness of counterparties and managing the

size diversification and maturity structure of the portfolio Credit

utilization for all products is compared with established limits on

continual basis and is subject to standard exception reporting

process We utilize single internal rating system for all credit risk

exposure In most cases these internal ratings approximate the

external risk ratings of public rating agencies

Netting is technique that can reduce credit exposure from

derivatives and is generally facilitated through the use of master

netting agreements master netting agreement provides for single

net settlement of all financial instruments covered by the agreement

in the event of default However credit risk is reduced only to the

extent that our financial obligations to the same counterparty can be

set off against obligations of the counterparty to us We maximize the

use of master netting agreements to reduce derivative-related credit

exposure Our overall exposure to credit risk that is reduced through

master netting agreements may change substantially following the

reporting date as the exposure is affected by each transaction subject

to the agreement as well as by changes in underlying market rates

Measurement of our credit exposure arising out of derivative trans

actions is reduced to reflect the effects of netting in cases where the

enforceability of that netting is supported by appropriate legal

analysis as documented in our trading credit risk policies

The use of collateral is another significant credit mitigation

technique for managing derivative-related counterparty credit risk

Mark-to-market provisions in our agreements with some counter-

parties typically in the form of Credit Support Annex provide us

with the right to request that the counterparty pay down or collater

alize the current market value of its derivatives positions when the

value passes specified threshold amount

Replacement cost represents the total fair value of all

outstanding contracts in gain position after factoring in the master

netting agreements The amounts in the table below exclude fair

value of $3234 million 2008 $5999 million relating to exchange-

traded instruments as they are subject to daily margining and are

deemed to have no credit risk

The credit equivalent amount is defined as the sum of the

replacement cost plus an add-on amount for potential future credit

exposure as defined by OSFI

The risk-adjusted amount is determined by applyingthe

standard OSFI-defined measures of counterparty risk to the credit

equivalent amount

Derivative-related credit risk

2009 2008

Replacement credit equivalent Riskadlusted Replacement credit equivalent Risk-adjusted

cost amount balance cost amount balance

Interest rate contracts

Forward rate agreements 152 365 352 329 430 244

Swaps 11794 15773 5485 7743 12938 4106

Options purchased 466 975 316 353 729 230

12412 17113 6153 8425 14097 4580

Foreign exchange contracts

Forward contracts 3280 6663 1214 16438 19797 3938

Swaps 4697 12744 2888 9692 19212 3806

Options purchased 892 1504 346 508 1101 274

8869 20911 4448 26638 40110 8018

Credit derivatives 2409 4140 4096 5607 10344 8130

Other contracts 2886 4868 2476 12979 17680 5168

Total 26576 47032 17173 53649 82231 25896

The amounts presented are net of master netting agreements in accordance with Basel II

The total credit equivalent amount inclades collateral applied of $7277 million 2008 $4721 million

The risk-adjusted balance was calcalated in accordance with Basel II

Comprises credit default swaps total return swaps and credit default baskets The above excludes credit derivatives issued for other-than-trading parposes related to boaght and sold

protection with replacement cost of $128 million 2008 $400 million Credit derivatives issued for other-than-trading parposes related to sold protection with replacement cost of $nil

2008 $3 million credit equivalent amount of $10 million 2008 $147 million and risk-adjusted asset amoant of$3 million 2008 $35 million which were given gaarantee treatment

per OSFI guidance

Comprises precious metal commodity and eqaity derivative contracts

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

2009

Risk rating Counterparty type

BOor OECD

AAA AA BBB lower Total Banks governments Other Total

Gross positive replacement cost 31331 40549 12521 5.439 89840 59786 8900 21154 89840

lmpactofmasternettingagreements 21982 30558 8.444 2152 63136 48620 6.065 8451 63136

Replacement cost after netting

agreements 9349 9991 4077 3287 26704 11166 2835 12703 26704

Replacement cost after netting

agreements 2008 26741 16043 6901 4364 54049 17439 6593 30.017 54049

Oar internal risk ratings for major coanterparty types approximate those of public rating agencies Ratings of AAA and BBB represent investment grade ratings and ratings of BB or lower

represent non-investment grade ratings

Counterparty type is defined in accordance with the capital adequacy requirements of OSFI

Includes credit derivatives issued for other-than-trading purposes with total replacement cost of $328 million 2008 $400 million
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Note Premises and equipment

2009 2008

Accumulated Net book Accumulated Nel book

Cost depreciation value Cost depreciation value

Land 250 250 216 216

Buildings 942 479 463 845 427 418

Computer equipment 2018 1537 481 2100 1444 656

Furniture fixtures and other equipment 1401 972 429 1395 981 414

Leasehotd improvements _______ 1642 898 744 1624 857 767

3886 2367 6180 3709 2471

The depreciation expense for premises and equipment for 2009 was $389 million 2008 $318 million 2007 $272 million

Note RBC Dexia Investor Services joint veiture

RBC Dexia Investor Services

We operate our institutional and investor services business 115

through our joint venture RBC Dexia Investor Services RBC Dexia IS
Assets and liabilities representing our interest in RBC Dexia IS

and our proportionate share of its financial resuLts before adjusting

for related party transactions are presented in the following tables

As at

October31 October31

2009 2008

Consolidated Balance Sheets

Assets 15502 19136
Liabilities 14438 18114

Includes $73 million 2008 $72 million of goodwill and $137 million 2008 $158

million of intangible assets

Fonthu yearended

October31 October31 October33

2009 2008 2007

Consolidated Statements

of Income

Net interest income 152 162 116

Non-interest income 496 647 600

Non-interest expense 593 602 529

Net income 34 135 125

Consolidated Statements of

Cash Flows

Cash flows from used in

operating activities 446 1433 546
Cash flows from used in

investing activities 2869 21 58 2299
Cash flows used in from

financing activities 3328 3713 2856

We provide certain services to RBC Dexia IS which include

administrative and technology support human resources and credit

and banking facilities to support its operations RBC Dexia IS also

provides certain services to us including custody and trusteeship

fund and investment administration transfer agency and investor

services These services and facilities are provided by the respective

parties in the normal course of operations on terms similar to those

offered to non-related parties The amount of income earned and

expenses incurred by RBC Dexia IS related to transactions with R3C

are as follows

For the year ended

October31 October31 October31

2009 2008 2007

Net interest income 49 145 157

Non-interest income 25 28 26

Non-interest expense 37 38 34
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Note 10 Goodwill and other intangibles

Goodwill

During the second quarter we determined that the goodwill of our

International Banking reporting unit was impaired by $1 billion This

impairment reflected the continuing impact of the deterioration in the

overall U.S economic environment including declines in the U.S

housing market and in the market value of U.S banks The $1 billion

impairment charge impacted our United States geographic results for

the year ended October 31 2009 and was recorded in our Interna

tional Banking business segment refer to Note 28

We also completed our annual assessment for goodwill

impairment in all reporting units and determined that there was no

other goodwill impairment for the year ended October 31 2009

2008 $nil 2007 $nil

The following tables disclose the changes in goodwill during 2008 and 2009

Canadian Wealth International Capital

Banking Management Insurance Banking Markets Total

Balance at October 31 2007 2050 882 996 824 4752

Business reorganization
131 131

Goodwill acquired during the year 1147 2877 21 4045

Other adjustments
217 22 733 208 1180

Balance at October 31 2008 1919 2246 153 4606 1053 9977

Goodwill acquired during the year
15 20 39

Goodwill impairment charge
1000 1000

Other adjustments 121 13 398 118 648

Balance at October 31 2009 1936 2145 140 3208 939 8368

The reorganization during 2008 resulted in the creation of our Insurance segment and the U.S International Banking segment being renamed International Banking

Other adjustments primarily
include the impact of foreign exchange translations on foreign currency-denominated goodwill

Other intangibles

2009 2008

Gross carrying Accumulated Net carrying Gross carrying Accumulated Net carrying

amount amortization amount amount amortization amount

Core deposit intangibles
688 328 360 725 273 452

Customer lists and relationships 1121 388 733 1073 288 785

Mortgage servicing rights
67 50 17 70 54 16

Computer software 2136 1213 923 1782 993 789

4012 1979 2033 3650 1608 2042

Total amortization expense
for 2009 was $462 million 2008 $356 million

Computer software was reclassified from Premises and Equipment effective November 2008 in accordance with Section 3064 Refer to Note

The projected amortization of Other intangibles for each of the years ending October 31 2010 to October 31 2014 is approximately $147

million There were no writedowns of intangible assets due to impairment for the year ended October 31 2009 2008 $nil

Note 11 Significant acquisitions

2008 In June 2008 we completed the acquisition of RBTT Financial

International Banking Group RBTT for total purchase price ofTT$13.7 billion C$2.3

In February 2008 RBC Bancorporation USA formerly RBC Centura billion RBTT is Caribbeanbased banking and financial services

Banks Inc completed the acquisition of Birmingham-based Alabama group which offers complete range of banking and financial

National BanCorporation ANB parent of 10 subsidiary banks and intermediation services to customers in Trinidad and Tobago and

other affiliated businesses in Alabama Florida and Georgia other Caribbean countries

Details of the final purchase price and the allocation including an adjustment made in the fourth quarter for RBTT are as follows

ANB RBTT

Acquisition date February 22 2008 June 16 2008

Percentage of shares acquired
100% 100%

Purchase consideration in the currency of the transaction Total cash payment of US$934 million Total cash payment of TT$8.3 billion

and 16.4 million RBC common and 18.2 million RBC common shares

shares valued at US $49.9067 each valued at US$48.2 540 each

Purchase consideration in Canadian dollar equivalent 1775 2281

Fair value of tangible assets acquired
7444 8787

Fairvalue of liabilities assumed 7067 8219

Fair value of identifiable net assets acquired
377 568

Core deposit intangibles
91 160

Goodwill 1307 1553

Total purchase consideration 1775 2281

Included lathe fair value of tangible assets acquired from ANB are loans of approximately $140 million that have been identified for sale

Includes future income tan liabilities of $32 million and $19 million related to the intangible assets acquired forANB and RBfl respectively

Core deposit intangibles are amortized on straight-line basis over an estimated average
useful life of seven years
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Note 11 Significant acquisitions continued

Wealth Management

In May 2008 we completed the acquisition of Vancouver-based

Phillips Hager North Investment Management Ltd PHN an

investment management firm with approximately $68 billion of assets

under management

Details of the final purchase price allocations are as follows

In June 2008 we completed the acquisition of Washington D.C.-

based Ferris Baker Watts Incorporated FBW full-service broker-

dealer with 42 branch offices in eight states and the District of

Columbia

Other acquisitions

During the year ended October 31 2008 we also completed the

following acquisitions on December 2007 International

Banking completed the acquisition of 50% interest in Fidelity

Merchant Bank Trust Limited the Bahamas-based wholly owned

subsidiary of Fidelity Bank Trust International Limited to form

joint venture called Royal Fidelity Merchant Bank Trust Limited

ii on August 2008 Capital Markets completed the acquisition of

Richardson Barr Co Houston-based energy advisory firm

specializing in acquisitions and divestitures in the exploration and

production sector and iii on October 2008 Canadian Banking

acquired ABN AMROs Canadian commercial leasing division The

combined final purchase price of these acquisitions which were not

material to the respective segments was $389 million and resulted in

goodwill of $26 million

Note 12 Otherassets

__________
2009 2008

Receivable from brokers dealers and clients 3185 10269
Accrued interest receivable 1735 2461
Investment in associated corporations and limited partnerships 637 1156
Insurance-related assets 1297 1062
Net future income tax asset referto Note 23 1726 1706
Prepaid pension benefit cost referto Note 20 1028 551
Other

5325 8126

14933 25331

Insurance-related assets include policy loan baLances premiums outstanding amounts due from other insurers in respect of reinsurance contracts and pooling arrungements and deferred

acquisition costs

Prepaid penoion benefit coot represents the cumulative excess of pension fund contributions over pension benefit expense

Acquisition date

PHN

May 2008 lune 20 2008

00%Percentage of shares acquired 100%
_______

Purchase consideration in the currency of the transaction 20.2 million RBC common shares and Total cash payment of

6.75 million exchangeable shares of US $27 million and 4.8 million

wholly owned subsidiary of RBC RBC common shares

valued at $480025 each valued at US $48.2485 each

Purchase consideration in Canadian dollar equivalent 1297 265

Fair value of tangible assets acquired 68 420
Fair value of liabilities assumed 79

Fairvalue of identifiable net assets acquired 111 121
Customer relationships 423
Goodwill

985 137

Total purchase consideration 1297 265

The exchangeable shares iosued for the acquisition of PHN will be exchanged on one-for-one basis for RBC common shares three years after closing in accordance with the purchase

agreement

Includen future income tax liabilities of $115 million and $3 million related to the intangible assets acquired for PFtN and FBW respectively

Customer relationships are amortized on straight-line basis over an estimated average useful life of 11 years and seven years for PHN and FBW respectively
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Note 13 Deposits

The following table details our deposit liabilities

2009 2008

Demand Notice Term Total Total

Personal 73629 9837 68862 152328 139036

Business and government 105220 1717 113835 220772 269994

Bank 4023 18 21163 25204 29545

182872 11572 203860 398304 438575

Non-interest-bearing

Canada 41175 34463

United States 4893 4682

Other International 3041 4579

Interest-bearing

Canada 174345 168246

United States 47930 68450

Other International 126920 158155

398304 438575

Deposits payable on demand include all deposits for which we do not have the right to notice of withdrawal These deposits include both savings and chequing accounts

Deposits payable after notice include all deposits for which we can legally require notice of withdrawal These deposits are primarily savings uccounts

Term deposits include deposits payable on fixed date These deposits include term deposits guaranteed investment certificates and similar instruments At October 31 2009 the balance

of term deposits also includes senior deposit noteo we have issued to provide long-term funding of $75.5 billion 2008 $63.9 billion

The senior deposit note of $900 million issued to Trust II referto Note 17 is included in Business and government deposits This senior deposit note bears interest at an annual rate of

5.812% and will mature on December 31 2053 The note is redeemable at our option in whole or in part on and after December 31 2008 subject to the approval of OSFI It may be

redeemed earlier at our option in certain specified circumstances subject to the approval of OSFI Each $1000 of the note principal
is convertible at any time into 40 of our Non-cumulative

redeemable First Preferred shares Series at the option of Trust II Trust II will exercise this conversion right in circumstances in which holders of RBC Trust Capital Securities Series 2013

RBC TruCS 2013 exercise their holder exchange right Refer to Note 17 for more information on RBC TnuCS 2013

Business and government deposits also include senior deposit note of $999.8 million issued to Trust Ill referto Nate 17 This senior deposit note bears interest at an annual rate of 4.72%

and will mature on April 30 2017 Subject to OSFIs approval the note is redeemable at our option in whole or in part on or aftenApnil 30 2012 at the Redemption Price and may also be

redeemed earlier at our option at the Early Redemption Price The Redemption Price is an amount equal to $1000 plus the unpaid distributions to the redemption date The Early Redemption

Price is an amount equal to the greater of the Redemption Price and ii the price
calculated to provide an annual yield equal to the yield on Government of Canada bonds from the

redemption date to April30 2012 plus 11 basis points

The following table presents the contractual maturities of our

demand notice and term deposit liabilities Included in within

year are deposits payable on demand and deposits payable after

notice

Deposits

2009 2008

Within year 258322 357112

to years 78338 30768

2to3years 28892 19912

to years 15570 10871

4tosyears 5464 11319

Over years 11718 8593

398304 438575

The aggregate amount of term deposits in denominations of $100000 on more as at

October 31 2009 was $167 billion 2008 $221 billion

Average deposit balances and average of interest paid rates

Average balances Average rates

2009 2008 2009 2008

Canada 207506 187182 1.42% 2.36%

United States 65138 58997 1.19 2.98

Other International 149314 164862 2.03 3.63

421958 411041 1.60% 2.96%

Note 14 Insurance

Insurance claims and policy benefit liabilities

2009 2008

Life and Health 8151 6676

Propertyand Casualty 532 459

Reinsurance 239 250

Total 8922 7385

Future policy benefit liabilities 8093 6660

Claims liabilities 829 725

Total 8922 7385

The net increase in Insurance claims and policy benefit liabilities over

the prioryear comprised the net increase in life and health and

property and casualty liabilities attributable to business growth

ii the increase due to market movements on assets backing life and

health reinsurance and property and casualty liabilities and iii the

favourable impact of the appreciation of the Canadian dollar on U.S

dollar-denominated liabilities

Furthermore the review of various actuarial assumptions and

completion of certain actuarial experience studies resulted in net

increase of $20 million in life and health insurance liabilities 2008
net decrease of $144 million This was predominantly driven by the

impact of ongoing experience studies refinements to cash flow

models and methods investment portfolio changes and updated

interest rate assumptions

Reinsurance

In the ordinary course of business our insurance operations reinsure

risks to other insurance and reinsurance companies in order to

provide greater diversification limit loss exposure to large risks and

provide additional capacity for future growth These ceding

reinsurance arrangements do not relieve our insurance subsidiaries

from their direct obligation to the insureds We evaluate the financial

condition of the reinsurers and monitor our concentrations of credit

risks to minimize our exposure to losses from reinsurer insolvency

Reinsurance amounts ceded premiums included in Non-interest

income for the years ended October31 are shown in the table below

Net premiums

2009 2008 2007

Gross premiums 4884 3760 3445

Ceded premiums 995 896 852

3889 2864 2593

Consolidated Financial Statements toyal Bank of Canada Annual Report 2009 111



Note 15 Other liabilities

Short-term borrowings of subsidiaries

Payable to brokers dealers and clients

Accrued interest payable

Accrued pension and other post-emptoyment benefit expense referto Note 20

lnsurance-retated liabilities

Dividends payable

Payroll and related compensation

Trade payables and related accounts

Taxes payable

Cheques and other items in transit

Other

2008

5402

9610

2925

1383

428

701

3855

2329

39

93

7844

31007 35809

Accrued pension and other post employment benefit expense represents the cumulative excess of pensior and other post-employmert benefit experse over pension ard other post-

employment fund contributions

Note 16 Subordinated debentures

The debentures are unsecured obligations and are subordinated in

right of payment to the claims of depositors and certain other

creditors All redemptions cancellations and exchanges of

subordinated debentures are subject to the consent and approval of

OSFI All subordinated debentures are redeemable at our option

The amounts presented below are net of our holdings in these

securities which have not been cancelled and are still outstanding

The terms and conditions of the debentures are as follows

Redeemed on the earliest parvalue redemption dute at princ pal plus accrued interest

to the redemption date

Interest at stated irterest rate until earfest parvalue redemption cate and thereafter at

rate of 1.00% above the 90-day Bankers Acceptance rate

Redeemable at any time prior to the earliest par value redemption date at the greater of

the fair value of the subordinated debertures based on the yield on Government of

Canada bonds plus 12.5 basis points and par value and thereafter at any time at par

value

Redeemable at any time prior tn the earliest parvalue redemption date at the greater of

the fair value of the subordinated debentures based on the yield on Government of

Canada bonds plus 22 basis points and Ci par value and thereafter at any time at par

value

Redeemable at any time prior to the earliest
par value redempton date at the greater of

the fair value of the subordinated debentures based on the yield on Government of

Canada bonds plus 42.5 basis points and ii par value and thereafter at any time at par

value

Interest at stated interest rate until earliest par value redempion date and thereafter at

rate of 2.00% above the 90 day Bankers Acceptance rate

Redeemable at any time prior to the earliest par value redemption date at the greater of

the fair value of the subordinated debentures based or the yield on Government of

Canada bonds plus 44 basis ponts and ii par value and thEreafter at any time at par

value

Interest at stated interest rate until earliest par value redempi ion date and thereafte at

crate of 2.15% above the 90-day Bankers Acceptance rate

Redeemable at any time prior to the earliest par value redemption date at the greater of

Ii the fair value of the subordinated debentures based on the yield on Government of

Canada bonds plcs 14 basis points and ill par value and thereafter at any time at par

value

2009 2008

6.50% US$125 151

3.96% 500

4.18% 1Cl01

10.00% 264 271

7.10% 506 528

3.70% 809 816

6.30% 403 407

4.84% 1048 1039
5.00% 1013 1012
5.45% 1106 1102
9.30% 110 110

110 81

13 224 224

14 205 228

5.95% 06 673 672

6471 8142

10 11

6461$ 8131

10 Redeemable on orafterlune 26 2017 at parvalue

11 Fixed interest rate at 2.86% per annum payable semi-annually

12 Redeemable on any interest payment date at parvalue

13 Interest at rate of 40 basis paints above the 30 day Bankers Acceptance rate

34 nterest at rate of 25 basis points above the U.S dollar 3-month MEAN the event

of reduction of the annual dividend we declare on our common shares the irterest

payab soothe debentures is reduced pro rata to the dividend reduction and the ivtervst

reduction is payable with the proceeds from the sa of newly ssaed common shares

15 Redeemable on lure 18 2009 or everyfifth anniversary of such date at parvalue

Redeemable sn any other date at the greater of par and the yield no ron callable

Government of Canada bond plus 21 basis points redeemed prior to one 18 201 or

43 basis points if redeemed at any time after lone 18 2014

tie rterest at rate of 5.9515 onti ear lest
par

value redemption date and every near

thereafter at the 5-year Governrrert of Canada yle us 172 basis points

Maturity schedule

The aggregate maturities of subordinated debentures based on the

maturity dates under the terms of issue are as follows

_________ _____________
2009

2009

3295

4922

2052

1436

488

775

5010

1500

1946

2099

7484

Maturity

Denominated

Earliest par valse redemption date Interest rate foreign currency

March 15 2009

january 27 2014

June 12014
November 14 2014

January 25 2015

June 24 2015

April 12 2016

March 11 2018

June 2018

November 2018

June 2023

lune 26 2037

October 2083

June 2085

June 18 2103

Deferred financing costs

January 27 2009

lune 2009

January 25 2010

June 24 2010

April 12 2011

March 11 2013

lune 2013

November 2013

June 26 2017 10 2.86% 11 IPY1O000

12

12

June 18 2009 15

US$189

Within year

to years

to 10 years

Thereafter

5149

1322

6471
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Note 17 Trust capital securities

We issue innovative capital instruments RBC Trust Capital Securities

RBC TruCS and RBC Trust Subordinated Notes RBC TSNs through

three SPEs RBC Capital Trust Trust Trust II and Trust III

In 2008 we issued $500 million of RBC Trust Capital Securities

Series 2008-1 RBC TruCS 2008-1 through our consolidated

subsidiary Trust closed-end trust The issue was priced at $1000

per RBC TruCS 2008-1 and the proceeds were used to fund the

Trusts acquisition of trust assets The holders of RBC TruCS 2008-1

do not have any conversion rights or any other redemption rights As

result upon consolidation of the Trust RBC TruCS 2008-1 are

classified as Non-controlling interest in subsidiaries refer to

Note 19
In prior years we also issued non-voting RBC Trust Capital

Securities Series 2010 2011 and 2015 RBCTruCS 2010 2011 and

2015 through the Trust RBC TruCS 2010 and 2011 are classified as

Trust capital securities The proceeds of the RBC TruCS 2010 and

2011 were used to fund the Trusts acquisition of trust assets

Holders of RBC TruCS 2010 and 2011 are eligible to receive semi

annual non-cumulative fixed cash distributions

Unlike the RBC TruCS 2010 and 2011 the holders of RBC TruCS

2015 do not have any conversion rights or any other redemption

rights As result upon consolidation of the Trust RBC TruCS 2015

are classified as Non-controlling interest in subsidiaries refer to

Note 19 Holders of RBC TruCS 2015 are eligible to receive semi

annual non-cumulative fixed cash distributions until December 31
2015 and floating-rate cash distribution thereafter

Trust II an open-end trust has issued non-voting RBC TruCS

2013 the proceeds of which were used to purchase senior deposit

The significant terms and conditions of the RBC TruCS and RBC TSNs areas follows

Subject to the approval of OSFI the Trust may in whole but not in part on the

Redemption date specified above and on any Distribution date thereafter redeem the

RBC TruCS 2008-1 2010 2011 and 2015 without the consent of the holders

Subject to the approval of OSFI upon occurrence of special event as defined prior to

the Redemption date specified ubove the trusts may redeem all but not part of RBC

TnuCS 2008-1 2010 2011 2013 or 2015 without the consent of the holders

Issuer Redemption Price The RBC TruC5 2008-1 maybe redeemed for cash equivalent

to the Early Redemption Price if the redemption occurs priorto June 30 2018 or

ii the Redemption Price if the redemption occurs on orafterjune 30 2018 The RBC

TruCS 2010 and 2011 maybe redeemed for cash equivalent to the Early Redemption

Price if the redemption occurs earlier than sin months prior to the conversion date

specified above or ii the Redemption Price if the redemption occurs on or after the

date that is six months pniorto the conversion date as indicated above The RBC TruCS

2013 and 2015 may be redeemed for cash equivalent to the Early Redemption Price

if the redemption occurs priorto December 31 2013 and 2015 respectively or ii the

Redemption Price if the redemption occurs on or after December 31 2013 and 2015

respectively The RBC ISNo Series may be redeemed in whole or in part subject to

the approval of OSfI for cash equivalent to the Early Redemption Price if the notes

are redeemed prior to April 30 2012 or ii the Redemption Price if the notes are

redeemed on on afterApril 30 2012 Redemption Price refers to an amount equal to

$1000 plus the unpaid distributions to the Redemption date Early Redemption Price

refers to an amount equal to the greater of the Redemption Price and ii the price

calculated to provide an annual yield equal to the yield on Government of Canada

bond issued on the Redemption date with maturity date of june 30 2018 plus

77 basis points for RBC TruCS 2008-1 maturity date of june 30 2010 and 2011 plus

33 basis points and 40 basis points for RBC TruCS 2010 and 2011 respectively and

note from us Trust II is VIE under AcG-15 refer to Note We do not

consolidate Trust II as we are not the Primary Beneficiary therefore

the RBC TruCS 2013 issued by Trust II are not reported on our

Consolidated Balance Sheets but the senior deposit note is reported

in Business and government deposit liabilities refer to Note 13
Holders of RBC TruCS 2013 are eligible to receive semi-annual

non-cumulative fixed cash distributions

No cash distributions will be payable by the trusts on RBC TruCS

if we fail to declare regular dividends on our preferred shares or on

our common shares if no preferred shares are then outstanding In

this case the net distributable funds of the trusts will be distributed

to us as holders of residual interest in the trusts Should the trusts fail

to pay the semi-annual distributions in full we will not declare

dividends of any kind on any of our preferred or common shares for

specified period of time

In 2007 we issued $1 billion innovative subordinated

debentures RBC TSNs Series through Trust Ill Trust Ill is

closed-end trust The proceeds were used to purchase senior

deposit note from us Trust Ill is VIE under AcG -15 We do not

consolidate Trust III as we are not the Primary Beneficiary refer to

Note therefore the RBC TSNs Series issued by Trust Ill are not

reported on our Consolidated Balance Sheet but the senior deposit

note issued by us to Trust III is reported in Business and government

deposit liabilities refer to Note 13
The table below presents the significant terms and conditions of

RBC TruCS and RBC TSNs as at October 31 2009 and 2008

maturity date of December 31 2013 and 2015 plus 23 basis points and 19.5 basis

points for RBC TruCS 2013 and 2015 respectively and maturity date of April 30

2012 plus 11 basis points for RBC TSNs Series

Automatic Exchange Event Without the consent of the holders each RBC TruCS 2008-1

will be exchanged automatically for 40 of our non-cumulative redeemable Bank

Preferred Shares Series Al each RBC TruCS 2010 2011 2013 and 2015 will be

exchanged automatically for 40 of our non-cumulative redeemable First Preferred Shares

Series and respectively and each RBC TSN-Series will be exchanged

automatically for an equal principal amount of Bank Series 10 Subordinated Notes upon

occurrence of any one of the following events proceedings are commenced for our

winding-up ii OSFI takes control of us hi we have Tier capital ratio of less than 5%

on Total capital ratio of less than 8% on iv OsFI has directed us to increase our capital

or provide additional liquidity and we elect such automatic exchange orwe fail to

comply with nuch direction The Bank Preferred Shares Series Al and the First Preferred

Shares Series and pay semi-annual non-cumulative cash dividends and Series is

convertible at the option of the holder into variable number of common shares

From time to time we purchase some of the innovative capital instruments and hold

them temporarily As at October 31 2009 we held $5 million of RBC TruC5 2008-1

$2 million of RBC TruCS 2010 $2 million of RBC TnuCS 2011 and $10 million at RBC

TSNs Series as treasury holdings which were deducted from regulatory capital As at

October 31 2008 we held none

Regulatory capital Accordingto OSFI guidelines innovative capital instruments may

comprise up to 15% of net Tier capital with an additional 5% eligible for Tier 2B

capital RBC TSN-Senies qualifies as Tier 2B capital As at October 31 2009 $3991

million repnesents Tier capital 2008 $3857 million $1017 million represents Tier

2B capital 2008 $1169 million and $19 million of ourtreasuny holdings of

innovative capital is deducted for regulatory capital purposes 2008 $nil

Redemption date Convension date 2009 2008

Annual At the option of At the option Principal Principal

Issuer Issuance date Distribution dates yield the issuer of the holder amount amount

RBC Capital Trust 1234567
Included in Trust capitol securities

650000 Trust
Capital

Securities Series 2010 luly 24 2000 june 30 December31 7.28B% December 31 2005 December 31 2010 650 650

750000 Trust Capital Securities Series 2011 December 2000 june 30 December31 7.183% December 31 2005 December 31 2011 750 750

1400 1400
Included in Non-controlling interest in subsidiaries

1200000 Trust Capital Securities Series 2015 October 28 2005 June 30 December31 4.87%8 December 31 2010 Holder does not have 1200 1200
conversion option

500000 Trust Capital
Securities Series 2008-1 Apnil 28 2008 June 30 December31 6.821%s June 30 2013 Holden does not have 500 500

conversion option

3100 3100

RBC Capital TrusE II

900000 Trust Capital Securities Series 2013 july 23 2003 june 30 December31 5.812% December 31 2008 Any time 900 900

RBC Subordinated Notes Trust 345671o11
$1 billion 4.58% Trust Subordinated Notes Series April 30 2007 April 30 October30 4.584% Any time Holder does not have 1000 1000

conversion option
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Note 17 Trust capital securities continued

Holder Exchange Right Holders of RBC TruCS 2010 and 2011 may exchange an any

distribation date on or afterthe conversion date specified above RBC TruCS 2010 and

2011 for 40 non-camulative redeemable Bank First Preferred Shares Series and

Series respectively Holders of RBC TruCS 2013 may at any time exchange all or part

of their holdings for 40 son-cumulative redeemable First Pieferred Shares Series for

each RBC TraCS 2013 held The First Preferred Shares Series Rand pay semi-annual

non-cumulative cash dividends as and when declared by our Board of Directors and are

convertible at the option of the holder into variable number of common shares

Holders of RBC TraCS 2008-1 RBC TraCS 2015 and RBC TSNs- Series do not have

similar exchange rights

The non-cumulative cash disnribation on the RBC TruCS 2015 will be 4.87% paid semi

annually antil December 31 2015 and at one half of the sum of 180-day Bankers

Acceptance rate plus 35% thereafter The non-cumulative cash distribution on the RBC

TruCS 2008-1 will be 6.821% paid semi-annually in an amount of $34105 on lane 30

and December31 of each year until lune 30 2018 and floating distributions thereafter

at the six-month Bankers Acceptance rate plus 350 basis points

Subject to the approval of OSFI Trust II may in whole or in part on the Redemption date

specified above and on any distribution date thereafter redeem any outstanding RBC

TraCS 2013 without the consent of the holders

10 The cash distribution on the RBC TSNs Series will be 4.58% paid semi-annually until

April 30 2012 and at 90-day Bankers Acceptance rate plus 1% thereafter paid

quarterly until their maturity on April 30 2017

11 We will guarantee the payment of principal interest the redemption price if any and

asp
other amounts of the RBC TSNs Series when they become due and payabe

whether at stated maturity call for redemption automatic exchange or otherwise

according to the terms of the Bank Subordinated Guarantee and the Trust Indenture

Note 18 Preferred share liabilities and
shar capital

Authorized share capital

Preferred An unlimited number of First Preferred Shares and Second

Preferred Shares without nominal or par value issuable in series the

aggregate consideration for which all the First Preferred Shares and all

The 6.75 million exchangeable shares of wholly owned subsidiary of RBC issued for

the acquisition of PHN are not included in this table Refer to Note 11

On August 22 2008 we redeemed Not-cumulative First Preferred Shares Series at

redemption price equal to the carrying value

First Preferred Shares Series were issued at $25 per share

the Second Preferred Shares that may be issued may not exceed

$20 billion and $5 billion respectively

Common An unlimited number of shares without nominal or

par value may be issued

Includes fairvalae adjustments to stock options of $6 million 2008 $5 million the

exercise of stock options from tandem stock appreciation rights SAR5 awards

resulting in reversal of the accrued liability net of related income taxes of $13 million

2008 $4 million and from renounced tandem SARs net of related income taxes of

$7 million 2008 $4 million

Issued and outstanding shares

2009 2008 2007

Numberof Dividends NumberoF Dividends Numberof Dividends

shares declared shares declared shares declared

-________________________________________________ 0005 Amount pershare 0005 Amount pershare DUOs Amount pershare

Preferred share liabilities

First preferred

Non-cumulative Series .88 11916 298 1.18

Treasury shares sales 152

Treasury shares purchases 68

Preferred share liabilities net of treasury holdings 12000 300

Preferred shares

First preferred

Non-cumulative Series 12000 300 1.23 12000 300 1.23 12000 300 1.23

Non-cumulative Series AA 12000 300 1.11 12000 300 1.11 12000 300 1.11

Non-cumulative Series AB 12000 300 1.18 12000 300 1.18 12000 300 1.18

Non-cumulative Series AC 8000 200 1.15 8000 200 1.15 8000 200 1.22

Non-cumulative Series AD 10000 250 1.13 10000 250 1.13 10000 250 1.06

Non-cumulative Series AE 10000 250 1.13 10000 250 1.13 10000 250 .95

Non-cumulative Series AF 8000 200 1.11 8000 200 1.11 8000 200 .77

Non-cumulative Series AG 10000 250 1.13 10000 250 1.13 10000 250 .65

Non-cumulative Series AH 8500 213 1.41 8500 213 .81

Non-cumulative 5-Year Rate Reset Series AJ 16000 400 1.49 16000 400

Non-cumulative 5-Year Rate Reset Series AL 12000 300 1.48

Non-cumulative 5-Year Rate Reset Series AN 9000 225 1.50

Non-cumulative 5-Year Rate Reset Series AP 11000 275 1.34

Non-cumulative 5-Year Rate Reset Series AR 14000 350 1.27

Non-cumulative 5-Year Rate Reset Series AT 11000 275 1.11

Non-cumulative 5-Year Rate Reset Series AV 16000 400 1.01

Non-cumulative 5-Year Rate Reset Series AX 13000 325 .87

4813 2663 $2050

Common shares

Balance at beginning of year 1341260 $10384 1276260 7300 1280890 $7196

Issued on new acquisitions 59675 2937

Issued for general business purpose 65263 2301

Issued under Dividend Reinvestment Plan 5279 232

Issued under the stock option plan 5808 158 6445 153 7215 170

Purchased for cancellation 1120 11845 66

Balance at end ofyear 1417610 $13075 2.00 1341260 $10384 2.00 1276260 $7300 L82

Treasury shares Preferred shares

Balance at beginning of year 260 249 94
Sales 618 13 1060 23 1345 33

Purchases 423 10 1071 22 1500 37

Balance at end of year 65 260 249

Treasury shares-- Common shares

Balance at beginning of year 2258 104 2444 101 5486 180
Sales 1364 59 1269 51 4756 175

Purchases 1233 50 1083 54 1714 96

Balance at end of year 2127 95 2258 104 2444 101
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Terms of preferred share liabilities and preferred shares

Non-cumulative preferential dividends on Series AA AB AC AD AE Af AG AH Al

AL AN AP AR AT AV and AX are payable quarterly as and when declared by the Board

of Directors on or about the 24th day of February May August and November

The redemption price represents
the price as at October 31 2009 or the contractual

redemption price whichever is applicable Sobject to the consent of DSFI and the

requirements of the Act we may on or after thu dates specified above redeem First

Preferred Shares These maybe redeemed for cash in the case of Series at price

per share of $26 if redeemed doringthe 12 months commencing February 24 2010

and decreasing by $.25 each 12-month period thvreafter to price per share of $25 if

redeemvd on or after February 24 2D14 and in thy case of Series AA at price per

share of $26 if radeemed daring the 12 months commencing May 24 2011 and

decreasing by $.25 each 12- month pedod thereafter to price per share of $25 if

redeemed on or after May 24 2015 and in the case of Series AB at price per share of

$26 if redeemed daring the 12 months commencing August 24 2011 and decreasing

by $25 each 12-month pedod thereafter to price per
share of $25 if redeemed on or

after Aogast 24 2015 and in the case of Series AC at price per share of $26 if

redeemed daring the 12 months commencing November 24 2011 and decreasing by

$.25 each 12- month period thereafter to price per
share of $25 if redeemed on or

after November 24 2015 and in the case of Series AD at price per
share of $26 if

redeemed during the 12 months commencing February 24 2D12 and decreasing by

$.25 each 12- month period thereafter to price per share of $25 if redeemed on or

after February 24 2016 and in the case of Series AE at price per share of $26 if

redeemed daringthe 12 months commencing February 24 2012 and decreasing by

$25 each 12- month period thereafter to price per share of $25 if redeemed on or

after February 24 2016 and in the case of Series AF at pdce per share of $26 if

redeemed daringthe 12 months commencing May 24 2012 and decreasing by $.25

each 12- month period thereafter to price per share of $25 if redeemed on or after

May 24 2016 and in the case of Series AG at price per share of $26 if redeemed

doringthe 12 months commencing May 24 2012 and decreasing by $.25 each 12-

month period thereafter to price per
share of $25 if redeemed on or after May 24

2016 and in the case of Series Aft at price per
share of $26 if redeemed during the

12 months commencing May 24 2013 and decreasing by $.25 each 12- month period

thereafter to price per share of $25 if redeemed on or after May 24 2017 and in the

case of Series Al at phce per share of $25 if redeemed on February 24 2014 and on

each February 24 every fifth year thereafter and in the case of Series AL at price per

share of $25 if redeemed on Febraary 24 2014 and on each Febraary 24 every
fifth

year

thereafter and in the case of Series AN at price per share of $25 if redeemed on

February 24 2014 and on each Febroary 24 every fifth yearthereafter and in the case of

Series AP at price per share of $25 if redeemed on February 24 2014 and on each

February 24 every fifth year thereafter and in the case of Series AR at price per share

of $25 if redeemed on Febraary 24 2014 and on each february 24 every fifth year

thereafter and in the case of Series AT at price per share of $25 if redeemed on

Augast 24 2014 and on each Aogust 24 every fifth year thereafter and in the case of

Series AV at price per share of $25 if redeemed on August 24 2014 and on each

August 24 every fifth year thereafter and in the case of Series AX at price per share of

$25 if redeemed on November 24 2014 and on each November24 every fifth year

thereafter

Sobject to the coasent of OSFI and the requirements of the Act we may purchase the

First Preferred Shares AA AB AC AD AE Af AG AH Al AL AN AP AR AT AV and

AX for cancellation at the lowest price or prices at which in the opinion of the Board of

Directors such shares are obtainable

Subject to the approval of the Toronto Stock Enchange we may on or after the dates

specified above convert first Preferred Shares Series into our common shares First

Preferred Shares maybe converted into that number of common shares determined by

dividing the then-applicable redemption price by the greater of $2.50 and 95% of the

weighted average trading price of common shares at such time

The conversion date refers to the date of conversion to common shares

The dividend rate mill reset on the earliest redemption date and
every

fifth year

thereafter at rate equal to the fl-year Government of Canada bond yield plus the

premium indicated The holders have the option to convert their shares into non

camalatine floating rate First Preferred Shares sabject to certain conditions on the

earliest redemption date and every fifth year thereafter at rate eqaal to the three-

month Government of Canada Treasury Bill rate pbs the premium indicated

Canoersion dares

Dividend annual Dividend Redemption Issue Redemption At the option of At the nption of

per share yield reset rate date date price the bank the holder

Preferred shares

First preferred

Non-cumulative Series .306250 4.90% February 24 2010 lanuary 31 2005 26.00 February 24 2010 Not convertible

Non-cumulative Series AA .278125 4.45% May 24 2011 April 2006 26.00 Nat convertible Not convertible

Non-cumulative Series AB .293750 4.70% August 24 2011 oly 20 2006 26.00 Nut convertible Not cannnrtible

Nun-cumulative Series AC .2a7500 4.60% November 24 2011 November 2006 26.00 Not convertible Not convertible

Nan-cumulation Series AD .291250 4.50% February 24 2012 December 13 2006 26.00 Nat convertible Not convertible

Non-cumulative Series At .281250 4.50% February 24 2012 banuary 19 2007 26.00 Not convertible Nat convertible

Non-cumulative Series AP .279125 4.45% May 24 2012 March 14 2007 26.00 Not convertible Nat convertible

Nan-cumulative Series AG .291250 4.50% May 24 2012 April 26 2007 26.00 Not convertible Not convertible

Non-cumulative Series Aft .353125 5.65% May 24 2013 April 29 200a 26.00 Not convertible Not convertible

Non-cumulative 5-Year Rate Reset Series Al .312500 5.00% 1.93% February 24 2014 September16 2008 25.00 Not convertible Not cannertiblo

Non-comnlative S-Year Rate Reset Series AL .350000 5.60% 2.67% February 24 2014 November 200a 25.00 Not convertible Not convertible

Nan-cumulative S-Year Rate Reset Series AN .390625 6.25% 3.50% February 24 2014 December 2009 25.00 Not convertible Not convertible

Non-camnlative 5-Year Rate Reset Sedes AP .390625 6.25% 4.19% february 24 2014 lanaary 14 2009 25.00 Not convertible Not convertible

Non-cumulative S-Year Rate Reset Series AR .390625 6.21% 4.50% February 24 2014 lanaary 29 2009 25.00 Not convertible Not convertible

Non-cumulative 5-Year Rate Reset Series AT .39062S 6.25% 4.06% August 24 2014 March 2009 25.00 Nat convertible Not convertible

Non-cumulative S-Year Rate Reset Series AV .390621 6.25% 4.42% August 24 2014 April 2009 25.00 Nat convertible Not convertible

Nun-camulatine N-Year Rate Reset Series AX .3812S0 6.10% 4.13% November 24 2014 April 29 2009 25.00 Not convertible Not convertible

Restrictions on the payment of dividends

We are prohibited by the Act from declaring any dividends on our

preferred or common shares when we are or would be placed as

result of the declaration in contravention of the capital adequacy and

liquidity regulations or any regulatory directives issued under the Act

We may not pay dividends on our common shares at any time unless

all dividends to which preferred shareholders are then entitled have

been declared and paid or set apart for payment

We have agreed that if Trust or Trust II
fail to pay any required

distribution on the trust capital securities in full we will not declare

dividends of any kind on any of our preferred or common shares

Refer to Note 17

Currently these limitations do not restrict the payment of

dividends on our preferred or common shares

We have also agreed that if on any day we report financial

results for quarter we report cumulative consolidated net loss

forthe immediately preceding four quarters and ii during the

immediately preceding quarterwe fail to declare any cash dividends

on all of our outstanding preferred and common shares we may defer

payments of interest on the Series 2014-1 Reset Subordinated Notes

matures on lune 18 2103 During any period while interest is being

deferred interest will accrue on these notes but will not

compound ii we may not declare or pay dividends except by way of

stock dividend on or redeem or repurchase any of our preferred or

common shares and iii we may not make any payment of interest

principal or premium on any debt securities or indebtedness for

borrowed money issued or incurred by us that rank subordinate to

these notes

Dividend reinvestment plan

Our dividend reinvestment plan plan provides registered common

shareholders with means to receive additional common shares

rather than cash dividends The plan is only open to registered

shareholders residing in Canada or the United States

Management has the flexibility to fund the plan through open

market share purchases or treasury issuances

Shares available for future issuances

As at October 31 2009 62.6 million common shares are available for

future issue relating to our dividend reinvestment plan and potential

exercise of stock options outstanding In addition we may issue up to

40 million shares from treasury underthe RBC Umbrella Savings and

Securities Purchase Plan that was approved by shareholders on

February 26 2009
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Note 18 Preferred share liabilities and share capital continued

Others

We announced on October 29 2009 that the Toronto Stock Exchange

has approved RBC to repurchase up to 20 mitlior common shares

Subject to consultation with OSFI purchases underthe Normal

Course Issuer Bid NCIB may commence on November 2009 and

vvill terminate on October 31 2010

Normal Course Issuer Bid

Details of common shares repurchased under NCIBs during 2009

2008 and 2007 are given below

Note 19 Non-controlting interest in
subsidiaries

2009 2008

RBC Trust Capital Securities TruCS

Series 2015 1219 1220

Series 2008-1 506 511

Consolidated VIEs 205

Others 339 435

2071 2371

We consolidate VIEs in which we are the Primary Beneficiary These

VIEs include structured finance VIEs investment funds credit

investment product VIEs and compensation vehicles as describec in

Note

We issued RBCTruCS Series 2015 in 2005 and Series 2008-1 in

2008 which are reported as Noncontrolling interest in subsidiaries

upon consolidation as discussed in Note 17 As at October 31 2009
$20 million 2008 $20 million of accrued interest was included in

RBCTruCS Series 2015 Series 2008-1 includes $11 million 2008
$11 million of accrued interest net of $5 million 2008 $nil of

treasury holdings

Note 20 Pensions and other
post-employmeit

benefits

We offer number of defined benefit and defined contribution plans

which provide pension and post-employment benefits to eligible

employees Our defined benefit pension plans provice benefits based

on years of service contributions and average earnings at retirement

Our other post-employment benefit plans include health dental

disability and life insurance coverage

We fund our registered defined benefit pension plans in

accordance with actuarially determined amounts required to satisfy

employee benefit obligations under current pension regulations For

our principal pension plans the most recent actuarial valuation

performed for funding purposes was completed on January 2009

Due to the market conditions in late 2008 we were required to

increase our pension plans contributions before December 31 2CO9

based on the results of our January 2009 funding valuation

For 2009 total contributions to our pension and other post-

employment benefit plans were $757 million and $40 million 2008

$285 million and $43 million respectively For 2010 total

contributions to pension plans and other post-employment benefit

plans are expected to be approximately $833 million and $43 million

respectively The next actuarial valuation for funding purposes will be

completed on January 2010

For financial reporting purposes we measure our benefit

obligations and pension plan assets as at September30 each year

2009 2008 2007

Number of

shares Average

repurchased cost
per

000s share

Number of Number of

shares Nurnberof shares

eligible for shares Average eligible for

repurchase repurchased cost per repurchase

NCIB period 000s 000s share Amount 000s

November 2008
October 31 2009 20000

November 2007
October31 2008 20000 1120 $49.50 55

November 2006

October 31 2007 40000 11845 54.59 646

Number of

shares Number of

eligible for shares Average

repurchase repurchased cost per

Amount 0005 000s share Amount
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The following tables present financial information related to all of our material pension and other post-employment plans worldwide including

executive retirement arrangements

Plan assets benefit obligation and funded status

Pension plans Other post-employment plans

2009 2008 2009 2008

Change in fair value of plan assets

Opening fair value of plan assets 5826 6784 41 52

Actual return on plan assets 272 877
Company contributions 610 191 40 45

Plan participant contributions 31 29

Benefits paid 353 343 65 58
Business acquisitions

Other

Change in foreign currency exchange rate 50 35

Closing fair value of plan assets 6343 5826 26 41

Change in benefit obligation

Opening benefit obligation 6214 6846 1315 1504

Service cost 141 174 14 16

Interest cost 413 389 87 83

Plan participant contributions 31 29

Actuarial gain loss 389 932 27 264
Benefits paid 353 343 65 58
Plan amendments and curtailments 12
Business acquisitions 12 11

Other

Change in foreign currency exchange rate 60 51 17

Ctosingbenefitobligation 6783 6214 1324 1315

Funded status

Excess of benefit obligation over plan assets 440 388 1298 1274
Unrecognized net actuarial loss 1276 769 206 272

Unrecognized transitional asset obligation

Unrecognized prior service cost 44 62 259 283
Contributions between September30 and October31 65 14

Prepaid asset accrued liability as at October31 939 449 1347 1281

Amounts recognized in our Consolidated Balance Sheets consist of

Otherassets 1028 551

Other liabilities 89 102 1347 1281

Net amount recognized as at October31 939 449 1347 1281

Weighted average assumptions to calculate benefit obligation

Discount rate 6.40% 6.70% 6.39% 6.72%

Rate of increase in future compensation 3.30% 3.30% 3.30% 3.30%

For pension plans with funding deficits the benefit obligations and fair values of plan assets totalled $6078 million 2008 $5359 million and $5436 million 2008 $4917 million

respectively

For our other post-employment plans the assumed healthcare cost trend rates for the next year used to measure the expected cost of benefits covered by the post-employment health and life

plans were 5.4% for medical decreasing to an ultimate rate of 4.1% in 2018 and 4.5% for dental

As our measurement date of the pension and other post-employment plans is September 30 company contributions in the above table represent contributions from October 2008 to

September 30 2009 In order to arrive at the total contributions for the year ended October 31 2009 this amount should be adlusted for the contributions made in the month of October as

well as the defined contribution pension expense presented in the Pension benefit expense table

Benefits payment projection for defined benefit pension and other

post-employment plans

Other post-

Pension plans employment plans

2010 375 65

2011 377 67

2012 385 70

2013 394 73

2014 405 76

2015-2019 2203 433

Composition of defined benefit pension plan assets

The defined benefit pension plan assets are composed of

diversified mix of equity fixed income and alternative securities

including investments in hedge fund of funds multi-strategy hedge

funds and infrastructure The equity securities include 1.4 million

2008 .4 million of our common shares having fair value of $80

million 2008 $20 million Dividends amounting to $1.9 million

2008 $1.8 million were received on our common shares held in

the plan assets during the year

The following table presents the allocation of the plan assets by

securities category

Asset cateqory

Actual

2009 2008

Equity securities 49% 51%

Debt securities 45% 45%

Other 6% 4%

Total 100% 100%

Investment policy and strategies

Pension plan assets are invested prudently overthe long term in order

to meet pension obligations at reasonable cost The asset mix

policy takes into consideration number of factors including the

following

investment characteristics including expected returns volatilities

and correlations between plan assets and plan liabilities

ii the plans tolerance for risk which dictates the trade-off

between increased short-term volatility and enhanced long-term

expected returns
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Note 20 Pensions and other post-employmert benefits continued

iii diversification of plan assets to minimize the risk of targe tosses

iv the liquidity of the portfolio relative to the anticipated cash flow

requirements of the plan and

actuarial factors such as membership demographics and future

salary growth rates

Pension and other post-employment benefit expense

Pension benefit expense

2009 2008 2007

Service cost 141 174 178

Interest cost 413 389 362

Expected return on plan assets 446 438 411
Amortization of transitional asset

Amortization of prior service cost 19 22 29

Amortization of actuarial loss

gain 47 103 129

Other

Defined benefit pension expense 172 248 292

Defined contribution pension

expense 95 82 74

Pension benefit expense 267 330 366

Weighted average assumptions to

calculate pension benefit

expense
Discount rate 6.70% 5.60% 5.25%

Assumed long-term rate of return

on plan assets 7.25% 7.00% 7.00%

Rate of increase in future

compensation 3.30% 3.30% 3.30%

Other post-empIoynt benexpense
2009 2008 2007

Service cost 14 16 19

Interest cost 87 83 75

Expected return on plan assets

Amortization of actuarial loss

gain 41 29 36

Amortization of prior service cost 23 23 23

Other post-employment benefit

expense 117 $102 104

Weighted average assumptions to

calculate other post-

employment benefit expense
Discount rate 6.72% 5.62% 5.26%

Rate of increase in future

compensation 3.30% 3.30% 3.30%

Significant assumptions used in calculating the defined benefit

pension and other post-employment expense

Overall expected lang-term rate of return an assets

The assumed expected rate of return on assets is foiward-looking

estimate of the plans return determined by considering expectation

for inflation long-term expected returns on government bonds and

reasonable assumption for an equity risk premium Thie expected

long-term return for each asset class is then weighted based on the

target asset allocation to develop the expected long-term rate of

return on assets assumption forthe portfolio This resulted in the

selection of an assumed expected rate of return of 6.75% for 2010

7.25% for 2009 and 7% for 2006 to 2008

Discaunt rate

Forthe Canadian and U.S pension and other post-employment plans all

future expected benefit payment cash flows at each measurement date

are discounted at spot rates developed from yield curve ofAA

corporate debt securities It is assumed that spot rates beyond 30 years

are equivalent to the 30-year spot rate The discount rate is selected as

the equivalent level rate that would produce the same discounted value

as that determined by using the applicable spot rates This methodology

does not
rely on assumptions regarding reinvestment rates

Sensitivity analysis

The following table presents the sensitivity analysis of certain key

assumptions on defined benefit pension and post-employment

obligation and expense

2009 sensitivity of key assumptions

Change in Change in

Pensian bene obligation expense

Impact of .25% change in discount rate

assumption 203 25

Impact of .25% change in rate of increase in

future compensation assumption 15

Impact of .25% change in the long-term rate of

return on plan assets assumption 16

Change in Change in

Other past-emgymentbenefitpp_se obligation expense

Impact of .25% change in discount rate

assumption 43

Impact of .25% change in rate of increase in

future compensation assumption

Impact of 1.00% increase in healthcare cost

trend rates 119

Impact of l.OO% decrease in healthcare cost

trend rates 99

Reconciliation of defined benefit expense recognized with defined

benefit expense incurred

The cost of pension and other post-employment benefits earned by

employees is actuarially determined using the projected benefit

method pro-rated on services The cost is computed using the

discount rate determined in accordance with the methodology

described in significant assumptions and is based on managements

best estimate of expected plan investment performance salary

escalation retirement ages of employees and costs of health dental

disability and life insurance

Actuarial gains or losses arise overtime due to differences in

actual experience compared to actuarial assumptions Prior service

costs arise as result of plan amendments

The actuarial gains or losses prior service costs and transitional

asset or obligation are amortized aver the expected average remaining

service lifetime of active members expected to receive benefits under the

plan The following tables show the impact on our annual benefit expense
if we had recognized all costs and expenses as they arose

expense incurred

2009 2008 2007

Defined benefit pension expense

recognized 172 248 292

Difference between expected and

actual return on plan assets 175 1315 227
Difference between actuarial

losses gains amortized and

actuarial losses gains arising 342 1035 246
Difference between prior service

costs amortized and prior

service costs arising 20 34 38
Amortization of transitional asset

Defined benefit pension expense

incurred 671 496 217

118 Royal Bank of Canada Annual Report 2009 Consolidated financial Statements



Other post-employment benefit expense incurred

2009 2008 2007

Other post-employment benefit

expenserecognized 117 102 $104

Difference between expected and

actual return on plan assets

Difference between actuarial losses

gains amortized and actuarial

losses gains arising 67 293 33
Difference between prior service costs

amortized and prior service costs

arising 23 24 23

Other post-employment benefit

expense incurred 74 159 93

Note 21 Stock-based compensation

We offer stock-based compensation to certain key employees and to

our non-employee directors We use derivatives and compensation

trusts to manage our economic exposure to volatility in the price of

our common shares under many of these plans The stock-based

compensation amounts recorded in Non-interest expense Human

resources in our Consolidated Statements of Income are net of the

impact of these derivatives

Stock option plans

We have stock option plans for certain key employees and for

non-employee directors On November 19 2002 the Board of

Directors discontinued all further grants of options underthe

non-employee directors plan Underthe employee stock option plan

options are periodically granted to purchase common shares The

exercise price for each grant is determined as the higher of the

volume-weighted average of the trading prices per board lot

100 shares of our common shares on the Toronto Stock Exchange

on the day preceding the day of grant and ii the five consecutive

trading days immediately preceding the day of grant Stock options

are normally granted at the end of the year with the exercise price

determined at least five business days after the release of the

year-end financial results The options vest over four-year period for

employees and are exercisable for period not exceeding 10 years

from the grant date

For options issued prior to November 2002 that were not

accompanied by tandem SAR5 no compensation expense was

recognized as the options exercise price was not less than the

market price of the underlying stock on the day of grant When the

options are exercised the proceeds received are credited to common

shares

Between November 29 1999 and June 2001 grants of options

under the employee stock option plan were accompanied by tandem

SARs With tandem SARs participants could choose to exercise SAR

instead of the corresponding option In such cases the participants

received cash payment equal to the difference between the closing

price of common shares on the day immediately preceding the day of

exercise and the exercise price of the option During the last quarter

of 2002 and first quarter of 2003 certain executive participants

voluntarily renounced their SARs while retaining the corresponding

options SARs obligations are now fully vested and give rise to

compensation expense as result of changes in the market price of

our common shares These grants which are accompanied by tandem

SARs resulted in compensation expense of $8 million for the year

ended October 31 2009 2008 $21 million gain 2007
$19 million expense

summary of our stock option activity and related information

2009 2008 2007

Number Weighted Number Weighted Number Weighted

of options average of options average of options average

000s exercise price 0005 exercise price 000s exercise price

Outstanding at beginning of year 21773 31.66 26623 27.71 32243 24.66

Granted 2659 35.29 2020 52.87 1835 55.06

Exercised Common shares 5808 22.69 6445 21.72 7215 21.10

SARs 397 19.84 148 19.30 204 21.50

Cancelled 350 33.72 277 48.36 36 36.42

Outstanding at end of year 17877 35.32 21773 31.66 26623 27.71

Exercisable at end of year 12806 31.68 17247 26.92 21924 24.17

Available for grant 17999 19925 21527

Cash received for options exercised during the yearwas $132 million 2008 $140 million 2007 $152 million

New shares were issaed for all options exercised in 2009 2008 and 2007 Refer to Note 18
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Note 21 Stock-based compensation
continued

Options outstandinq and options exercisable as at October31 2009 by ranqe of exercise price

$10.17

$15.00 -$19.11

$21.79 -$25.00

$26.10 -$35.37

$44.13 $57.90

Total

Options exercisable

Number Weighted

exercisable average

0005 exercise price

10.17

16.21

24.56

30.66

49.53

The weighted average exercise prices have been revised to reflec the conversion of foreign currency-denominated options at the exchange rate as at our Consolidated Balance Sheet date

Fair value method

We adopted the fair value method of accounting prospectively for new

awards granted after November 2002 linderthis method the fair

value of an award at the grant date is amortized over the applicable

vesting period and recognized as compensation expense The fair

value compensation expense recorded for the year ended October 31

2009 in respect of these plans was $10 million 2008 $12 million

2007 $13 million The compensation expenses related to

non-vested awards were $8 million at October 31 2009 2008

$11 million 2007 $14 million to be recognized overthe weighted

average period of 1.8 years 2008 2.0 years 2037 -- 2.2 years

The weighted average fair value of options granted during 2009

was estimated at $2.59 2008 $6.57 2007 $7.84 using an

option pricing model on the date of grant The following assumptions

were used

For the year ended October31 2009 2008

Weighted average assumptions

Risk-free interest rate

Expected dividend yield

Expected share price volatility

Expected life of option
________

Empoyee savings and share ownership plans

We offer many employees an opportunity to own our common shares

through savings and share ownership plans Under these plans the

employees can generally contribute between 1% and 10% of their

annual salary or benefit base for commissioned employees For each

contribution between 1% and 6% we will match 50% of the

employee contributions in our common shares Forthe RBC Dominion

Securities Savings Plan our maximum annual co -ttribution is $4500

per employee For the RBC U.K Share Incentive Plan our maximurrt

annual contribution is 1500 per employee In 2009 we contributed

$68 million 2008 $68 million 2007 $64 milIion under the

terms of these plans towards the purchase of our common shares As

at October 31 2009 an aggregate of 35.7 million common shares

were held under these plans

Deferred share and other plans

We offer deferred share unit plans to executives non-employee

directors and to certain key employees Under these plans the

executives or directors may choose to receive all or percentage of

their annual variable short-term incentive bonus or directors fee in

the form of deferred share units DSU5 The executives or directors

must elect to participate in the plan prior to the begirtning of the year

DSUs earn dividend equivalents in the form of additional DSUs at the

same rate as dividends on common shares The participant is not

allowed to convert the DSUs until retirement permanent disability or

termination of employment/directorship The cash value of the DSUs

is equivalent to the market value of common shares when conversion

takes place The value of the DSU5 liability as at October 31 2009

was $200 million 2008 $200 million 2007 $285 million The

share price fluctuations and dividend equivalents compensation

expense recorded for the year ended October 31 2009 in respect of

these plans was $31 million 2008 $37 million gain 2007

$37 million expense

We have deferred bonus plan for certain key employees within

Capital Markets Under this plan percentage of each employees

annual incentive bonus is deferred and accumulates dividend

equivalents at the same rate as dividends on common shares The

employee will receive the deferred bonus amounts paid within 90

days of the three following year-end dates The value of the deferred

bonus paid will be equivalent to the original deferred bonus adjusted

for dividends and changes in the market value of common shares at

the time the bonus is paid The value of the deferred bonus liability as

at October 31 2009 was $693 million 2008 $473 million 2007

$490 million The share price fluctuations and dividend equivalents

compensation expense for the year ended October 31 2009 in

respect of this plan was $85 million 2008 $75 million gain 2007

2007 $62 million expense

We offer performance deferred share award plans to certain key

82 employees all of which vest at the end of three years Awards under

306%
the plans are deferred in the form of common shares which are held

16 in trust until they fully vest or in the form of DSU5 portion of the

years
award granted under some plans can be increased or decreased

LIP
to

50% for awards granted in December 2007 and 2006 and up to 5%

for awards granted in December 2008 depending on ourtotal

shareholder return compared to defined peer group of North

American financial institutions The value of the award paid will be

equivalent to the original award adjusted for dividends and changes

in the market value of common shares at the time the award vests

The number of our common shares held in trust as at October 31

2009 was 1.5 million 2008 2.0 million 2007 2.3 million The

value of the DSUs liability as at October 31 2009 was $211 million

2008 $164 million 2007 $250 million The compensation

expense recorded for the year ended October 31 2009 in respect of

these plans was $140 million 2008 $96 million 2007 $168

million

We maintain non-qualified deferred compensation plan for key

employees in the United States This plan allows eligible employees

to make deferrals ofa portion of their annual income and allocate the

deferrals among various fund choices which include share unit

fund that tracks the value of our common shares Certain deferrals

may also be eligible for matching contributions all of which are

allocated to the RBC share unit fund Our
liability

for the RBC share

units held under the plan as at October 31 2009 was $304 million

2008 $244 million 2007 $285 million The compensation

expense recorded forthe year ended October 31 2009 was $157

million 2008 $123 million gain 2007 $157 million expense

For other stock-based plans compensation expense of $14

million was recognized for the year ended October 31 2009 2008

$5 million 2007 $9 million The liability for the share units held

under these plans as at October 31 2009 was $60 million 2008
$35 million 2007 21 million The number of our common shares

held under these plans was.i million 2008 .2 million 2007
.3 million

Options outstanding

Weighted

Number Weighted average

outstanding average remaining

000s exercise price contractual life

57 10.17 .2 57

232 16.21 .2 232

4865 24.56 1.6 4865

7469 32.11 5.6 5121

5254 50.94 7.1 2531

17877 3532 4.9 12806 31.68

2.33%

4.15%

14%

years

3.93%

3.27o

14%

years
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Note 22 Revenue from trading and selected non-trading financial instruments

Held-for-trading financial instruments

Total Trading revenue includes both trading-related net interest

income and trading revenue reported in Non-interest income Net

interest income arises from interest income and dividends recognized

on trading assets and liabilities Non-interest income includes

$2377 million increase in the fair values of our net financial assets

classified as held-for-trading for the year ended October 31 2009

2008 increased by $102 million 2007 increased by $1912

million

2009 2008 2007

Net interest income expense 2294 686 220
Non-interest expense income 2671 96 1999

Total 4965 590 1779

By product line

Interest rate and credit 3304 259$ 640

Equities 1008 265 784

Foreign exchange commodities and

precious metals 653 584 355

Total 4965 590 1779

Financial instruments designated as held-for-trading

During the year net gains or losses representing net changes in the

fair value of financial assets and financial liabilities designated as

held-for-trading increased by $495 million 2008 decreased by

$341 million 2007 increased by $80 million

Financial instruments measured at amortized cost

The following were recognized in Non-interest income during 2009

2008 and 2007

2009 2008 2007

Net fee income which does not form an

integral part of the effective interest

rate of financial assets and liabilities

other than held-for-trading 3505 3183 2617

Net fee income arising from trust and

other fiduciary activities 5314 5405 5779

Net gains arising from financial

instruments measured at amortized

cost

Total 8826 8588 8396

Note 23 Income taxes

2009 2008 2007

Income taxes recoveries in

Consolidated Statements of

Income

Current

Canada Federal 590 1350 696

Provincial 491 664 416

International 829 85 322

1910 2099 1434

Future

CanadaFederal 153 533 14

Provincial 90 211
International 585 14 59

342 730 42

1568 1369 1392

Income taxes recoveries in

Consolidated Statements of

Comprehensive Income and

Changes in Shareholders Equity

Other comprehensive income

Net unrealized gains losses on

available-for-sale securities 330 778 26
Reclassification of losses on

available-for-sale securities to

income 165 201 15

Net foreign currency translation

gains losses net of hedging

activities 1102 1361 911

Net unrealized gains losses

on derivatives designated as

cash flow hedges 69 304 43

Reclassification of gains losses

on derivatives designated as

cash flow hedges to income 17 23 16

Issuance costs 34 12
Stock appreciation rights

Other 84

1706 2225 946

Total income taxes recoveries 3274 856$ 2338

Net future income tax assets are included in Other assets refer

to Note 12 and result from tax loss carryforwards and temporary

differences between the tax basis of assets and liabilities and their

carrying amounts on our Consolidated Balance Sheets The tax loss

carry-forwards amount of future income tax assets related to losses in

our Canadian Japanese and U.S operations will expire starting in

2010

Our review regarding the realizability of our future tax assets as

at October 31 2009 included an assessment of the tax benefit

associated with our U.S banking operations which is currently

generating negative earnings and contributing to the body of negative

evidence Based on our review we concluded that there is sufficient

positive evidence to overcome the negative evidence that the future

tax asset associated with our U.S banking operations is realizable

Overall we believe that based on all available evidence it is more

likely
than not that the future income tax assets will be realized

through combination of future reversals of temporary differences

and taxable income

Sources of future income taxes

2009 2008

Future income tax asset

Allowance for credit losses 871 719

Deferred compensation 775 721

Pension related 189

Business realignment charges

Tax loss carryforwards 325 106

Deferred income 112 31

Enron-litigation provision 26 27

Other comprehensive income 112 234

Other 565 708

2790 2741

Valuation allowance 87 78

2703 2663

Future income tax liability

Premises and equipment 172 240
Deferred expense 117 64
Pension related 48
Intangibles 196 185
Other 444 468

977 957

Net future income tax asset 1726 1706
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Note 23 Income taxes continued

Reconciliation to statutory tax rate

2009 2008 2007

Income taxes at Canadian
statutory tax rate 1735 314% 1952 32.5% 2431 34.6%

Decrease increase in income taxes resulting from

Lower average tax rate applicable to subsidiaries 359 6.5 450 7.5 734 10.4

Goodwill impairment charge 314 5.7

Tax-exempt income from securities 300 5.4 326 5.4 272 3.9

Taxratechange 51 .8 30 .4

Other 178 3.2 142 2.4 63 0.9

Income taxes reported in Consolidated Statements of Income and effective tax rate 1568 28.4% 1369 22.8% 1392 19.8%

International earnings of certain subsidiaries would be taxed only if all foreign subsidiaries accumulated unremitted earnings were

upon their repatriation to Canada We have not recognized future repatriated are estimated at $821 million as at October 31 2009

income tax liability forthese undistributed earnings as we do not 2008 $920 million 2007 $843 million

currently expect them to be repatriated Taxes that would be payable

Note 24 Earnings per share

___________
2009 2008 2007

Basic earnings per share

Net income 3858 4555 5492

Preferred share dividends 233 101 88

Net income available to common shareholders 3625 4454 5404

Average number of common shares in thousands 1398675 1305706 1273185

Basic earnings per share 2.59 3.41 4.24

Diluted earnings per share

Net income available to common shareholders 3625 4454 5404

Average number of common shares in thousands 1398675 1305706 1273185

Stock options 5002 8497 13254

Issuable under other stock-based compensation plans 2036 2148 2875

Exchangeable shares 6413 3393

Average number of diluted common shares in thousands 1412126 1319744 1289314

Diluted earnings per share 2.57 3.38 4.19

The dilutive effect of stock options was calcutated using the reaoury stock method For 2009 we excluded from the calculation of diluted EPS 5294977 average options outstanding with an

exercise price of $50.89 as the exercise price of these options was greater than the average market price of our common shares For 2008 we excluded from the calculation of diluted

earningu per share 3541989 average options outstanding with an exercise price of $53.99 as the exercise price of these options was greater than the average market price of our common

shares For 2007 we excluded from the calculation of diluted earnings per share 16224 average options outstanding with an exercise price of $57.90 as the exercise price of these options

was greater than the average market price of our common shares

During 2008 exchangeable shares were issued for the acquisition of PHN Refer to Note 11
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Note 25 Guarantees commitments and contingencies

2009 2008

Maximum potential Maximum potential

amount of future Carrying amount of future Carrying

payments amount payments amount

Credit derivatives and written put options 19720 1049 43700 5742

Backstop liquidity facilities 24982 66 40892 59

Stable value products 21777 260 24876

Financial standby letters of credit and performance guarantees 18082 96 22185 75

Credit enhancements 3240 45 4873 22

Mortgage loans sold with recourse 1103 210

The carrying amount is included in Other Derivatives on our Consolidated Balance Sheets The notional amount of the contract approximates the maximum potential amount of future

payments

Certain RBC-administered multi-seller asset-backed commercial paper conduit programs drew down certain of our backstop liquidity facilities As at October 31 2009 these loans totalled

US$1.6 billion C$1.7 billion before the allowance for loan losses of US$2 million C$2 million and are included in Wholesale Loans Business on our Consolidated Balance Sheets

The notional amount of the contract approximates the maximum potential amount of future payments The maximum potential amount of future payments comprise $8.3 billion October 31

2008 $9.4 billion for bank-owned life insurance policies and $13.5 billion October 31 2008 $15.4 billion for U.S Employee Retirementlncome SecurityAct of 1974 ERISA-governed

pension plans such as 401k plans During the year we recorded unrealized losses of approximately $111 million 2008 $149 million in connection with the bank-owned life insurance

policies stable value contracts Almost all of the unrealized losses mostly related to changes in cash flow projections and discount rates were related to one contract that was restructured to

remove the economic consequences of an early surrender of the bank-owned life insurance policy and establish fixed derivative maturity date

The carrying amount is included in Other Other liabilities on our Consolidated Balance Sheets The amount includes $.8 billion 2008 $1.4 billion maximum potential amount of future

payments related to the ARS TOB programs and represents the higher of the notional amounts of the letters of credit and the liquidity facilities

In addition to the above guarantees we transact substantially all of

our securities lending activities in which we act as an agent for the

owners of securities through our joint venture RBC Dexia IS As at

October 31 2009 RBC Dexia IS securities lending indemnifications

totalled $34.7 billion 2008 $45.7 billion we are exposed to 50%

of this amount

Except for credit derivatives and written put options our clients

generally have the right to request settlement of or draw on our

guarantees within one year however these guarantees can only be

drawn if certain conditions are met These conditions along with

collateral requirements are described below Generally our credit

derivatives and written put options are effective immediately upon

execution of the contract The settlement of these instruments is

dependent on the occurrence of specified events which are also

described below We believe that it is highly unlikely that all or

substantially all of the guarantees will be drawn or settled within one

year and contracts may expire without being drawn or settled

Credit derivatives and written put options

Our clients may enter into credit derivatives or written put options for

speculative or hedging purposes AcG-14 defines guarantee to

include derivative contracts that contingently require us to make

payments to guaranteed party based on changes in an underlying

that is related to an asset liability or an equity security of

guaranteed party We have disclosed only amounts for transactions

where it would be probable based on the information available to us

that the client would use the credit derivative or written put option to

protect against changes in an underlying that is related to an asset

liability or an equity security held by the client

We enter into written credit derivatives that are over-the-counter

contractual agreements to compensate another party for its financial

loss following the occurrence of credit event in relation to

specified reference obligation such as bond or loan The terms of

these credit derivatives vary based on the contract and generally

expire within 10 years

We enter into written put options that are contractual agree

ments under which we grant the purchaser the right but not the

obligation to sell by or at set date specified amount of

financial instrument at predetermined price Written put options

that typically qualify as guarantees include foreign exchange

contracts equity-based contracts and certain commodity-based

contracts The term of these options varies based on the contract and

can range up to nine years

Collateral we hold for credit derivatives and written put options

is managed on portfolio basis and may include cash government

T-bills and bonds

Backstop liquidity facilities

Backstop liquidity facilities are provided to asset-backed commercial

paper conduit programs programs administered by us and third

parties as an alternative source of financing in the event that such

programs are unable to access commercial paper markets or in

limited circumstances when predetermined performance measures of

the financial assets owned by these programs are not met We

generally provide liquidity facilities for term of one to three years

Backstop liquidity facilities are also provided to non-asset-

backed programs such as variable rate demand notes issued by third

parties These standby facilities provide liquidity support to the issuer

to buy the notes if the issuer is unable to remarket the notes as long

as the instrument and/orthe issuer maintains the investment grade

rating

The terms of the backstop liquidity facilities do not require us to

advance money to these programs in the event of bankruptcy or to

purchase non-performing or defaulted assets

Stable value products

We sell stable value products that offer book value protection

primarily to plan sponsors of United States Employee Retirement

Income SecurityAct of 1974 ERISA.governed pension plans such as

401k plans and 457 plans as well as bank-owned life insurance

policies The book value protection is provided on portfolios of

intermediate/short-term fixed income securities and is intended to

cover any shortfall in the event that plan participants withdraw funds

policyholders surrender their life insurance policies or the contract is

settled at the termination date when market value is below book

value

Financial standby letters of credit and performance guarantees

Financial standby letters of credit and performance guarantees

represent irrevocable assurances that we will make payments in the

event that client cannot meet its obligations to third parties For

certain guarantees the guaranteed party can request payment from

us even though the client has not defaulted on its obligations The

term of these guarantees can range up to eight years Our policy for

requiring collateral security with respect to these instruments and the

types of collateral security held is generally the same as for loans

Guarantees

The table below summarizes significant guarantees we have provided

to third parties As the carrying value of the financial guarantees is

not indicative of the maximum potential amount of future payments

we continue to consider financial guarantees as off-balance sheet

credit instruments The maximum potential amount of future

payments represents the maximum risk of loss if there was total

default by the guaranteed parties without consideration of possible

recoveries under recourse provisions insurance policies or from

collateral held or pledged

Consolidated Financial Statements Royal Bank of Canada Annual Report 2009 123



Note 25 Guarantees commitments and
contngencies

continued

When collateral security is taken it is determined on an

account-by-account basis according to the risk of the borrower and

the specifics of the transaction Collateral security may include cash

securities and other assets pledged

Credit enhancements

We provide partial credit enhancement to multi-seller programs

administered by us to protect commercial paper investors in the event

that the collection on the underlying assets the transaction-specific

credit enhancement orthe liquidity proves to be insufficient to pay for

maturing commercial paper Each of the asset pools is structured to

achieve high investment-grade credit profile through credit

enhancement related to each transaction The term of these credit

facilities is approximately three years

Mortgage loans sold with recourse

Through our various agreements with investors we may be required

to repurchase U.S originated mortgage loans sold to an investor if the

loans are uninsured for greater than one year or refund any premium

received where mortgage loans are prepaid or in default within 120

days The mortgage loans are fully collateralized by residential

properties

Securities lending indemnifications

We generally transact securities lending transactions through our joint

venture RBC Dexia IS In these transactions RBC Dexia IS acts as an

agent for the owner of security who agrees to lend the security to

borrower for fee under the terms of pre-arranged contract The

borrower must fully
collateralize the security loaned at all times As

part of this custodial business an indemnification may be provided to

securities lending customers to ensure that the fair value of securities

loaned will be returned in the event that the borrower fails to return the

borrowed securities and the collateral held is insLifficient to cover the

fair value of those securities These indemnifications normally

terminate without being drawn upon The term of these

indemnifications varies as the securities loaned are recallable on

demand Collateral held for our securities lending transactions

typically includes cash or securities that are issued or guaranteed by

the Canadian government U.S government or other OECD countries

Indemnifications

In the normal course of our operations we provide indemnifications

which are often standard contractual terms to counterparties in

transactions such as purchase and sale contracts fiduciary agency

licensing and service agreements director/officer contracts and

leasing transactions These indemnification agreements may require

us to compensate the counterparties for costs inurred as result of

changes in laws and regulations including tax legislation or as

result of
litigation

claims or statutory sanctions that may be suffered

by the counterparty as consequence of the transaction The terms of

these indemnification agreements will vary based on the contract The

nature of the indemnification agreements prevents us from making

reasonable estimate of the maximum potential amount we could be

required to pay to counterparties Historically we have not made any

significant payments under such indemnifications

Other off-balance sheet credit instruments

In addition to financial guarantees we utilize other off-balance sheet

credit instruments to meet the financing needs ol our clients The

contractual amounts of these credit instruments represent the

maximum possible credit risk without taking into account the fair

value of any collateral in the event other parties fail to perform their

obligations under these instruments

Commitments to extend credit represent unused portions of

authorizations to extend credit in the form of loans bankers

acceptances or letters of credit

In securities lending transactions we lend our own or our clients

securities to borrower for fee under the terms of pre-arranged

contract The borrower must fully collateralize the security loaned at

all times

Uncommitted amounts represent an amount forwhich we retain

the option to extend credit to borrower

Documentary and commercial letters of credit which are written

undertakings by us on behalf of client authorizing third party to

draw drafts on us up to stipulated amount under specific terms and

conditions are collateralized by the underlying shipment of goods to

which they relate

Our credit review process our policy for requiring collateral

security and the types of collateral security held are generally the

same as for loans Except for our securities lending and uncommitted

amounts our other off-balance sheet credit instruments can generally

be drawn at any time within the term to maturity and our clients may

draw on these facilities within one year from October 31 2009

However many of these instruments expire without being drawn

upon As result the contractual amounts may not necessarily

represent our actual future credit risk exposure or cash flow

requirements

The following table summarizes the contractual amounts of our other

off-balance sheet credit instruments

Other off-balance sheet credit instruments

2009 2008

Commitments to extend credit

Original term to maturity of year or less 28989 44135

Original term to maturity of more than year 52475 60572

Securities lending 22746 27547

Uncommitted amounts 181172 170780

Documentary and commercial letters of credit 481 558

285863 303592

Includes liquidity facilities

Uncommitted amounts include uncommitted liquidity loan facilities of $24.9 billion

2008 $41.4 billion provided to RBC-administered multi-seller conduits As at

October 31 2009 $nil 2008 $nil was drawn upon on these facilities and is included

in Loans

Pledged assets

In the ordinary course of business we pledge assets with terms and

conditions that are usual and customary to our regular lending

borrowing and trading activities recorded on our Consolidated

Balance Sheets The following are examples of our general terms and

conditions on pledged assets

The risks and rewards of the pledged assets reside with the

pledgor

The pledged asset is returned to the pledgor when the necessary

conditions have been satisfied

The right of the pledgee to sell or re-pledge the asset is

dependent on the specific agreement under which the collateral

is pledged

If there is no default the pledgee must return the comparable

asset to the pledgor upon satisfaction of the obligation

We are also required to provide intraday pledges to the Bank of

Canada when we use the Large Value Transfer System LVTS which is

real-time electronic wire transfer system that continuously

processes all Canadian dollar large-value or time-critical payments

throughout the day The pledged assets earmarked for LVTS activities

are normally released back to us at the end of the settlement cycle

each day Therefore the pledged assets amount is not included in the

table below For the year ended October 31 2009 we had on average

$4.5 billion 2008 $3.2 billion of assets pledged intraday to the

Bank of Canada on daily basis There are infrequent occasions

where we are required to take an overnight advance from the Bank of

Canada to cover settlement requirement in which case an

equivalent value of the pledged assets would be used to secure the

advance There were no overnight advances taken on October 31
2009 and October 31 2008
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Details of assets pledged against liabilities are shown in the following

tables

Pledged assets

2009 2008

Cash and due from banks 665 2443

Interest-bearing deposits with banks 2696 9960

Loans 7422 9821

Securities 53276 45920

Assets purchased under reverse repurchase

agreements 27479 23362

Other assets 205 989

91743 92495

2009 2008

Assets pledged to

Foreign governments and central banks 2824 5706

Clearing systems payment systems and

depositories 2574 2226

Assets pledged in relation to

Securities borrowing and lending 27429 25613

Obligations related to securities sold under

repurchase agreements 44155 30919

Derivative transactions 8040 17664

Covered bonds 5187 5142

Other 1534 5225

91743 92495

Cotlaterat

In the ordinary course of business we enter into collateral agree

ments with terms and conditions that are usual and customary to our

regular lending and borrowing activities recorded on our Consolidated

Balance Sheets The following are examples of our general terms and

conditions on collateral assets that we may sell pledge or repledge

The risks and rewards of the pledged assets reside with the

pledgor

The pledged asset is returned to the pledgor when the necessary

conditions have been satisfied

The right of the pledgee to sell or repledge the asset is

dependent on the specific agreement under which the collateral

is pledged

If there is no default the pledgee must return the comparable

asset to the pledgor upon satisfaction of the obligation

As at October 31 2009 the approximate market value of collateral

accepted that may be sold or repledged by us was $78.9 billion

2008 $83.0 billion This collateral was received in connection with

reverse repurchase agreements securities borrowings and loans and

derivative transactions Of this amount $26.1 billion 2008
$32.6 billion has been sold or repledged generally as collateral

under repurchase agreements or to cover short sales

Lease commitments

Minimum future rental commitments for premises and equipment

under long-term non-cancellable operating and capital leases for the

next five years and thereafter are as follows

Lease commitments

2010 566

2011 499

2012 427

2013 360

2014 308

Thereafter 1202

3362

Substantially all of our lease commitments ure related to operating leases

The minimum lease payments include an imputed interest of capital leases of

$10 million

Litigation

Enron Corp Enron litigation

purported class of purchasers of Enron publicly traded equity and

debt securities between January 1999 and November 27 2001

named Royal Bank of Canada and certain related entities as

defendants in an action entitled Regents of the University of California

Royal Bank of Canada in the United States District Court Southern

District of Texas Houston Division The Regents case was

consolidated with the lead action entitled Newbyv Enran Corp

which is the main consolidated purported Enron shareholder class

action wherein similar claims have been made against numerous

other financial institutions law firms accountants and certain current

former officers and directors of Enron RBC has also been named as

defendant by several individual investors in respect of the losses

suffered by those investors as purchasers of Enron publicly traded

equity and debt securities

In 2005 RBC established litigation provision of $591 million

US$500 million or $326 million after-tax US$276 million in regard

to its Enron-related litigation exposure Our evaluation of several

important developments that occurred during 2008 individually and

in aggregate led us to conclude that litigation provision of

$60 million US $50 million or $33 million after-tax US$27 million

is reasonable Management reviews this provision regularly and on at

least quarterly basis

We will continue to vigorously defend ourselves in all remaining

En ron-related cases and will exercise our judgment in resolving these

claims

Other

Various other legal proceedings are pending that challenge certain of

our practices or actions We consider that the aggregate liability

resulting from these other proceedings will not be material to our

financial position or results of operations
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Note 26 Contractual repricing and maturity cheduLe

The following table details our exposure to interest rate risk as

defined and prescribed by CICA Handbook Section 3862 Financial

Instruments-Disclosures On- and off-balance sheet financial

instruments are reported based on the earlier of their contractual

repricing date or maturity date Effective interest rates have been

disclosed where applicable The effective rates shown represent

historical rates for fixed-rate instruments carried at amortized cost

and current market rates for floating-rate instruments or instruments

carried atfairvalue The following table does not incorporate

managements expectation of future events where expected repricing

or maturity dates differ significantly from the contractual dates We

incorporate these assumptions in the management of interest rate

risk exposure These assumptions include expected repricing of

trading instruments and certain loans and deposits Taking into

account these assumptions on the consolidated contractual repricing

and maturity schedule at October 31 2009 would result in change

in the under-one-year gap from $70.5 billion to $67.7 billion

2008 $63.0 billion to $48.7 billion

Immediately

interest Under to Over to Over to Over Non-rate-

rate-sensitive months months 12 months
years years

sensitive Total

Assets

Cash and depositswith banks 15396 1880 17276

Effective interest rate 2.68%

Securities

Trading 7928 5027 10875 44126 34301 37805 140062

Effective interest rate 5.32% 3.14% 2.500/n 2.62% 3.83%

Available-for-sale 7482 5605 705 18041 11587 2790 46210

Effective interest rate 1.09% .62% 3.40% 3.63% 4.07%

Assets purchased under reverse repurchase

agreements arid securities borrowed 41580 41580

Effective interest rate .40%

Loans net of allowance for loan losses 140133 32369 11872 16345 73972 5896 376 280963

Effective interest rate 1.68% 3.37% 4.97% 5.04% 5.30%

Derivatives 60439 6199 25526 92173

Effective interest rate .40% .28%

Other assets 36725 36725

$200572 $110954 $22513 $27925 $136139 $51784 $105102 $654989

Liabilities

Deposits $166137 $108959 $16125 $29130 71041 5773 1139 $398304

Effective interest rate 1.49% 1.44% 2.44% 2.86% 6.12%

Obligations related to assets sold under

repurchase agreements and securities loaned 33937 525 498 190 35150

Effective interest rate 2.41J 3.11% 2.62% 3.91%

Obligations related to securities sold short 14238 547 331 6417 5964 13862 41359

Effective interest rate .46% 1.41% 2.85% 2.85% 3.97%

Derivatives 55575 4394 24421 84390
Effective interest rate .40%

Other liabilities 248 731 4745 43228 48953

Effective interest rate 2.22% 2.44% 4.08% 5.63%

Subordinated debentures 1177 808 3564 912 6461

Effective interest rate 6.44% 3.70% 5.24% 6.97%

Trust capital securities 1395 1395

Effective interest rate 7.23%

Non-controlling interest in subsidiaries 1219 506 346 2071

Effective interest rate 4.87% 6.82%

Shareholders equity 300 4188 325 32093 36906

$221712 $162706 $17745 $30269 89053 $18415 $115089 $654989

Total gap based on contractual repricing 21140 51752 4768 2344 47086 $33369 9987

Canadian dollar 21117 51850 4741 2381 47003 33334 9741 11
Foreign currency 23 98 27 37 83 35 246 11

Total gap $21140 51752 4768 2344 47086 $33369 9987

Canadian dollar 2008 29221 36638 3174 513 31164 $24247 7788
Foreigncurrency2008 34 75 63 53 56 34 248

Total gap 2008 $29255 36563 3237 460 31220 $24281 7540

Includes loans totalling $2736 million 2008 $3147 milliun to variable interest entities administered by us
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Note 27 Related Party transactions

In the ordinary course of business we provide normal banking

services and operational services and enter into other transactions

with associated and other related corporations including our joint

venture entities on terms similar to those offered to non-related

parties Refer to Note for more information regarding our joint

venture RBC Dexia IS

We grant loans to directors officers and other employees at

rates normally accorded to preferred clients As at October 31 2009

the aggregate indebtedness excluding routine indebtedness to RBC

or its subsidiaries of current directors and executive officers was

approximately $.2 million 2008 $.6 million Routine indebtedness

includes loans made on terms no more favourable than loans to

employees generally but not exceeding $50000 to any director or

executive officer ii loans to employees fully
secured against their

residence and not exceeding their annual salary Hi loans other

than to employees on substantially the same terms available to other

customers with comparable credit ratings and involving no more than

the usual risk of collectability and iv loans for purchases on usual

trade terms or for ordinary travel or expense advances with usual

commercial repayment arrangements We also offer deferred share

and other plans to non-employee directors executives and certain

other key employees Refer to Note 21

Note 28 Results by business and geographic segment

Other

Canadian Wealth International Capital Corporate United Inter

2009 Banking Management Insurance Banking Markets Support Total Canada States national

Net interest income 947 397 687 399 924 11 506 828 134 544

Non-interest income 2943 3683 5715 903 3524 832 17600 9464 5.565 2571

Total revenue 9890 4080 5715 2590 6923 92 29106 17292 7699 4115

Provision for credit losses 1275 980 702 456 3413 1479 1821 113

Insurance policyholder

benefits claims and

acquisition expense 4609 4609 2100 1571 938

Non-interest expense 4729 3262 559 2346 3628 34 14558 7632 4572 2354

Goodwill impairment

charge 1000 1000 1000

Net income loss before

income taxes 3886 818 547 1736 2593 582 5526 6081 1266 710

Income taxes recoveries 1223 235 51 299 826 468 1568 1707 132

Non-controlling interest
92 100 92

Net income loss 2663 583 496 1446 1768 206 3858 4282 1132 708

Less Preferred dividends 56 30 10 58 62 17 233 118 78 37

Net income loss available

to common shareholders 2607 553 486 1504 1706 223 3625 4164 1210 671

Average assets 258900 20500 13100 63700 347900 8800 695300 375000 144500 175800

Other

canadian Wealth International Capital Corporate
United inter-

2008 Banking Management Insurance Banking Markets Support Total Canada States national

Net interest income 6718 468 1330 1527 995 9048 6929 1132 987

Non-interest income 2868 3519 2610 771 2408 358 12534 8220 2521 1793

Total revenue 9586 3987 2610 2101 3935 637 21582 15149 3653 2780

Provision forcredit losses 867 497 183 47 1595 924 643 28

Insurance policyholder

benefits claims and

acquisition expense 1631 1631 922 30 679

Non-interest expense 4758 3038 576 1876 2121 18 12351 7490 2991 1870

Net income loss before

income taxes 3961 948 403 272 1631 666 6005 5813 11 203

Iricometaxes 1299 283 14 128 465 564 1369 1750 159 222

Non-controlling interest
76 81 76

Netincomeloss 2662 665 389 153 1170 178 4555 3987 152 416

Less Preferred dividends 28 12 21 23 13 101 60 30 11

Net income loss available

to common shareholders 2634 653 385 174 1147 191 4454 3927 122 405

Averageassets2 232300 16900 12600 51300 340300 3100 650300 354700 143500 152100

Other

Canadian Wealth International Capital Corporate
United Inter-

2007 Banking Management Insurance Banking Markets Support Total Canada States national

Netinterestincome 6353 427 1031 623 732 7702 6402 412 888

Non-interest income 2976 3565 3192 884 3766 377 14760 8638 4322 1800

Total revenue 9329 3992 3192 1915 4389 355 22462 15040 4734 2688

Provision for recovery of

credit losses 788 109 22 85 791 696 90

Insurance policyholder

benefits claims and

acquisition expense 2173 2173 1230 474 469

Non-interest expense 4748 2902 537 1481 2769 36 12473 7409 3405 1659

Net income loss before

incometaxes 3793 1089 482 325 1642 306 7025 5705 765 555

Incometaxes 1248 327 40 74 278 575 1392 1705 62 251

Non-controlling interest 72 60 141 83 49

Netincome 2545 762 442 242 1292 209 5492 3917 778 797

Less Preferred dividends 29 14 20 11 88 56 24

Net income available to

common shareholders 2516 753 437 228 1272 198 5404 3861 754 789

Average assets 207500 16600 12500 39700 311200 6500 581000 317900 135100 128000

Taxable equivalent basis

Calculated using methods intended to approximate the average of the daily balances for the period
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Note 28 Results by business and
geographi

segment continued

Revenue by business line

Banking

Weatth management
Insurance

Capital markets sales and trading

Corporate and investment banking

RBC Dexia IS

Other

Total

Composition of business segments

Canadian Banking comprises our domestic personal and business

banking operations and certain retail investment businesses

Wealth Management serves affluent and high net worth clients in

Canada the U.S Latin America Europe and Asia with full suite of

investment trust and other wealth management solutions We also

provide asset management products and services directly through

other RBC distribution channels and through third-party distributors

to institutional and individual clients

Insurance comprises Canadian Insurance U.S Insurance and

International Other In Canada we offer our products and services

through our growing proprietary channels including retail insurance

branches call centers and our career sales force as well as through

independent insurance advisors and travel agencies In the U.S we

offer products through independent marketing organizations call

centres financial institutions and our career sales force Outside

North America we operate in reinsurance businesses across the

globe

International Banking comprises Banking and our joint venture

RBC Dexia IS Banking includes our banking businesses in the U.S

and Caribbean which offer range of financial products and services

to individuals business clients and public institutions in their

respective markets RBC Dexia IS offers an integrated suite of

products to institutional investors worldwide

Capital Markets comprises our global wholesale banking

businesses providing corporate public sector and institutional clients

with wide range of products and services In No-th America we offer

full suite of products and service capabilities Internationally we
have select but diversified set of capabilities which includes fixed

income equity foreign exchange structured products and

investment banking

Management reporting framework

Our management reporting framework is intended to measure the

performance of each business segment as if it was stand-alone

business and reflect the way that business segment is managed This

approach ensures our business segments results reflect all relevant

revenue and expenses associated with the conduct of their business

and depicts how management views those resultt These items do

not impact our consolidated results

The expenses in each business segment may include costs or

services directly incurred or provided on their behalf at the enterprise

level For other costs not directly attributable to one of our business

segments we use management reporting framework that uses

assumptions estimates and methodologies for allocating overhead

costs and indirect expenses to our business segments and that

assists in the attribution of capital and the transfer pricing of funds to

our business segments in manner that fairly and consistently

measures and aligns the economic costs with the underlying benefits

and risks of that specific business segment Activities and business

conducted between our business segments are generally at market

rates All other enterprise level activities that are not allocated to our

four business segments are reported under Corporate Support

Our assumptions and methodologies used in our management

reporting framework are periodically reviewed by management to

ensure they remain valid The capital attribution methodologies

involve number of assumptions and estimates that are revised

periodically

Changes made in 2009

We made the following key changes to our business segments during

the year Unless specifically stated comparative amounts have been

revised and did not have an impact on our consolidated results

These realignments did not impact the presentation of consolidated

results for Capital Markets and Insurance

In the first quarter we realigned Capital Markets into two main

businesses Capital Markets Sales and Trading and Corporate

and Investment Banking

In the fourth quarter we realigned Insurance into three main

businesses Canadian Insurance U.S Insurance and

International Other Insurance

Geographic segments

For geographic reporting our segments are grouped into Canada

United States and Other International Transactions are primarily

recorded in the location that best reflects the risk due to negative

changes in economic conditions and prospects for growth due to

positive economic changes This location frequently corresponds with

the location of the legal entity through which the business is

conducted and the location of our clients Transactions are recorded

in the local currency and are subject to foreign exchange rate fluctua

tions with respect to the movement in the Canadian dollar

2009 2008

Includes curds and payment solutions

Taxable equivalent basis

Consists of Global Credit and Research business and includes the tax equivalent basis adjustment which is discussed below

11770 10832

4080 3937

5715 2610

5247 1824

1676 2111

710 855

92 637

29106 21582

2007

10485

3992

3192

2453

1936

759

355

22462
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Note 29 Nature and extent of risks arising from financial instruments

We are exposed to credit market and liquidity and funding risks as

result of holding financial instruments Our risk measurement and

objectives policies and methodologies for managing these risks are

disclosed in the shaded text along with those tables specifically

marked with on asterisk on pages 40 to 54 of the Management

Discussion and Analysis These shaded text and tables are an integral

part of these Consolidated Financial Statements

Concentrations of credit risk exist if number of clients are

engaged in similar activities are located in the same geographic

region or have comparable economic characteristics such that their

ability to meet contractual obligations would be similarly affected by

changes in economic political or other conditions

Concentrations of credit risk indicate the relative sensitivity of

our performance to developments affecting particular industry or

geographic location The amounts of credit exposure associated with

our on- and off-balance sheet financial instruments are summarized

in the following table

Concentration of credit risk

2009 2008

Other Other

Inter Inter-

Canada united States Europe national Total Canada United States Europe national Total

On-balance sheet assets other

than derivatives $245193 73% 80.463 15% $28.778 9% $10321 3% $334758 $240620 69% 56382 16% 40519 12% $10337 3% $347858

Derivatives before master

netting agreement 14668 16 19854 22 48412 54 6778 89.712 24033 18 27106 21 69728 53 10716 131583

$259861 61% 70317 17% $77190 18% $17.099 4% $424467 $264653 55% 83488 18% $110247 23% $21053 4% $479441

Off-balance sheet credit

instruments

Committed and

uncommitted $180369 69% 47227 18% $18672 6% $19368 7% $262636 $177317 64% 62932 23% 17388 6% $17850 7% $275487

Other 22805 57 8187 21 8116 20 627 39735 24820 51 11047 23 10615 22 1998 48480

$203174 67% 55414 18% $23788 8% $19998 7% $302371 $202137 62% 73979 23% 28003 9% $19848 6% $323967

Includes asoets purchased
under reverse reparchase agreements and securities borromed loans and customers liability under acceptances The largest concentrations in Canada are Ontario

at 50% 2008 51% the Prairies at 18% 2008 16% British Columbia and the territories at 17% 2008 16% and Quebec at 11% 2008 12% No industry accounts for more than

18% 2008 39% of total on-balance sheet credit instruments

The largest concentration of credit exposure by coanterparty type is banks at 67% 2008 62%
Excludes credit derivatives classified as other thae trading with replacement cost of $128 million 2008 $400 million

Represents financial instruments with contractual amounts representing credit risk

Retail and wholesale commitments comprise 39% 2008 32% and 61% 2008 68% respectively of our total commitments The largest sector concentration in the wholesale portfolio

relates to Non-bank financial services at 20% 2008 34% Financing products at 16% 2008 6% Energy at 10% 2008 9% Real estate and related at 7% 2008 7% Other services

at 7% 2008 5% Bunk at 3% 2008 11% and Sovereign at 6% 2008 6%

Note 30 Capital management

Regulatory capital and capital ratios

Capital levels for Canadian banks are regulated pursuant to guide

lines issued by OSFI based on standards issued by the Bank for

International Settlements Basel Committee on Banking Supervision

Regulatory capital is allocated to two tiers Tier and Tier Tier

capital comprises the highest quality capital and is core measure of

banks financial strength Tier capital consists of more permanent

components of capital is free of mandatory fixed charges against

earnings and has subordinate legal position to the rights of

depositors and other creditors of the financial institution Tier

capital is composed of supplementary capital instruments that

contribute to the overall strength of financial institution as going

concern Total capital is defined as the sum of Tier and Tier

capital

Regulatory capital ratios are calculated by dividing Tier and

Total capital by risk-adjusted assets RAA OSFI requires banks to

meet minimum risk-based capital requirements for exposures to

credit risk operational risk and where they have significant trading

activity market risk RAA is calculated for each of these risk types and

added together to determine total RAA

In addition OSFI formally establishes risk-based capital targets

for deposit-taking institutions in Canada These targets are currently

Tier capital ratio of greater than or equal to 7% and Total capital

ratio of greater than or equal to 10% In addition to the Tier and

Total capital ratios Canadian banks are required to ensure that their

assets-to-capital multiple which is calculated by dividing gross

adjusted assets by Total capital does not exceed maximum level

prescribed by OSFI Our assets-to-capital multiple remains below the

maximum prescribed by OSFI

Regulatory capital and capital ratios

2009 2008

Capital

Tier capital 31774 25031

Total capital 34881 30710

Risk-adjusted assets

Credit risk 185051 229537

Market risk 23321 17220

Operational risk 36465 31822

Total risk-adjusted assets 244837 278579

Capital ratios

Tier capital 13.0% 9.0%

Total capital 14.2% 11.0%

Assets-to-capital multiple 16.3X 20.IX
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Note 31 Reconciliation of the application of
Fanadian

and United States generally accepted accounting principles

Our Consolidated Financial Statements are prepared in accordance Securities and Exchange Commission SEC material differences

with Subsection 308 of the Act which states that except as otherwise between Canadian and U.S GAAP are quantified and described

specified by OSFI our Consolidated Financial Statements are to be below

prepared in accordance with Canadian GAAP.As required by the U.S

Condensed Consolidated Balance Sheets

2009 2008

Canadian U.S Canadian U.S

GAAP Differences GAAP GAAP Differences GMP

Assets

Cash and due from banks 8353 119 8234 11086 133 10953

Interest-bearing deposits with banks 8923 6047 2876 20041 12503 7538

Securities 186272 5472 180800 171134 677 171811

Assets purchased under reverse repurchase agreements

and securities borrowed 41580 1135 40445 44818 3086 41732

Loans net of aUowance for loan losses 280963 978 279985 289540 2638 286902
Other 128898 53703 75195 187240 54895 132345

654989 67454 587535 723859 72578 651281

Liabilities and shareholders equity

Deposits 398304 20766 377538 438575 21069 417506

Other 209852 46053 163799 242744 50930 191814

Subordinated debentures 6461 6461 8131 41 8172

Trust capital securities 1395 1395 1400 1400
Non-controlling interest in subsidiaries 2071 1427 3498 2371 1396 3767

Shareholders equity 36906 667 36239 30638 616 30022

654989 67454 587535 723859 72578 651281

On October 12008 we reclassified $3476 million of securities from Trading securities to Available-for-sale securities Referto the Reclassification of securities and impairment of available-

for-sale debt securities section later in this note

Includes adjustments of $70824 million related to Derivatises which are primarily due to offsetting amounts under master netting agreements under U.S GMP Refer to the section Material

differences between Canadian and U.S GAAP Right of offset later in this note

Includes adjustments $66546 million related to Oerivatises which are primarily dae to offsetting amounts under master netting agreements under U.S GAAP Refer to the section Material

differences between Canadian and U.S GMP Right of offset later in this note

Included in our consolidated net income as at October 31 2209 was $582 million 2008 $538 million of undistributed earnings of our joint ventares and investments accounted for using

the equity method under U.S GAAP

Condensed Consolidated Statements of Income

2009 2008 2007

Net income Canadian GMP 3858 4555 5492
iffe re ces

Net interest income

Jointventures 153 165 115
Liabilities and equity 101 112 115

Non-interest income

Insurance accounting 2000 289 202
Derivative instruments and hedging activities 31 107 56

Classification and measurement of certain financial instruments and

application of the fair value option 290 506
Joint ventures 646 681 650

Insurance policyholder benefits claims and acquisition expense 1917 368 137

Non-interest expense

Insurance accounting 82 72 69

Joint ventures 719 724 653

Other 116 91 12

Income taxes and net difference in income taxes due to the above items 99 342 66

Non-controlling interest in net income of subsidiaries

Liabilities and equity 101 101

Net income U.S GAAP 3733 4075 5541

Basic earnings per share ji

Canadian GAAP 2.59 3.41 4.24

U.S GAAP 2.50 3.03 4.26

Diluted earnings per share

Canadian GAAP 2.57 3.38 4.19

U.S GMP 2.48 3.00 21
The impact of calculating earnings per share using the two-cuss method reduced U.S G.AP basic and diluted earnings per share for all periods presented by less than one cent Please refer

to the section Material differences between Canadian and U.S GAAP later in this note for details of this two-class method
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Condensed Consolidated Statements of Cash Flows

2009 2008 2007

Cash flows from operating activities Canadian GAAP 7403 11381 22500

U.S GAAP adjustment for net income 125 480 49

Adjustments to determine net cash used in operating activities 3990 1875 1419

Net cash from operating activities U.S GAAP 3288 9026 21130

Cash flows from used in investing activities Canadian GAAP 15918 44602 39717
Adjustments to determine net cash from investing activities 2009 5059 2450

Net cash from used in investing activities U.S GAAP 17927 39543 37267

Cash flows used in from financing activities Canadian GAAP 25783 39198 17374

Adjustments to determine net cash from used in investing activities 2120 2759 1057

Net cash used in from financing activities U.S GAAP 23663 36439 16317

Effect of exchange rate changes on cash and due from banks 271 883 332

Net change in cash and due from banks 2719 6805 152
Cash and due from banks at beginning of year 10953 4148 4300

Cash and due from banks at end of year U.S GAAP 8234 10953 4148

Accumulated other comprehensive income loss net of income taxes

2009 2008 2007

Canadian GAAP Differences U.S GAAP Canadian GMP Differences U.S GAAP U.S GAAP

Transition adjustments 59 80 21 45 45

Unrealized gains tosses on avaitable-for-sate securities

Transition adjustment and unrealized gains tosses of other-than-

-temporarily-impaired debt securities 39 39
Net unrealized gains tosses of other securities 76 440 364 1068 57 1011 68

Unrealized foreign currency translation gains tosses net of hedging
activities 1374 45 1329 802 45 757 3211

Gains tosses on derivatives designated as cash flow hedges 325 56 381 443 86 529 20

Additional pension obligation 956 956 523 523 541

Accumulated other comprehensive income toss net of income taxes 1716 646 2362 2358 462 2820 3664

Transition adjustment differences consist of $104 million related to the reclassification as of November 2008 of certain securities from available-for-sale to loans in accordance with

the CICAs amendments to Section 3855 referto Note ii $18 million related to the adoption of the fairvalue option standard in Topic 825-30 FA5 159 referto the section Application

ofthefairvalae option below iii $3 million related totheimplementation of measurementdate requirements inTopic 715 FAS 158 refertothe section Pensionsand otherpost

employment benefits below and iv $45 million in 2008 related to the adoption of CICA Section 1530 Comprehensive Income on November 2006

Forthe debt securities that we do not intend to sell or it is more likely than not that we will not be reqaired to sell before recovery
of the amortized costs the credit related portion of the

unrealized loss was recognized in income and the non-credit related portion in OCI under U.S GMP
Transitional adjustment upon adoption of Topic 320 FSP FAS 115-2 and FAS 124-2 as at May 12009 was net unrealized loss of $225 million aftertaxes Referto the section Other-than-

temporary impairment of securities below

Consolidated Statements of Comprehensive Income

2009 2008 2007

Canadian GAAP Differences U.S GAAP Canadian GAAP Differences U.S GMP U.S GAAP

Net income 3858 125 3733 4555 480 4075 5541

Other comprehensive income net of taxes

Net unrealized gains losses on available-for-sate

securities net of reclassification adjustments
Unrealized gains tosses of other-than-temporarily

impaired debt securities 186 186

Net unrealized gains losses of other securities 992 383 1375 1003 76 1079 123
Unrealized foreign currency translation losses gains 2973 2971 5080 46 5126 3014
Reclassification of losses gains on foreign currency

translation to income

Net foreign currency translation gains losses from

hedging activities 2399 2399 2672 2672 1804

Net gains tosses on derivatives designated as cash

flow hedges 156 29 185 603 603 81

Reclassification of gains tosses on derivatives

designated as cash flow hedges to income 38 37 49 54 26

Additional pension obligation 433 433 18 18 50

Total comprehensive income 4396 41 4437 5403 484 4919 4364

Income taxes recovery deducted from the above items

Net unrealized gains losses on available-for-sate

securities 495 243 738 577 64 513 48
Net foreign currency translation gains losses from

hedgingactivities 1102 1102 1361 1361 911

Net gains losses on derivatives designated as cash

flow hedges 69 13 82 304 304 43

Reclassification of gains tosses on derivatives

designated as cash flow hedges to income 17 16 23 26 13

Additional pension obligation 199 199 27

Total income taxes recovery 1649 58 1707 2219 76 2143 946

Represents anrealized gains and losses of other-than-temporarily impaired debt secarities since May 2009 the adoption
date of Topic 320 FSP FAS 115-2 and FA5 124-2 refer to the

section Other-than-temporary impairment of secarities below

The difference inclades $26 million related to the reclassification as of November 2008 of certain securities from available-for-sale to loans in accordance with the CICAs amendments to

Section 3855 Referto Note

The difference includes $1 million related to the reclassification as of November 2008 of certain securities from available-for-sale to loans in accordance with the CICAs amendments to

Section 3855 Refer to Note
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Note 31 Reconciliation of the application of anadian and United States generally accepted accounting principles continued

Material balance sheet recanciling items

The following tabtes present the increases or decreases in assets liabilities and shareholders equity by material differences between

Canadian and U.S GAAP

iL

fl tOO

2009

Assets

Cash and due from banks 8353 119 119 8234

lnterest.bearing deposits with banks 8923 4078 1969 6047 2876
Securities 186272 3425 406 233 189 1598 5472 180800
Assets purchased under reverse repurchase

agreements and securities borrowed 41580 1135 1135 40445
Loans 280963 704 953 669 10 978 279985
Other assets 128898 5172 3167 1190 255 18 71 8474 8940 70767 157 53703 75195
Liabilities and shareholders equity

Deposits 398304 12860 7899 20766 377538
Other liabilities 209852 1771 2881 42 34 1044 8663 8940 65766 28 46053 163799
Subordinated debentures 6461 6461
Trust capital securities 1395 1395 1395
Non.controlling interest in subsidiaries 2071 1429 1427 3498
Shareholders

equity 36906 286 173 22 24 973 147 667 36239

fl
so 00

IiflutIiI1Ii
2008

Assets

Cash and due from banks 11086 133 133 10953

Interest-bearing deposits with banks 20041 5017 7486 12503 7538
Securities 171134 1460 940 240 3316 677 171811

Assets purchased under reverse repurchase

agreements and securities borrowed 44818 3085 3086 41732

Loans 289543 2635 2638 286902
Otherassets 18724D 5893 3538 1023 51 280 19 256 14108 13360 81208 121 54895 132345

Liabilities and shareholders equity

Deposits 438575 16124 91 5029 21069 417506

Other liabilities 242744 2061 3801 46 34 267 17424 13360 83665 23 50930 191814
Subordinated debentures 8131 41 41 tl172

Trust capital securities 1401 1400 1400

Non-controlling interest in subsidiaries 2371 38 1434 1396 3767
Shareholders equity 30633 263 83 86 40 27 523 106 616 30022

Accounting Standards Codification

In June 2009 the Financial Accounting Standards Board FASB
issued FASB Statement No 168 FASBAccounting Standards

Codification and the Hierarchy of Generally Acceped Accounting

Principles replacement of FASB Statement No 162 FAS 168 or

Codification which was applicable to us for the year ended October

31 2009 The new standard represents the FASBs codification of its

accounting standard into single source of authoritative non

governmental U.S GAAP Our references to U.S GAAP are based on

using the new codification topic numbers with the previous refer

ences in parenthesis The FASB will no longer issue new standards in

the form of Statements FASB Interpretations FINs FASB Staff

Positions FSPs or Emerging Issues Task Force Abstracts EITFs

Instead it will issue Accounting Standards Updates ASU5 which will

serve to update the Codification provide background information

about the guidance and bases for conclusions on changes to the

Codification

Material differences between Canadian and U.S GAAP

Joint ventures

Investments in joint ventures other than VIEs are accounted for

using the equity method under U.S GAAP and are proportionately

consolidated under Canadian GAAP

Insurance accounting

Classification of securities Under U.S GAAP fixed income and equity

investments are included in available-for-sale securities and are

carried at estimated fairvalue Unrealized gains and losses net of

income taxes are reported in AOCI within Shareholders equity
Realized gains and losses are included in Non-interest income when
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realized Under Canadian GMP fixed income and equity investments are

classified as available-for-sale securities except for those supporting the

policy benefit liabilities of life and health insurance contracts and

portion of property and casualty contracts which are designated as held-

for-trading using the fair value option Available-for-sale and held-for-

trading securities are carried at fair value however the unrealized gains

and losses for available-for-sale securities are reported in AOCI net of

taxes whereas held-for-trading investments which are designated using

the fair value option are reported in income Refer to Application of the

fair value option below

Insurance claims and policy benefit liabilities nder U.S GAAP

liabilities for life insurance contracts except universal life and

investment-type contracts are determined using the net level

premium method which includes assumptions for mortality

morbidity policy lapses surrenders investment yields policy

dividends and direct operating expenses These assumptions are not

revised unless it is determined that existing deferred acquisition

costs cannot be recovered For universal life and investment-type

contracts liabilities represent policyholder account balances and

include net level premium reserve for some contracts The account

balances represent an accumulation of gross deposits received plus

credited interest less withdrawals expenses and mortality charges

Underlying reserve assumptions of these contracts are subject to

review at least annually Property and casualty claim liabilities

represent the estimated amounts required to settle all unpaid claims

and are recorded on an undiscounted basis Under Canadian GAAP

liabilities for life insurance contracts are determined using the CALM
which incorporates assumptions for mortality morbidity policy

lapses surrenders investment yields policy dividends and

maintenance expenses To recognize the uncertainty in the assump
tions underlying the calculation of the liabilities margin for adverse

deviations is added to each assumption These assumptions are

reviewed at least annually and updated in response to actual

experience and market conditions Property and casualty claim

liabilities represent the estimated amounts required to settle all

unpaid claims and are recorded on discounted basis

Insurance revenue Under U.S GAAP amounts received for universal

life and other investment-type contracts are not included as revenue

but are reported as deposits to policyholders account balances in

Insurance claims and policy benefit liabilities Revenue from these

contracts are limited to amounts assessed against policyholders

account balances for mortality policy administration and surrender

charges and is included in Non-interest income when earned

Payments upon maturity or surrender are reflected as reductions in

the Insurance claims and policy benefit liabilities Under Canadian

GAAP premiums for universal life and other investment-type

contracts are recorded as Non-interest income and changes in the

liabilities for future policy benefits are recorded in Insurance policy

holder benefits claims and acquisition expense

Policy acquisition costs Under U.S GAAP acquisition costs are

deferred in Other assets The amortization method of the acquisition

costs is dependent on the product to which the costs relate For long-

duration contracts they are amortized in proportion to premium

revenue For universal life and investment-type contracts

amortization is based on constant percentage of estimated gross

profits Under Canadian GAAP the costs of acquiring new life

insurance and annuity business are implicitly recognized as

reduction in Insurance claims and policy benefit liabilities

Value of business acquired Under U.S GAAP the value of business

acquired VOBA is determined at the acquisition date and recorded

as an asset The VOBA asset is amortized and charged to income

using the same methodologies used for policy acquisition cost

amortization but reflects premiums or profit margins after the date of

acquisition only Under Canadian GAAP the value of life insurance in-

force policies acquired in business combination is implicitly

recognized as reduction in policy benefit liabilities

Reinsurance Under U.S GAAP reinsurance recoverables are recorded

as an asset on our Consolidated Balance Sheets while under

Canadian GAAP reinsurance recoverables of life insurance business

related to the risks ceded to other insurance or reinsurance

companies are recorded as an offset to Insurance claims and policy

benefit liabilities

Separate accounts Separate accounts are recognized on our

Consolidated Balance Sheets under U.S GAAP Under Canadian GMP
assets and liabilities of separate accounts known as segregated funds

in Canada are not recognized on our Consolidated Balance Sheets

Classification and measurement of certain financial instruments

Differences in presentation on the balance sheet Certain investments

in private equities measured at cost are included in Other assets

under U.S GMP and presented under Securities under Canadian

GAAP In addition certain MBS where management intends to sell

them in the near term are classified as available-for-sale under U.S

GAAP and as held-for-trading under Canadian GAAP

Differences in reclassification of securities As described in Note

pursuant to the CICAs amendments to sections 3855 3861 and

3862 we reclassified certain securities from held-for-trading to

available-for-sale as of August 2008 under Canadian GAAP For

purposes of our U.S GAAP results these were reclassified on October

2008 Excluded from reclassification for U.S GAAP purposes were

U.S Municipal guaranteed investment contracts and U.S MBS

because the entities which hold those securities are prohibited from

classifying securities as available-for-sale

Under Canadian GAAP as of November 2008 certain held-for-

trading and available-for-sale securities were reclassified to loans

and certain loans were reclassified to held-for-trading Refer to Note

for details Such reclassifications are not permitted under U.S GAAP

Differences in measurement af other-than-temporary impairment

losses for available-for-sale debt securities Under U.S GAAP the

unrealized loss of an available-for-sale debt security is an other-than-

temporary impairment when the entity has the intent to sell the

security ii it is more likely than not that the entity will be required to

sell the security before recovery of the amortized cost or iii the

entity does not expect to recover the entire amortized cost of the

security credit loss even though it will not sell the security If one of

the first two conditions is met the full amount of the unrealized loss

in AOCI should be recognized in income If these two conditions are

not met but the entity has incurred credit loss on the security the

credit loss and the non-credit related loss are recognized in income

and OCI respectively Under Canadian GAAP ifan impairment on an

available-for-sale security is deemed to be other-than-temporary the

total unrealized losses are recognized in income

Under Canadian GAAP an impairment loss on an available-for-sale

debt security is reversed if in subsequent period the fair value of

the instrument increases and the increase can be objectively related

to an event occurring after the loss was recognized Under U.S GAAP

reversal of impairment losses is not permitted for available-for-sale

debt securities

Application of the fair value option

Between November 2006 and November 2008 U.S GAAP only

allowed the following financial instruments to be measured at fair

value with changes in fair value to be recognized in net income

any hybrid financial instrument that contains an embedded derivative

that requires bifurcation at its fair value and ii servicing rights

Effective November 12008 U.S GAAP was revised to permit an

entity to report additional financial assets and liabilities at fair value

pursuant to Topic 82 5-10 Financial Instruments Topic 82 5-10 FASB

Statement No 159 The Fair Value Option for Financial Assets and

Liabilities As of November 2006 Canadian GAAP permitted any

financial instrument to be designated as held-for-trading on its initial

recognition fair value option subject to certain restrictions imposed

by OSFI provided the fair value of the instrument is reliably

measurable Our GAAP difference arises primarily due to our

application of the fair value option to our investments supporting

the policy benefit liabilities on life and health insurance contracts

issued by our insurance operations under Canadian GAAP but not U.S

GAAP and ii certain U.S residential mortgages under U.S GAAP and

not Canadian GMP
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Note 31 Reconciliation of the application of nadian and United States generally accepted accounting principles continued

Limited partnerships

Under U.S GAAP the equity method is used to account for invest

ments in limited partnerships that are non-VIEs or unconsolidated

VIEs ifwe own at least 3% of the total ownership interest Under

Canadian GMP we use the equity method for these investments if

we have the ability to exercise significant influence generally

indicated by an ownership interest of 20% or more

Stock appreciation rights SARs
Between November 29 1999 and June 2001 options granted

underthe employee stock option plan were accompanied by tandem

SAR5 whereby participants could choose to exercise SAR instead of

the corresponding option In such cases the participants would

receive cash payment equal to the difference between the closing

price of our common shares on the day immediately preceding the

day of exercise arid the exercise price of the option Under U.S GAAP

compensation expense would be measured using estimates based on

past experience of participants exercising SARs rather than the

corresponding options On November 2005 we adopted guidance

under Topic 718 Compensation Stock Compensation Topic 718

FASB Statement No 123 revised 2004 Share-B cised Payment and

its related FSPs which requires that the compensation expense

associated with these awards be measured assuming that all

participants will exercise SARs Under the transition giuidelines of the

guidance the requirements of Topic 718 are applicable to awards

granted after the adoption Since these SARs were awarded prior to

adoption of the guidance they continue to be accounted for under

the previous accounting guidance Under Canadian GAAP for stock

options granted with SAR5 liability is recorded for the potential

cash payments to participants and compensation expense is

measured assuming that all participants will exercise SAR5

Liabilities and equity

Under U.S GAAP shares issued with conversion or conditional

redemption features are classified as equity Shares that are

mandatorily redeemable requiring the issuer to redeem the

instruments upon specified date or upon an event that is certain to

occur are classified as liabilities Under Canadian GAAP financial

instruments that can be settled by variable num ber of our common

shares upon their conversion by the holder are classified as

liabilities As result certain of our preferred shares and RBC TruCS

are classified as liabilities under Canadian GAAP Dividends and yield

distributions on these instruments are included in Interest expense in

our Consolidated Statements of Income

Pension and other post-employment benefits

Topic 715 Compensation RetirementBenefits Topic 715 FASB

Statement No 158 EmployersAccounting for Defined Benefit

Pension and Other Past-retirement Plans an amendment of FASB

Statements No 87 88 106 and 132R requires an entity to

recognize the funded status of benefit plan on the balance sheet

and ii recognize in OCI the existing unrecognizec net actuarial gains

and losses prior service costs and credits and net transitional assets

or obligations We are also required to measure defined benefit plan

assets and obligations as at the year-end date We adopted these

requirements in 2009 and the impact is disclosed in the Pensions and

other post-employment benefits section presented later in this note

Canadian GAAP does not have the same requirements as Topic 715

For defined benefit plan the plan assets and the benefit obligations

may be measured as of date not more than three months prior to

the year-end We measure our benefit obligations and pension plan

assets as at September30 each year

Trade date accounting

For securities transactions under U.S GAAP trade date basis of

accounting is used for both our Consolidated Balance Sheets and our

Consolidated Statements of Income Under Canadian GAAP

settlement date basis of accounting is used for our Consolidated

Balance Sheets whereas trade date basis of accounting is used for

our Consolidated Statements of Income

Non-cash collateral

Under U.S GAAP non-cash collateral received in securities lending

transactions is recorded on our Consolidated Balance Sheets as an

asset and corresponding obligation to return it is recorded as

liability
ifwe have the ability to sell or repledge it whereas under

Canadian GAAP it is not recognized on our Consolidated Balance

Sheets

Right of offset

When financial assets and liabilities are subject to legally

enforceable right of offset and we intend to settle these assets and

liabilities with the same party either on net basis or simultaneously

the financial assets and liabilities may be presented on net basis

under U.S GAAP and Canadian GAAP As result of recent

amendments to U.S GAAP an entity is permitted to report on net

basis the fairvalue of its derivative contracts and related cash

collateral with counterparty with whom it has master netting

agreement regardless of whether there is intent to settle on net

basis however this is not permitted under Canadian GAAP Refer to

Significant accounting changes Offsetting of amounts related to

certain contracts later in this note for additional details on this

amendment In addition the netting criteria may be applied to

tn-party transaction under Canadian GAAP

Deferred unrealized gains or losses at inception

An unrealized gain or loss at inception for financial instruments is the

difference between the transaction price and its fair value on the

trade date U.S GAAP eliminates the deferral of unrealized gains or

losses at inception on certain derivative instruments whose fair value

is measured using unobservable market inputs Under Canadian

GAAP these unrealized gains or losses at inception are deferred

Derivative instruments and hedging activities non-derivative

hedging instrument

Certain foreign currency-denominated available-for-sale assets have

been hedged against foreign currency-denominated deposits In order

to qualify for hedge accounting under U.S GAAP the hedging

instrument should be derivative unless it is hedge of foreign

exchange exposure of net investment in self-sustaining foreign

operation or it relates to unrecognized firm commitments Accord

ingly the change in fair value of the available-for-sale assets

including the foreign exchange gain or loss is recognized in AOCI

whereas the change in translation gain or loss on the foreign

currency-denominated deposits is recorded in income resulting in

mismatch Under Canadian GAAP non-derivative hedging

instrument can be used to hedge any foreign currency risk exposure

Two-class method of calculating earnings per share

When calculating earnings per share under U.S GAAP we are

required to give effect to securities or other instruments or contracts

that entitle their holders to participate in undistributed earnings when

such entitlement is nondiscretionary and objectively determinable

Canadian GAAP does not have such requirement

Cumulative translation adjustment

Under U.S GAAP foreign currency translation gains and losses

relating to our self-sustaining foreign operations that have been

accumulated in AOCI can be recognized in income only when the

foreign operation has been substantially or fully liquidated Under

Canadian GAAP these gains and losses can be recognized in income

when there is reduction in the net investment of our foreign

operations which may be even due to dividend distribution

Loans held-for-sale

Under U.S GAAP loans held-for-sale are recorded at the lower of cost

or fair value Under Canadian GAAP loans held-for-sale in the near

term are measured at fair value
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Restricted net assets

Certain of our subsidiaries and joint ventures are subject to regulatory

requirements of the jurisdictions in which they operate When these

subsidiaries and joint ventures are subject to such requirements they

may be restricted from transferring to us our share of their assets in

the form of cash dividends loans or advances At October 31 2009

restricted net assets of these subsidiaries were $15.5 billion 2008
$16.3 billion

Pensions and other post-employment benefits

The following information on our defined benefit plans is in addition

to that disclosed in Note 20

In 2009 we changed our measurement date from September30

to October31 as described in the section Material differences

between Canadian and U.S GAAP earlier in this note The impact to

Retained Earnings and AOCI net of taxes of adopting this

measurement date requirement are presented in the following table

2009

Balance at the beginning of the
year

Before adopting

measurement After adopting

requirements measurement

in Topic requirements in

715-20 Adjustments Topic 715-20

Retained earnings 14 14
Accumulated other comprehensive loss 523 526

The funded status and discount rate using the new measurement date as at October 31 2009 are as follows

2009

Pension Other post-

plans employment plans Total

Other assets

Prepaid pension benefit cost 6268 25 6293

Other liabilities

Accrued pension and other post-employment benefit expense 6810 1340 8150

Funded status excess of benefit obligation over plan assets 542 1315 1857

Weighted average assumptions to calculate benefit obligation

Discount rate 6.30% 6.32%

The under-funded status of the pension plans and other post- Consolidated Balance Sheet in Other liabilities The accumulated

employment plans of $542 million and $1315 million 2008 $355 benefit obligations for the pension plans were $6451 million as at

million and $1272 million respectively is recognized on our October 31 2009 2008 $5757 million

The pre-tax amounts included in AOCI are as follows

2009 2008

Other post Other post-

Pension employment Pension employment

plans plans Total plans plans Total

Net actuarial loss 1436 221 1657 761 267 1028

Prior service cost benefit 42 258 216 62 283 221
Transitional asset obligation

Accumulated other comprehensive income 1472 36 1436 815 15 800

Amount recognized in AOCI net of tax is $959 million 2008 $523 million

The estimated net actuarial loss and prior service cost for the pension

plans that will be amortized from AOCI on pre-tax basis into

pension expense during 2010 are $131 million and $17 million

respectively and pension expense will be reduced by $2 million

relating to amortization of transitional assets The estimated net

actuarial loss and transitional obligation for Other post-employment

plans that will be amortized from AOCI on pre-tax basis into

pension expense during 2010 are $10 million and $nil respectively

and pension expense will be reduced by $23 million relating to the

amortization of prior service benefit

Securities

The following table presents the duration of the unrealized losses on

our available-for-sale securities Refer to Note for the reasons why

these securities are considered to be not other-than-temporarily

impaired as at October 31 2009 The gross unrealized losses of the

available-for-sale securities under U.S GAAP are higher than those

under Canadian GAAP as disclosed in Note primarily because

certain of these securities were designated as held-for-trading using

the fairvalue option and also due to the reclassification of certain

available-for-sale securities to loans under Canadian GAAP
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Note 31 Reconciliation of the application Canadian and United States generally accepted accounting principLes conUnued

Fair value and unrealized losses position for available-for-sale securities

2009

Less than 12 months 12 months or more Total

Unrealized Unrealized Unrealized

Fairvalue losses Fairvalue Losses Fairvalue Losses

Canadian government debt

Federal 1213 1213

Provincial and municipal 148 93 241

U.S state municipal and agencies debt 162 487 27 649 28

Other OECD government debt 503 74 577

Mortgage-backed securities 496 118 2113 379 2609 497

Asset-backed securities

COOs 205 24 205 24

Non-COO Securities 724 15 275 68 999 83

Corporate debt and other debt 1382 42 1887 305 3269 347

Equities 59 40 97 23 156 63

Loan substitute securities

____________________________________
4687 230 5231 830 9918 1060

The majority olthe MB5 are residential Fairvalue and unrealized losses of commercial MBS forless than 12 months are $nii and $nil respectively and for 12 months ormore ale $197

million and $23 million respectively

2008

Less than 12 months 12 months or more Total

Unrealized Unrealized Unrealized

Fairvalue losses Fairvalue losses Fairvalue losses

Canadian government debt

Federal 958 11 958 11

Provincial and municipal 883 72 26 909 77

U.S state municipal and agencies debt 5715 259 335 41 6049 300

Other OECD government debt 132 21 153

Mortgage-backed securities 2265 363 1270 443 3535 806

Asset-backed securities

CDOs 246 82 246 82

Non-CDO securities 3546 294 155 26 3701 320

Corporate debt and other debt 4762 494 1369 382 6131 876

Equities 994 216 347 161 1341 377

Loan substitute securities 191 29 191 29

______________________________________
19255 1712 3960 1173 23214 2885

The majority of the MBS are residential Fair value and unrealized losses of commercial MBS for less than 12 months are $103 million and $3 million respectively and for 12 months more

are $109 million and $11 million respectively

Average assets U.S GAAP

2009 2008 2007

%oftotal %oftotal 0cftotal

average average average

Average assets assets Average assets assets Average assets assets

Canada 377572 61% 369378 60% 334729 60%

United States 147697 24% 147196 24% 139556 25%

Other International 90276 15% 98162 16% 86409 15%

615545 100% 614736 100% 560694 100%
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Income taxes

Under Topic 740 Income Taxes Topic 740 FIN No 48Accounting

for Uncertainty/n Income Taxes an interpretation of FASB Statement

No 109 income tax benefits are recognized and measured based on

two-step model tax position must be more-tikely-than-not of

being sustained where more-likely- than-not means likelihood of

more than 50% and ii the benefit is measured as the dollar amount

of the position that is more-likely-than-not of being realized upon

ultimate settlement with taxing authority The difference between

the tax benefit recognized in accordance with this guidance and the

tax benefit claimed on tax return is referred to as an unrecognized

tax benefit UTB
reconciliation of the change in the UTB balance excluding any

related accrual for interest from October 31 2008 to October 31
2009 is as follows

Reconciliation of the Change in Unrecognized Tax Benefits

Balance October 31 2008 858

Add Increases related to positions taken during prioryears 34

Add Increases related to positions taken during the current year 185

Add Positions acquired or assumed in business combinations 14

Less Expiration of statute of limitations 38
Less Settlements 20
Less Foreign exchange and other 15
Less Decreases related to positions taken during prior years 11
Balance October 31 2009 $1007

As at October 31 2009 and 2008 the balances of our UTBs

excluding any related accrual for interest were $1007 million and

$858 million respectively of which $988 million and $827 million

respectively if recognized would affect our effective tax rate It is

difficult to project how unrecognized tax benefits will change over the

next 12 months

Under Topic 740 we continue our policy of accruing income

tax-related interest and penalties within income tax expense As at

October 31 2009 and 2008 our accrual for interest and penalties

that relate to income taxes net of payments on deposit to taxing

authorities were $40 million and $23 million respectively There was

net increase of $17 million in the accrual for interest and penalties

during the year ended October 31 2009

RBC and its subsidiaries are subject to Canadian federal and

provincial income tax U.S federal state and local income tax and

income tax in other foreign jurisdictions The following are the major

tax jurisdictions in which RBC and its subsidiaries operate and the

earliest tax year subject to examination Canada 2005 United

States 2003 and United Kingdom 2008

Significant accounting changes

Framework on fair value measurement

Topic 820 Fair Value Measurements and Disclosures Topic 820

FASB Statement No.157 Fair ValueMeasurements and related

pronouncements became effective for us on November 2008

except for certain non-financial assets and non-financial liabilities

which will be effective on November 2009

Topic 820 defines fair value as the price that would be received

to sell an asset or paid to transfer liability
in an orderly transaction

between market participants at the measurement date Topic 820

requires an entity to maximize the use of observable inputs and

minimize the use of unobservable inputs to measure the fair values of

its assets and liabilities and requires an entity to include the impact

of its own credit risk in measuring derivatives and other liabilities

measured at fair value It also eliminates the deferral of unrealized

gains or losses at inception on certain derivative instruments whose

fair value is measured using unobservable market inputs and

precludes the use of block discounts that were previously applied to

large holdings of securities traded in an active market On adoption

any unrealized gains or losses at inception and adjustments for block

discounts if any would be recognized as transition adjustment in

retained earnings

Topic 820 prescribes three-level fair value hierarchy for

disclosure purposes based on the transparency of the inputs used to

measure the fair values of assets and liabilities Specific guidance

under Topic 820 FSP FAS 157-4 Determining Fair Value When the

Volume and Level of Activity for the Asset or Liability Have Significantly

Decreased and Identifying Transactions ThatAre Not Orderly issued

on April 2009 by the FASB and effective for us on May 2009

provides additional factors to considerwhile measuring fairvalue

when there has been significant decrease in the level of market

activity for an asset or liability and to determine whether quoted

prices are associated with transactions that are not considered to be

orderly It also expands the disclosure requirements of the fair value

of financial instruments Additional guidance underTopic 820 ASU
2009-05 Measuring Fair Value Liabilities issued in August 2009

specifies the valuation techniques that are required to be applied to

measure fair value when quoted price in an active market of an

identical liability is not available

Refer to Note for the fairvalue hierarchy and the reconciliation

of Level financial instruments under Canadian GAAP Balances of

financial instruments in the U.S GAAP fair value hierarchy differ from

those of Canadian GAAP primarily due to non-cash collateral trade-

date accounting election of the fair value option under Canadian

GAAP for investments supporting the policy benefit liabilities on life

and health insurance contracts as opposed to available-for-sale

classification under U.S GAAP and joint ventures accounting Refer

to the Material balance sheet reconciling items table for the amounts

of these reconciling differences

With the adoption of Topic 820 deferral of inception gains and

losses previously required under U.S GAAP EITF 02-3 Issues

Involved in Accounting for Derivative Contracts Held for Trading

Purposes and Contracts Involved in Energy Trading and Risk

ManagementActivities is no longer required Valuation adjustments

for unrealized gains or losses at inception recognized in accordance

with the previous guidance were reclassified into other valuation

adjustment categories The reclassification had no impact on the

overall amount of valuation adjustments The remaining balance of

$38 million net of taxes relating to the allowance for unrealized

gains or losses at inception has been recognized as transition

adjustment as an increase to our opening retained earnings under

U.S GMP
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Note 31 Reconciliation of the application of
canadian

and United States generally accepted accounting principles continued

Fair value option for financial assets and liabilities

On February 15 2007 the FASB issued guidance under Topic 825-10

This guidance which gives an entity the option tc report selected

financial assets and liabilities at fairvalue and establishes new

disclosure requirements for assets and liabilities to which the fair

value option is applied became effective for us on November

2008 The difference between the carrying amount and the fairvalue

of the eligible items for which the fairvalue option was elected as at

November 2008 was included in opening retained earnings as

cumulative-effect adjustment which was an increase of $81 million

after taxes

Our accounting policy on electing the fair value option is

described in Note and in the Material differences between

Canadian and U.S GAAP section of this note The following table

presents as at October 31 2009 the categories of financial assets

and liabilities elected for fairvalue option in accordance with

guidance under Topic 815-15-25 Derivatives and Hedging

Embedded Derivatives FASB Statem ent No 155 Accounting for

Certain Hybrid Financial Instruments an amendment of FASB

Statements No 133 and 140 and Topic 825-10 as well as the

difference between the aggregate fair value and tie aggregate

remaining contractual maturity amount for loans and long-term debt

for which the fair value option has been elected under these

standards

Financial assets

Interest-bearing deposits with banks 2773 2773
Securities Trading 1718 n/a n/a

Assets purchased under reverse

repurchase agreements and

securities borrowed 18911 18914
Loans Retail 214 214

Loans Wholesale 2818 2934 116

Performing loans 2441 2557 116
90 days or more past due but not

impaired 377 377

Financial liabilities

Deposits

Personal 2605$ 2605
Business and government 40335 40167 168

Bank 10880 10880

Obligations related to assets sold

under repurchase agreements and

securities loaned 21628 21626
Other liabilities 240 240

Subordinated debentures 110 120 10

The unrealized losses of these assets and liabilities recognized in

income for the year ended October 31 2009 was $443 million The

amount of changes in fair value attributable to changes in credit risk

for loans and receivables and attributable to our credit spreads for our

financial liabilities and the methodology to determine these amounts

are disclosed in Note Changes in fair value since November 2008

attributable to changes in our credit spreads increased the fairvalue of

ourterm deposit liabilities by $550 million This increase is primarily

due to the reduction in our credit spreads for both Canadian and US
denominated term deposit liabilities as the credit market conditions

improved Changes in fairvalue in this period attributable to changes

in credit risk or our credit spreads on Loans Wholesale and

Subordinated debentures respectively were not material

Interest income and expense of these debt securities and loans

are measured based on their interest rates and are reported in Net

interest income

Derivatives and hedging activities

On March 19 2008 the FASB issued guidance urder Topic 815

Derivatives and Hedging Topic 815 FASB Statement No 161

Disclosures about Derivative Instruments and Hedging Activities an

amendment of FASB Statement No 133 This guidance requires an

entity to disclose how and why it uses derivatives how it accounts for

derivatives and any related hedged item and how derivatives and

hedged items affect the entitys financial position performance and

cash flows The guidance which was effective for us on February

2009 did not change the accounting for derivatives and hedged

items and therefore our adoption of this standard did not affect our

consolidated financial position or results of operations Refer to

Notes and for more information regarding our use of derivative

instruments and hedging activities

Fair vaLue of derivatives by major types of products

The following table presents the fair values of the derivatives and

non-derivative financial instruments categorized by their hedging

relationships as well as derivatives that are not designated in

hedging relationships

2009

Designated as hedging

instruments in hedging

relationships

Fair Net Not designated

cash flow value investment in hedging

hedges hedges hedges relationship

Assets

Derivative financial

instruments

Interest rate contracts 1130 2107 50732

Foreign exchange contracts 139 25598
Credit derivatives 5320
Other contracts 7359

Total 1130 2107 139 89009

Liabilities

Derivative financial

instruments

Interest rate contracts 1493 82 46551

Foreign exchange contracts 327 23832
Credit derivatives 4418
Other contracts 7844

Total 1493 82 327 82645

Non-derivative financial

instruments 5233 n.a

Derivative liabilities include stable value contracts on $257 million of bank-owned life

insurance policies and $3 million of 403k plans

na not applicable

2009

Fair value

Aggregate over under
fair value Contractual contractual

carrying maturity maturity

amount amount amount
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Revenue from trading and selected non-trading financial instruments
Hedging activities by major types of products

2009

Net gains

Net gains losses After-tax

losses included unrealized

included in gains

in Non- Net losses

interest interest included

income income in OCI

Fair value hedges

Ineffective portion

Interest rate contracts n.a n.a

Cash flow hedges
Ineffective portion

Interest rate contracts n.a n.a

Effective portion

Interest rate contracts n.a n.a 185

Reclassified to income during

the period

Interest rate contracts n.a 53 n.a

Net investment hedges

Foreign currency losses n.a n.a 2971
Gains from hedges

Foreign exchange contracts n.a n.a 1982

Non-derivative financial instruments n.a n.a 417

18 53 387

After-tax gains of $37 million were reclassified from AOCI to income for the year ended

October 31 2009

na not applicable

2009

Non-interest income

Interest rate and credit 1789

Equities
169

Foreign exchange and commodities 641

Total 2599

Includes precious metals

Contingent features

Certain derivative instruments contain provisions that link our

collateral posting requirements to our credit ratings from the major

credit rating agencies If our credit ratings were to fall certain

counterparties to the derivative instruments could request immediate

payment or demand immediate and ongoing overnight

collateralization on net derivative liability positions The aggregate

net fair value of all derivative instruments with collateral posting

requirements that are in net liability position on October 31 2009

is $10.5 billion for which we have posted collateral of $6.4 billion in

the normal course of business If our credit ratings had been

downgraded to BBB on October 31 2009 we would have been

required to post an additional $2.2 billion of collateral to the

counterparties of these contracts If our credit ratings were to fall

below BBB we do not expect that the additional collateral that we

would be required to post would be material

Credit Derivatives and guarantees

On September 12 2008 the FASB issued guidance under Topic 815

FSP FAS 133-1 and FIN 45-4 Disclosures about CreditDerivatives and

Certain Guarantees An Amendment of FASB Statement No 133 and

FASB Interpretation No 45 and Clarification of the Effective Date of

FASB Statement No 161 This guidance amends previous guidance

under this topic by requiring more information about the potential

adverse effects of changes in credit risk on the financial position

financial performance and cash flows of the sellers of credit

derivatives including credit derivatives embedded in hybrid

instruments The guidance also amends Topic 460 Guarantees FIN

45 Guarantors Accounting and Disclosure Requirements for

Guarantees Including In direct Guarantees of Indebtedness to Others

to require additional disclosure about the current status of the

payment/performance risk of guarantee The above specific

guidance under Topic 815 which was effective for us November

2008 amends disclosure requirements for credit derivatives and

certain guarantees and therefore it had no impact on our

consolidated financial position or results of operations

Events or circumstances that would require seller to perform under

the credit derivative

Credit derivatives are over-the-counter contracts that transfer credit

risk related to an underlying financial instrument referenced asset

from one counterparty to another Credit derivatives provide

protection against the decline in value of the referenced asset as

result of specified credit events such as default or bankruptcy

Credit derivative instruments sold

Credit derivative instruments for which we are the seller of credit

protection are summarized in the table below These instruments

have been classified as investment and non-investment grade based

on the credit quality of the underlying referenced asset within the

credit derivative For most credit derivatives the notional value

represents the maximum amount payable by us However we do not

exclusively monitor our exposure to credit derivatives based on

notional value because this measure does not take into consideration

the probability of occurrence As such the notional value is not

reliable indicator of our exposure to these contracts

Credit derivatives protection sold by ratings/maturity profile

2009

Maximum Payout Notional Fair value

Within year to years Over
years

Total Positive Negative

Credit default swaps

Investment grade 6380 19864 5338 31582 227 1105

Non-investment grade 1668 6880 1489 10037 74 1377

Non-rated 707 7279 532 8518 33 368

8755 34023 7359 50137 334 2850

Credit default baskets

Not rated 1161 4538 2543 8242 1074

Total 9916 38561 9902 58379 334 3924

Credit default swaps include total return swaps which are nominal to the entire portfolio

Credit ratings of AuA and BBB represent investment grade ratings and ratings of BB or lower represent non-investment grade ratings These credit ratings largely reflect those assigned by

external rating agencies and represent the payment or performance risk of the underlying security or referenced asset Where external ratings were not available our internal ratings were used

Credit default baskets are similar to credit default swaps except that the underlying referenced financial instrument is group of assets instead of single asset consequently ratings have

not been assigned because the underlying assets cannot be reasonably rated

At October 31 2009 the notional value and net currying value of credit protection sold in which we held purchased protection with identical underlying assets was $48.7 billion and

$2.5 billion
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles conflnued

Guarantees

The following table summarizes significant guarantees we have provided to third parties by investment grade and non-investment grade

2009

Maximum potential amount

of future_payments

Non

Investment investment Not Carrying

grade grade rated Total amount

Credit derivatives and written put options 7508 3813 8399 19720 1049

Backstop liquidity facilities 23806 1176 24982 66

Stable value products 21777 21777 260

Financial standby letters of credit and performance guarantees 11236 6778 68 18082 96

Credit enhancements 3240 3240 45

Mortgage loans sold with recourse 1103 1103

Credit ratings of Au.A and BBB represent investment grade ratings and ratings ofBB or lower represent non- investment grade ratings These credit ratings largely reflect those assigned by

external rating agencies and represent the payment or performance risk of the underlying security or referenced asset Where external ratings were not available our internal ratings were used

Ratings could not be assigned to credit default baskets of $1.9 billion and written put options of $6.5 billion

Ratings could not be assigned to financialstandby letters of credit and performance guarantees with maximum potential amountof future payments of $68 million as the rating of the

underlying entity fnrthese guarantees is not available at this time

Securitizations and VIEs

On December11 2008 the FASB amended disclosure guidance under

Topic 860 Transfers and Servicing Topic 860 and Topic 810
Consolidation Topic 810 FSP FAS 140-4 and FIN 46R-8 Disclosures

by Public Entities about Transfer of Financial Assets and Interests in

Variable Interest Entities which amends previous disclosure

requirements of FASB Statement No 140 Accounting for Transfers and

Servicing of Financial Assets and Extinguishments of Liabilities by

requiring public entities to provide additional disclosures related to

their continuing involvement with transferred financial assets and the

related risk retained as well as any contractual or non-contractual

support provided and any future financial support to the special

purpose entities SPEs It also amends previous disclosure require

ments of FIN 46 revised December 2003 Consolidation of Variable

Interest Entities to require public enterprises including sponsors that

have variable interest in variable interest entily to provide

additional disclosures about their involvement with variable interest

entities The new disclosures requirements were effective for us on

November 2008 and had no impact on our cortsolidated financial

position or results of operations

Securitizations

Our securitization activities by major product type our continuing

involvement with the transferred asset and the related risk retained

are described in Note

The following table presents the total assets of the QSPE used for

credit card securitizations and the classification of assets and

liabilities recorded on our Consolidated Balance Sheets associated

with our transactions with QSPE and SPEs Refer to Note for

additional information

2009

Interest in securitigations

Commercial and

____________ Credit cards residential mortgages

Total assets of QSPE 3923 n.a

On-balance sheet assets

Securities Trading and

Available-for-sale 1014 1479

Loans Retail and Wholesale

Derivatives 203

Total 1020 1682

On balance sheet liabilities

Derivatives 673

Total 673

Represents the remaining principal balance of assets held by QSPE using the most

current information available

na not applicable

VIES

We perform qualitative and in certain cases quantitative analyses to

determine whether we are the Primary Beneficiary of VIE based on

the facts and circumstances and our interests in the VIE We may also

hold significant variable interests in VIEs and while we do not

consolidate these VIEs we have recorded on our Consolidated

Balance Sheets assets and liabilities arising from our transactions

and involvement with these VIEs This information is set forth in the

table below In addition Topic 810 requires disclosures for VIEs that

we sponsor and in which we hold variable interests In determining

whether we are sponsor of VIE we consider both qualitative and

quantitative factors including the purpose and nature of the VIE our

continuing involvement in the VIE and whetherwe hold subordinated

interests in the VIE This table also includes VIEs for which we are

sponsors of and hold variable interest in even if not significant
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2009

Structured Credit

Multi-seller finance investment Third-party Investment

conduits VIEs product VIEs conduits funds Other TotaL

Total assets of unconsolidated VIEs 26181 10866 2662 575 110 123581 163975

On-balance sheet assets

Cashandduefrombanks 27 27

Interest-bearing deposits with banks 119 119

Securities Trading and Available-for-sale 1308 32 93 1437

Loans Retail and Wholesale 1683 1499 119 3301

Derivatives 30 698 728

Other assets 240 240

Total 1687 2837 698 119 32 479 5852

On-balance sheet Liabilities

Derivatives 168 25 193

Other liabilities 86 904 991

Total 86 1072 25 1184

Maximum exposure to loss 26550 3577 505 250 32 196 31 110

Total assets represent maximum assets that may have to be purchased by the conduits under purchase commitments outstanding as at October 31 2009 Actual assets held by these

conduits as at October 31 2009 were $18908 million

Excluded from this table are trading securities that we have transferred to these VIEs as collateral forthe funded notes issued by the VIEs us at October 31 2009 The transfers do not meet

the sale recognition criteria under Topic 860 as result these assets remain on our Consolidated Balance Sheets and are accounted for as secured borrowings See subsequent discussion

on Creation of credit investment products

Includes tax credit funds and mutual funds that we sponsor which are described in our Other significant vehicles discussion

The following table presents the assets and liabilities of consolidated

VIEs recorded on our Consolidated Balance Sheets

2009

Structured Investment

finance VIEs funds Other Total

Consolidated assets

Cash 55 65 120

Securities Trading and

Available-for-sale 1025 481 1506

Loans Retail and

Wholesale 1496 11356 12852
Other assets 44 42 34 120

2620 588 11390 14598

Consolidated liabilities

Other liabilities 2445 62 2507

Includes the assets of RBC Covered Bond Guarantor Limited Partnership Guarantor LP

As at October 31 2009 our compensation vehicles held $64 million of our common

shares which are reported as Treasury shares and this amount represents the total

assets of these vehicles The obligation to provide our common shares to employees is

recorded as an increase to Contributed surplus us the expense for the corresponding

stock-based compensation plan is recognized

Investors have recourse only to the assets of the related consolidated VIEs and do not

have recourse to our general assets unless we breach our contractual obligations

relating to those VIEs provide liquidity facilities or credit enhancement facilities to or

enter into derivative transactions with the VIEs In the ordinary course of business the

assets of each consolidated VIE can generally only be used to settle the obligations of

the VIE Upon the occurrence of certain credit events the assets of Guarantor LP which

are mortgages will be used to settle the covered bonds issued by RBC The loan

provided by us to Guarantor LP to purchase the mortgages is eliminated by us upon

consolidation

Other liabilities generally represent notes issued by the VIEs

The disclosures provided below should be read in conjunction with

those provided in Note

Multi-seller and third-party conduits

We do not maintain any ownership or retained interests in the six

multi-seller asset-backed commercial paper conduit programs multi

seller conduits that we administer and have no rights to or control

of their assets As the administrative agent we earn residual fee for

providing services such as coordinating funding activities transaction

structuring documentation execution and monitoring of transactions

The commercial paper issued by each multi-seller conduit is in the

conduits own name with recourse to the financial assets owned by

each multi-seller conduit and is non-recourse to us except through

our participation in liquidity and/or credit enhancement facilities We

may also purchase commercial paper issued by our multi-seller

conduits in our capacity as placement agent in order to facilitate the

overall program liquidity

We provide transaction-specific and program-wide liquidity

facilities to the multi-seller conduits Our transaction-specific liquidity

facilities are committed facilities and are generally equal to 102% of

the financing limits established by the conduits underthe receivable

purchase agreements Our program-wide liquidity facilities are

uncommitted and provide us with the option but not the obligation

to make advances in the form of loans to the multi-seller conduits

These facilities provide the multi-seller conduits with an alternative

source of financing in the event that the multi-seller conduits are

unable to access the commercial paper market In addition we

provide program-wide credit enhancement to the multi-seller conduits

which obligate us to purchase assets or advance funds in the event

the multi-seller conduit does not otherwise have funds from other

sources such as from the liquidity facilities to settle maturing

commercial paper The credit enhancement is sized at minimum of

10% of the face amount of commercial paper outstanding In some

cases we or another third party may provide transaction-specific

credit enhancement which can take various forms We receive market-

based fees for providing these liquidity and credit facilities Certain

multi-seller conduits drew down some of our transaction-specific

liquidity facilities Refer to Notes and 25 for additional details on

these draws

Each transaction is structured with transaction-specific credit

enhancement provided by the third-party seller This enhancement

can take various forms including but not limited to over collateraliza

tion excess spread subordinated classes of financial assets

guarantees or letters of credit The amount of this enhancement

varies but is generally sized to cover multiple of loss experience

An unrelated third party is exposed to multi-seller conduit

first-loss position as defined in Note The multi-seller first-loss

position is exposed to losses should they occur prior to us in our

capacity as program wide credit enhancer or liquidity provider To

determine whether we are the Primary Beneficiary of the multi-seller

conduits we performed quantitative analyses which involve

determining the cash flows of the assets of the multi-seller conduits

and their probability of default or credit downgrade based on

Monte-Carlo simulation technique forwhich credit risk is key

variable We also analyzed the variability that we are exposed to as

result of the administrative expenses incurred by the entities This

expected loss amount was then added to the expected losses from

credit risk to arrive at the total expected losses of multi-seller

conduit Based on our analysis we are not the Primary Beneficiary

and do not consolidate these conduits
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Note 31 Reconciliation of the application Canadian and United States generally accepted accounting principles continued

We hold significant variable interest in third-party asset-backed

security conduits third-party conduits primarily through providing

backstop liquidity facilities We as well as other financial institutions

are obligated to provide funding under these facilities if these third

party conduits have insufficient funding to settle outstanding

commercial paper Our liquidity support facilities do not expose us to

the majority of the expected losses therefore we do not consolidate

these conduits

Structured finance VIEs

We purchased U.S ARS from U.S ARS VIEs We also sell ARS into ARS

TOB programs In certain cases we used expected loss analyses to

determine whether we are the Primary Beneficiary of U.S ARS VIEs

and in ARS lOBs when it is not qualitatively apparent The expected

loss calculations consider the credit rating of assets recovery rate

and corporate ratings as inputs to project various cash flow and credit

loss scenarios In the case of U.S ARS VIEs the expected loss

analyses are based on the credit risk on the portion of the debt that is

not government guaranteed We also take into consideration basis

risk through projecting the interest rates of various indices Using all

of these inputs we calculate the variability of excess spread cash

flows and determine whether we are exposed to the majority of the

variability based on our note holdings in the U.S ARS VIEs or the

letters of credit and liquidity facilities in the case ofARS lOB

programs

We sold ARS to an unaffiliated and unconsolidated VIE at fair

market value The purchase of the ARS by this ertity was financed by

loan from us and the loan is secured by various assets of the entity

Our loan is exposed to credit losses of the ARS but is mitigated by

high credit quality of the ARS The entity also enters in derivative

transactions for which we may be guarantor of the obligations of the

VIE Our credit risk exposure to the VIE as result of the guarantees is

not significant because they are secured by cash collateral and the

derivatives are subject to daily margining requirements We serve

various administrative roles for the VIE including the remarketing

agent forthe ARS and receive fee commensurate with the services

we provide The counterparties to the interest rate derivatives are

exposed to the majority of the VIEs variability as result we do not

consolidate this entity

Creation of credit investment products

In certain instances we invest in the funded and unfunded notes

issued by the credit investment product VIEs We may transfer our

assets to the VIEs as collateral for the funded notes with an obligation

to buy these assets back in the future The investors of the funded

notes are not exposed to the credit or market risks of the collateral

assets as we are required to repurchase the assets at their parvalue

but we mitigate substantially all of the credit and market risks of the

collateral as we have the ability to substitute the collateral The

unfunded notes are in senior position to the funded notes The

investors of these funded and unfunded notes are exposed to credit

risk as result of the credit protection provided by the VIEs subject to

their level of seniority In our role of derivative counterparty to the

VIEs we also assume the associated counterparty credit risk of the

VIEs Currently we act as sole arranger and swap provider for certain

VIEs and in most cases act as the paying and issuing agent as well

Other independent third parties fulfill the remainder of the functions

required for such product

Investment funds

Investment funds are generally financed through investments made

by us or other third party investors We also act as custodian or

administrator for several funds Our investments in certain funds may

expose us to the market risk of the underlying investments We may
also be exposed to counterparty risk due to the equity derivative

transactions

Other significant vehicles

We created certain funds to pass through tax credits received from

underlying low-income housing or historic rehabilitation real estate

projects to third parties tax credit funds We are sponsors of the tax

credit funds as result of our responsibility to manage the assets

arrange the financing and perform the administrative duties of these

tax credit funds We are also sponsors of our mutual funds as result

of our ability to influence the investment decisions of the mutual

funds and our continuing involvement in the administration of these

fun ds

Offsetting of amounts related to certain contracts

On April 30 2007 the FASB issued guidance FSP FIN 39-1

Amendment of F9ISB Interpretation No 39 which amended certain

aspects of Topic 210-20 Balance Sheet Offsetttng and Topic 815
Derivatives and Hedging FIN 39 Offsetting ofAmounts Related to

Certain Contracts These amendments to permit reporting entity to

offset the fairvalue of derivative instruments and the right to reclaim

cash collateral receivable or the obligation to return cash

collateral payable against the fairvalue of detivative instruments

executed with the same counterparty under the same master netting

agreement regardless of whether there is an intention to settle on

net basis We adopted the guidance on November 2008 and have

offset fairvalue amounts on our U.S GAAP Consolidated Balance

Sheets pursuant to this guidance as follows including the

comparative periods presented as at October 31 2009 the fair value

amounts of derivative instruments that have been netted against

derivative assets and derivative liabilities was $62.9 billion

October 31 2008 $76.2 billion as at October 31 2009 the cash

collateral applied against derivative assets and derivative liabilities

was $7.9 billion and $3.5 billion respectively October 31 2008

$5.0 billion and $7.5 billion respectively as at October 31 2009

we held $9.1 billion October 31 2008 $6.3 billion of collateral on

derivative positions of which $7.3 billion October 31 2008
$4.7 billion could be applied against credit risk

Amendment to impairment guidance of EITF Issue No 99-20

On January 12 2009 the FASB amended the impairment guidance in

Topic 325-40 Investments Other Beneficial Interests in Securitized

Financial Assets FSP EITF 99-20-1 Amendments to the Impairment

Guidance of EITF Issue No 99-20 which amends EtITF 99-20 Recog
nition of Interest income and Impairment on Purchased and Retained

Beneficial Interests That Continue to Be Held by Transferor in

Securitized Financial Assets in order to more closely align the

impairment model with that of Topic 320-10 Investments Debt and

Equity Securities FASB Statement No 115 Accounting for certain

Investments in Debt and EquitySecurities In particular the

amendments require management to assess whether it is probab
that there has been an adverse change in the estimated cash flows

for certain beneficial interest in securitized financial assets rather

than using market participants assumptions when determining the

future cash flows The amendments became effective for us on

November 2008 and the impact of adopting it is not material to our

consolidated financial position or results of operations
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Income tax benefits of dividends on share-based payment awards

In June 2007 the FASB ratified the consensus reached by the EITF on

Topic 718-740 Compensation Stock Compensation Income Taxes

EITF 06-11 Accounting for Income Tax Benefits of Dividends on

Share-Based PaymentAwards regarding realized tax benefits on

dividend payments related to certain shared-based payment

arrangements which can be treated as deductible compensation

expense for income tax purposes Under this guidance realized tax

benefit from dividends or dividend equivalents that are charged to

retained earnings and paid to employees for equity-classified

non-vested equity shares non-vested equity share units and

outstanding share options should be recognized as an increase to

additional paid-in capital APIC Those tax benefits are considered

excess tax benefits underTopic 718 The EITF also reached final

consensus that if an entitys estimate of forfeitures increases

resulting in compensation expense the amount of associated tax

benefits that are reclassified from APIC to the income statement

should be limited to the entitys pool of excess tax benefits This

guidance became effective for us on November 2008 and the

impact of adopting it is not material to our consolidated financial

position or results of operations

Other-than-temporary impairment of securities

On April 2009 the FASB issued guidance under Topic 320 Investments

Debt and EquitySecurities Topic 320 FSP FAS 115-2 and FAS 124-2

Recognition and Presentation of Other-than- Temporary Impairments

which amends the impairment assessment guidance and recognition

principles of other-than-temporary impairment for debt securities and

enhances the presentation and disclosure requirements for debt as well

as equity securities In accordance with this guidance the unrealized loss

of an available-for-sale debt security is an other-than-temporary

impairment when the entity has the intent to sell the security ii it is

more likely than not that the entity will be required to sell the security

before recovery of the amortized cost or the entity does not expect to

recover the entire amortized cost of the security credit loss even though

it will not sell the security If one of the first two conditions is met the full

amount of the unrealized loss in AOCI should be recognized in income If

these two conditions are not met but the entity has incurred credit loss

on the security the credit loss and the non-credit related loss are

recognized in income and OCI respectively This guidance became

effective torus on May 2009 Upon adoption of the standard our

opening Retained earnings increased and Accumulated other compre
hensive income decreased by $225 million after taxes

Other-than-temporary impairment losses of available-for-sale debt

securities

2009

Cumulative other-than-temporary impairment credit losses of

available-for-sale debt securities

Credit losses of other-than-temporarily impaired debt

securities upon the adoption of Topic 320 FSP FAS

115-2 and 124-2 as at May 2009

Credit losses recognized in income on debt securities not

previously impaired

Credit losses recognized in income on debt securities

that have previously been impaired

Reductions related to securities that we intend to or it is

more likely
than not that we will be required to sell

before recovery of amortized costs

Reductions due to securities sold or matured

during the period

Balanceatendoftheyear 401

Refer to Note for the methodology and significant inputs used to

determine credit losses

Credit related losses for securities which we do not intend to

sell or more-likely-than-not will not be required to sell 102

Total losses for securities which we intend to sell or more-

likely-than-not will be required to sell 165

Total write-downs of debt securities recognized in income 267

Add Non-credit related losses of debt securities recognized

in OCI before income taxes 21

Total realized and unrealized other-than-temporary

impairment losses 288

The balance presented excludes $519 million of gross unrealized gains recorded in OCt

related to the securities which fair values have recovered above the amortized costs

since the initial write-downs

Represents total write-down and non-credit related losses of other-than-temporarily

impaired debt securities recognized in income and OCI since May 12009 our adoption

date of Topic 320

Subsequent events

In May 2009 the FASB issued guidance under Topic 855-10

Subsequent Events Topic 855-10 FASB Statement No 165

Subsequent Events which is effective for our October31 2009 year

end Topic 855-10 requires disclosure of the date through which an

entity

has evaluated subsequent events and the basis for that date We

have evaluated subsequent events up to and including December

2009 which is the date that our Board of Directors approved our

2009 Annual Consolidated Financial Statements

Future accounting changes

We are currently assessing the impact of adopting the new accounting

standards described below on our consolidated financial position

and results of operations

Business combinations

In December 2007 the FASB replaced the guidance on Topic 805

Business Combinations FASB Statement No 141 revised 2007

Business Combinations which replaces FASB Statement No 141

Business Combinations The new guidance which wilt be effective for

us on November 2009 retains the fundamental requirements in

original guidance being the requirement to use the acquisition

method of accounting for all business combinations and the identi

fication of an acquirer for each business combination Significant

changes by the revisions are as follows

More assets acquired and liabilities assumed to be measured at

fair value as of the acquisition date

2009

322

64

38

19
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Note 31 Reconciliation of the application of
Fanadian

and United States generally accepted accounting principles continued

All acquisition-related costs must be expensed and

Non-controlling interest in subsidiaries initially to be measured

at fair value and classified as separate component of equity

Accounting for Assets acquired and liabilities assumed in business

combination that arise from contingencies

In April 2009 the FASB issued guidance underTopic 805-20

Business Combinations Identifiable Assets and Liabilities andAny

Noncontrol/ing Interest FSP No 141 R-1 Accounting for assets

acquired and liabilities assumed in business combination that arise

from contingencies which will be effective for us on November

2009 This guidance requires an acquirerto measure assets acquired

and liabilities assumed in business combinaticn that arise from

contingencies at their acquisition-date fair value if they can be

determined Iffairvalue cannot be determined then the recognition

criteria and guidance of Topic 450 Contingencies FASB Statement

No Accounting for Contingencies and Topic 450-20 Contingencies

Loss Contingencies FIN 14 Reasonable Estimation of theAmount of

Loss an interpretation of FASB Statement No 51 apply Following

initial recognition company shall develop systematic and rational

basis for subsequent measurement of liabilities depending on their

nature

Non-controlling interest

In December 2007 the FASB issued guidance under Topic 810

Consolidation FASB Statement No 160 Non-controlling Interests in

Consolidated Financial Statements an amendment of ARB Na 51
which will be effective for us on November 2009 Significant

requirements include

Ownership interests in subsidiaries held by parties other than

the parent must be presented separately from the parents

equity

The amouni of consolidated net income attrbutabIe to the

parent and to the non-controlling interest must be clearly

identified and presented on the consolidated statement of

income

After control is obtained change in ownership interests that

does not result in loss of control should be accounted for as an

equity transaction and

change in ownership of consolidated subsidiary that results

in loss of control and deconsolidation will trigger recognition of

gain or loss and any retained non-controlling equity investment

in the former subsidiary will be initially measured at fair value

Convertible debt instruments

In May 2008 the FASB issued guidance under Topic 470-20 Debt

with Conversion and Other Options FSP APB 14-1Accounting for

Convertible Debt Instruments That May Be Settled in Cash upon

Conversion Including Partial Cash Settlement This guidance

clarifies that issLiers of convertible debt instruments should

separately account for the liability and equity components in order to

properly reflect the entitys borrowing rate that would be applied to

nonconvertible debt instrument The guidance will be effective for us

on November 2009

Accounting for Transfers of Financial Assets and Repurchase Financinq

Trans actions

In February 2008 the FASB issued guidance under Topic 860 FSP

FAS 140-3 Accounting for Transfers of FinancialAssets and

Repurchase Financing Transactions which will be effective for us on

November 2009 This guidance requires that ar initial transfer of

financial asset and repurchase financing that was entered into

contemporaneously with or in contemplation of the initial transfer be

evaluated together as linked transaction unless certain criteria are

met

Determining Whether an Instrument or Embedded Feature is Indexed

to an Entitys Own Stock

In June 2008 the FASB issued guidance under Topic 815-40

Derivatives and Hedging Contracts in Entitys Own Equity EITF 07-5

Determining Whether an Instrument or Embedded Feature is Indexed

to an Entitys Own Stock which will be effective for us on

November 2009 This guidance establishes two-step process for

evaluating whether equity-linked financial instruments and

embedded features are indexed to companys own stock for

purposes of determining whether the derivative scope exception in

Topic 815 Derivatives and Hedging should be applied

Accounting for Financial Guarantee Insurance Contracts

In May 2008 the FASB issued guidance under Topic 944 Financial

Services Insurance FASB Statement No 163 Accounting for

Financial Guarantee Insurance Contracts an interpretation of FASB

Statement No 60 which will be effective for us on November 2009

The guidance requires an insurance enterprise to recognize claim

liability priorto an event of default when there is evidence that credit

deterioration has occurred in an insured financial obligation and

clarifies the recognition and measurement of premium revenue and

claim liabilities It also requires expanded disclosures

Accounting for an Instrument or on Embedded Feature with

SeftlementAmount Based on the Stock of an Entitys Consolidated

Subsidiary

In November2008 the FASB issued guidance underTopic 815

EITF 08-8 Accounting for an Instrument or on Embedded Feature

with SettlementAmount that is Based on the Stock of an Entitys

Consolidated Subsidiary which will be effective for us on

November 2009 The guidance clarifies whether financial

instrument for which the payoff to the counterparty is based in whole

or in part on the stock ofan entitys consolidated subsidiary is

indexed to the reporting entitys own stock and therefore should not

be precluded from qualifying for the derivatives scope exception

Equity Method InvestmentAccounting

In November 2008 the FASB issued guidance underTopic 323

Investments Equity Method and Joint Ventures EITF 08-6 Equity

Method Investment Accounting Considerations which will be effective

for us on November 2009 The guidance clarifies the accounting for

certain transactions and impairment considerations involving equity

method investments

Maintenance Deposits under Lease Arrangements

In June 2008 the FASB issued guidance underTopic 840 Leases

EITF 08-3Accounting by Lessees for Maintenance Deposits under

LeaseArrangements which will be effective for us on November

2009 Guidance is provided on whether lessee should account for

maintenance deposits as deposit or as contingent rental expense

Participating Securities

In June 2008 the FASB issued guidance underTopic 260 Earnings

perShareFSP EITFO3-6-1 Determining Whether Instruments Granted

in Share-Based Payment Transactions are Participating Securities

which will be effective for us on November 2009 The guidance

defines unvested share-based payment awards that contain

non-forfeitable rights to dividends as participating securities that

should be included in computing earnings per share using the

two-class method

Determining the Useful Life oflntangibleAssets

In April 2008 the FASB issued guidance under Topic 350 Intangibles

Goodwill and Other FSP FAS 142-3 Determination of the Useful Life

oflntangibleAssets which will be effective for us on November

2009 The guidance amends the factors that should be considered in

developing renewal or extension assumptions used to determine the

useful life of recognized intangible assets
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Measuring Liabilities at Fair Value

In August 2009 the FASB issued ASU 2009-5 Fair Value Measurements

and Disclosures Topic 820Measuring Liabilities at Fair Value which

will be effective for us on November 2009 The guidance specifies the

methods to be used to fair value liability where quoted price in an

active market for an identical liability is unavailable and clarifies that the

fair value of liability can be measured in relation to the quoted price of

the liability when it trades as an asset in an active market without

adjusting the price for restrictions that prevent the sale of the liability

In vestments in Certain Entities that Calculate Net Asset Value Per

Share

In September 2009 the FASB issued ASU 2009-12 Fair Value

Measurements and Disclasures Topic 820 Investments in Certain

Entities that Calculate NetAsset Value Per Share ar its Equivalent

which will be effective for us on November 2009 This update

provides guidance on measuring the fair value of certain alternative

investments and permits entities to use net asset value as practical

expedient to measure the fair value of its investments in certain

investment funds Additional disclosures are also required regarding

the nature and risk of such investments

Other changes

The FASB issued guidance under Topic 715 FSP FAS 132R-i

Employers Disclasures abaut Pastretirement Benefit Plan Assets

which will be effective for us on October 31 2010 In addition the

following guidance issued by the FASB will be effective for us on

November 2010 FASB Statement No 166 Accounting for Transfers

af Financial Assets an amendment of FASB Statement No 140 FASB

Statement No 167Amendments to FASB Interpretation No 46R
ASU 2009-15 Accounting for Own-Share Lending Arrangements in

Contemplation of Convertible Debt Issuance or Other Financing and

ASU 2009-13 Multiple-Deliverable Revenue Arrangements

Note 32 Parent company information

The following table presents information regarding the legal entity of Royal Bank of Canada with its subsidiaries presented on an equity

accounted basis

Condensed Balance Sheets

As at October31
2009 2008

Assets

Cash and due from banks 3397 3649

Interest-bearing deposits with banks 3350 11497

Securities 93441 93981

Investments in bank subsidiaries and associated corporations 27882 27661

Investments in other subsidiaries and associated corporations 21153 21786

Assets purchased under reverse repurchase agreements 5519 5619

Loans net of allowances for loan losses 225595 218449

Net balances due from bank subsidiaries 2690 16778

Net balances due from other subsidiaries 1718 1232

Other assets 106737 156701

491482 557353

Liabilities and shareholders equity

Deposits
318996 351286

Other liabilities 129120 167448

448116 518734

Subordinated debentures 6460 7981

Shareholders equity
36906 30638

491482 557353

Condensed Statements of Income

For the year ended October31
2009 2008 2007

Interest income 13824 18615 17563

Interest expense
6280 11302 12940

Net interest income 7544 7313 4623

Non-interest income 4276 3882 4408

Total revenue 11820 11195 9031

Provision for credit losses 2125 1116 702

Non-interest expense
6477 5372 5905

Income before income taxes 3218 4707 2424

Income taxes
180 1257 454

Net income before equity in undistributed income of subsidiaries 3038 3450 1970

Equity in undistributed income of subsidiaries 820 1105 3522

Net income 3858 4555 5492

Includes dividend income from isvestments in subsidiaries and associated corporations of $18 million $415 million and $420 million for 2009 2008 and 2007 respectively

Includes loss from associated corporations of $7 million for 2009 and income of $4 million and $4 million for 2008 and 2007 respectively
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Note 32 Parent company information
conninud

Condensed Statements of Cash Flows

Forthe year ended October31 2009 2008 2007

Cash flows from operating activities

Net income 3858 4555 5492
Adjustments to determine net cash from operating activities

Change in undistributed earnings of subsidiaries 820 1105 3522
Other operating activities net 10795 5091 9741

Net cash from used in operating activities 13833 1641 11711

Cash flows from investing activities

Change in interest-bearing deposits with banks 8147 6343 2234
Change in loans net of loan securitizations 33651 44567 43229
Proceeds from loan securitizations 21494 9480 8117
Proceeds from sale of available-for-sale sec irities 9143 5221 2438
Proceeds from maturity of available-for-sale securities 7239 6060 4891
Purchase of available-for-sale securities 13346 11743 739
Net acquisitions of premises and equipment 439 616 481
Change in assets purchased under reverse repurchase agreements and securities borrowed 100 4990 1388
Change in cash invested in subsidiaries 497 6055 2101
Change in net funding provided to subsidiaries 13236 9436 8062

Net cash from used in investing activities 12420 34137 32664

Cash flows from financing activities

Change in deposits 32290 45163 20225
Issue of subordinated debentures 2000 87

Repayment of subordinated debentures 1659 500 989
Issue of preferred shares 2150 613 1150

Redemption of preferred shares for cancellalion 300 150
Issuance costs 77 11 23
Issue of common shares 2439 149 155
Purchase of common shares for cancellatior 55 646
Sale of treasury shares 72 74 208

Purchaseoftreasuryshares 60 76 133
Dividends paid 2744 2688 2278
Change in obligations related to assets sold under repurchase agreements and securities loaned 2649 3541 553
Change in obligations related to securities sold short 3015 114753968

Net cash used in from financing activities 26505 36435 21021

Netchangeincashandduefrombanks 252 657 68
Cash and due from banks at beginning ofyear 3649 2992 2924

Cash and due from banks at end of year 3397 3649 2992

Supplemental disclosure of cash flow information

Amount of interest paid in year 7565 11524 13361
Amount of income taxes recovered paid in tear 947$ 1052 165

Note 33 Subsequent Event

As discussed in Note 25 Royal Bank of Canada and certain related

entities were defendants in class action brought by the Regents of

the University of California which was consolidated with the lead

action entitled NewbyvEnron Corp which was the main

consolidated purported Enron shareholder class action This class

action against Royal Bank of Canada and certain related entities was

dismissed with prejudice on December 2009 We are evaluating

the $60 million US$50 million provision that we had established in

light of this development for possible adjustment in the first quarter

of 2010
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Glossary

Acceptances

bill of exchange or negotiable instrument drawn

by the borrowerfor payment at maturity and

accepted by bank The acceptance constitutes

guarantee of payment by the bank and can be

traded in the money market The bank earns

stamping fee for providing this guarantee

Allowance for credit losses

The amount deemed adequate by management

to absorb identified credit losses as well as

losses that have been incurred but are not yet

identifiable as at the balance sheet date

Alt-A assets

term used in the U.S to describe assets

mainly mortgages with borrower risk profile

between the prime and subprime catego

rizations Categorization of assets as Alt-A as

opposed to prime varies such as limited

verification or documentation of borrowers

income or limited credit history

Asset-backed securities ABS
Securities created through the securitization of

pool of assets for example auto loans or

credit card loans

Assets-to-capital multiple

Total assets plus specified off balance sheet

items as defined by OSFI divided by total

regulatory capital

Assets under administration AUA
Assets administered by us which are benefi

cially owned by clients as at October 31

unless otherwise noted Services provided in

respect of assets under administration are of

an administrative nature including

safekeeping collecting investment income

settling purchase and sale transactions and

record keeping

Assets under management AUM
Assets managed by us which are beneficially

owned by clients as at October 31 unless

otherwise noted Services provided in respect

of assets under management include the

selection of investments and the provision of

investment advice We have assets under

management that are also administered by us

and included in assets under administration

Auction rate securities ARS
Securities issued through variable interest

entity VIE trusts that hold long-term assets

funded with long-term debt with an interest

rate reset every week to 35 days via auctions

managed by participating financial institutions

Bank-owned life insurance contracts Boll

Our U.S Insurance and Pension solutions

business provides banks with BOLl stable value

agreements wraps which insure the life

insurance policys cash surrender value from

market fluctuations on the underlying

investments thereby guaranteeing minimum

tax-exempt return to the counterparty

Basis point bp
One one-hundredth of percentage point

.01%

Canadian GAAP

Canadian generally accepted accounting

principles

Capital adequacy

The level of capital that is sufficient to underpin

risk and accommodate potential unexpected

increases in risk within specified regulatory

targets while maintaining our business plans

This includes risks forwhich minimum regulatory

capital requirements may not be specified

Capital position

Quantifies the extent to which illiquid assets are

funded by non-core liabilities and represents

formula-based measure of both comparative

and directional structural liquidity risk

Cash capital position

Quantifies the extent to which illiquid long

term assets are funded by short-term liabilities

and represents formula-based measure of

both comparative and directional structural

liquidity
risk

Collateral

Assets pledged as security for loan or other

obligation Collateral can take many forms

such as cash highly rated securities property

inventory equipment receivables

Collateralized debt obligation CDO
An investment grade security that is backed by

pool of bonds loans and/or any other type of

debt instrument

Collateralized loan obligation Clo
Securities which are backed by pool of

commercial or personal loans structured so

that there are several classes of bondholders

with varying maturities called tranches

Commercial mortgage-backed securities

CMBS
Securities created through the securitization of

commercial mortgages

Commitments to extend credit

Unutilized amount of credit facilities available to

clients either in the form of loans bankers

acceptances and other on-balance sheet

financing or through off-balance sheet products

such as guarantees and letters of credit

Covered bonds

Full recourse on-balance sheet obligations

issued by banks and credit institutions that are

also fully collateralized by assets over which

investors enjoy priority claim in the event of

an issuers insolvency

Credit default swaps CDS
derivative contract that provides the

purchaserwith one-time payment should the

referenced entity/entities default or similar

triggering event occur

Derivative

contract between two parties which requires

little or no initial investment and where

payments between the parties are dependent

upon the movements in price of an underlying

instrument index or financial rate The notional

amount of the derivative is the contract amount

used as reference point to calculate the

payments to be exchanged between the two

parties and the notional amount itself is

generally not exchanged by the parties

Dividend payout ratio

Common dividends as percentage of net

income after preferred share dividends

Dividend yield

Dividends per common share divided by the

average of the high and low share prices in the

relevant period

Documentary and commercial letters of credit

Written undertakings by bank on behalf of its

client typically an importer authorizing third

party typically an exporter to draw drafts on

the bank up to stipulated amount under

specific terms and conditions Such under

takings are established for the purpose of

facilitating international trade

Earnings per share EPS basic

Calculated as net income less preferred share

dividends divided by the average number of

shares outstanding

Earnings per share EPS diluted

Calculated as net income less preferred share

dividends divided by the average number of

shares outstanding adjusted for the dilutive

effects of stock options and other convertible

securities

Economic Capital

An estimate of the amount of equity capital

required to underpin risks It is calculated by

estimating the level of capital that is necessary

to support our various businesses given their

risks consistent with our desired solvency

standard and credit ratings

Embedded value

Embedded value is measure of the

shareholder value embedded in the balance

sheet of our Insurance segment excluding any

value associated from future new sales The

change in embedded value between reporting

periods is used by management as measure

of the value created by the operations during

the year The value of in-force business is the

present value of future expected earnings on in-

force business less the present value of capital

required to support in-force business

Fair value

The amount of consideration that would be

agreed upon in an arms length transaction

between knowledgeable willing parties who

are under no compulsion to act

Fair value adjustments on certain RBC debt

designated as held-for-trading

The change in fair value of deposit liabilities

and subordinated debentures designated as

held-for-trading largely as result of the

widening/tightening of our credit spreads is

defined as fair value adjustments on RBC debt

designated as held-for-trading

Gross adjusted assets GM
GAA are used in the calculation of the

Assets-to-capital multiple They represent our

total assets including specified off-balance

sheet items and net of prescribed deductions

Guarantees and letters of credit

Primarily represent irrevocable assurances that

bank will make payments in the event that its

client cannot meet its financial obligations to

third parties

Hedge

risk management technique used to insulate

financial results from market interest rate or

foreign currency exchange risk exposure
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arising from normal banking operations The

elimination or reduction of such exposure is

accomplished by establishing offsetting

positions

Hedge funds

type of investment fund marketed to wealthy

individuals and institutions that is subject to

limited regulation and restrictions on its

investments compared to retail mutual funds

and that often utilize aggressive strategies

such as selling short leverage program

trading swaps arbitrage and derivatives

Impaired Loans

Loans are classified as impaired when there has

been deterioration of credit quality to the extent

that management no longer has reasonable

assurance of timely collection of the full amount

of principal and interest in accordance with the

contractual terms of the loan agreement Credit

card balances are not classified as impaired as

they are directly written off after payments are

180 days past due

Innovative capital instruments

Innovative capital instruments are capital

instruments issued by Special Purpose Entities

SPEs whose primary purpose is to raise

capital

Master netting agreement

An agreement between us and counterparty

designed to reduce the credit risk of multiple

derivative transactions through the creation of

legal right of offset of exposure in the event of

default

Monoline insurer

Insurance companies that specialize in

financial guaranty insurance products

predominantly for the municipal bond market

in the U.S and structured finance products

such as CDOs

Net interest income

The difference between what is earned on

assets such as loans and securities and what is

paid on liabilities such as deposits and

subordinated debentures

Net interest margin average assets

Net interest income as percentage of total

average assets

Net interest margin average earning assets

Net interest income as percentage of total

average earning assets

Normal course issuer bid NCIB

program for the repurchase of our own

shares for cancellation through stock

exchange that is subject to the various rules of

the relevant stock exchange and securities

commission

Off-balance sheet financial instruments

variety of arrangements offered to clients

which include credit derivatives written put

options backstop liquidity facilities stable

value products financial standby letters of

credit performance guarantees credit

enhancements mortgage loans sold with

recourse commitments to extend credit

securities lending documentary and

commercial letters of credit note issuances

and revolving underwriting facilities securities

lending indemnifications and other

indem ifications

Office of the Superintendent of Financial

institutions Canada SF1

The primary regulator of federally chartered

financial institutions and federally

administered pension plans in Canada OSFIs

mission is to safeguard policyholders

depositors and pension plan members from

undue loss

Options

contract or provision of contract that gives

one party the option holder the right but not

the obligation to perform specified trans

action with another party the option issuer or

option writer according to specified terms

Provision for credit losses

The amount charged to income necessary to

bring the allowance for credit losses including

specific and general to level determined

appropriate by management

Repurchase agreements
Involve the sale of securities for cash at near

value date and the simultaneous repurchase of

the securities for value at later date

Residential mortgage-backed securities

RMBS
Securities created through the securitization of

residential mortgage loans

Return on common equity ROE
Net income less preferred share dividends

expressed as percentage of average common

equity

Reverse repurchase agreements
Involve the purchase of securities for cash at

near value date and the simultaneous sale of

the securities forvalue at later date

Risk

Financial institutions face number of different

risks that expose them to possible losses

including credit risk market risk operational

risk liquidity and funding risk reputation risk

regulatory and legal risk insurance risk

strategic risk competitive risk and systemic

risk

Risk-adjusted assets RAA Basel II

Used in the calculatIon of risk-based capital

ratios as defined by guidelines issued by OSFI

based on Basel II effective November 2007

Securities Lending

Transactions in which the owner of security

agrees to lend it under the terms of

prearranged contract to borrower for fee

The borrower must collateralize the security

loan at all times There are two types of

securities lending arrangements lending with

and without credit or market risk

indemnification

Securities sold short

transaction in which the seller sells securities

and then borrows the securities in order to

deliver them to the purchaser upon settlement

At later date the seller buys identical

securities in the market to replace the

borrowed securities

Securitization

The process by which various financial assets

are packaged into newly issued securities

backed by these assets

Special purpose entities SPEs
SPEs are principally used to securitize financial

and other assets in order to obtain access to

funding to mitigate credit risk and to manage

capital

Standardized Approach
Risk weights prescribed by OSFI are used to

calculate risk-weighted assets for the credit risk

exposures

Structured investment vehicles

Managed investment vehicle that holds mainly

highly rated asset-backed securities and funds

itself using the short-term commercial paper

market as well as the medium-term note MTN
market

Subprime loans

Subpnime lending is the practice of making

loans to borrowers who do not qualify forthe

best market interest rates because of their

deficient credit history Subprime lending

carries more risk for lenders due to the

combination of higher interest rates for the

borrowers poorer credit histories and adverse

financial situations usually associated with

subprime applicants

Super senior tranches of structured credit

transactions

Represents the most senior class of commercial

paper or notes that are issued in structured

credit transactions These financial instruments

benefit from the subordination of all other

securities issued by structured credit vehicles

Survival horizon

Measures the length of time over which RBC

would have sufficient funds to repay its

maturing liabilities and finance off-balance

sheet commitments if access to wholesale

unsecured funding suddenly became

unavailable and liquid assets excluding any

portion of mortgages and loans were

monetized

Synthetic securitization

The transfer of risks relating to selected

elements of our financial assets to unaffiliated

third parties through the use of certain financial

instruments such as credit default swaps and

guarantees

Taxable equivalent basis teb
Income from certain specified tax advantaged

sources is increased to level that would make

it comparable to income from taxable sources

There is an offsetting adjustment in the ta

provision thereby generating the same

after-tax net income

Tier capitaL and Tier capital ratio

Tier capital consists of more permanent

components of capital is free of mandatory

fixed charges against earnings and has

subordinate legal position to the rights of

depositors and other creditors of the financial

institution The Tier capital ratio is calculated

by dividing the adjusted net Tier capital by

risk-adjusted assets

Tier capital

Tier capital is composed of supplementary

capital instruments that contribute to the

overall strength of financial institution as

going concern

Total capital

Total capital is defined as the total of net Tier

and Tier capital

Tranche

security class created by process used In

structured finance whereby the risks and

returns associated with pool of assets is

packaged into several classes of securities
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offering different risk and return
profiles

from historical information to estimate within given additional subordinated financial support or

those of the underlying asset pool Level of confidence the maximum loss in market where the holders of the equity at risk lack the

value we would experience in our trading characteristics of controlling financial

U.S GAAP
portfolio from an adverse one-day movement in interest

US generally accepted accounting principles market rates and prices

Value-at-Risk VaR Variable interest entity VIE
generally accepted risk-measurement An

entity
which either does not have sufficient

concept that uses statistical models based on equity at risk to finance its activities without
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President and Chief Operating

Officer

Four Seasons Hotels and

Resorts

Victor Young O.C 1991
St Johns Newfoundland and

Labrador

Corporate Director

John Ferguson F.CA 1990
Edmonton Alberta

Chairman and Chief Executive

Officer

Princeton Develooments Ltd

Princeton Ventures Ltd

The Hon Paute Gauthier

P.C O.C 0.0 Q.C 1991
Quebec Quebec

Senior Partner

Stein Monast L.L.P

Brandt Louie O.B.C F.C.A

2001
West Vancouver

British Columbia

Chairman arid Chief Executive

Officer

H.Y Louie Co Limited

Chairman

London Drugs Limited

Michael McCain 2005
Toronto Ontario

President arid Chief Executive

Officer

Maple Leaf Foods Inc

Pedro Reinhard 2000

Key Biscayne Florida

President

Reinhard Associates

Edward Sonshine 2008

Toronto Ontario

President and Chief Executive

Officer

RioCan Real Estate

Investment Trust

The date appearing afterthe rome 0f each

director indicates the year which the

individual became director

Group Executive

Morten Friis

Chief Risk Officer

Janice Fukakusa

Chief Administrative Officer and

Chief Financial Officer

George Lewis

Group Head

Wealth Management

Douglas McGregor

Co-Group Head

Capital Markets

David Mckay

Group Head

Canadian Banking

Gordon Nixon

President and

Chief Executive Officer

Mark Standish

Co-Group Head

Capital Markets

Barbara Stymiest

Group Head

Strategy Treasury and

Corporate Services

James Westlake

Group Head

International Banking and

Insurance
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Principal subsidiaries

The Royal Trust Company

Royal Bank Holding Inc

Royal Mutual Funds Inc

RBC Insurance Holdings Inc

RBC General Insurance Company

RBC Insurance Company of Canada

RBC Life Insurance Company

RBC Direct Investing Inc

RBC Asset Management Inc

RBC Phillips Hager North Investment Counsel Inc

R.B.C Holdings Bahamas Limited

RBC Caribbean Investments Limited

Royal Bank of Canada Insurance Company Limited

Finance Corporation of Bahamas Limited

Royal Bank of Canada Trust Company Bahamas Limited

Investment Holdings Cayman Limited

RBC Barbados Funding Ltd

Royal Bank of Canada Caribbean Corporation

Royal Bank of Canada Trust Company Cayman Limited

RBC Alternative Asset Management Inc

RBC Holdings USA Inc

RBC USA Holdco Corporation

RBC Capital Markets Holdings USA Inc

RBC Capital Markets Corporation

Prism Financial Corporation

RBC Trust Company Delaware Limited

RBC insurance Holdings USA Inc

Liberty Life insurance Company

RBC Capital Markets Arbitrage S.A

Royal Bank of Canada Asia Limited

Capital Funding Alberta Limited

RBC PHN Holdings Inc

RBC Bancorporation USA
RBC Bank USA

RBCF L.P

Royal Bank of Canada Financial Corporation

RBC Finance B.V

Royal Bank of Canada Holdings U.K Limited

Royal Bank of Canada Europe Limited

Royal Bank of Canada Investment Management U.K Limited

Royal Bank of Canada Trust Corporation Limited

RBC Asset Management UK Limited

RBC Holdings Channel islands Limited

Royal Bank of Canada Channel islands Limited

RBC Treasury Services Ci Limited

RBC Offshore Fund Managers Limited

RBC Fund Services Jersey Limited

RBC investment Solutions CI Limited

RBC Investment Services Limited

RBC Regent Fund Managers Limited

RBC Trust Company International Limited

Regent Capital Trust Corporation Limited

RBC Trust Company Jersey Limited

RBC Trustees Guernsey Limited

RBC Regent Tax Consultants Limited

RBC Wealth Planning International Limited

RBC cees Limited

RBC cees international Limited

RBC cees Fund Managers Jersey Limited

Royal Bank of Canada Trust Company Asia Limited

RBC Reinsurance Ireland Limited

Royal Bank of Canada Suisse

Roycan Trust Company S.A

Toronto Ontario Canada

Toronto Ontario Canada

Mississauga Ontario Canada

Mississauga Ontario Canada

Mississauga Ontario Canada

Mississauga Ontario Canada

Toronto Ontario Canada

Toronto Ontario Canada

Toronto Ontario Canada

Nassau Bahamas

George Tomn Grand Cayman

St Michael Barbados

Nassau Bahamas

Nassau Bahamas

George Town Grand Cayman

St Michael Barbados

St Michael Barbados

George Town Grand Cayrnan

New York New York U.S

New York New York U.S

New York New York U.S

Minneapolis Minnesota U.S

New York New York U.S

Wilmington Delaware U.S

Wilmington Delaware U.S

Wilmington Delaware U.S

Greenville South Carolina U.S

Luxembourg Luxembourg

Singapore Singapore

Calgary Alberta Canada

Toronto Ontario Canada

Raleigh North Carolina U.S

Raleigh North Carolina U.S

Wilmington Delaware U.S

St Michael Barbados

Amsterdam Netherlands

London England

London England

London England

London England

London England

Guernsey Channel Islands

Guernsey Channel Islands

lersey Channel Islands

Guernsey Channel Islands

lersey Channel Islands

Guernsey Channel Islands

lersey Channel Islands

lersey Channel Islands

lersey
Channel Islands

lersey Channel islands

lersey Channel islands

Guernsey Channel Islands

lersey Channel islands

lersey Channel Islands

Jersey Channel Islands

lersey Channel islands

lersey Channel islands

Hong Kong China

Dublin Ireland

Geneva Switzerland

Geneva Switzerland

Principal

office address
Principal subsidiaries

Royal Bank Mortgage Corporation Toronto Ontario Canada

RBC Capital Trust
Toronto Ontario Canada

RBC Dominion Securities Limited Toronto Ontario Canada 3679

RBC Dominion Securities Inc
Toronto Ontario Canada

RBC DS Financial Services Inc Toronto Ontario Canada

RBC Investment Services Asia Limited Hong Kong China

RoyalTrust Corporation of Canada Toronto Ontario Canada 509

Montreal Quebec Canada 365

24537

Carrying value of

voting shares owned

by the bank

1060

1500

4359

245

3609

RBC Investment Management Asia Limited Hong Kong China 15

RBC Capital Markets Japan Ltd St Michael Barbados 43

RBC Holdings Barbados Ltd St Michael Barbados 2659

RBC Financial Caribbean Limited Port of Spain Trinidad and Tobago

The bank directly or indirectly owns 100% of the voting shares of each subsidiary except Finance Corporation of Bahamas Limited 75%
Each subsidiary is incorporated or organized under the laws of the state or country in which the principal office is situated except

for RBC Holdings USA Inc RBC USA Holdco Corporation

RBC Capital Markets Holdings USA Inc and RBC Alternative Asset Management Inc which are incorporated under the laws of the State of Delaware U.S RBC Capital Markets Corporation

which is incorporated
under the laws of the State of Minnesota and RBCF L.P which is organized under the laws of the State of Nevada

The carrying value in millions of dollars of voting shares is stated as the banks equity in such investments

The subsidiaries have outstanding non-voting shares of which the bank directly or indirectly owns 100%

RBC USA Holdco Corporation owns 7.60% and Prism Financial Corporation owns 2.33% of RBC Bancorporation USA

RBC PHN Holdings Inc has exchangeable shares outstanding that were issued as part of the consideration to acquire PHN and which will be exchanged on one-for-one basis for RBC

common shares three years after closing in accordance with the purchase agreement
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Shareholder information

Corporate headquarters

Street address

Royat Bank of Canada

200 Bay Street

Toronto Ontario M5j 215

Canada

Tel 416-974-5151

Fax 416-955-7800

Mailing address

P.O Box

Royal Bank Plaza

Toronto Ontario M5J 2J5

Canada

website rbc.com

Transfer Agent and Registrar

Main Agent

Corn putershare Trust Company of

Canada

1500 University Street

Suite 700

Montreal Quebec H3A 358

Canada

Tel 1-866-586-7635 Canada

and the U.S

or 514-982-7555 International

Fax 514-982-7580

website computershare.com\rbc

Co-Transfer Agent U.S
Computershare Trust

Company N.A

250 Royall Street

Canton Massachusetts 02021

.S

Co-Transfer Agent U.K
Computershare Investor Services

PLC

Securities Services Registrars

P.O Box 82 The Pavilions

Bridgwater Road

Bristol BS99 7NH

Stock exchange Listings

Symbol RY

Common shares are listed on
Canada --Toronto Stock

Exchange TSX
U.S New York Stock

Exchange NYSE
Switzerland Swiss

Exchange SIX

All preferred shares are listed on

the TSX

Valuation Day price

For Canadian capital gains tax

purposes the Valuation Day

December 22 1971 cost base

for our common shares is $7.38

per share This amount has been

adjusted to reflect the

two-for-one share split of March

1981 and the two-for-one share

split of February 1990 The

one-for-one share dividends paid

in October 2000 and April 2006

did not affect the Valuation Day

value for our common shares

Shareholder contacts

For dividend information change

in share registration or address

lost stock certificates tax forms

estate transfers or dividend

reinvestment please contact

Computershare Trust Company of

Canada

100 University Avenue 9th Floor

Toronto Ontario M5J 2Y1

Canada

Tel 1-866-586-7635 Canada
and the U.S or 514-982-7555

International

Fax 1-888-453-0330 Canada

and the U.S or 416-263-9394

International

e-mail

serviceccomputershare.com

For other shareholder inquiries

please contact

Shareholder Relations

Royal Bank of Canada

200 Bay S1reet

9th Floor South Tower

Toronto Ontario M5J 2J5

Canada

Tel 416-955-7806

Fax 416-974-3535

For financial information

inquiries please contact

Investor Relations

Royal Bank of Canada

200 Bay Street

4th Floor North Tower

Toronto Ontario M5l 2W7

Canada

Tel 416-955-7802

Fax 416-955-7800

or visit our website at

rbc.com/investorrelations

Direct deposit service

Shareholders in Canada and the

U.S may have their RBC common

share dividends deposited

directly to their bank account by

electronic funds transfer To

arrange for this service please

contact ourTransferAgent and

Registrar Computershare Trust

Company of Canada

ELigibLe dividend designation

For purposes of the enhanced

dividend tax credit rules

contained in the Income TaxAct

Canada and any corresponding

provincial and territorial tax

legislation all dividends and

deemed dividends paid by us to

Canadian residents on our

common and preferred shares

after December 31 2005 are

designated as eligible

dividends Unless stated

otherwise all dividends and
deemed dividends paid by us

hereafter are designated as

eligible dividends for the

purposes of such rules

Dividend dates for 2010

Common share repurchases

We are engaged in Normal

Course Issuer Bid NCIB through

the facilities of the TSX During

the one-year period commencing

November 2009 we may
repurchase for cancellation up to

20 million common shares in the

open market at market prices We

determine the amount and timing

of the purchases underthe NCIB

subject to prior consultation with

the Office of the Superintendent

of Financial Institutions Canada

OSFI

copy of our Notice of Intention

to file NCIB may be obtained

without charge by contacting our

Corporate Secretary at our

Toronto mailing address

2010 Annual Meeting

The Annual Meeting of Common

Shareholders will be held on

Wednesday March 2010 at

900 a.m Eastern Standard

Time at the Metro Toronto

Convention Centre North

Building 255 Front Street West

Toronto Ontario Canada

2010 Quarterly earnings release

dates

First quarter March

Second quarter May27
Third quarter August26

Fourth quarter December

Subject to approval by the Board of Directors

Ex-dividend Record Payment

dates dates dates

Common and preferred January 22 january26 February 24
shares series AA AB AC April 20 April 22 May 21

AD AE AF AG AH AJ July 22 July26 August 24
AL AN AP AR AT AV and AX October22 October26 November24

Governance

Asummary of the significant ways in which corporate governance
practices followed by RBC differ from corporate governance practices

required to be followed by U.S domestic companies under the New
York Stock Exchange listing standards is available on our website at

rbc.com/governance

EQUAL EMPLOYMENT OPPORTUNITY As required by our code of Conduct which applies to all Royal Bank of Canada companies and applies equally to employees we are committed to providing
equal opportunity in all dealings with employees clients suppliers and others In the U.S our subsidiaries are committed to providing Equal Employment Opportunity in compliance with relevantU.S federal legislation and regulations rules to all employees and applicants for employment Consistent with this commitment all employment decisions of our u.s subsidiaries are based
upon skill and performance without regard to race colour national origin or ancesty religion age disability gender sexual orientation status usa veteran or any other factors or characteristics
protected bylaw Our U.S subsidiaries are Equal Opportunity Employers and comply with U.S federal state and municipal employment laws including regulations applicable to federal contractors
Disclosure in our 2009 Annual Report to Shareholders about our lJ.S subsidiaries Equal Employment Opportunity practices is required pursuant to EEO rules

Information contained in or otherwise accessible through the websites mentioned in this report to shareholders does not form part of this report All references to websites are inactive textual
references and are for your information only

Trademarks used in this report include the LION GLOBE Symbol ROYAL BANK OF CANADA RBC RBC CAPITAL TRUST RBC DIRECT INVESTING RBC INTERNATIONAL REMItTANCE RBC REWARDS RBC
SUBORDINATED NOTES TRUST RBC TSNs RBC TruCS and RBC WEALTH MANAGEMENT which are trademarks of Royal Bank of Canada used by Royal Bank of Canada and/or by its subsidiaries under
license All other trademarks mentioned in this report which are not the property of Royal Bunk of Canada are owned by their respective holders RBC Deuia IS and affiliated Dexia companies are
licensed users of the RBC trademark
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