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Always earning the

clients first 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 79000 full- and part-time employees who serve close to 18 million

personal business public sector and institutional clients through offices in Canada the U.S and 50 other countries For more

information please visit rbc.com
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In the midst of continued and significant changes in the
financial services sector RBC remained focused on our long-

term strategy and delivered strong shareholder results We
grew our franchise both in Canada and internationally

illustrating once more our commitment to putting clients first
the power of our diversified business mix ourvalues-based
culture and our people

Although economic and market conditions for financial

institutions improved they remained
challenging in 2010

marked by low interest rates regulatory reform and the

changing needs and expectations of clients

In the face of this we maintained our disciplined approach to

risk and capital management while taking significant steps to

advance our leading position in Canada expand globally
strengthen our competitive position and invest in future

sources of growth

We launched new products to meet clients changing needs
entered new markets and collaborated across our enterprise
to deepen relationships and provide richer client experience
We made significant investments in the areas of risk controls
and technology to ensure we have the sound infrastructure to

effectively and
efficiently support both our clients and our

growth

Our financial results from fiscal 2010 demonstrate this

progress with net income of $5.2 billion compared to

$3.9 billion last year Excluding certain items earnings were
up 10 per cent for the year1 These results reflect record

performance in Canadian Banking and solid results in Wealth

Management Capital Markets and Insurance

We also delivered top quartile shareholder returns for three-

and five-year time horizons versus our global peer group Our
Tier capital ratio of 13 per cent and Tier common ratio of

9.8 per cent as at October 31 coupled with our Low leverage
demonstrate the strength of our balance sheet and capital

position

Standing behind this performance are the capabilities and
client focus of 79000 dedicated RBC employees across
52 countries who advised and served close to 18 million

clients

Fundamental to Long-term success is our continued leadership
in Canada which generates approximately two-thirds of our
total revenues Strong businesses and recognized and

respected brand in our home market have enabled us to

extend our businesses into new markets around the world

Advancing our leadership through 2010
We are committed to maintaining our leadership in Canada
across all our businesses through range of industry-leading
financial and non-financial measures including client

retention satisfaction loyalty and brand strength

Virtually all our Canadian lines of business have advanced
their position in each market and product category We see
more opportunities to increase market share based on the

strength of our brand and the desire of Canadian families and
businesses for sound advice and solutions that help them
achieve their financial goals

In Canadian Banking RBC serves
approximately 11 million

personal small business and commercial clients through the
most extensive and integrated distribution network in Canada

including branches automated teller machines ATM5
specialized mobile sales force online channels and contact
centres

This year Canadian Banking grew market share and

implemented cost reduction initiatives while making
significant investments in its distribution network products
services and processes in order to improve our efficiency We
were the first Canadian issuer of both Visa and MasterCard
and we launched our first new retail store which transforms
the branch experience into an interactive learning and

shopping opportunity for both existing and prospective
clients

In Canada we are the leading full-service brokerage firm as

measured by assets under administration AUA with close to

1440 investment advisors serving affluent and high-net-worth
clients We are the largest fund company and one of the

largest money managers in Canada with 15 percent market
share as measured by assets under management AUM
Additionally we provide discretionary investment

management and estate and trust services to our clients

across Canada We were recognized for having the best

private banking services in Canada Euromoney and RBC
Global Asset Managements PHN fund family was awarded
the Best Overall Fund Group and Bond Fund Family in Canada
Lipper Inc.

We have the largest bank-owned insurance company in

Canada with strong and growing position in new sales Our
insurance business complements our retail banking offering

and contributes considerable and stable earnings to RBC We
continued to improve our profitability through shared and
streamlined processes and we deepened our client

Excluding $116 million loss on the announced sale of Libey Life insurance Company Libe Life in 2010 and $1 billion goodwill impairment charge in 2009 we had net income of
$5.3 billion in 2010 and $4.9 billion in 2009 respectively For more information relating to non-OMP measures refer to the Key peormance and non-GMP measures section of ourManagements Discussion and Analysis

Chief Executive Officers message Royal Bank of Canada Annual
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relationships and simpLified the way we do business We also

expanded our retait insurance network to 52 branches

providing clients with more access to insurance services

This year we maintained our position as Canadas leading

global investment bank providing corporate public sector

and institutional clients with wide range of products and

services We were named Dealmaker ofthe Year in Canada

Financial Post named Best Investment Bank in Canada

Euromoney recognized for excellence in Canadian equity

research Brendan Wood International and ranked number

one in debt equity and MA in Canada Btoomberg

Outside Canada our global expansion provided RBC with new

opportunities to diversify our revenue streams grow our

earnings base and build our wealth management and capital

markets businesses Our capital markets capabilities are by

farthe mostglobal ofany Canadian bank

We are also the only Canadian bank with global wealth

management capability RBC provides customized trust

banking credit and investment solutions to high-net-worth

clients in 21 countries around the world We are now the sixth-

largest full-service brokerage firm in the U.S serving

correspondent clients and individual investors directly with

over 2100 financial consultants through national network in

42 states

In 2010 we were recognized as top 10 global wealth

manager in Scorpio Partnerships Global Private Banking KPI

Benchmark Our announced intention to acquire BlueBay

Asset Management will further expand our global capability2

In Capital Markets we significantly deepened our U.S

franchise resulting in market share increases and winning us

key mandates for both mid-cap and large-cap companies We

expanded our New York trading floor now one ofthe largest

on Wall Street In Europe we broadened our investment

banking equity and research businesses and now have

primary dealer status in France and Germany in addition to

the U.S Canada the U.K and Australia

In the U.K we continued to extend our capabilities in fixed

income and currency and are top five Gilt-edged market

maker Our credit trading business in Europe received top

rankings from institutional investors in several categories

including the Best Bank for Fixed Income e-Trading and

Non-Core Currency Bonds CreditMagazine We continued to

methodically build out our global capital markets platform in

all major geographies including Asia through strategic hires

and new trading floor in Hong Kong

Our International Banking segment includes our banking

businesses in the U.S and Caribbean as well as our 50 per

cent interest in RBC Dexia Investor Services

RBC Bank in the U.S provides comprehensive Une of

products and services through 426 banking centres and

approximately 480 AIMs In 2010 we were ranked among the

top five deposit holders in North Carolina and ranked seventh

overall as measured by deposits in our southeastern U.S

footprint Throughout the year we continued to focus on

managing our loan portfolio and restructuring our retail

operations While weak economic credit and market

conditions remain challenges we are committed to restoring

our operating performance

RBTT is one ofthe largest banking networks in the Caribbean

serving nearly 700000 clients in 12 countries through 85

branches We made solid progress in implementing new

technology infrastructure and leveraging the capabilities of

the broader RBC network to enhance the client experience

RBC Dexia Investor Services our global custody and investor

services joint venture is top 10 global custodian and was

awarded Top-Rated status across the categories of Leading

Clients Cross-Border/Non-Affiliated and Domestic as

reported in Global Custodian Magazines 2010 Agent Banks in

Major Markets Survey

Across all these businesses and geographies RBC is at its

core people business To delivervalue to clients and

sustain top quartile results for shareholders we make

sustaining high-performance high-employee engagement

culture priority This yearwe were recognized as one of

Canadas Top 100 employers Mediacorp Canada Inc Top

Employerin London England CityofLondon Corporation and

one ofthe best places to work in the U.S Human Rights

Campaign In addition we received the prestigious Catalyst

Award for our achievements and longstanding commitment to

diversity and inclu5

Our employees helped build strengthen and connect the

communities we serve through our leading corporate

citizenship program the Vancouver 2010 Olympic Torch Relay

The BtueBay acquisition is subject to the satisfaction of aL costomaiy dosing conditions and is expected to close by the end ofOecember 2010

Royal Bank of Canada Annual Report 2010 Chief Executive Officers message
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Outlook

Looking ahead the global economy and the global banking

industry will continue to undergo significant amount of

change An extended period of slower economic growth in

low interest rate environment will make revenue growth more

challenging Increased regulation of financial institutions

capital and liquidity requirements will add more complexity

and higher operating costs and make generating reasonable

rates of return on investments more difficult

In this environment well-capitalized stable financial

institutions will be positioned to take advantage of emerging

opportunities and to differentiate themselves in the

marketplace At RBC our performance history diversified

business mix and long-term strategy provide us with wide

range of strategic opportunities

2011 Strategic goals

As result of changes in the financial services industry over

the past few years and the opportunities for growth they

present both in Canada and globally we have refined our

strategic goals while retaining our vision of Always earning

the right to be our clients first choice Our goals are

In Canada to be the undisputed leader in financial

services

Globally to be leading provider of capital markets and

wealth management solutions and

In targeted markets to be leading provider of select

financial services complementary to our core strengths

Seizing opportunities for long-term growth

RBC is well positioned for long-term growth and success We
have proven track record of excellence in execution and this

strength will continue to drive our success In the face of

scarce capital our commitment to disciplined capital

deployment for long-term business-building opportunities will

differentiate us from our peers And as other financial

institutions remain challenged by regulatory requirements we
will invest in our businesses attract expert advisors and make

selective acquisitions to enhance our capabilities

In Canadian Banking we will extend our leading position

through best-in-class customer experience differentiated on

advice convenience service and value for money

Our focus on establishing Wealth Management as global

leader in both asset and wealth management will be key

driver for long-term growth

In Insurance we plan to enhance client attraction and loyalty

efficiency and employee engagement through cross.platform

collaboration

Our success in Capital Markets will come from maintaining our

leading position in Canada and growing client relationships in

the U.S and Europe through enhanced product capabilities

investment banking coverage and prudent management of our

balance sheet We intend to strengthen our position in select

industry sectors in the U.S and U.K and broaden our

European fixed income and equities product offering

In Asia we will focus on building on our existing capabilities

in Capital Markets and Wealth Management through

collaboration across both platforms strategic hires an

enhanced distribution presence and product capabilities

Improving the operating performance of our International

Banking portfolio remains priority We will achieve this by

executing transformational initiatives that improve our

distribution footprint and drive efficiency enhancements

Our confidence in our long-term growth comes from more than

140 years of experience in serving clients well We are

committed to finding new ways to innovate be efficient and

proactive and better serve our clients We will work diligently

to remain leading corporate citizen helping to build and

strengthen the communities we serve We will rely on the

strengths that have made RBC what it is today our core values

of service teamwork responsibility diversity and integrity

our commitment to strong risk management and our vision of

always earning the right to be our clients first choice

would like to take this opportunity to thank our employees

around the world who are without doubt the driving force

behind all our achievements Their continued commitment to

our values to our clients and to one another is source of

personal pride to me and thank them all sincerely for their

professionalism and integrity

Finally thank our clients and shareholders for choosing RBC

Gordon Nixon

President and Chief Executive Officer

and the RBC Fdundation These programs grants and

donations are great source of pride for everyone at RBC

Chief Executive Officers message Royal Bank of Canada Annual Report 2010
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White the past few years have been transformative and

challenging for the global financial system RBC has continued

to demonstrate the strength stability and prudent

management that shareholders have come to expect

As steward of this dynamic enterprise the Board of Directors

of RBC takes its role seriously We have long been committed

to continuous improvement of our leading governance

practices which are carefully designed to support our ability

to advise and supervise management Your independent

Board of Directors does not hesitate to test management and

challenge its approach and we are able to do so because of

an environment of confidence and mutual trust created from

clear demarcation of roles and transparency between the

board and the senior management team

Over the 2010 fiscal year your
board has continued to focus

on overseeing the strategic direction for the organization With

regulatory and economic uncertainties continuing throughout

the international marketplace our challenge has been to

balance our strategic role with thorough oversight of risk

management while paying careful attention to the changing

regulatory landscape In this environment the boards

independent insights diverse areas of expertise and

collective business experience are especially critical to

strategic planning Our strong foundation of corporate

governance enables us to oversee management in manner

that prudently assesses and mitigates risk without stifling

innovation and the ability to grow shareholder value

As global capital markets remained volatile over the past

year this emphasis on oversight of key risks has taken on

added significance The board attentively reviews the

enterprise stress testing program and we actively engage in

defining the organizations risk appetite and assessing its risk

profile against that risk appetite To focus management on

achieving success within an effective risk control

environment business opportunities are considered in the

context of associated risks

The board discusses key risk issues as they arise and seeks to

anticipate trends that may impact the risk profile of RBC In

assessing strategy we endeavour to ensure there will be

appropriate returns for the risks assumed Our regular reviews

of the quality and adequacy of risk controls position the Board

of Directors to assess managements ability to execute

business strategy effectively in this rapidly changing business

and regulatory environment

Over the past year your Board of Directors has also paid

particular attention to the governance and controls in place for

executive compensation giving careful oversight to the

alignment of compensation programs to performance and

sound risk management We have remained at the forefront of

best practices seeking to ensure that our compensation

structure and design continue to result in incentive awards

that are symmetric with risk outcomes Our approach to

compensation begins with the recognition that compensation

programs must be designed to attract and retain the talent

needed for the organizations continued success in highly

competitive global marketplace These programs are aligned

with performance goals that motivate executives to achieve

strategic goals prudently and within acceptable risk

tolerances Our compensation programs are designed to

reward individual contribution to superior financial

performance and sustainable long-term shareholder value

wish to express my appreciation to all board members for the

leadership and commitment they demonstrate in providing

RBC with an independent balanced and value-added

perspective and supervising and guiding management in

enhancing the stability and strength of the enterprise and

creating long-term value for shareholders Your Board of

Directors is proud to be actively engaged in the achievements

of the organization We thank management and employees

around the world for their contributions to the continuing

success of RBC

On behalf of the Board of Directors

c5LP
David OBrien

Chairman of the Board

Royal Bank of Canada Annual Report 2010 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 for

the fiscal year ended October 31 2010 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 2010 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 2010 Annual Information Form is available free of charge on our website at rbc.com/investor

relations 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

ReformAct of 1995 and any applicable Canadian securities legislation

We may make forward-looking statements in this 2010 Annual Report

to Shareholders 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 state

ments relating to our financial performance objectives our vision and

strategic goals the Economic market and regulatory review and

outlook for Canadian U.S and global economies the outlook and

priorities
for each of our business segments and the risk environment

including our 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 financial performance objectives and may not be

appropriate for other purposes Forward-looking statements are

typically identified by words such as believe expect foresee

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

financial performance 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 management and Overview of other risks

sections general business economic and financial market conditions

in Canada the United States and certain other countries in which we

conduct business including the effects of the European sovereign

debt crisis 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 changes to and new interpretations of risk-based capital

guidelines and reporting instructions and liquidity regulatory

guidance and the Dodd-Frank Wa//Street Reform and Consumer

ProtectionAct and the regulations to be issued thereunder judicial or

regulatory judgments and legal proceedings the accuracy and

completeness of information concerning our clients and counter-

parties 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 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

Credit risk

Credit quality performance

Market risk

Liquidity and funding

management

Managements Discussion and Analysis Royal Bank of Canada Annual Report 2010



Overview and outlook

Selected financiaL and other hiUghts Tarne

2010 vs 2009

C$ millions except per share number of and percentage amounts 2010 2009 2008 Increase decrease

Total revenue 28330 29106 21582 l776 2.7%

Provision for credit losses PCL 1861 3413 1595 1552 45.5%

Insurance policyholder benefits claims and acquisition

expense PBCAE 5108 4609 1631 499 10.8%

Non-interest expense 14393 14558 12351 165 1.fl%

Goodwill impairment charge 1000 1000 n.m

Net income before income taxes and non-controlling

interest Nd in subsidiaries 6968 5526 6005 1442 26.1%

Net income 5223 3858 4555 1365 35.4%

Segments net income Loss

Canadian Banking 3044 2663 2662 381 14.3%

Wealth Management 669 583 665 86 14.8%

Insurance 405 496 389 91 18.3%

International Banking 317 1446 153 1129 78.1%

Capital Markets 1647 1768 1170 121 6.8%

Corporate Support 225 206 178 19 9.2%

Net income 5223 3858 4555 1365 35.4%

Selected information

Earnings per share EPS basic 3.49 2.59 3.41 .90 34.7%

diluted 3.46 2.57 3.38 .89 34.6%

Return on common equity ROE 14.9% 11.9% 18.1% n.m 300 bps

Return on risk capital RORC 25.4% 19.5% 29.6% n.m 590 bps

Specific PCL as of average net loans and acceptances .63% .97% .53% n.m 34 bps

Gross impaired loans GIL as of loans and acceptances 1.65% 1.86% .96% n.m 21 bps

Capital ratios and multiples

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

Total capital ratio 14.4% 14.2% 11.0% n.m 20bps

Assets-to-capital multiple 16.5X 16.3X 20.1X n.m n.m

Tier common ratio 9.8% 9.2% 6.5% n.m 60bps

Selected balance sheet and other information

Total assets 726206 654989 723859 71217 10.9%

Securities 193331 186272 171134 7059 3.8%

Loans net of allowance for loan losses 292206 280963 289540 11243 4.0%

Derivative related assets 106246 92173 136134 14073 15.3%

Deposits 433033 398304 438575 34729 8.7%

Average common equity 33250 30450 24650 2800 9.2%

Average risk capital 19500 18600 15050 900 4.8%

Risk-weighted assets RWA 260456 244837 278579 15619 6.4%

Assets under management AUM 264700 249700 226900 15000 6.0%

Assets under administration AUA RBC 683800 648800 623300 35000 5.4%

RBC Dexia IS 2779500 2484400 2585000 295100 11.9%

Common share information

Shares outstanding 000s average basic 1420719 1398675 1305706 22044 1.6%

average diluted 1433754 1412126 1319744 21628 1.5%

end of period 1424922 1417610 1341260 7312 .5%

Dividends declared per share 2.00 2.00 2.00 n.m

Dividend yield 3.6% 4.8% 4.2% n.m 120 bps

Common share price RY on TSX close end of period 54.39 54.80 46.84 .41

Market capitalization TSX 77502 77685 62825 183 .2%
Business information number of

Employees full-time equivalent FTE 72126 71186 73323 940 1.3%

Banking branches 1762 1761 1741 .1%

Automated teller machines ATM5 5033 5030 4964 .1%

Period average US$ equivalent of C$1.00 .959 .858 .969 .101 11.8%

Period-end US$ equivalent of C$1.00 .980 .924$ .830 .056 6.1%

Average amounts are calculated using methods intended to approximate
the average ol the oully balances for the period This includes ROE RORC Average commor equity and Average ink

capital For further discussion on Average risk capital and RORC refer to the Key performance and non-GMP measures section

For further discussion refer to the Key performance and non-GAAP measures section

Represents the total ALIA of the joint venture of which we haves 50% ownership interest reported on one-month lag

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

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

n.m not meaningful

Royal Bank of Canada Annual Report 2010 Managements Discussion and Analysis



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

operate underthe 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

Our business strategies and actions are guided by our vision of

Always earning the right to be our clients first choice In 2010 our

strategic goals were

In Canada to be the undisputed leader in financial services
In the U.S to be leading provider of capital markets wealth

management and banking services by building on and

leveraging our considerable capabilities and

Outside North America to be premier provider of select capital

markets wealth management and banking services in markets

of choice

For our progress in 2010 against these objectives refer to the

Business segment results section

Canada

The Canadian economy grew at an estimated 3.1% during 2010 up
from our estimate of 2.6% as at December 2009 This mainly
reflected gains in the first half of the year driven by increased levels of

consumer government and business spending Strong housing

activity in the first half of 2010 largely reflecting the low interest rate

environment slowed significantly in the latter part of the year with the

introduction of the Harmonized Sales Tax HST in British Columbia

and Ontario in July 2010 GDP growth also moderated in the second

half of the year in part due to decrease in net exports

Unemployment of 8.1% in the third quarterwas down slightly from

year ago The Bank of Canada increased the overnight rate to 1%
reflecting increased domestic demand in the first half of the year

The Canadian economy is expected to grow by 2.9% in 2011

reflecting moderate consumer and business spending supported by
continued low interest rate environment The Bank of Canada is

expected to hold overnight rates steady at 1% in the first quarter of

2011 Rates are expected to increase to 2.0% by the end of the year

reflecting expected mild inflationary pressure While labour markets

are expected to strengthen improvement will be gradual which may
put pressure on credit quality

United States

The U.S economy grew at an estimated 2.7% during 2010 up from

the estimated rate of 2.5% projected as at December 2009 largely

in response to government stimulus programs and business spending
on previously deferred inventory purchases in the first half of 2010
Growth slowed in the second half of the year as the effects of the

stimulus faded and consumer confidence deteriorated Weakening in

the housing and labour markets during mid 2010 raised concerns

that the U.S economic recovery would be slowerthan expected In

response the Federal Reserve maintained the target range for the

federal funds rate at 0% to .25%

In 2011 the U.S economy is projected to grow by 2.8%

reflecting moderate consumer and business spending The U.S

Federal Reserve continues to apply policy stimulus through its

quantitative easing program We anticipate that the Federal Reserve

will maintain the federal funds rate in the 0% to .25% range until the

middle of 2012 in orderto provide continued economic stimulus

Other global economies

Most global economies experienced overall improvement in 2010

However growth tempered in the latter part of the year due to the

management services insurance corporate and investment banking
and transaction processing services on global basis We employ

approximately 79000 full- and part-time employees who serve close

to 18 million personal business public sector and institutional

clients through offices in Canada the U.S and 50 other countries For

more information please visit rbc.com

Effective QI 2011 we refined our strategic goals to address

changes in the external environment including increased regulation

and to capitalize on opportunities in the financial services industry by

including focus on target markets and further global expansion We
aspire to be top performing diversified financial institution that

delivers sustainable profitable growth and top quartile results for our

shareholders The following 2011 strategic goals reflect this

aspiration

In Canada to be the undisputed leader in financial services

Globally to be leading provider of capital markets and wealth

management solutions and

In targeted markets to be leading provider of select financial

services complementary to our core strengths

European sovereign debt crisis and fiscal austerity measures in Europe
The second quarter of 2010 reflected better than expected growth in the

U.K and Germany offset by continued weakness in Greece and Portugal

The European Central Bank ECB maintained its policy rate at 1% given

renewed concerns about the global economic recovery The Euro-zone is

expected to moderately grow at 1.7% in 2011 reflecting recent sovereign

credit rating downgrades fiscal austerity measures and persistent

weakness in domestic demand As result the ECB is likely to maintain

its policy rate steady at 1% until early 2012

Globally the world economy grew at an estimated 4.6%

reflecting solid growth in the first half of the year Growth in China

remained strong reflecting solid domestic demand We expect

moderation in 2011 with world economic growth temperingto 4.25%

Financial markets

Global capital markets improved in early 2010 howeverwere volatile

in the latter half of the year The European sovereign debt crisis put

pressure on global financial markets particularly in the second half of

the year As well uncertainty over U.S regulatory reform and global

capital requirements for financial institutions persisted This resulted

in increased investor caution and reduced client trading volumes

which negatively impacted certain of our capital markets trading

businesses

In 2011 we expect global capital markets to remain under

pressure until the sustainability of economic recovery becomes

evident

Effective for the first quarter of 2010 we no longer considered

gains and losses on certain securities to be as result of the volatile

market environment that prevailed in 2008 and 2009 Certain of

these securities continued to be impacted by accounting volatility

and we disclose the respective gains and losses separately as certain

market and credit related items when material

The predictions and forecasts in this section are based on

information and assumptions from sources we consider reliable If

this information or these assumptions are not accurate actual

economic outcomes may differ materially from the outlook presented
in this section

Regulatory environment

In September 2010 the Basel Committee on Banking Supervision

Basel Committee announced amendments to the capital proposals

initially published in December 2009 The Basel Committees reforms

changed the definition of capital recalibrated minimum regulatory

capital requirements and introduced new capital buffers aimed to

ensure that banks are better able to withstand future periods of

Economic market and regulatory review and outlook data as at

December 2010

Managements Discussion and Analysis Royal Bank of Canada Annaal Report 2010



economic and financial stress These reforms will likely result in

higher capital and liquidity requirements with phased-in

implementation from 2013 to 2019

Based on our current strong capital position we expect to meet

the Basel Ill requirements within the established timelines We will

continue to be proactive and make the optimal decisions to mitigate

the impact these requirements will have on our business

In November 2010 the group of 20 industrial and emerging

economies G20 endorsed the Basel Committees proposed

timelines In addition they committed to identify by the middle of

2011 financial institutions considered systematically important to

the global financial system These companies would be held to

enhanced regulatory supervision and stricter standards on capital

liquidity and risk assessment

In the U.S the Dodd-Frank Wall Street Reform and Consumer

Protection Act the Dodd-Frank Act was enacted in july 2010 and

contains financial reforms including increased consumer protection

regulation of the over-the-counter derivatives markets heightened

capital and other prudential standards restrictions on proprietary

trading and investments and sponsorships in hedge funds and

private equity funds by foreign banking organizations with U.S

operations We continue to assess the potential impact as inter

pretation and implementation of the Dodd-Frank Acts provisions are

developed by U.S regulators

In the U.K an overhaul of the system of financial regulation

continues as significant regulatory powers are transferred from the

Financial Services Authority to the Bank of England We continue to

assess the potential impact of these and other U.K reforms such as

the introduction of bank levies

We monitor the evolving market and regulatory environment on

an ongoing basis and reflect these changes through enhancements to

our risk management framework 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 For

further details on our risk management framework and our activities

to manage risks refer to the Risk management Overview of other

risks and Capital management sections

Defining and measuring success through Total Shareholder Returns

Our focus is to maximize shareholder returns through the

achievement of top quartile Total Shareholder Returns TSR over the

medium term 3-5 years which reflects longer term view of strong

and consistent financial performance

Common share price RY on TSX close end of period

Dividends paid per share

Increase decrease in share price

Total shareholder return
-_________________________

TSR aligns to our three strategic goals and we believe represents

the most appropriate measure of shareholder value creation 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 and the relative position

reflects the markets perception of our overall performance relative to

our peers over period of time

Financial performance objectives are annual metrics used to

assess overall performance and measure progress against our

medium term TSR objective We review and revise these metrics as

the economic market and regulatory environment change

Our financial objectives are diluted EPS growth of 7% ROE of

16% 20% and strong capital ratios The outcome of these financial

objectives is the dividend payout ratio targeted at 40% 50%

Defined operating leverage is no longer suitable metric given our

diversified business mix and the lack of comparability against our

peer group

By focusing on these financial performance objectives in our

decision-making we believe we will be well positioned to provide

sustainable earnings growth and solid returns to our shareholders

Our three- and five-year average annual TSR of 3% and 10%

respectively ranked us in the first quartile within our global peer

group for both periods The three-year and five-year average annual

TSR for our global peer group was negative 9% and 0% respectively

3-Year TSR 5-Year TSRs

Royal Bank of Canada 3% 10%

Top Quartile Top Quartile

Peer Group Average 9% 0%

The three- and the five-year average
annual TSR are calculated based on oar common

share price appreciation pbs reinvested dividend income for the period
October 31

2007 to October 31 2010 and October 31 2005 to October 31 2010 respectively

based on information as disclosed by Bloomberg L.P

We are part oF global peer group consisting of 20 financial institutions seven large

Canadian financial institutions in addition to us 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

US financial institutions Bank oF America Corporation JPMorgan Chase Co The

Bank of New York Mellon Corporation U.S Bancorp and Wells Fargo Company Five

European financial institutions Banco Bilbao vizcaya Argentaria Group BBVA Barclays

PLC BNP Paribas Credit Suisse Group AG and Deutsche Bank Group and two Australian

financial institutions Fictional Australia Bank and Westpac Banking Corporation

2009

54.80

2.00

17.0%

22.7%

46.84 56.04 49.80

2.00 1.72 1.32

16.4% 12.5% 19.5%

12.8% 16.2% 23.2%

C$ millions except pershare amounts

Impact on EPS

Basic

Diluted

For the year ended October31
2008 2007 2006

Estimated impact of foreign currency translation on our consoLidated

financial results

Our foreign currency-denominated results are impacted by exchange

rate fluctuations Revenue provision for credit losses PCL Insurance

policyholder benefits claims and acquisitions expense PBCAE

non-interest expense and income denominated in foreign currency

are translated at the average rate of exchange for the year

In 2010 foreign currency translation of our earnings had

significant impact on our consolidated financial results due to the

considerable strengthening of the Canadian dollar relative to other

currencies The translation approximately reduced revenue by

$1.2 billion net income by $150 million and diluted EPS by $J0

The following table reflects the estimated impact of foreign

currency translation on key income statement items

Table

2010 vs 2009 vs

2009 2008

Impact on income increase decrease

Totairevenue $1180 745

PCL 95 95

PBCAE 235 150

Non-interest expense
680 485

Net income 150 10

.11 .01

.10 01

Royal Bank of Canadm Annual Report 2010 Managements Discussion and Analysis
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Management effectively controls this through its monitoring and

oversight of various portfolios of loans throughout the enter

prise

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 allocation

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

Ourframework 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-GAAP 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

Changes made in 2010

We reclassified certain amounts in Corporate Support which were

previously reported primarily in Trading revenue to the Other category

of non-interest income to better reflect the nature of these amounts

Certain comparative amounts have been reclassified to conform to

the current periods presentation

Securitization reporting

The gains/losses on the sale of and hedging activities related to our

Canadian originated mortgage securitizations and our securitized

credit card loans are recorded in Corporate Support Hedging activ

ities include current net mark-to-market movement of the related

instruments and the amortization gains/losses of cash flow hedges

that were previously terminated As the securitization activities

related to our Canadian originated mortgages and credit card loans is

done for funding purposes Canadian Banking recognizes the

mortgage and credit card loan related income and provision for credit

losses as if balances had not been securitized with the

corresponding offset recorded in Corporate Support

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 other Schedule banks independent trust

companies foreign banks 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 ATMs and the largest mobile sales network across

Canada

Year in review

We became the first Canadian issuer of both Visa and

MasterCard with the launch of Westjet MasterCard co-brand card

in March travel rewards card offering Westjet travel credit

rewards to clients We also launched our new Cash back credit

card in June which rewards our clients portion of their

purchases in the form of cash back

We made significant investments in technology for the benefit of

our clients including new commercial sales platform and

new online banking website Our newly designed online banking

website includes myFinanceTrackerlM Canadas first online

financial management tool integrated into an online banking

system myFinanceTracker will automatically categorize trans

actions track expenses and provide advanced budgeting

capabilities for all personal banking and credit card accounts

We launched the $6 low fee small business account providing

value conscious business clients with the most competitive

product available in the industry

We opened our new RBC retail store concept dramatically new

retail banking environment with merchandising areas and

interactive
digital technologies which will redesign and simplify

the customer shopping experience

Economic and market review

Continued improvement in the Canadian economy in the first half of

the year drove volume growth in our home equity products personal

lending and personal and business deposits Volume growth

moderated in the latter part of the year due to the effects of slowing

Canadian economy The improvement in global capital markets

contributed to higher mutual fund revenue from overall capital

appreciation and net sales of long-term funds as retail investor

confidence returned Stabilizing asset quality and the continued

recovery of the Canadian labour market resulted in lower PCL For

further details on our general economic review refer to the Economic

market and regulatory review and outlook section

Managements Discussion and Analysis Royal Bank of Canada Annual Report 2010 13
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C$millions except number of and
percentage amounts

Net interest income

Non-interest income

Fee-based revenue

Transaction and other revenue

Total revenue

PCL

Non-interest expense
Net income before income taxes

Net income

Key ratios

ROE

RORC

Pre-tax margin

Selected average balance sheet information

Total assets

Loans and acceptances

Deposits

Attributed capital

Risk capital

Other information

Revenue per advisor 0005

AUA

AUM
Number of employees FTE

Number of advisors

Estimated_impact of US$ translation on key income statement items

Impact on income increase decrease
Total revenue

Non-interest expense
Net income

Percentage change in average US$ equivalent of C$1.00

Financial performance

2010 vs 2009

Net income increased $86 million or 15% from year ago primarily

due to higher average fee-based client assets and higher transaction

volumes as well as favourable income tax adjustments recorded in

the current year These factors were partially offset by spread
compression and the impact of the stronger Canadian dollar

Total revenue increased $108 million or 3% largely reflecting

higher average fee-based client assets resulting from capital

appreciation and higher transaction volumes reflecting improved
market conditions and investor confidence These factors were

partially offset by the impact of the stronger Canadian dollar lower

spreads on client cash deposits and higher fee waivers largely on
U.s money market funds resulting from the continued low interest

rate environment

731

495100

222600

10954

4346

Non-interest expense increased $33 million or 1% primarily

due to highervariable compensation driven by higher commission-

based revenue and the increase in fairvalue of our earned

compensation liability related to our stock-based compensation plan
These factors were largely offset by the impact of the stronger

Canadian dollar and the reversal of the remaining provision related to

the Reserve Primary Fund For further details refer to the 2009 vs 2008
discussion below

2009 vs 2008

Net income decreased $82 million or 12% from 2008 mainly
reflecting lower average fee-based client assets and spread
compression These factors were partially offset by gain as

compared to loss in 2008 on our stock-based compensation plan
the provisions related to the Reserve Primary Fund and auction rate

securities in 2008 the impact of the weaker Canadian dollar and the

full year of results from our Phillips Hager North Investment

Management Ltd PHN acquisition

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

impact of the weaker Canadian dollar gain as compared to loss

in 2008 on our stock-based compensation plan in our U.S brokerage
business and highertransaction volumes reflecting full year of

revenue from Ferris Baker Watts Inc FBW also contributed to the

increase These factors were largely offset by lower average fee-based
client assets 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 as well as higher infra

structure and staff costs in support of business growth These factors

were partially offset by our focus on cost management the provisions

related to our support agreement for clients of FBW invested in the

Reserve Primary Fund in 2008 and Wealth Managements share of the

settlement with U.S regulators relating to auction rate securities

Wealth Management financial highlights
Table 14

2010 2009 2008

305 397 468

2362 2154 2276

1521 1529 1243

4188 4080 3987

3$
3295 3262 3038

890 818 948

669 583 665

17.6% 14.2%

64.6% 49.2%

21.3% 20.0%

18400 20500 16900

6800 5800 5200

29000 31500 26900

3650 3900 2800

1000 1100 1000

703 670

521600 502300

261800 245700

10677 10818

4299 4504

2010 vs 2909

200
160

35
12%

23.3%

64.9%

3.8%

Pre-tax
margin is defined as net income before income taxes divided by total revenae

Represents investment advisors and financial consultants of oar Canadian and U.S full-service brokerage businesses

Represents client-facing advisors across alt our wealth management businesses
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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 centres and our career sales force as well as through

independent insurance advisors and travel agencies Outside North

America we operate in reinsurance markets globally Our competitive

environment is discussed in each business

Divestiture of Liberty Life

In October 2010 we announced our intention to sell Liberty Life our

U.S life insurance business to Athene Holding Ltd for US$628

million The transaction is subject to regulatory approvals and

customary closing conditions and is expected to close in early 2011

As result of this transaction we recorded loss of $116 million

US$114 million in the fourth quarter of 2010 on both before- and

after-tax basis For further details refer to Note 11 and Note 31 to our

2010 Annual Consolidated Financial Statements

Subsequent to the completion of the divestiture we will realign

Insurance into two lines of business Canadian Insurance and

International Other The travel insurance businesses in the U.S will

be included in International Other

Year in review

In Canada we continued to improve our distribution economics

through shared arid streamlined processes while deepening our

client relationships and simplifying the way we do business

We continued to expand and improve our Canadian retail

insurance network to 52 branches in 2010 from 49 branches in

2009 giving our clients more convenient access to insurance

services

We launched an improved Universal Life product with new

supporting team working across all channels to efficiently deliver

better product to our clients

Internationally we have continued to develop our reinsurance

businesses with solid business growth during the year

Economic and market review

Improved market conditions contributed to higher investment returns

in the currentyear as well as annuity growth in our International and

other businesses During the year we experienced higher disability

and auto claims costs The higher auto claims cost partly resulted

from higher auto claim activity in advance of the Ontario auto

insurance reform which was passed in late 2010 For further details

on our general economic review refer to the Economic market and

regulatory review and outlook section

C$ millions except number of and percentage
amounts

21O 2009 2008

Non-interest income

Net earned premiums
4484 3889 2864

Investment income
443 1579 458

Fee income
51 247 204

Other2
116

Total revenue
6062 5715 2610

Insurance policyholder benefits and claims 4421 3975 1029

Insurance policyholder acquisition expense
637 634 602

Non-interest expense
552 559 576

Net income before income taxes
402 547 403

Net income
405 496 389

Key ratios

ROE
26.6% 37.0% 32.8%

RORC
30 42.9% 37.1%

Selected average balance sheet information

Total assets
I$200 13100 12600

Attributed capital

5O 1300 1150

Riskcapital

00 1150 1050

Other information

Premiums and deposits
5704 4970 3861

Insurance claims and policy benefit liabilities
1O750 8922 7385

Fair value changes on investments backing policyholder liabilities
662 917 870

Embedded value
6427 5924 4919

AUM
300 200 400

Number of employees FTE
257 2777 2939

Estimated impact of US$ and British pound translation on key income statement items 2010v 2009

Impact on income increase decrease

Total revenue
250

PBCAE
235

Non-interest expense
10

ncome
Percentage change in average US$ equivalent of C$1.00

12%

Percentage change in average British pound equivalent of C$1.00
11%

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

designated us HFT Consequently changes in fair values of these assets are recorded in investment income in the consolidated statements of income and are largely offset by charges in the

fair value of the actuarial liabilities the impact of which is reflected in insurance policyhotder
benefits and claims

Relates to loss on Liberty Life

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

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

GAAP measures section

2009 and 2008 amounts have been restated to reflect the realignment of our insurance operations
and technology teams in 2009
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Financial performance

2010 vs 2009

Net income decreased $91 million or 18% compared to the prior

year Excluding the toss on Liberty Life net income increased

$25 million or 5% mainly due to favourable actuarial adjustments

reflecting management actions and assumption changes higher net

investment gains our ongoing focus on cost management and

volume growth These factors were partially offset by higher disability

and auto claims costs and unfavourable life policyholder experience

Total revenue increased $347 million compared to the prior

year Excluding the toss on Liberty Life total revenue increased

$463 million or 8% mainly reflecting volume growth across all

businesses including annuity growth in our U.S and International

businesses and higher net investment gains These factors were

partially offset by the change in fair value of investments backing our

life and health policyholder liabilities and the impact of the stronger

Canadian dollar The annuity volumes and the change in fair value of

investments were largely offset in PBCAE Results excluding the toss

on Liberty Life are nonGAAP measures Refer to the Key performance

and non-GAAP measures section

PBCAE increased $499 million or 11% primarily reflecting

higher costs commensurate with volume growth across all

businesses including annuity growth in our U.S and International

businesses higher disability and auto claims costs and unfavourabte

life policyholder experience These factors were partially offset by the

change in fair value of investments the impact of the stronger

Canadian dollar and favourable actuarial adjustments

Non-interest expense was down $7 million or 1% mainly due to

our ongoing focus on cost management and the impact of the

stronger Canadian dollar These factors were largely offset by higher

costs in support of volume growth

Premiums and deposits were up $734 million or 15% reflecting

volume growth in all business lines due to strong sales and client

retention partially offset by the impact of the stronger Canadian

dollar

Embedded value increased $503 million or 8% largely

reflecting growth from new sales and favourable experience

adjustments These items were partially offset by the impact of the

transfer of capital from our Insurance businesses and the impact of

the stronger Canadian dollar For further details refer to the Key

performance and non-GAAP measures section

2009 vs 2008

Net income increased by $107 million or 28% compared to 2008 as

2008 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 volume growth across all

businesses including annuity growth in our U.S and International

Other insurance businesses The impact of the weaker Canadian

dollar and the 2008 investment losses on disposals and impairments

also contributed to the increase The change in fair value of

investments and the annuity volumes were largely offset in PBCAE

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 The unfavourable actuarial adjustments and the impact of

the weaker Canadian 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 and higher costs in support of volume

growth including the addition of new Canadian retail insurance

branches

Outlook and priorities

We expect continued volume growth driven by new and improved

client focused products delivered through our growing proprietary

channels Our investment returns are expected to continue to improve

with stabilized market conditions The recent Ontario auto reform is

anticipated to have favourable impact on auto claims experience

For further details on our general economic outlook refer to the

Economic market and regulatory review and outlook section

Key strategic priorities 2011

Increase sales through tow cost distribution channels

Deepen our relationships with clients by providing customers

with comprehensive suite of RBC Insurance 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 and

simple to do business with us while managing our expenses

Pursue selected international niche opportunities with the aim of

growing our reinsurance business
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International Other Insurance is primarily comprised of our

Reinsurance businesses which insure risks of other international

insurance and reinsurance companies We offer life and health

accident annuity and trade credit reinsurance products

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 but barriers to entry remain high

Financial performance

Total revenue increased $326 million or 23% mainly reflecting

volume growth in our life and annuity reinsurance products partially

offset by the impact of the stronger Canadian dollar

Premiums and deposits increased $363 million or 19% primarily

for the reasons noted above

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 offer 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

Our U.S retail bank continued to be challenged in 2010 by weak

economic credit and market conditions We remained focused

on managing our loan portfolio and restructuring our operations

In the Caribbean we continued to integrate RBTT Financial Group

RBTI to common banking platform for growth and expansion

in the region

RBC Dexia IS closed its acquisition of Unione di Banche Italiane

Scpas UBI depositary bank business making RBC Dexia IS the

second largest third-party fund administration company and the

fifth largest depositary bank in the Italian market

Economic and market review

The recovery of the U.S economy remained under pressure although

signs of asset quality stabilization resulted in lower PCL Our banking

revenue continued to be affected by historically low interest rates

which compressed spreads We also experienced pricing pressures

from increased competition for client deposits and loans Loan

demand in the U.S continued to be weak and persistent

unemployment in the U.S negatively affected the travel industry and

the local Caribbean economy This resulted in reduced banking

volumes and higher PCL in the Caribbean For further details on our

general economic review refer to the Economic market and

regulatory review and outlook section

C$ miUlons

Total revenue

Other information

Premiums and deposits

Life and health

Property and casualty

Annuity

2009 2008

1399 1064

1643

41

219

1374

52

125
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C$ millions except number of and percentage amounts

Net interest income

Non-interest income

Total revenue

PCL

Impact on income increase decrease
Total revenue

Non-interest expense

Net income

Percentage change in average US$ equivalent of C$1.00

Percentage change in average British pound equivalent of C$1.00

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

Financial performance

2010 vs 2009

Net income decreased $121 million or 7% from year ago mainly
due to lower trading revenues resulting from lower client volumes and

tighter credit spreads reflecting less favourable trading conditions
Our results were also unfavourably impacted by the stronger

Canadian dollar These factors were partially offset by losses on
certain market and credit related items this year that were

significantly lower than market environment-related losses in the

prior year Lower PCL and strong growth in our investment banking
business also partially offset the decrease

Total revenue decreased $1036 million or 15% mainly

reflecting weaker trading revenues in our fixed income business

particularly in the latter part of the year and primarily in the U.S and

Europe Our revenues were also unfavourably impacted by the

stronger Canadian dollar This was partially offset by strong revenue

growth in our investment banking business across all products and

geographies Certain market and credit related losses this year were

significantly lower than market environment-related losses recorded

in the prior year

PCL decreased $682 million primarily reflecting number of

provisions in our portfolio in the prior period and recoveries of few

large accounts in the current period For further details refer to the

Credit quality performance section

Non-interest expense decreased $208 million or 6% mainly due

to lower variable compensation reflecting lower trading results and
the favourable impact of the stronger Canadian dollar This was

partially offset by higher costs in support of business growth and new

regulatory requirements

Fora furtherdiscussjon on ourtreatmentofmarketenvironment
related losses refer to the Economic market and regulatory review

and outlook section

2009 vs 2008

Net income increased $598 million or 51% compared to 2008

primarily due to stronger trading revenue improved results in our

corporate and investment banking businesses and decreased total

market environment-related net losses The increase was partially

offset by higher PCL and the reduction of the Enron-related litigation

provision recorded in the prior year

Non-interest expense

Net income before income taxes and NCI in subsidiaries

Net income

Key ratios

ROE

RORC

Selected average balance sheet information

Total assets

Trading securities

Loans and acceptances

Deposits

Attributed capital

Risk capital

Other information

Number of employees FrE

Credit information

Gross impaired loans as of average net loans and acceptances

Specific PCL as of average net loans and acceptances

Estimated impact of US$ British pound and Euro translation on key income statement items

Capital Markets financial highlights
Table 25

2010 2009 2008

2719 3399 1527

3168 3524 2408

5887 6923 3935
20 702 183

3420 3628 2121

2447 2593 1631

1647 1768 1170

19.5% 21.0% 20.5%

22.3% 24.3% 24.5%

327500 347900 340300
130700 121100 140200

29600 39500 38300

94800 108100 132600

8100 8100 5600

7100 7000 4700

3399 3097 3296

1.38% 2.32% 1.30%

.07% 1.78% .48%

2010 vs 2009

450
220

130

12%
11%
14%

Taxable equivalent basis The teb adjustment for 2010 mas $489 million 2009 $366 million 2008 $410 million for further discussion refer to the How we measure and report our
business segments section
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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

global investment bank with strategic presence in virtually all lines

of wholesale business in Canada and the U.S and select set of

capabilities in Europe and Asia We are also now ranked as one of the

top 15 global investment banks Thomson Reuters

Financial performance

Corporate and Investment Banking revenue of $2144 million

increased $468 million or 28% as compared to the prior year

Gross underwriting and advisory fees increased $106 million or

13% reflecting growth in all geographies particularly in the U.S

Growth was driven by higher debt origination mainly due to increased

activity in high yield debt Revenues from MA activity increased

largely reflecting solid growth primarily in the U.S and Europe Other

revenues increased due to lower losses on credit default swaps used

to economically hedge our corporate loan portfolio and gains

instead of losses on our municipal banking business We also saw

strong growth in our syndicated finance business in the U.S and

Europe Revenues from our corporate lending portfolio remained flat

as volume and pricing improvements were mostly offset by decreased

corporate loan utilization The increase in revenue was partially offset

by losses primarily relating to U.S commercial mortgage

backed securities

Selected highlights Table 27

lC$ millions en ept numbe of mountsl 2010 2009 2008

Total revenue 2144 1676 2111

Breakdown of revenue

Gross underwriting and

advisory fees 895 789 650

Other revenue 1249 887 1461

Other Information

Average assets 22500 32200 30600

FTE 1793 1604 1701

Other revenue includes revenue associated with our core lending portfolio and

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

investments It also includes losses mainly relating to commercial mortgage backed

securities of $67 million 2009 $55 million 2008 $62 million

Corporate Support

II

C$ millions except number of employees
2.t1G

Net interest loss 9Q2
Non-interest income 304

Total revenue

PCL3 p6
Non-interest expense

Net loss before income taxes and NCI in subsidiaries 528
Net loss 225

Securitization

Total securitizations sold and outstanding 503 32685 19316

New securitization activity in the period 818 18689 6482

Other information

Number of employees FrE6 2097 19752 19577

Certain amounts have been reclassified For further details refer to the How we measure and report our business segments section

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 $489 million in 2010 2009 $366 million 2008 $410 million

PCL in Corporate Support primarily comprises the general provision an adjustment related to PCL on securitized credit curd loans managed by Canadian Bunking and an amount related to the

reclassification of certain AFS securities to loans in 2009 For further information refer to the How we measure and report our business segments section

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

New securitization activity comprises
Canadian residential mortgages and credit card loans securitized and sold in the year For further details refer to Note Ito our 2010 Annual

Consolidated Financial Statements This amount does not include Canadian residential mortgage and commercial mortgage securitizution activity of Capital Markets

2009 and 2008 amounts have been restated to reflect the realignment of our insurance operations and technology teams in 2009

20091 20081

889 989
797 352

92 637
456 47

34 18
582 666

206 178

Corporate Support comprises Operations Technology and Functions

Our Operations and Technology teams provide the operational and

technological 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 significant items affecting

the reported results in each year

Managements Discussion and Analysis Royal Bank of Canada Annual Report 2010 29
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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

Seasonatity

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

Notable items affecting our consolidated results

In the fourth quarter of 2010 we recorded loss of $116 million

relating to the loss on the announced sale of Liberty Life

Market environment-related losses adversely affected our

results mainly in the first half of 2009 For further discussion

on our treatment of market environment-related losses refer to

the Economic market and regulatory review and outlook section

In the second quarter of 2009 we recorded goodwill

impairment charge in International Banking of $1 billion

We incurred significant additions to our general provision during

2009 largely reflecting credit deterioration mainly related to the

recessionary conditions in the prior year
Fluctuations in the Canadian dollar relative to other foreign

currencies have affected our consolidated results over the

period

Trend analysis

Challenging economic and market conditions impacted our earnings

particularly during the first half of 2009 Since that period we have

seen improvement in economic conditions although growth slowed in

the latter half of 2010 The recovery of the U.S economy remains

under pressure and there continues to be general uncertainty over

global markets

Revenue generally fluctuated over the period with solid volume

growth in Canadian Banking strong trading revenue in 2009 and early

exchange rates The following table summarizes our results for the

last eight quarters

2010 changes in the fair value of our investment portfolios backing
our life and health policyholder liabilities in Insurance largely offset

in PBCAE and revenue growth in our wealth management businesses

Revenue was unfavourably impacted by market environment-related

losses particularly in the first half of 2009 We incurred significantly

lower losses on certain market and credit related items in 2010
Lower trading revenues in the latter half of 2010 were negatively

impacted by lower client volumes and tighter credit spreads reflecting

less favourable market conditions Spread compression in our

banking-related and wealth management businesses unfavourably

impacted revenue throughout the period due to the continuing low

interest rate environment

PCL has generally trended lower during 2010 from the elevated

levels in 2009 reflecting stabilizing asset quality The increase in

2009 was due to credit deterioration mainly related to the challenging

economic environment For further details refer to the Credit quality

performance section

PBCAE has been subject to quarterly fluctuations resulting from

changes in the fair value of investments backing our life and health

policyholder liabilities due to market volatility higher costs

commensurate with volume growth actuarial liability adjustments
and claims experience

Non-interest expense has fluctuated throughout the period

Higher variable compensation resulting from strong performance

mainly in 2009 and increased costs in support of business growth

partly due to changes in the regulatory environment were largely

offset by our ongoing focus on cost management
Our effective income tax rate has generally fluctuated over the

period reflecting varying portion of income being reported by our

subsidiaries operating in jurisdictions with differing income tax rates

fluctuating level of income from tax-advantaged sources Canadian
taxable corporate dividends and tax adjustments The goodwill

impairment charge loss on Liberty Life and reduction in statutory

Canadian corporate income tax rates over the period also impacted

our effective income tax rate

2010 2009

C$ miflions except percentage amounts Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1

Net interest income 2783 2748 2699 2747 2876 2904 2914 2847
Non-interest income 4419 4079 4268 4587 4583 4919 3847 4216

Total revenue 7202 6827 6967 7334 7459 7823 6761 7063
PCL 432 432 504 493 883 770 974 786
PBCAE 1423 1459 1096 1130 1322 1253 958 1076
Non-interest expense 3818 3377 3572 3626 3606 3755 3575 3622
Goodwill impairment charge 1000

Net income before income taxes and NCI in subsidiaries 1529 1559 1795 2085 1648 2045 254 1579
Income taxes 381 257 443 565 389 449 266 464
NCI in net income of subsidiaries 27 26 23 23 22 35 38

Net income toss 1121 1276 1329 1497 1237 1561 50 1110

EPS basic .74 .85 .89 1.01 .83 1.06 .07 .78

diluted .74 .84 .88 1.00 .82 1.05 .07 .78

Segment net income loss

Canadian Banking 765 766 736 777 717 669 581 696
Wealth Management 175 185 90 219 161 168 126 128
Insurance 27 153 107 118 104 167 113 112
International Banking 157 76 27 57 125 95 1126 100
Capital Markets 373 201 502 571 561 562 420 225
Corporate Support 62 47 79 131 181 90 164 49

Net income loss 1121 1276 1329 1497 1237 1561 so 1110

Effective income tax rate 24.9% 16.5% 24.7% 27.1% 23.6% 22.0% 104.7% 29.4%

Period average US$ equivalent of C$1.00 .963 .957 .973 .945 .924 .900 .805 .815
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2010 vs 2009

Net income in Canada of $4232 million was essentially flat compared

to last year Lower securitization gains higher costs in support of

business growth and spread compression in our banking related

business were largely offset by solid volume growth in our Canadian

banking and wealth management businesses lower PCL and gains on

fairvalue adjustments on certain RBC debt designated as HFT

compared to losses in the prior year

U.S net income of $130 million compares to net loss of

$1132 million mainly reflecting the prioryear goodwill impairment

charge Our improved results also reflected lower PCL mainly in our

U.S banking business These factors were largely offset by lower

trading revenue reflecting lower client volumes and tighter credit

spreads Our results were also unfavourably impacted by the stronger

Canadian dollar and the loss on Liberty Life For further details on the

loss on Liberty Life refer to the Insurance segment

Other International net income of $861 million was up

$153 million largely reflecting significantly lower losses on certain

market and credit related items as compared to prior year market

environment-related losses and gains on fair value adjustments on

certain RBC debt designated as HFT Also volume growth in our life

reinsurance and annuity products contributed to the increase This

was partially offset by lower trading revenues spread compression in

certain businesses and higher PCL in our commercial portfolio in the

Caribbean Our results were also unfavourably impacted by the

stronger Canadian dollar For further discussion on our treatment of

market environment-related losses refer to the Economic market and

regulatory review and outlook section

2009 vs 2008

Net income in Canada was $4282 million up $295 million or 7%

from 2008 The increase primarily reflected higher net securitization

gains strongvolume growth and cost management in our banking-

related businesses and higher trading revenue These factors were

partially offset by higher PCL and losses on fair value adjustments on

certain RBC debt designated as HFT compared to gains in 2008

Spread compression in our banking-related and certain wealth

management businesses and higher losses on our AFS securities also

partly offset this increase

U.S net loss of $1132 million compared to net income of

$152 million in 2008 primarily reflecting the goodwill impairment

charge higher PCL and the reduction of the Enron-related litigation

provision in 2008 The impact of the weaker Canadian dollar relative

to the U.S dollar losses on credit default swaps and spread

compression also contributed to the decrease These factors were

partly offset by higher trading revenue and lower market environment-

related losses on our HFT and AFS instruments

Other International net income was $708 million up

$292 million mainly reflecting lower market environment-related

losses on our HF and AFS instruments and higher trading revenue

full year of results from RBTT growth in our life and other life retro

cession businesses and the continued expansion of our U.K annuity

reinsurance business also contributed to the increase These factors

were partly offset by losses on credit default swaps and losses on fair

value adjustments on certain RBC debt designated as HF

CS millions

Results by geographic segment
Table 30

Net interest income

Non-interest income

Total revenue

PCL

PBCAE

Non-interest expense

Goodwill impairment

charge

Income taxes and NCI

2010

Other

Canada U.S International Total

8405 1718 854 10977

8869 4647 3837 17353

17274 6365 4691 28330

1.026 675 160 1861

2343 1582 1183 5108

7944 4055 2394 14393

1729 77 93 1745

4232 130 861 5223

2009 2008

Other Other

Canada U.S International Total Canada U.S International Total

7863 2134 1544 11541 6935 1132 987 9054

9.429 5565 2571 8214 2521 1793 12528

17292

1479

2100

7632

Net income loss

7699 4115 29106 15149 3653 2780

1.821 113 3413 924 643 28

1571 938 4609 922 30 679

4572 2354 14558 7490 2991 1870

1000 1000

1799 133

4282 $1132

21582

1595

1631

12351

1668 1826 163 213 1450

708 3858 3987 152 416 4555

For geographic reporting our segments are groaped into Canada U.S 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 to the location of the legal entity through which the

business is conducted and the location of our clients Transactions are recorded in the local carrency and are sublect to foreign exchange rate fluctuations with respect to the movement in the

Canadian dollar For Further details refer to Note 28 to our 2010 Annual Consolidated Financial Statements

Includes the results of Liberty Life Refer to Notes 11 and 31 to our 2010 Annual Consolidated Financial Statements
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The following table provides details of our securitized assets

sold and the assets retained on our balance sheet as result of our

securitization activities

As at October31 C$ millions
2010 2009

Securitized assets

Credit cards 3265 3870

Commercial and residential mortgages 39962 39796

Bond participation certificates 935 1105

Total 44162 44771

Retained

Residential mortgages

Mortgage-backed securities retained 21 10687 8920

Retained rights to future excess interest 1397 1497

Credit cards

Asset-backed securities purchased 421 981

Retained rights to future excess interest 15 33

Subordinated loan receivables

Commercial mortgages

Asset-backed securities purchased

Bond participation certificates retained
_______

19 55

Total
________

12550 11493

Includes securitization activities prior to the acquisition of RBTT

All residential mortgages
securitized are Canadian mortgages and are government

guaranteed

Securities purchased during the securitization process

Securitization activities during 2010

During the year we securitized $17.7 billion of residential mortgages

of which $6.0 billion were sold and the remaining $11.7 billion

notional value were retained Our securitization activity this year

was lower compared to the prior year primarily because we have not

participated in the Government of Canadas Insured Mortgage

Purchase Program subsequent to September 2009 We also securi

tized and sold $1.3 billion in credit card receivables We did not

securitize bond participation certificates or commercial mortgages

As at October31

C$ millions

unconsolidated VIES

in which we have

significant variable

interests

Multi-seller

conduits

Structured finance

VIEs

Credit investment

product VIEs

Third-party

conduits

Investment funds

Other

during the year Refer to Note to our 2010 Annual Consolidated

Financial Statements for further details including the amounts of

impaired loans past due that we manage and any gains recognized

on securitization activities during the year

Capita trusts

In prior periods we issued innovative capital instruments RBC Trust

Capital Securities RBC TruCS and RBC Trust Subordinated Notes

RBC TSN5 through three SPE5 RBC Capital Trust Trust RBC Capital

Trust II Trust II and RBC Subordinated Notes Trust Trust III 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 losses and we do not have significant

interest in these trusts As at October 31 2010 and October 31 2009

we held residual interests of $1 million in each of Trust land Trust III

We had loan receivables of $3 million 2009 $3 million and

$30 million 2009 $30 million from Trust II and Trust Ill

respectively and reported in our deposit liabilities the senior deposit

notes of $900 million and $1000 million 2009 $900 million and

$1000 million that we issued to Trust II and Trust Ill respectively

Under certain circumstances RBCTruCS of Trust II will be automati

cally exchanged for our preferred shares and RBC TSN5 exchanged for

our subordinated notes without prior consent of the holders In

addition RBC TruCS holders of Trust II
have the right to exchange

their securities for our preferred shares as outlined in Note 17 to our

2010 Annual Consolidated Financial Statements

Interest expenses on the senior deposit notes issued to Trust II

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

2009 $52 million and $47 million during the year For further

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

RBC TSNs issued and outstanding refer to the Capital management

section and Note 17 to our 2010 Annual Consolidated Financial

Statements

Special purpose
entities

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

disclosures and detailed description of VIEs provided in Notes

and 31 to our 2010 Annual Consolidated Financial Statements

consolidated VIEs

Structured finance

VI Es

Investment funds

Compensation

vehicles

Other

2620

588

Total assets and maximum exposure
to loss correspond to disclosures provided

in Note to our 2010 Annual Consolidated Financial Statements

The maximum exposure
to loss resulting from significantvariable

interests in these VIEs consists mostly of investments loans liquidity 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 underlying

those 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 maor counterparty types approximate
those of public rating agencies Ratings of AM AA and BBB represent investment grade ratings and ratings of RB or lower

represent non-investment grade ratings

Represents multi-seller conduits administered by us

Our October 31 2009 comparatives have been revised to present
information related to certain entity on net basis that was previously presented on gross basis The total gross and net

assets related to this entity as at October 31 2009 were $4177 million and $471 million respectively

3275
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expected loss investor agreed to absorb credit losses up to

maximum contractual amount that may occur in the 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 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

The total ABCP issued by the conduits amounted to

$14.0 billion decrease of $4.9 billion or 26% since the prior year

due to the amortization of existing transactions and decreased client

usage The rating agencies that rate the ABCP rated 67% 2009

70% of the total amount issued within the top ratings category and

the remaining amount in the second highest ratings category The

weighted average maturities U.S conduits 30.1 and 45.3 days and

Canadian conduits 38.2 and 31.3 days as at October 31 2010 and

October31 2009 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 2010 the fair value of our

inventory was $4 million 2009 $4 million classified as

Securities Trading

The U.S multi-seller conduits include $2 billion of asset-backed

securities ABS There are no ABS in the Canadian multi-seller

conduits and there have been no new ABS in the U.S multi-seller

conduits since 2007 The existing ABS transactions are amortizing

and building first loss protection In 2008 and 2009 certain U.S

multi-seller conduits drew down some of our backstop liquidity

facilities to fund portion of the ABS These loans net of write offs

and allowances amounted to $1.5 billion 2009 1.7 billion and

are included in Loans Wholesale We continue to receive principal

repayments on these loans

Creation of credit investment products

We use SPEs to generally transform credit derivatives into cash

instruments to distribute credit risk and to create customized credit

products to meet the needs of investors with specific requirements

These SPEs issue funded and unfunded notes In 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 2010

Annual Consolidated Financial Statements

As with all our derivatives the derivatives with these SPEs are

carried at fair value in derivative-related assets and liabilities Our

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

certain entities winding down The assets in these SPEs amounted to

$1.5 billion as at October 31 2010 2009 $2.9 billion of which

none were consolidated as at October 31 2010 and October 31
2009 As at October 31 2010 our investments in the funded notes

the derivative-related receivables and the notional amounts of the

unfunded notes related to the unconsolidated SPEs were $19 million

2009 $18 million $nil 2009 $317 million and $nil 2009

$170 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 2010

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

significant investments were $3.5 billion 2009 $4.7 billion Our

maximum exposure to loss in these ARS VIEs was $834 million

2009 $1.3 billion Our maximum exposure to loss has decreased

from 2009 primarily reflecting of the sale of our investments in one of

these entities As result of no longer being involved in this ARS VIE

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

significant interest have also decreased As at October 31 2010

approximately 92% of these investments were AAA rated Interest

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

income amounted to $36 million during the year 2009

$78 million 2008 $93 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 TUB programs The liquidity

facilities and letters of credit are included in our disclosure on

guarantees in Note 25 to our 2010 Annual Consolidated Financial

Statements As at October 31 2010 the total assets of uncon

solidated ARS lOB programs in which we have significant

investments were $743 million 2009 $791 million We did not

hold any floating-rate certificates as market maker for the ARS TOB

programs as at October 31 2010 or October 31 2009 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 $1 million during the year 2009 $3 million 2008

$3 million

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 2010 total assets of this entity

and our maximum exposure to loss were $450 million 2009

$471 million and $426 million 2009 $449 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 remarketing agent for the ARS held by the entity

amounted to $3 million during the year 2009 $4 million

2008 $4 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 $5 million for the year

2009 $7 million 2008 $7 million

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 to the referenced funds and we hedge our exposure

from these derivatives by investing in those referenced funds Our

total exposure which is primarily related to our investments in the

referenced funds increased by $33 million to $61 million as at

October 31 2010 In addition the total assets held in the uncon

solidated referenced funds also increased by $165 million to

$249 million as at October 31 2010 due to overall redemptions in the

referenced funds by third party investors of the funds resulting in our

investments in certain of these referenced funds becoming

significant

Trusts mutual and pooled funds

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 interest in the joint venture Refer to Note to our 2010 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

Guarantees retail and commercial commitments

We issue guarantee products as described in Note 25 to our 2010

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 2010 amounted to $73.5 billion 2009 $88.9 billion

The decline compared to the prior year relates primarily to fewer credit

derivatives and backstop liquidity facilities In addition as at

October 31 2010 RBC Dexia IS securities lending indemnifications

totalled $52.1 billion 2009 34.7 billion we are exposed to 50% of

this amount The maximum potential amount of future payments

represents the maximum risk of loss if there was total default by the
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The Board of Directors provides oversight and carries out its risk

management mandate primarily through its Risk and other Board

Committees consisting of the Audit Committee Corporate Gover

nance and Public Policy Committee CGPPC and Human Resources

Committee The Group Executive GE is 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 GRC GRC with the assistance of its supporting Risk

Committees is the senior management risk committee responsible

for ensuring that our overall risk profile is consistent with strategic

objectives and there are ongoing appropriate and effective risk

management processes In addition our risk governance structure is

supported by
The Chief Risk Officer CR0 and Group Risk Management GRM
which have overall responsibility for the promotion of our risk

culture and maintain our enterprise-wide program for

identifying measuring controlling and reporting the significant

risks that face the organization

The Chief Compliance Officer and Global Compliance which are

responsible for our compliance policies and processes designed

to mitigate and manage regulatory risk

Corporate Treasury which manages and oversees our capital

position structural interest rate risk and liquidity and funding

risks and

The business segments which are responsible for specific risks

alignment of business strategies with risk appetite and identi

fication control and management of their risks

The roles of the various stakeholders in our enterprise risk

management program are described further in the discussion of

specific risks below

Risk measurement

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

risk and capital management processes 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 We hold economic

capital to offset these unexpected losses should they occur 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 potential impacts on the organization of Credit Market Liquidity

and Funding and Operational risks under 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 possible adverse market and economic events

These 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 mild recession

prolonged recession real estate weakness crisis in China and

sovereign debt crisis Our evaluations indicate that the resulting

capital and financial impacts of these stress scenarios are within our

ability to manage

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 for the 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 Validation activities results and conclusions are

also reviewed by Internal Audit Services on regular basis

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 Liquidity Compliance and

Capital 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 risk management frameworks and policies are organized

into the following five levels

Level Enterprise Risk Management Framework provides an

overview of our enterprise-wide program for identifying measuring

controlling and reporting on the significant risks we face The Risk

Appetite Framework underpins this Framework

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 limits risk

approval authorities and model risk management

Level Business Segments and Corporate Support 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

Authorities and limits

The Risk Committee of the Board of Directors delegates Credit

Market and Insurance risk authorities to the President and Chief

Executive Officer and CR0 These delegated authorities allow these

officers to approve single name geographic country and region and

industry sector exposures within defined parameters establish

underwriting and inventory limits for trading and investment banking

activities and set market risk tolerances
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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 the 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

This report includes comprehensive review of our 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

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

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

Economic capital which represents our internal estimate of

unexpected loss is used extensively for performance measurement
limit setting and internal capital adequacy

The key parameters that form the basis of our credit risk

measures for both regulatory and economic capital are

Probability of default PD An estimated percentage that

represents the likelihood of default within one-year period of

an obligorfora specific rating grade orfora particular pool of

exposures

Exposure at default EAD An amount expected to be owed by
an obligor at the time of defauLt

Loss given default LGD An estimated percentage of EAD that

is not expected to be recovered during the collections and
recoveries process

These parameters are determined based on historical

experience from internal credit risk rating systems in accordance
with supervisory standards and are independently validated 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 the Office of the Superintendent of

Financial Institutions OSFI are used to calculate risk-weighted

assets RWA 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

exposures primarily in the sovereign and bank classes we assign

the risk weight corresponding to OSFIs standard mapping For

unrated exposures mainly in the business and retail classes we
generally apply 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 the

credit risk inherent in our wholesale lending activities along two
dimensions

First 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 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 BRRs 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 following table maps our 22-grade internal risk ratings

compared to ratings by external rating agencies

Standard Moodys Investor

Poors sP Service Moodys
AAAtoAA- AaatoAa3

AtoA- A1tOA3

BBB to BBB- Baal to Baa3

BBtoBB- BaltoBa3

14to16 B-i-toB

17to20 CCCtoCC

21 to 22 to to Bankruptcy

The shaded texts 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 include discussion on how we measure our
risks and the objectives policies and methodologies for managing
these risks Therefore these shaded texts and tables represent an
integral part of our audited 2010 Annual Consolidated Financial

Statements for the years ended October 31 2010 and October 31
2009

Credit risk is the risk of loss associated with an obligors inability or

unwillingness to fulfill its contractual obligations Credit risk may
arise directly from the risk of default of primary obligor e.g issuer
debtor counterparty borrower or policyholder or indirectly from

secondary obligor e.g guarantor reinsurer

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

Avoiding business activities that are not consistent with our

Values Code of Conduct or policies

Ratings

to

to

tolD

11 to 13

Description

Investment Grade

81 to B3 Non-investment Grade

CaaltoCa

Impaired/Defauft

Second each credit facility is assigned an LGD rate LGD rates are

largely driven by factors such as seniority of debt collateral security

product type and the industry in which the obligor operates and
market environment

EAD is estimated based on the current exposure to the obligor

and the possible future changes of that exposure driven by factors

such as credit quality of the obLigor and type of credit commitment
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Retail credit portfolia

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 for 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

consider 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

Description

Low Risk

Medium Risk

High Risk

Imoaired/Default

Risk ControL

The Board of Directors and its Committees Group Executive Group

Risk Committee GRC and other management risk committees work

in combination to 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 set out the minimum requirements for the

management of credit risk in variety of borrower transactional

and portfolio management contexts

Credit policies are an integral component of our Credit Risk

Management Framework and set out the minimum requirements for

the management of credit risk as follows
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Loans and acceptances

Ians and acceptances by portfolio and sector Table 40

C$ millions
______ ______

2010 2009

Residential mortgages 128832 122130
Personal 80174 71542
Credit cards ioiio 8701
Small business 2712 2851

Retail 24828 205224

Business

Agriculture 4815 5090
Automotive 3527 3657
Consumer goods 5912 6141
Energy 5945 7055
Non-bank financial services 4769 3541
Forest products 792 830
Industrial products 3731 3972
Mining metals 635 1774
Real estate related 18358 21049
Technology media 2569 2562
Transportation environment 3759 4413
Other 20253 22572

Sovereign 3765 2779
Bank 19t6 2516

Wholesale 8074 87951
Total loans and acceptances 30574 293175

Total allowance for loan losses 2997 3188
Total loans and acceptances net of allowance

for loan losses 299577 289987

Total loans and acceptances do not reflect the impact of edit isk mitigation

2010 relates to Other services $8.1 billion Financing prodacts $5.1 billion Holding

and investments $4.0 billion Health $2.7 billion and Other $.4 billion Other in

2009 relates to Other services $10 biltion Financing products $5.7 billion Holding

and investments $3.9 billion Health $2.4 billion and Other $.6 billion

Gross credit rk posue by portfIo and secto
TabLe 39

2010
2009

Lending-related_and other Trading-related Lending-related and other
Trading-related

Loans and acceptances Loans and acceptances-_____ --
Over-the-

Over-the-
As at October31 lindrawn Repo-style counter Total Undrawn Repo-style counter Total
C$ millions Outstanding commitments Other transactions derivatives exposure Outstanding commitments Other transactions derivatives exposure
Residential

mortgages 128832$ 12 160 129004 122130$ 11$ 122141
Personal 80174 61181 59 141414 71542 51132 47 122721
Credit cards 10110 30144 40254 8701 20113 28814
Small business 2712 3136 45 5893 2851 2382 48 5281
Retail 221828$ 94473 264 316565 205224$ 73638$ 95 278957
Business

Agriculture 4815 504 24 7$ 5350 5090$ 396$ 23 8$ 5517
Automotive 3527 1747 142 321 5737 3657 1608 144 12 248 5669
Consumer

goods 5912 2358 483 224 8977 6141 2284 435 234 9094
Energy 5945 9942 2173 1429 19489 7055 8302 2241 18 1411 19027
Non-bank

financial

services 4769 5973 6487 81008 10123 108360 3541 6738 6569 49837 7771 74456
Forest products 792 371 87 17 1267 830 453 89 15 1387
Industrial

products 3731 2387 426 147 6691 3972 2307 340 198 6817
Mining metals 635 1565 637 198 3035 1774 1275 543 335 3929
Real estate

related 18358 2701 1292 275 22626 21049 2853 1259 320 25481
Technology

media 2569 3241 322 528 6660 2562 2730 293 768 6353
Transportation

and

environment 3759 1658 483 582 6482 4413 1791 419 459 7082
Other 20253 4894 6862 5840 47474 22572 4962 6884 9835 6686 50939

Sovereign 3765 3580 28 123 8322 47560 2779 2145 20937 2830 8178 36869
Bank 1916 622 30 138126 2516 763 37316 63514 27678 131787
Wholesale 80746$ 41 43 93634 921 87951$ 386O7$77492 126048$ 54309$ 384407
Total exposure 302574 6016 93898 90 921$ 744399 293175$ 112245$77587 126048$ 54309$ 663364

This table rep esents an integ al
part of our 2010 Annual Consolidated Financial Statements

Credit equivalent amount afte factoring in master netting agreements

Gross credit risk exposare is before allowance for loan losses Exposure ander Basel Il 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

Refer to Note to our 2010 Annual Consolidated Financial Statements for the definition of these terms

2010 vs 2009

Total gross credit risk exposure increased $81 billion or 12% from

year ago reflecting increases in both retail and wholesale portfolios

Retail exposure increased $38 billion or 14% primarily driven

by the implementation of updated risk parameters for undrawn

commitments and the realignment of the retail risk rating system

reflecting recent credit experience Retail exposure also increased as

result of solid volume growth in Canadian home equity and personal

lending products The use of guarantees and collateral represents an

integral part of our credit risk mitigation in the retail portfolio Insured

mortgages accounted for 20% of our residential mortgage portfolio in

2010 as compared to 24% in 2009 Secured personal lending

represented 56% of personal loans outstanding in 2010 as compared
to 54% in 2009

Wholesale exposure increased $43 billion or 11% mainly

reflecting increases in most exposure types Repo-style transactions

increased $27 biltion primarily in non-bank financial services due to

higher market activity from the European Government Bond business

and increased volume for our primary dealer activities partially offset

by the impact of the stronger Canadian dollar Other exposure
increased $16 billion in bank and sovereign largely due to higher

guarantees and securities exposures Loans and acceptances
decreased $7 billion mainly in the business portfolio across most

sectors largely due to strategic reduction in our IJS loan portfolio

maturity and repayments and the impact of the stronger Canadian
dollar Most of the decrease in business exposure was in real estate

and related mining and metals energy and other services within the

other category The decrease was partially offset by increases in non-

bank financial services and sovereign The loan utilization rate

remained stable at 42%
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2010 vs 2009

Loans and acceptances increased by $9 billion or 3% from the prior

year mainly reflecting strong retail growth in Canada partially offset

by decreases in our wholesale portfolio

Solid retail growth of $17 billion was driven by volume growth in

Canadian personal lending and residential mortgages

Wholesale loans and acceptances decreased by $7 billion

mainly due to the same reasons discussed in the gross credit risk

exposure section

TabLe 41

CS millionsl
2010 2009

Canadian Banking 1191 1275

International Banking 743 980

Capital Markets 20 702

Corporate Support and Other 93 456

Canada

Residential mortgages
18

Personal 444 467

Credit cards 399 393

Small business 45 55

Retail 895 933

Wholesale 122 436

Specific PCL 1017 1369

United States

Retail 187 267

Wholesale 476 1096

Specific PCL 663 1363

Other International

Retail 31 31

Wholesale 124 61

Specific PCL 155 92

Total specific PCL 1835 2824

General provision
26 589

TotalPCL3 1861 3413

Segments with significant
PCL have been presented in the rble above

PCL in Corporate Support is comprised of the general provision an adjustment related

to PCL on secaritized credit card loans managed by Canadian Banking and an amount

related to the reclassification of certain AFS securities to loans in 2009

Geographic information is based on residence of borrower

2010 vs 2009

Total PCL of $1.9 billion decreased $1.6 billion from year ago

mainly reflecting decreased specific PCL of $1.0 billion We incurred

general provision of $26 million in the current year as compared to

$589 million in 2009

Specific PCL in Canadian Banking decreased by $84 million or

7% largely due to lower provisions in our business lending personal

and small business portfolios reflecting improved economic

conditions Lower personal lending provisions were driven by lower

loss rates in our fixed and variable and unsecured loans

Specific PCL in International Banking decreased $237 million or

24% primarily reflecting declines in our provision in U.S banking

primarily due to our residential builder finance portfolio AFS

securities reclassified to loans lot loans and the impact of the

stronger Canadian dollar These factors were partially offset by higher

provisions in our commercial portfolios in the Caribbean Although

asset quality has stabilized compared to prior year PCL remained

elevated reflecting continued weakness in residential and

commercial property values

Specific PCL in Capital Markets decreased $682 million

primarily reflecting number of provisions in our U.S and Canadian

portfolios in the prior period and recoveries of few large accounts in

the current period This was offset by provisions in the current year

mainly in the U.S in our real estate and related and technology and

media sectors

We incurred lower general provision in the current year

reflecting improved credit quality in our commercial U.S banking and

Canadian retail portfolios

Gross impaired Loans

10 2009

416 1253

S1 3149

4O 915

140

673

839

222 227

3194

209

26 315

4999

Segments with significant
GIL have been presented in the table above

2010 vs 2009

Total gross impaired loans GIL decreased by $458 million or 8%

from year ago
GIL in Canadian Banking increased $153 million or 12% mainly

reflecting higher impaired loans in our residential mortgages and

commercial portfolios

GIL in International Banking decreased $98 million or 3%

mainly reflecting reductions in our residential builder finance portfolio

from higher write-offs and foreclosures and declines in certain

impaired AFS securities reclassified to loans These factors were

partially offset by higher impaired loans in our U.S commercial

portfolio Both our Caribbean wholesale and retail portfolios

remained under pressure
from the slow economic recovery and

continued weakness in commercial real estate asset values

GIL in Capital Markets decreased $506 million or 55% mainly

due to lower new impaired loans in our non-bank financial services

and other portfolios primarily in the U.S

GIL in Corporate Support and Other decreased slightly by

$7 million

Provision for recovery of credit losses

C$ millions

Canadian Banking

International Banking

Capital Markets

Corporate Support and Other

Canada

Retail

Wholesale

United States

Retail

Wholesale

Other International

Retail

Wholesale

Total GIL

Allowance for credit Losses

Table 43

CS miliioiisi

2010 2009

Specific ACL

Canada 360 417

United States 475 667

Other International 276 195

Total specific ACL 1111 1279

General allowance

Retail 1230 1095

Wholesale 755 928

Total general allowance 1985 2023

Total ACL 3096 3302
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2010 vs 2009

Total allowance for credit losses ACL decreased $206 million or 6%
from year ago mainly due to $168 million decrease in the specific

allowance reflecting the same factors as previously discussed It also

includes $38 million decrease in the general allowance largely as

result of the impact of stronger Canadian dollar This was offset by

an increased provision relating to our U.S banking business Refer to

the Supplemental information section 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 of our trading portfolio

Market
volatility dissipated in the early part of the year but

increased gradually in the latter half of 2010 due to the European

sovereign debt crisis and fiscal austerity measures in Europe

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 credit

foreign exchange equity and commodities markets Trading market

risk reflects the potential adverse 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

Credit specific risk arises from the change in the

creditworthiness and default of issuers of our holdings in fixed

income products

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

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

We employ 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 including

bank-owned life insurance stable value contracts BOLl 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

under the standardized approach are not included in our VaR as

discussed below

Refer to Table 51 for market risk RWA under the internal models and

standardized approaches For management purposes we calculate

VaR for all of our trading positions including those under the

standardized approach

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

of suffering loss greater than $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 our VaR 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 The VaR scenario model has incorporated

market events from much of 2010 while the higher volatility levels

witnessed during late 2008 and early 2009 remain in the model

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

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 assump

tions will cover every market scenario that may unfold
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Risk measurement

variety of limit-based measures and metrics have been estab

lished to monitor and control risk within appropriate tolerances

using variety of time horizons and severity of stress levels 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 cash capital and other structurat metrics 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 flow limits in Canadian dollar and foreign

currencies for key short-term time horizons overnight to nine

weeks under various stages of stress 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 We also control this risk by adhering to

various prescribed regulatory standards

Contingency liquidity risk

Contingency 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 which include elements of scenario

and sensitivity testing are based on models that measure our

potential exposure to global country-specific or RBC-specific events

or combination thereoO consider both historical and hypothetical

events and cover nine week period consistent with our key tactical

liquidity risk measure and our view of the most critical time span for

such events Different levels of severity are considered for each type

of crisis Key tests are run monthly while others are 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 The risk of more prolonged crises is addressed

through our measures of structural liquidity risk that assume

stressed environment

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 sized through models we have developed or by the

scenario analyses and stress tests 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 governance and control

The Board of Directors approves delegation of liquidity risk approval

authorities annually to senior management The Audit Committee and

the Conduct Review and Risk Policy Committee of the Board annually

approve the liquidity management framework and are responsible for

its oversight The Board of Directors and these committees also

review on regular basis reporting on RBCs enterprise-wide

liquidity position and status Group Risk Committee GRC and ALCO

share management oversight responsibility and review all liquidity

documents prepared for the Board of Directors or its committees

ALCO annually approves the liquidity management frameworks key

supporting documents and provides strategic direction and primary

management oversight to Corporate Treasury other functions and

business platforms in the area of liquidity risk management To

maximize funding and operational efficiencies we monitor and

manage our liquidity position on consolidated basis and for key

units and consider market 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

Policies

Our principal liquidity policies define risk tolerance parameters They

authorize senior management committees or Corporate Treasury to

approve more detailed policies and limits that govern management

measurement and reporting requirements for specific businesses and

products

Authorities and limits

Limits for our structural liquidity risk positions are approved at least

annually and measured and monitored 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 liquidity factors 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 During the fiscal year OSFl

introduced regulatory enterprise liquidity metric which we formally

report to OSFI on monthly basis and monitor intra-month

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
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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 or that rating 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 For discussion on the

potential impact of downgrade on certain derivative instruments

see Note 31 Reconciliation of the application of Canadian and United

States generally accepted accounting principles Fair value of

derivatives by major types of products

On September 14 2010 we were placed on review for possible

downgrade by Moodys During its review Moodys will focus on

gaining better understanding of our capital markets business and

our growth plans forthe business Moodys is expected to announce

the results of its review in mid-December 2010

The following table presents our major credit ratings and outlook

as at December 2010

As at December 2010

Short- Senior long

crm ebt term debt Outlook

Moodys P-I Aaa UR neg
SP AA- positive

Fitch F1 AA stable

DBRS R-lhigh PA stable

This table represents an integral part of ou 2010 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 particalar investor

Ratings are sablect to revision or withdrawal at any
time by the rating organization

C$ millions 2010 2009 2008

Long-term funding outstanding 61224 $58831 70906
Total mortgage-backed securities sold 28238 28815 15196
Commercial mortgage-backed securities sold 1705 1916 2159

Credit card receivables financed through

notes issued by securitization special

purpose entity 28O 2913 3163

This table represents an integral part of our 2010 Annaal Consolidated Financial

Statements

During 2010 we continued to expand our long-term funding base by

selectively issuing either directly or through our subsidiaries

$21.5 billion of senior deposit notes in various currencies and

markets Total long-term funding outstanding increased by

$3.2 billion Outstanding senior debt containing ratings triggers

which would accelerate repayment constitutes very small

proportion of our overall outstanding debt of $62 billion

Other liquidity and funding sources

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 Our total outstanding mortgage backed

securities sold decreased year over year by $577 million Our credit

card receivables which are financed through notes issued by

securitization special purpose entity decreased year over year by

$63 million For further details refer to the Off-balance sheet

arrangements section and Note to our 2010 Annual Consolidated

Financial Statements

Impact of global market developments on liquidity management

During 2010 public sector initiatives introduced to facilitate bank

financing requirements during late 2008 and 2009 that were relevant

to our funding activities were all discontinued as term market access

for non-government guaranteed bank names improved materially

While bank financing markets generally improved we continued to

experience more favourable wholesale funding access and pricing

compared both to peers and to the prioryear and opportunistically

executed longer-term issues into this much better funding environ

ment We also continued to focus on aggressively building our core

deposit base Regulatory reforms including global minimum liquidity

standards directed at strengthening the global banking system were

announced and refined during the year and will be implemented over

the coming years The liquidity measures are subject to monitoring or

observation periods priorto becoming minimum standards

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

.1

Deposit profile

Our personal deposit franchise constitutes the principal source of

reliable fundingwhile certain commercial and institutional client

groups also maintain relational balances with low volatility profiles

Taken together these clients represent highly stable supply of core
Our liquidity and funding risk objectives policies and methodologies

deposits in most conceivable environments as they typically are less have not changed materially from 2009 However certain limits and

responsive to market developments than transactional lenders and strategies have been revised as result of the market conditions and

investors due to the impact of deposit insurance and extensive and
evolving regulatory standards

at times exclusive relationships with us Core deposits consisting of

our own statistically derived estimates of the highly stable portions of Contractual obLigations

all of our relational personal commercial and institutional balances In the normal course of business we enter into contracts that give

demand notice and fixed-term together with wholesale funds rise to commitments of future minimum payments that affect our

maturing beyond one year were unchanged during the year at 63% of liquidity Depending on the nature of these commitments the

our total deposits
obligation may be recorded on- or off-balance sheet The following

table provides summary of our future contractual funding

commitments

Contractual obligations Table 48

2010 2009 2008

As at October31 Within to to Over

C$ millions year ail years years Total Total Total

Unsecured long-term funding $17563 $18222 8789 9469 $54043 $52416 $58615

Covered bonds 207 3025 3334 1890 8456 5740 5248

Subordinated debentures 108 199 6482 6789 6564 8258

Obligations under leases 572 965 700 1123 336Q 3362 3196

$184o $22212 $13022 $18964 $72648 $68082 $75317

This table represents art integral part of our 2010 Annual Consolidated Financial Statements

The amoants presented above exclude accrued interest except For the category Within year
Sabstantially all oF our lease commitments are operating
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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

Total Tier caoital

Tier regulatory capital

Permanent subordinated debentures

Non-permanent subordinated debentures

As at October31 C$ millions

12959

246

20585

Capital Table 50

2010 2009

Tier regulatory capital

Common shares 13287
Contributed surplus 236
Retained earnings 22706
Net after tax fair value losses arising from

changes in institutions own credit risk 17
Foreign currency translation adjustments 1685 1374
Net after tax unrealized holding loss on available-

68
4810 4811

3327 3991

351 353

8064 8368
101 148
810 1172
29 13

39 19

33972 31774

863 878

5778 5583
Net after tax unrealized gain on available-for-sale

equity securities 12

Trust subordinated notes 1023 1017
General allowance 517 575

Substantial investments 101 147
Investment in insurance subsidiaries 3607 3628
Securitization-related deductions 792 1150
Expected loss in excess of allowances AIRB

Approach 39 20
Other

3653 3107

37625 34881

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 The components of Tier and Tier capital are listed in

Table 50 For further details on the terms and conditions of the

various capital components refer to the Selected share data section

and Notes 16 17 and 18 to our 2010 Annual Consolidated Financial

Statements

Regulatory capital ratios are calculated by dividing Tier and

Total capital by RWA 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 ofgreaterthan or equal to 10% 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

Basel III regulatory capital and capital ratios

As noted in the Economic market and regulatory review and outlook

section the capital reforms known as Basel Ill will redefine Tier

capital to consist of predominantly common shares and retained

earnings There will be new deductions from common equity

including intangible assets defined benefit pension fund assets and

investments in common equity of other financial institutions Also

changes in counterparty credit risk and treatment of securitization

related exposures will result in higher RWA
Further the Basel Committee proposes to increase the minimum

capital requirements for common equity and Tier capital from 2% to

4.5% and 4% to 6% respectively

In addition banks will be required to hold capital buffers to help

withstand future periods of stress capital conservation buffer of

2.5% to be met with common equity will bring total common equity

requirements to 7% countercyclical buffer of up to 2.5% of

common equity or other
fully loss absorbing capital may also be

required in periods of excess aggregated credit growth This buffer

will be implemented according to national circumstances and subject

to national supervisory discretion The minimum Total capital

requirement will be 8% with capital conservation buffer of 2.5%

framework requiring systemically important financial

institutions to have additional loss absorption capacity beyond the

Basel Ill standards has also been proposed

The common equity and Tier capital rules are expected to be

phased-in from January 2013 with the capital conservation buffer

phased-in between January2016 and January2019

Based on our current strong capital position we expect to meet

the Basel Ill requirements within the established timelines We will

continue to be proactive and make the optimal decisions to mitigate

the impact these requirements will have on our business

Total Tier
capital

Total regulatory capital

Subordinated debentures that are within five
years of maturity are subject to straight-

tine amortization to zero during their
remaining term arid accordingly are included at

their amortized value

Basel and Basel II Tier
capital ratios are not directly comparable

Our capital position remained strong in 2010 primarily through
internal capital generation from earnings and the issuance of

additional regulatory capital for general business purposes Our

capital ratios remain well above OSFI regulatory capital targets

As at October 31 2010 ourTier capital ratio was 13.0% and

our Total capital ratio was 14.4%

Our Tier capital ratio was unchanged from the previous year as

additional capital from earnings generation and lower securitization

related deductions were largely offset by higher RWA and the

redemption of innovative Tier capital instruments

Our Total capital ratio was up 20bps primarily due to the factors

discussed under Tier capital and the net issuance of subordinated

debentures

As at October 31 2010 our assets-to-capital multiple was

16.5 times compared to 16.3 times year ago Our assets-to-capital

multiple remains below the maximum level prescribed by OSFI
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Risk-weighted assets During the year RWA increased by $1 5.6 billion main
lv

due to

Under Basel II OSFI requires banks to meet minimum risk-based credit migration and risk parameter revisions primarily in our

capital requirements for exposures to credit risk operational risk wholesale and retail portfolios This increase was partially offset by

and where they have significant trading activity market risk RWA is the impact of the stronger Canadian dollar on our foreign currency-

calculated for each ofthese risk types and added together to denominated assets and decrease in our securitized assets

determine total RWA portfolio

Risk-weightŁdassets BaseUl
TabLe 51

2010 2009

Average
Risk-weighted assets

ofrisk- --------
weights Standardized Advanced

As at October31 C$ millions except percentage amount Exposure approach approach Other Total Total

Credit risk

Lending-related and other

Residential mortgages 112696 7% 1489 6299 7788 6350

Other retail 193396 21% 7514 33629 41143 32821

Business 136089 60% 30290 51356 81646 84084

Sovereign
35468 6% 394 1725 2119 2272

Bank 48631 6% 1686 1455 3141 2375

Total lending-related and other 526280 26% 41373 94464 135837 127902

Trading-related

Repo-style transactions 152990 1% 380 972 1352 1113

Over-the-counter derivatives 58921 34% 2232 18004 20236 17173

Total trading-related
211911 10% 2612 18976 21588 18286

Total lending-related and other and trading-

related 738191 21% 43985 113440 157425 146188

Bank book equities 1686 87% 1465 1465 1896

Securitization exposures 45753 13% 825 5154 5979 8628

Regulatory scaling factor n.a n.a n.a 7203 7203 6619

Otherassets 39088 64% n.a n.a 25123 25123 21720

Total credit risk 824718 24% 44810 127262 25123 197195 185051

Market risk

Interest rate
4588 2282 6870 8136

Equity
497 1752 2249 1418

Foreign exchange
698 13 711 470

Commodities
797 800 430

Specific
risk

6304 7894 14198 12867

Total market risk
12884 11944 24828 23321

Operational risk
38433 n.a n.a 38433 36465

Total risk-weighted assets 824718 96127 139206 25123 260456 244837

Total exposure represents exposure at default which is the expected gross exposure upon the default stan obligor This anlount is before any specific allowances partia write-offs and

does not reflect the impact of credit risk mitigation and collateral held

12 RepresentS the average of counterparty risk weights within particular category

SelectedapitatharndtY
TabLe 52

2010

Issuance or Number of

redemption
shares

C$ millions except number of shares
date OOOs Amount

Tier

Common shares issued

Dividend reinvestment plan DRIP
2862 161

Stock option exercised
4450 142

Redemption of innovative capital instruments

RBC TruCS Series 2010
June 30 2010 650

Tier

Redemption of lanuary 25 2015 subordinated debentures January 25 2010 500

Redemption of June 24 2015 subordinated debentures lune 24 2010 800

Issuance of lurtels 2020 subordinated debentures lune 15 2010 1500

Forthe first quarter of 2010 shares were issued from treasury at 3% discount from the average closing price of the five trading days prereding the dividerd pynient d5le bar tue rev

quarters of 2010 we funded our DRIP through open market share purchases

Amount included cash received for stock options exercised during the period the fair value adustments to stock options and the exercise of stock options from tandem stock appreciation

rights 5ARS awards and from renounced tandem SARS

For further details refer to Note 16 to our 2010 Annual Consolidated Financial Statements

During 2010 we did not repurchase any common shares under our Dividends

normal course issuer bid NCIB which expired on October 31 2010 Our common share dividend policy reflects our earnings outlook

We did not renew our NCIB for 2011 payout ratio objective and the need to maintain adequate levels of

capital to fund business opportunities Our dividend payout ratio

Subsequent to October 31 2010 the following capital transaction target is 40% to 50% In 2010 the dividend payout ratio was 57%

occurred
down from 78% in 2009 as last years earnings were impacted by the

On November 2010 we issued $1.5 billion of subordinated goodwill impairment charge and higher level of credit losses

debentures Series 14 through our Canadian Medium Term Note Common share dividends paid during the year were $2.8 billion

Program
relatively flat from year ago
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C$ millions exceet number of shares and ner share amounts

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 Al

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

Dividend rate will reset every five years

As at November 29 2010 the number of outstanding common shares

and stock options were 1425184000 and 15487000 respectively

As at November 29 2010 the number of Treasury shares preferred

and Treasury shares common were 131000 and 1532000

respectively For further information about our share capital refer to

Notes 18 and 21 to our 2010 Annual 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 least 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 exceed 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 management and Overview

of other risks 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

Economic capital- TabLe 54

C$ millions average balancesl 2010 2009

Credit risk 9950 10100

Market risk trading and non-trading 3400 2450

Operational risk 3350 3550

Business and fixed asset risk 2400 2350

Insurance risk 400 150

Risk capital 19500 18600

Goodwill and intangibles 101O0 11250

Economic capital 29600 29850

Under attribution of capital 3650 600

Average common equity 33250 30450

Economic capital decreased $250 million from year ago mainly due

to lower goodwill and intangibles reflecting the impact of the goodwill

impairment charge in the prior year and the stronger Canadian dollar

on the translation of foreign currency-denominated goodwill Lower

operational risk due to lower revenue also contributed to the

decrease These factors were partially offset by higher market risk

reflecting methodology changes for both credit valuation adjustments

and modeled market risk and higher insurance specific risk resulting

from methodology changes and lower diversification factor

Selected share data
Table 53

2010 ________________________________________________
Number Dividends

of shares declared

________ __________ ________ ________
0005 Amount per

share
_________________________________________________________________________

1424922 13378 2.00

12000 300 1.23

12000 300 1.11

12000 300 1.18

8000 200 1.15

10000 250 1.13

10000 250 1.13

8000 200 1.11

10000 250 1.13

8500 213 1.41

16000 400 1.25

12000 300 1.40

9000 225 1.56

11000 275 1.56

14000 350 1.56

11000 275 1.56

16000 400 1.56

13000 325 1.53

86
1719 81

6413 324

15659

10170

2843

258
_______ ________________________________________________________

2009 2008

Namber Dividends Number Dividends

of shares declared of shares declared

0005 Amount per share 000s Amount per share

1417610 13075 2.00 1341260 10384 2.00

.88

12000 300 1.23 12000 300 L23

12000 300 1.11 12000 300 1.11

12000 300 1.18 12000 300 1.18

8000 200 1.15 8000 200 1.15

10000 250 1.13 10000 250 1.13

10000 250 1.13 10000 250 1.13

8000 200 Lii 8000 200 1.11

10000 250 1.13 10000 250 1.13

8500 213 1.41 8500 213 .81

16000 400 1.49 16000 400

12000 300 L48

9000 225 1.50

11000 275 L34

14000 350 1.27

11000 275 1.11

16000 400 1.01

13000 325 .87

65 260
2127 95 2258 104

6413 324 6750 324

17877 21773

12806 17247

2819 2624

233 101

For further details about our capital management activity refer to Note 18 to our 2010 Annual Consolidated Financial Statements

Effective February 24 2010 we have the right to convert into common shares at our option subject to certain restrictions
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We remain welt 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 We set guidelines for defining capital investments in

our subsidiaries and manage the relationship between capital

invested in subsidiaries and our consolidated 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 Concurrently Corporate Treasury

As at October 31 2010 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

provides centralized oversight and consolidated capital management

across all subsidiary entities

Other considerations affecting capital

Capital treatment for equity investments in other entities is

determined bya 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 controlling 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

period of time these securities were deemed to be other-than-

temporarily impaired and were written down to their fairvalue

Management has determined that the unrealized losses on the

remaining securities were temporary in nature and will continue to

hold them until their value recovers they mature or they are

redeemed Forfurtherdetails regardingthe assessmentofother-than

temporary impairment refer to Note to our 2010 Annual

Consolidated Financial Statements

Includes held-to-maturity of $225 million 2009 $156 million that is grouped with AFS on the balance sheet

The total amortized cost of the AFS portfolio was $43.4 billion as at

October 31 2010 down $2.7 billion or 6% from the prioryear The

decrease largely reflected the reduction in holdings of certain AFS

securities including certificate of deposits and U.S agency mortgage-

backed securities MBS exiting of positions held in U.S student loan

auction rate securities ARS and U.S non-agency MBS in order to

manage our exposures as well as the impact of the stronger Canadian

dollar The decrease was partially offset by an increase in RBC

originated MBS resulting from securitization activities as well as

purchases of Canadian government bonds

We recognized $41 million of net gains in income this year as

compared to $640 million of net losses in the prior year The net gains

in the current year largely reflected net gains of $309 million on the

sale of certain U.S agency MBS classified as government and agency

and listed common shares as well as gains from capital distributions

from private equities These gains were largely offset by net losses of

$268 million primarily on securities that were deemed to be impaired

such as corporate trust preferred securities which are included in

corporate debt and other debt certain listed common shares private

equities and U.S non-agency MBS The prior year net losses of

$640 million were largely due to losses on Canadian bank common

shares U.S non-agency MBS and corporate debt and other debt

As at October 31 2010 the portfolio had net unrealized gains of

$338 million compared to net unrealized gains of $60 million year

ago This largely reflected the reduction in unrealized losses due to

price improvements on U.S non-agency MBS and other

non-government securities primarily due to tightening of spreads and

lower interest rates The MBS portfolio mainly consists of high quality

super-senior tranches of U.S Alt and U.S prime securities There

were also fair value improvements for loan substitute securities which

are predominantly perpetual preferred shares of highly rated

Canadian entities as well as equities which include listed common

shares and listed preferred shares

Exposures to selected financial instruments

Exposure to U.S subprime and Alt-A RMBS CDO5 and mortgages

Certain activities and transactions we enter into expose us to the risk

of default of U.S subprime and Alt-A residential mortgages Our net

exposures to U.S subprime and Alt-A represent less than .3% of our

total assets as at October 31 2010 compared to .4% the prioryear

Of our total holdings of residential mortgage-backed securities

RMBS holdings with fairvalue of $145 million net of MBIA

hedging of $250 million may be exposed to U.S subprime risk U.S

Additional financial information

Total RBC available-for-sale portfoLio Table 55

2010 2009

Net Net gains Net Net gains

unrealized losses unrealized losses

Amortized Fair gains recognized Amortized Fair
gains recognized

C$ millions cost vatue 11 losses in income cost value losses in income

Government and agency 25800 26248 448 73 22166 22622 456 17
Mortgage-backed securities 1079 1027 52 27 2057 1852 205 173
Asset-backed securities 3599 3499 100 4516 4427 89 45
Corporate debt and other debt 10985 11010 25 47 14718 14711 198
Equities 1719 1764 45 48 2437 2412 25 207
Loan substitute securities 256 228 28 256 186 70
Total 43438 43776 338 41 46150 46210 60 640
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subprime RMBS exposures increased $59 million from last year Of

this potential exposure over 55% of our related holdings are rated

and above compared to over 66% in the prioryear As at October 31
2010 U.S subprime RMBS holdings rated AAA on net basis

comprised 17% of total U.S subprime RMBS holdings compared to

37% in 2009 Exposure to U.S subprime loans was $319 million as at

October 31 2010 representing .04% of total assets $170 million

lower than last year partly due to principal pay downs and the

stronger Canadian dollar

Ofourtotal holdings of RMBS holdings with fair value of $557

million net of hedging may be exposed to U.S Alt-A risk U.S Alt-A

exposures decreased $431 million from the prior year mainly due to

the sale of holdings Less than 49% of these RMBS were issued

during 2006 and onwards Our exposure to U.S Alt-A loans was $973

million as at October31 2010 representing .1% of total assets and

decrease of $314 million from the prior year partly due to principal

pay downs and the stronger Canadian dollar

Of our total holdings of collateralized debt obligations CDOs
holdings of $21 million net of MBIA hedging of $4 million may be

exposed to U.S subprime orAlt-A risk decrease of $1 million from

2009 The fair value of our Corporate CDOs net of hedging of $312

million as at October 31 2010 increased $34 million from last year

Net exposure to U.S subprime and Alt-A through Table 56

RMBS CDOs and mortgages

2010

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 395 557 25 977

Fair value of securities net of

hedging by rating

AM 24$ 53$
56 46

26

BBB 13 73

Below BOB- 52 359 21

Total 145 557 21 723

Fair value of securities net of

hedging by vintage

2003 or before 29 32

2004 43 49

2005 29 204 21

2006 33 92

2007 and greater 11 180

Total 145 557 21 723

Amortized cost of subprime/Alt-A

mortgages whole loans 180 722 902

Amortized cost of sub prime/Alt.A

RMBS securities transferred to

loans under Section 3855 139 251 390

Total subprime and Alt-A

exposures net of hedging 464 1530 21 2015

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

The subprime RMBS exposures rated below BBB- represents oar 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 2010 refer to the Off-balance sheet

arrangements section

Leveraged finance

Leveraged finance comprises infrastructure finance essential

services and other types of finance It excludes investment grade

financing and non-investment grade financing where there is no

private equity sponsor involvement Our total commitments
combined funded and unfunded as at October 31 2010 were $4343

million which was .6% of our total assets unchanged from prioryear

Direct and indirect monoline insurance

We have direct and indirect monoline insurance on subprime and

non-subprime assets as presented below

Direct monoline insurance TabLe 57

As at October 31 2010

Principal/

C$ millions noional faifv4lue

MBIA 3656 327

Assured Guaranty Municipal Corp

Formerly FSA 270 14

Syncora Holdings Ltd Formerly XL Capital Ltd 244 11

AMBACFinanciaIGroupAMBA 102

Total 4272 352

As at October 31 2010 we held monoline insurance protection of

$4272 million against default of the issuer or counterparty on both

subprime and non-subprime trading assets with recorded fairvalue

of $352 million net of credit valuation adjustments Our valuation

methodology related to our MBIA exposure is consistent with the prior

year while we have updated our parameter estimates to reflect current

market conditions

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 interest rate swaps and

public infrastructure bonds In these cases we obtain benefit from

the insurance protection The principal/notional value of these assets

as at October 31 2010 is $1605 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 fair value of the asset In addition we

provide liquidity facilities of $295 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 2010

Commercial mortgage-backed securities disclosure

The fair value of our total direct holdings of CMBS was $316 million

as at October 31 2010

Assets and liabilities measured at fair value

There were no material transfers in or out of levels or in the

current year as classified by the fair value hierarchy set out in

Section 3862 Financial Instruments Disclosures For further

details refer to Note to our 2010 Annual Consolidated Financial

Statements
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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

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 obseivable 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 securities with unrealized losses are assessed for impairment at

each reporting date and more frequently when conditions warrant

When the fair value 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 fora 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 2010

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 SPEs 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

2010 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 whether the 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 2010 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 2010 Annual Consolidated Financial

Statements we concluded that none of the SPEs 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 orwrite-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 retail portfolios are managed on 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 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

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 credit quality trends business and

economic conditions the impact of policy and process changes and

other supporting factors
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Total allowance for credit losses

Based on the procedures discussed above management betieves

that the total allowance for credit losses of $3096 million is

adequate to absorb estimated credit losses incurred in the lending

portfolio as at October 31 2010 This amount includes $99 million

classified in other liabilities which relates to letters of credit and

guarantees and unfunded commitments

Variable interest entities

AcG-1 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

AcG15 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

analyzingthe 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 ofAcG-15 and applying them to our specific transactions

AcG-15 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 2010 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 if an 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 carryingvalue 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 fairvalue 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 fairvalue 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

Forfurther details referto Notes land lOto our 2010 Annual

Consolidated Financial Statements Also refer to the Goodwill

Impairment Assessment later in this section

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 ofAA 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 2010

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
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Significant changes in accounting policies and disclosures during
2010

Canadian GMP
We did not adopt any new significant accounting policies during the

year

U.S GMP
Fair value measurement and disclosures on non-financial assets and

liabilities

Guidance on fair value measurement and disclosures Topic 820 Fair

Value Measurements and Disclosures for nonfinancial assets and

liabilities became effective for us on November 2009 The new
standards require additional disclosure on inputs and valuation

techniques used to measure assets and liabilities that are measured

at fair value on nonrecurring basis in periods subsequent to initial

recognition Refer to the section entitled Framework on fairvalue

measurement in Note 31 to our 2010 Annual Consolidated Financial

Statements for expanded disclosures

Investments in Certain Entities that Calculate Net Asset Value Per

Share

Financial Accounting Standard Board FASB issued Accounting
Standards Update ASU 2009-12 Fair Value Measurements and

Disclosures ASC Topic 820 Investments in Certain Entifies thaf

Ca/cu/ate NetAsset Value Per Share or its Equivalent which provides

guidance on measuring fair value of certain alternative investments
and permits entities to use net asset value as practical expedient to

measure the fairvalue of its investments in certain investment funds

We adopted this standard on November 2009
Our alternative investments primarily include hedge funds held

in connection with hedging of exposure related to fee-based equity

derivative transactions with third parties Fair value of these

investments are based on the net asset value of the hedge funds
Refer to Note 31 to our 2010 Annual Consolidated Financial

Statements for additional disclosures and information

Improving Disclosures about Fair Value Measurements

FASB issued ASU 2010-06 Fair Value Measurements and Disclosures

which amends and adds new disclosure requirements to Topic 820

Fair Value Measurement and Disclosures Overa// New requirements

are applicable for transfers into and out of Levels and and

separate disclosures are required for purchases sales issuances
and settlements relating to Level financial instruments

Clarifications are also provided on existing fairvalue disclosures on

level of disaggregation and on inputs and valuation techniques used

to measure fair value This guidance became effective for us on

February 2010 Refer to Note to our 2010 Annual Consolidated

Financial Statements for the expanded fair value hierarchy

disclosures Additional disclosures are also required regarding the

nature and risk of such investments these are provided in the

Framework on fairvalue measurement section of Note to our 2010

Annual Consolidated Financial Statements

Non-controlling interest

In December 2007 the FASB issued guidance under ASC Topic 810
Consolidation which was effective for us on November 2009

Significant requirements include

Ownership interests in subsidiaries held by parties other than

the parent must be reclassified to equity and presented

separately from the parents equity

The amount of consolidated net income attributable to the

parent and to the non-controlling interest must be clearly

identified and presented on the consolidated statement of

income

Non-controlling interest should continue to be attributed its

share of losses even if that attribution results in deficit

non-controlling interest balance

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 fairvalue

Business combinations

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 includes the following

changes in requirements more assets acquired and liabilities

assumed must be measured at fair value 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
There is no impact to our 2010 Annual Consolidated Financial

Statements as we did not close any acquisitions during the year

In addition several new U.S GAAP accounting pronouncements
issued by FASB became effective for us on November 2009 but the

impact of adopting these pronouncements is not material to our

consolidated financial position or results of operations For further

details about the new U.S GAAP pronouncements referto Note 31 to

our 2010 Annual Consolidated Financial Statements

Future changes in accounting policies and disclosure

Canadian GAAP

There is no significant future accounting change applicable for us

U.S GMP
Amendments to Guidance on Accounting for Transfers of Financial

Assets

In June 2009 the FASB issued Statement No 166Accounting for

Transfers of Financial Assets an amendment of FASB Statement

No 140 FAS 166 which will be effective for us prospectively on
November 2010 FAS 166 eliminates the concept of qualifying

special purpose entities QSPEs and provides additional criteria and

clarifies certain principles of the derecognition requirement in FAS

140 that the transferor must use to assess transfers of financial

assets 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

retrospectively on November 2010 FAS167 modifies the character

istics 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 We are currently in the

process of assessing the impact of adopting this new standard on our
consolidated financial position and results of operations

Refer to Note 31 to our 2010 Annual Consolidated Financial

Statements for more information about these and other future

accounting standards
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CS millions except pe entage

amounts 2010 2009 2008

Tier capital 33972 31774 25031
Less

Qualifying other NO in

subsidiaries 351 353 357
Innovative Tier capital

instruments 3327 3991 3857
Non-cumulative First

Preferred shares 4810 4811 2657

Tier common capital 25484 22619 18160
Risk-weighted assets 260456 244837 278579

Tier common ratio 9.8% 9.2% 6.5%

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 forthe 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

unattributed capital

The attribution of capital and risk capital involves the use of

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

For internal allocation and measurement parposes 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 purposes

2010 2009 2008

Caniadian a1t lt1fehna na1
Capnt

C$ millions except percentage amounts Baaking Mans men 1nsyufsce Bhking Mackegs 5uppyt Total Total Total

Net income loss available to

common shareholders $Z979 64Q 393 36 $2S84 4965 3625 4454
Average risk capital $63511 1QQ11 $1 30Q 300O i00 $i950O $18600 $15050

add Under/over attribution of capital 60 3450 600 1900
Goodwill and intangible capital 00G 2511 200 450 10011 6QOr 1G10 11250 7700

Average common equity 58350 3650 1500 66 $8400 50011 $33y2S $30450 $24650add Impact of goodwill impairment charge
550

Average common equity excluding goodwill $8350 3650 $1500 66S 81011 500G 250 $31000 $24650
ROE 356% i76% 266% 5.S% 195% ii 14% 11.9% 18.1%

add Impact of goodwill impairment charge
3.0%

ROE 354% 174% 26.6% 19.5% nm 1.49% 14.9% 18.1%

RORC 49% 64.6% QJ.% 12 2% 3% nitt 25 4% 19.5% 29.6%

Average risk capital Goodwill and intangible capital and Average common equity represent rounded figures ROE and RORC are based on actual balances before rounding These are
calculared using methods 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 asoets and insurance risk capital For further details refer to the Capital
management section

The amounts for the segments are referred to as attributed
capital or economic capital

n.m not meaningtul

Key performance and non-GAAP measures

Tier common ratio

We use the Tier common ratio in conjunction with regulatory capital

ratios to evaluate our capital adequacy specifically related to common
equity We believe that it isa useful supplemental measure of capital

adequacy The Tier common 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 ofourTierl common ratio

Net of
treasury shares

Return on common equity and Return on risk capital

We measure and evaluate the performance of our consolidated

operations and each business segment using number of financial

metrics such as net income 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 by management for supporting
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Supplemental information

Interest Average rate

2009 2008 2009 2008

Average balances

C$ miltions except percentage amounts 2009 2008

ir
Assets

Deposits with other banks

Canada 1QQ 2692 1837
United States 4674 4168

Other_International 3976 7802

11342 13807

Securities

Trading 136963 149098
Availableforsale J4JJ 50686 39626

188724

Asset purchased under reverse repurchase

agreements and securities borrowed 44476 68356
Loans

Canada

Retail 185318 170300
Wholesale 35074 38558

23 220392 208858

United States jJ4J7jj 42227 35096

Other_International 17559 5623

280178 259577

Total interestearning assets 523645 530464

Noninterestbearing deposits with other

banks 5895 3702
Customers liability under acceptances 10247 11274
Otherassets 155513 104860

Total assets $695300 $650300

Liabilities and shareholders equity

Deposits

Canada $177 $172736 $165400
United States 58679 56234

Other_International 143736 150564

JJ__375151 372198

Obligations related to securities sold shortjl 37597 45367

Obligations related to assets sold under

repurchase agreements and securities

loaned 42941 36647 36558
Subordinated debentures J2jt 7377 7183
Other interestbearing liabilities 3943 3962

Total interestbearing liabilities 460715 465268

Noninterestbearing deposits 46807 38843

Acceptances 10247 11274
Other liabilities 142964 108116

-85fl6flMT2lt fl

Total liabilities $660733 $623501

Shareholders Equity

Preferred j4J7J 4130 1795
Common 30437 25004

Lttg3iltiali-

Total liabilities and shareholders equity $695300 $650300cn
Net interest income and margin $695300 $650300LJ
Net interest income and margin average

earning assets

Canada $333546 $311715 $308574
United States 107131 108733
Other International ijli 104799 113157

Total Ji8 $523645 $530464

Interest income includes loan fees of $410 niittion 2009 $398 mittion 2008 $343 mitlion

Deposits include savings deposits with average balances of $90 billion 2009 $72 billion 2008 $56 billion interest expense of$.4 billion 2009 $.4 billion 2008 $.6 billion and

average rates of.5% 20095% 2008 1.0% Deposits also include term deposits with average balances of $236 billion 2009 $271 billion 2008 $287 billion interest expense of

$3.9 billion 2009 $5.6 billion 2008 $10.1 billion and average rates of 1.65% 2009 2.07% 2008 3.53%

Comparative amounts have been reclassified from those previously reported

37 45

11 137

114 316

162 498

4041 4862
1905 1800

5946 6662

931 2889

8660 7446

1179 2443

9839 9889

1777 2161

1923 2939

13539 14989

20578 25038

$20578 $25038

2946 4423
778 1758

3038 5977

6762 12158

1286 1525

409 1613
350 354

230 334

9037 15984

9037 $15984

9037 $15984

$11541 9054

7863 6935

2134 1132

1544 987

$11541 9054

1.37% 2.45%

.24 3.29

2.87 4.05

1.43 3.61

2.95 3.26

3.76 4.54

3.17 3.53

2.09 4.23

4.67 4.37

3.36 6.34

4.46 4.73

4.21 6.16

10.95 18.81

4.83 5.77

3.93 4.72

2.96% 3.85%

1.71% 2.67%

1.33 3.13

2.11 3.97

1.80 3.27

3.42 3.36

1.12 4.41

4.74 4.93

5.83 8.43

1.96 3.44

1.37% 2.56%

1.30% 2.46%

1.66% 1.39%

2.52% 2.25%

1.99 1.04

1.47 .87

2.20% 1.71%
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2009 2008 2007 2006

641 340 180 165

409 348 189 205

59 40 19 13

1109 728 388 383

82 95 65 45

41 20

145 57 83 85

107 80

227 25 14 15

53 25 29 12

172 194 29 17

22

1625 1137 353 74

115 45 10 49

29 10 19 19

1658 500 116 108

10

62

4348 2195 730 443

5457 2923 1118 826

441 238 149 127

173 150 152 183

59 40 19 13

673 428 320 323

77 95 64 45

27 17

53 43 81 73

20 22 28 11

140 174 28 14

232 50 53 26

88 10 10

17 10 19

173 94 82 66

839 529 377 266

1512 957 697 589

108 52

119 81 21

227 133 27 15

3$ 1$
14

34 14 12

100 73

213

33

32 20

16

1365 1087 300 48

20 35 40

13

1355 282 16 23

3194 1526 322 143

3421 1659 349 158

209 167 41 45

315 140 31 34

524 307 72 79

5457 2923 1118 826

1279 767 351 263

4178 2156 767 563

.52% .28% .16% .17%

.57% .57% .39Jo .46%

2.07% 1.43% .72% .56%

.54% .37o .23% .25%

4.94% 2.04% .89% .65%

1.86% .96% .45% .38%

23.44% 26.24% 31.40Io 31.84%

Table 65

As at October31 C$ millions except percentage amountsl 2010

Residential mortgages 808

Personal 383

Small business 79

Retail 1240

Business

Agriculture
77

Automotive 111

Consumer goods 132

Energy
112

Non-bank financial services 70

Forest products
56

Industrial products
142

Miningmetals 12

Real estate related 1627

Technology media 70

Transportation environment 69

Other 1238

Sovereign

Bank 34

Wholesale 3759

Total impaired loans
h-3

Canada

Residential mortgages 544

Personal 174

Small business -.
49

Retail 767

Business

Agriculture
71

Automotive 87

Consumer goods 53

Energy
65

Non.bank financial services

Forest products
11

Industrial products 99

Miningmetals

Real estate related 177

Technology media 55

Transportation environment 42

Other 106

Sovereign

Bank

Wholesale 771

Total 1538

United States

Residential mortgages 117

Personal 105

Retail 222
_____________________________________________________________

Business

Agriculture

Automotive 22

Consumer goods 41

Energy
43

Non.bank financial services 54

Forest products
26

Industrial products
40

Miningmetals

Real estate related 1162

Technology media 10

Transportation
environment 17

Other 1038

Sovereign

Bank

Wholesale 2462

Total 2684

Other International

Retail 251

Wholesale 526

Total 777

Total impaired loans 4999

Specific allowance for loan losses 1111

Net impaired loans 3888

Gross impaired loans as of loans and acceptances

Residential mortgages .63%

Personal .48%

Small business

Retail .56%

Wholesale 4.66%

Total 1.65%

Specific allowance for loan losses as of
gross impaired loans 22.22%

Other in 2010 is related to other $108 million financing products $865 million other services $157 million holding and investments $75 million and health $33 million

Pastdue loans greaterthan 90 days not included in impaired loans were $202 million in 2010 2009 $359 million 2008 $347 million 2007 $280 million 2006 $305 million
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2009 2008 2007 2006

12709 11446 11556 10256

28739 32908 35168 32723

106957 105410 90242 81968

47654 43884 40956 32598

42462 40461 35174 29023

238521 234109 213096 186568

57 66 53 53

190 122 118 68

647 504 322 286

300 158 112 107

318 107 92 75

1512 957 697 589

56 43 40 33

90 63 66 47

942 610 490 344

138 60 51 38

143 48 48 45

1369 824 695 507

Credit quality information by Canadian province
Table 68

C$ millions 2010

Loans and acceptances

Atlantic provinces 13942

Quebec 31396

Ontario 112559

Prairie provinces 51563

B.C and territories 45121

Total Loans and acceptances in Canada 254581

Gross impaired loans

Atlantic provinces 72

Quebec 162

Ontario 598

Prairie provinces 429

B.C and territories 277

Total gross impaired loans in Canada 1538

Specific provision

Atlantic provinces 50

Quebec 85

Ontario 659

Prairie provinces 146

B.C and territories 77

Total specific provision for credit losses in Canada 1017

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 69

AsatOctobe3llCSmillionsl ________
2010 2009 2008 2007 2006

Agriculture 332 304 261 271 248

Automotive 643 666 636 650 601

Consumergoods 2367 2261 2234 2350 2043

Energy 393 367 384 370 284

Non-bank financial services 73 66 84 88 73

Forest products 305 316 346 351 366

Industrial products 1712 1696 1672 1543 1377

Mining metals 113 102 100 98 88

Real estate related 3205 3053 3052 2822 2565

Technology media 318 318 316 314 300

Transportation environment 941 961 940 901 774

Other 5360 5013 4687 4488 4098

Total small business loans 15762 15123 14712 14246 12817

Other sector in 2010 related primarily to other services $3.2 billion health $1.6 billion holding and investment $474 million financing products $73 million and other $46 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 through an 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

Chief Administrative Officer and Chief Financial Officer

Toronto December 2010

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 2010 and 2009 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 2010 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 our opinion

In our opinion these consolidated financial statements present

fairly in all material respects the financial position of the Bank as at

October 31 2010 and 2009 and the results of its operations and its

cash flows for each of the years in the three year period ended

October 31 2010 in accordance with Canadian generally accepted

accounting principles

We have also audited in accordance with the standards of the

Public Company Accounting Oversight Board United States the

Banks internal control over financial reporting as of October 31 2010

based on the criteria established in Internal Control Integrated

Framework issued by the Committee of Sponsoring Organizations of

the Treadway Commission and our report dated December 2010

expressed an unqualified opinion on the Banks internal control over

financial reporting

Deloitte Touche LLP

Independent Registered Chartered Accountant

Licensed Public Accountants

Toronto Canada

December 2010

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 19 20 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 2010 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 the financial statements

Deloitte Touche LLP

Independent Registered Chartered Accountants

Licensed Public Accountants

Toronto Canada

December 2010
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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 Financial Officer the

effectiveness of the internal control over financial reporting of RBC as

of October 31 2010 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 2010 internal

control over financial reporting was effective based on the criteria

established in the Internal Control Integrated Framework Also

based on the results 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 2010

The internal control over financial reporting of RBC as of

October 31 2010 has been audited by Deloitte Touche LLP

Independent Registered Chartered Accountants who also audited our

Consolidated Financial Statements for the year ended October 31

2010 as stated in the Report of Independent Registered Chartered

Accountants which report expressed an unqualified opinion on the

effectiveness of our internal control over financial reporting

Gordon Nixon

President and Chief Executive Officer

Janice Fukakusa

Chief Administrative Officer and Chief Financial Officer

Toronto December 2010

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 2010 based on the

criteria established in Internal Control Integrated 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 control 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 all 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 or under the supervision of the companys principal

executive and principal financial officers or persons performing

similar functions and effected by the companys board of directors

management and other personnel to provide reasonable assurance

regardingthe reliability of financial reporting and the preparation of

financial 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
2010 based on the criteria established in Internal Control Integrated

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 2010 of the Bank and our report dated December 2010

expressed an unqualified opinion on those consolidated financial

statements and includes separate report titled Comments by

Independent Registered Chartered Accountants on Canada-United

States of America Reporting Difference referring to changes in

accounting principles

Deloitte Touche LLP

Independent Registered Chartered Accountants

Licensed Public Accountants

Toronto Canada

December 2010
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Consolidated Balance Sheets

As of October31 CS millions 2010 2009

Assets

Cash and due from banks 9330 8353

Interest-bearing deposits with banks 13252 8923

Securities Note

Trading 149555 140062

Available-for-sale 43776 46210

193331 186272

Assets purchased under reverse repurchase agreements and securities borrowed 72698 41580

Loans Note and

Retail 221828 205224

Wholesale 73375 78927

295203 284151

Allowance for loan losses 2997 3188

292206 280963

Other

Customers
liability

under acceptances 7371 9024
Derivatives Note 106246 92173

Premises and equipment net Note 2503 2367

Goodwill Note 10 8064 8368

Other intangibles Note 10 1930 2033

Other assets Note 12 19275 14933

145389 128898

726206 654989

Liabilities and shareholders equity

Deposits Note 13

Personal 161693 152328

Business and government 247197 220772
Bank 24143 25204

433033 398304

Other

Acceptances 7371 9024

Obligations related to securities sold short 46597 41359

Obligations related to assets sold under repurchase agreements and securities loaned 41582 35150

Derivatives Note 108910 84390

Insurance claims and policy benefit liabilities Note 14 10750 8922

Other liabilities Note 15 29348 31007

244558 209852

Subordinated debentures Note 16 6681 6461

Trust capital securities Note 17 727 1395

Non-controlling interest in subsidiaries Note 19 2256 2071

Shareholders equity Note 18

Preferred shares 4813 4813

Common shares shares issued 1424921817 and 1417609720 13378 13075

Contributed surplus 236 246

Treasury shares preferred shares held 86400 and 64600

common shares held 1719092 and 2126699 81 95
Retained earnings 22706 20585

Accumulated other comprehensive loss 2099 1716

38951 36906

726206 654989

Gordon Nixon Victor Young

President and Chief Executive Officer Director
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For the year ended October31 CS millions

Interest income

Loans

Securities

Assets purchased under reverse repurchase agreements and securities borrowed

Deposits with banks

Interest expense

Deposits

Other liabilities

Subordinated debentures

Net interest income

Non-interest income

Insurance premiums investment and fee income

Trading revenue

Investment management and custodial fees

Mutual fund revenue

Securities brokerage commissions

Service charges

Underwriting and other advisory fees

Foreign exchange revenue other than trading

Card service revenue

Credit fees

Securitization revenue Note

Net gain loss on available-for-sale securities Note

Other

Non-interest income

Total revenue

Provision for credit losses Note

Insurance policyholder benefits claims and acquisition expense

Non-interest expense

Human resources Note 20 and 21

Equipment

Occupancy

Communications

Professional fees

Outsourced item processing

Amortization of other intangibles Note 10

Other

Goodwill impairment charge Note 10

Income before income taxes

Income taxes Note 23

Net income before non-controlling interest

Non-controlling interest in net income of subsidiaries

Net income

Preferred dividends Note 18

Net income available to common shareholders

Average number of common shares in thousands Note 24

Basic earnings per share in dollars

Average number of diluted common shares in thousands Note 24
Diluted earnings per share in dollars

Dividends per share in dollars

Certain comparative information has been reclassified Refer to Note

Consolidated Statements of Income

2010 2009 2008

13370 13539 14989

4770 5946 6662
474 931 2889

162 498

18673 20578 25038

5091 6762 12158

2298 1925 3472
307 350 354

7696 9037 15984

10977 11541 9054

6174 5718 2609

1315 2750 81
1778 1619 1759
1571 1400 1561

1271 1358 1377

1453 1449 1367

1193 1050 875

614 638 646

524 732 648

627 530 415

764 1169 461

34 630 617
35 218 1508

17353 17565 12528

28330 29106 21582

1861 3413 1595

5108 4609 1631

8824 8978 7779
1000 1025 934

1053 1045 926

813 761 749

644 559 562

290 301 341

500 462 356

1269 1427 704

14393 14558 12351

1000

6968 5526 6005

1646 1568 1369

5322 3958 4636

99 100 81

5223 3858 4555

258 233 101

4965 3625 4454

1420719 1398675 1305706
3.49 2.59 3.41

1433754 1412126 1319744
3.46 2.57 3.38

2.00 2.00 2.00
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Consolidated Statements of Comprehensive Income

Forthe year
ended October31 C$ millions

2010 2009 2008

Comprehensive income

Netincome
5223 3858 4555

Other comprehensive income net of taxes

Net unrealized gains losses on available-for-sale securities 441 662 1376

Reclassification of gains losses on available-for-sale securities to income 261 330 373

Net change in unrealized gains losses on available-for-sale securities 180 992 1003

Unrealized foreign currency translation losses gains
1785 2973 5080

Reclassification of gains losses on foreign currency translation to income

Net foreign currency translation gains losses from hedging activities 1479 2399 2672

Foreign currency translation adjustments
311 572 2405

Net losses gains on derivatives designated as cash flow hedges
334 156 603

Reclassification of tosses gains on derivatives designated as cash flow hedges to income 82 38 49

NetchangeincashfloWhedgeS
252 118 554

Other comprehensive loss income
383 538848

Total comprehensive income
4840 4396 5403

Consolidated Statements of Changes in Shareholders Equity ___________________

For the year ended October31 C$ millions

zuau 2009 2008

Preferred shares Note 18

Balance at beginning of year
4813 2663 2050

Issued
2150 613

Balance at end of year
4813 4813 2663

Common shares Note 18

Balance at beginning of year
13075 10384 7300

Issued
303 2691 3090

Purchased for cancellation

Balance at end of year
13378 13075 10384

Contributed surplus

Balance at beginning of year

246 242 235

Renounced stock appreciation rights

Stock-based compensation awards
11 14

Other
22

Balance at end of year
236 246 242

Treasury shares preferred Note 18

Balance at beginning of year

Sales
13 23

Purchases
10 22

Balance at end of year

Treasury shares common Note 18

Balance at beginning of year
95 104 101

Sales
64 59 51

Purchases
50 50 54

Balance at end of year
81 95 104

Retained earnings

Balance at beginning of year
20585 19816 18047

Transition adjustment Financial instruments
66

Net income
5223 3858 4555

Preferred share dividends Note 18
258 233 101

Common share dividends Note 18
2843 2819 2624

Premium paid on common shares purchased for cancellation
49

Issuance costs and other
103 12

Balance at end of year
22706 20585 19816

Accumulated other comprehensive loss income

Transition adjustment Financial instruments
59 59 45

Unrealized gains and tosses on available-for-sale securities
104 76 1068

Unrealized foreign currency translation gains and losses net of hedging activities 1685 1374 802

Gains and losses on derivatives designated as cash flow hedges
577 325 443

Balance at end of year
2099 1716 2358

Retained earnings and Accumulated other comprehensive income 20607 18869 17458

ShareholdersequityatefldOfyear
38951 36906 30638

Transition adjustment
relates to amendments to CICA Handbook Section 3855 that were effective November 12008 Refer to Note Ito our 2009 Annual Consolidated Financial Statements

for details
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2010

5223

1861

410

77

500

125

163
308
267

1828

44
1789

14073
24520

4124
2592

424

11294

4330
29345

8473

11620

34143

39863
1072

31118
82

51574

34729

650
1500

1305

125

72

58
2934

93

6432

5238

1631

41425

168

977

8353

9330

7790

4654

2009

3858

3413

389

97
1462

934
17

657

1537

147
3546

43961

44315
11382

2396

3071

7403

2008

4555

1595

318

455
356

17
207

631

102

164

2705
69527
56685

24966

552
4529

11381

For the
year ended October31 C$ millions

Consolidated Statements of Cash FLows

Cash flows from operating activities

Net income

Adjustments to determine net cash from used in operating activities

Provision for credit losses

Depreciation

Future income taxes

Impairment of goodwill and amortization of other intangibles

Loss gain on sale of premises and equipment
Gain on securitizations

Gain loss on available-for-sale securities

Writedown of available-for-sale securities

Changes in operating assets and liabilities

Insurance claims and policy benefit liabilities

Net change in accrued interest receivable and payable

Current income taxes

Derivative assets

Derivative liabilities

Trading securities

Net change in brokers and dealers receivable and payable

Other

Net cash from operating activities

Cash flows from investing activities

Change in interest-bearing deposits with banks

Change in loans net of securitizations

Proceeds from securitizations

Proceeds from sale of available-for-sale securities

Proceeds from maturity of available-for-sale securities

Purchases of available-for-sale securities

Net acquisitions of premises and equipment and software

Change in assets purchased under reverse repurchase agreements and securities borrowed

Net cash used in acquisitions

Net cash used in from investing activities

11118 8160
17854 62725
21788 10047

12515 8885

18108 14804

32268 24864
700 1265

3238 19650

27 974

15918 44602

Cash flows from financing activities

Change in deposits

Issue of RBC Trust capital Securities RBC TruCS

Redemption of RBC Trust Capital securities RBC TruCS

Issue of subordinated debentures

Repayment of subordinated debentures

Issue of preferred shares

Redemption of preferred shares for cancellation

Issue of common shares

Purchase of common shares for cancellation

Sales of treasury shares

Purchase of treasury shares

Dividends paid

Issuance costs

Dividends/distributions paid by subsidiaries to non-controlling interests

Change in obligations related to assets sold under repurchase agreements and securities

loaned

Change in obligations related to securities sold short

Redemption of trust preferred notes

Change in short-term borrowings of subsidiaries

40742 61271

500

2000

1659 500
2150 613

300
2439 149

55
72 74

60 76
2744 2688

77 11
33

3097 6172
13852 17192

140
1967 1618

Net cash from used in financing activities

Effect of exchange rate changes on cash and due from banks

Net change in cash and due from banks

Cash and due from banks at beginning of year

Cash and due from banks at end of period

Supplemental disclosure of cash fLow information

Amount of interest paid in year

Amount of income taxes recovery paid in year

25783 39198

271 883

2733 6860

11086 4226

8353 11086

9910 15967

102 2025
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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 recorded as Other Non-interest income The propor

tionate 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

Change in financial statement presentation

During the year we reclassified the income statement impact of

certain financial instruments held by Corporate Support for funding

purposes in order to better reflect managements intention for those

instruments The following table presents the increase decrease to

the line items affected by the reclassification

2009 2008

Interest income Loans 35

Non-interest income Trading revenue 79 15

Non-interest income Other 114 21

Significant accounting changes

No significant accounting changes were effective for us in 2010

Financial Instruments Recognition and measurement

Securities

Securities are classified based on managements intentions as

held-for-trading available-for-sale held-to-maturity or loans and

receivables

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 at fair value Obligations to

deliver trading securities sold but not yet purchased are recorded as

liabilities and carried at fair value Realized and unrealized gains and

losses on these securities are recorded 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 ii loan

substitute securities which are client financings that have been

structured as after-tax investments rather than conventional loans in

order to provide the clients with borrowing rate advantage and

iii loans and receivables for which we may not recover substantially

all of our initial investment other than because of credit deterio

ration 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 Other

comprehensive income OCI net of tax Purchase premiums or

discounts on available-for-sale debt securities are amortized over the

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 orwe

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 Impairments are assessed using the same impairment model

for loans in accordance with the Canadian Institute of Chartered

Accountants CICA Handbook Section 3855 Refer to 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 or

repurchasing it in the nearterm An instrument that is classified as

held-for-trading by way of this fair value option must have reliably

measurable fair value and satisfy 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
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on fairvalue basis in accordance with our risk management or

investment strategy and are reported to senior management on that

basis or iii there is an embedded derivative in the 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

To determine the fair value adjustments on our 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

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

have the right to liquidate the collateral held in the event of

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 SPEs may be VIE as defined

by CICA Accounting Guideline AcG 15 Consolidation of Variable

Interest Entities AcG-15 or Qualifying SPE QSPE as defined under

AcG-12 Transfer of Receivables

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 for accounting purposes and the assets

remain on our Consolidated Balance Sheets with the net proceeds

recognized as liability

In the case of with loan securitizations we generally sell loans or

package mortgage-backed securities MBS to SPEs or trusts that

issue securities to investors but occasionally sell to third-party

investors through dealers

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 or as held-for-trading using the fair value 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 or MBS 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 over the 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 Acceptance 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 Customers liability under

acceptances 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

forward 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 similar to 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 conditions requiring separation are

met

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
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Note Significant accounting policies and estimates continued

we have both the legal right and intent to settle derivative assets and

liabilities simultaneously with counterparty the net fair value 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 in the Hedge accounting section below

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 fairvalue 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 sate

or early termination of the hedged item Refer to Note for the 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

Fair value hedges

In fairvalue 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 fairvalue 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 fair value adjustments

are amortized to net income over the remaining life of the hedged

items

We predominantly use interest rate swaps to hedge our exposure

to the changes in fixed interest rate instruments fair value 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 fairvalue of the hedging derivative net of taxes is

recognized in OCI while the ineffective portion is recognized in

Non-interest income When hedge accounting is discontinued the

amounts accumulated in Accumulated other comprehensive income

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 OCI and the ineffective portion is recognized in

Non-interest income The amounts accumulated in AOCI are recog

nized in Net income when there is reduction in the hedged net

investment as result of dilution or sale of the net investment or

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 generally recorded at amortized cost net of an allowance for

loan losses and unearned income which comprises unearned interest

and unamortized loan fees Loans for which we have elected the fair

value option or which we intend to sell immediately or in the near

term must be classified as held-for-trading and carried at fair value

Non-derivative financial assets with fixed or determinable payments

that are not quoted in an active market may also be classified as

loans and receivables

Loans recorded at amortized cost are subject to 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

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

fairvalue 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

overthe 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 overthe 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
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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 of write-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 on

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

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 of guarantee for the fair value 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 income Insurance 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 fairvalue 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 over the 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 bear the 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 Refer to Note 20 These plans include
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Note Significant accounting policies and estimates continued

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 fair value of assets

Actuarial valuations for the 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 accumulated 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

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 SAR5 obligations that are fully vested give rise to

compensation expense as result of changes in the market price of

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 over their vesting 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 liabilities 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 liabilities 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 of the 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 causing 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

Business combinations goodwill and other intangibles

All 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 overthe 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 and strategies and

is defined by GAAP 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

ment

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 fair value 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

84 RoyaL Bank of Canada Annual Report 2010 Consolidated Financial Statements



goodwill over the implied fairvalue of the goodwill and is charged to

Income in the period in which the impairment is identified

Subsequent reversals of impairment are prohibited

The fair value 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 over their 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 the

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 of the translation of

our foreign self-sustaining operations along with the effective portion

of related hedges are reported as component of OCI 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

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 Premises and equipment are tested for recoverability

whenever changes in circumstances indicate that potential

impairment has occurred An impairment loss is recorded when the

projected discounted cash flows from the use of premises and

equipment is less than their carrying value

Earnings per share

Earnings per share is computed by dividing Net income available to

common shareholders by the weighted average number of common

shares outstanding for the period net of treasury shares Net income

available to common shareholders is determined after deducting

dividend entitlements of preferred shareholders and any gain loss

on redemption of preferred shares net of related income taxes

Diluted earnings per share reflects the potential dilution that could

occur if additional common shares are assumed to be issued under

securities or contracts that entitle their holders to obtain common

shares in the future to the extent such entitlement is not subject to

unresolved contingencies The number of additional shares for

inclusion in diluted earnings per share calculations is determined

using the treasury stock method Under this method stock options

whose exercise price is less than the average market price of our

common shares are assumed to be exercised and the proceeds are

used to repurchase common shares at the average market price for

the period The incremental number of common shares issued under

stock options and repurchased from proceeds is included in the

calculation of diluted earnings per share

Future accounting changes

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 appli

cable to us on November 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 International Financial

Reporting Standards 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 Fairvalues of identical instruments traded in

active markets are determined by reference to last quoted prices in

the most advantageous active market for that instrument For

financial assets and liabilities on our Consolidated Balance Sheets

we use current bid or asking price respectively as the quoted price

For financial assets and liabilities to be acquired we use current

asking or bid price respectively to value them In the absence of an

active market we determine fair values based on quoted prices for

instruments with similar characteristics and risk profiles or where

appropriate valuation model 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

Valuation adjustments are required to be made in certain

circumstances to determine fair value of the financial instrument 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
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Note Fair value of financial instruments continued

estimated fairvatue due to insufficient liquidity in the market over

short period of time

We make valuation adjustments for the credit risk of our

derivative portfolios in order to arrive at theirfairvalues 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 fairvalue including the methodologies

used in establishing our valuation adjustments These methodologies

are consistently applied and periodically reviewed by Group Risk

Management and Finance

Valuation techniques and inputs

Trading and available-for-sale securities and derivative-related assets

represent 84% of the total fair-value assets and deposits designated

as held-for-trading and derivative-related liabilities represent 72% 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 debt and equity securities

For debt securities equity securities and exchange traded

derivatives the fair value of these instruments is based on quoted

market prices from an exchange dealer broker industry group or

pricing service when available When quoted market prices are not

available the fairvalue is determined by reference to quoted market

prices for similar instruments adjusted as appropriate for the specific

circumstances of the instruments

When quoted market prices for identical or similar instruments

are not available instrument fairvalue is determined using valuation

models based on the calculation of the present value of the

instruments expected future cash flows The inputs to these

valuation models are derived from observable market data and

where relevant assumptions in respect of unobservable inputs

All of our derivatives transactions are accounted for on fair

value basis Over-the-counter non-exchange traded derivatives are

valued using valuation models Valuation models calculate the

present value of expected future cash flows using an arbitrage-free

principle The modeling approaches for most vanilla derivative

products are standard in the industry When possible inputs to

valuation models are determined from observable market data

including prices available from exchanges dealers brokers or pricing

services

Certain inputs may not be directly observable and these may be

derived from observable prices using model calibration techniques

historical data or other sources Examples of observable inputs

include foreign exchange spot and forward rates benchmark interest

rate curves and volatilities for commonly traded option products

Examples of inputs that may be unobservable include some or all of

the
volatility

surfaces of option products and correlations of or

between market factors such as foreign exchange rates interest rates

and equity prices

Certificates of deposits term deposits bearer deposit notes and

GIC5 designated as held-for-trading are valued by discounting future

contractual cash flows at the discount rates Discount rates are

derived from our observed liability issuance and trading and trading

of comparable banks liabilities and issuance auctions Valuation

methods and inputs used in measuring changes in fair value

attributable to changes in our credit spreads are described in the

Carrying value and fair value 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

inception is deferred and is included 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

iii 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

and interest rate structured notes The following table summarizes

changes in the aggregate amount of deferred unrealized gains at

inception for our financial instruments

Deferred unrealized gains or losses at inception

2010 2009 2008

Deferred unrealized gains not yet recognized in net

income as at beginning of period 198 186

Less Adjustments 130

Adjusted balance as at beginning of the
year

68 186

Add Deferred unrealized gains losses arising

during the period 15 24

Less Deferred gains reclassified to net income

duringthe period 17 12

Deferred unrealized gains as at end of period 56 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 plans us result of newly

available data and information The new valuation model eliminates the requirement for

deferred unrealized gains or losses at inception on these instruments which is reflected

in the table above There was no material impact on the results of operation for 2009

due to this change in accounting estimate
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Carrying value and fair value of the selected financial instruments

The following tables provide comparison of the carrying and fairvalues for each classification of financial instruments

Total securities

Assets purchased under reverse repurchase

agreements and securities borrowed

Loans

Retail

Wholesale

Total loans

Other

Derivatives

Other assets

Financial liabilities

Deposits

Personal

Business and governwent

Bank

2010
____________

carrying

carrying value and fair value of 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

as held-for- as held-for- measured trading trading measured carrying Total fair

trading trading at fair value liabilities liabilities at cost amount value

131211 18344 $149555 $149555

42467 1309 43776 43776

131211 18344 42467 1.309 $193331 $193331

51713 20985 20985 72698 72698

220321 218477 $220321 $218477

2899 68986 67544 71885 70443

2899 289307 286021 $292206 $288920

106246 $106246 $106246

296 19585 19585 19881 19881

3237 158456 159255 $161693 $162492

62654 184543 183892 247197 246546

9479 14664 14664 24143 24143

75370 357663 357811 $433033 $433181

46597 46597 46597

26242 15340 15340 41582 41582

108910 108910 108910

509 127 30.598 30833 30216 30.451

119 6562 6488 6681 6607

727 753 727 753

Total deposits

Includes $225 million of our held-to-maturity investments which are carried at amortized cost

Business and government includes deposits from regulated deposit-taking institutions other than regulated banks

Bank refers to regulated banks

Includes stable value contracts on $170 million of bank-owned life insurance policies and $2 million 01401k plans

Financial assets

Securities

Trading

Available.for.sale

Other

Obligations related to securities sold short

Obligations related to assets sold under

repurchase agreements and securities

loaned

Derivatives

Other liabilities

Subordinated debentures

Trust capital securities

Consolidated Financial Statements Royal Bank of Canada Annaal Report 2010 87



Note Fair value of financial instruments continued

2009

Carrying

Carrying value and fairvalue of vatue Fairvalue

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

Financial assets

Securities

Trading 127394 12668 $140062 $140062

Available-for-sale 44850 1360 46210 46210

Total securities 127394 12668 44850 1360 $186272 $186272

Assets purchased under reverse repurchase

agreements and securities borrowed 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
Otherassets 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 13522 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 $156 million of our held-to-maturity investments which are carried at amortized cost

Business and government includes deposits from regulated deposit-taking institutions other than regulated banks

Bank refers to regulated banks

Includes stable value contracts on $257 million of bank-owned life insurance policies and $3 million of 401k plans

Financial instruments designated as held-for-trading using the fair in the fair value of these assets We measure the change in the fair

value option value of loans and receivables designated as held-for-trading due to

The following table presents information on loans and receivables changes in credit risk as the difference between the total change in

designated as held-for-trading using the fairvalue option the the fairvalue of the instrument during the period and the change in

maximum exposure to credit risk the extent to which the risk is fair value calculated using the appropriate risk-free yield curves

mitigated by credit derivatives and similar instruments and changes

Loans and receivables designated as held-for-trading

Interest-bearing deposits with banks

Assets purchased under reverse repurchase

agreements and securities borrowed

Loans Wholesale

Total

The cumulative change is measured from the later of November 12006 orthe initial recognition of the credit derivative or similar instruments
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2009

Change in

Cumulative Extent to fair value of

Carrying Change in fair change in fair which credit

value 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 held-for-trading 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 orthe initial recognition of the credit derivative or similar instruments

The following tables present the changes in the fairvalue of our in fairvalue attributable to changes in our credit spreads as

financial liabilities designated as held-for-trading using the fair value presented in the table below we first calculate the difference in

option as well as their contractual maturity and carrying amounts The present values of the instruments contractual cash flows by including

carrying values fair values of these liabilities are based on present and excluding our credit spreads in the discount rate as at the

values of the instruments contractual cash flows discounted at the beginning of the year We then re-perform the same calculations

appropriate market interest rates Appropriate market rates comprise using the end-of-the-year rates The difference between those values

observable benchmark interest rates and our credit spreads which are represents the changes in fair value attributable to changes in our

either observable or unobservable In order to determine the changes 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 spread spread

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
Other liabilities 240 240

Subordinated debentures 120 110 10 36 12
Total 75638 75798 160 586 76

Liabilities designated as held-for-trading

Term deposits

Personal

Business and government

Bank

Total term deposits

Obligations related to assets sold under repurchase

agreements and securities loaned

Other liabilities

Subordinated debentures

Total

i1
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The cumulative change attributable to changes is our credit spreads is measured from the later of November 2006 or the initial recognition of the liabilities designated as held-for-trading

Business and government includes deposits from regulated deposit-taking institutions otherthan regulated banks

Bank refers to regulated banks

The cumulative change attributable to changes in our credit spreads is measured from the later of November 12006 orthe initial recognition of the liabilities designated as held-for-trading

Business and government includes deposits from regulated deposit-taking institutions other than regulated banks

Bunk refers to regulated banks
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Note Fair value of financial instruments continued

Fair value of assets and liabilities classified using the fair value

hierarchy

The following table presents the financial instruments measured at

fairvalue classified by the fairvalue hierarchy set out in

Section 3862 Financial Instruments Disclosures Section 3862

requires that all financial instruments measured at fair value 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 offairvalue and the resulting hierarchy requires the

use of observable market data whenever available The classification

ofa financial instrument in the hierarchy is based upon the lowest

level of input that is significant to the measurement of fair value

Financial assets

Interest bearing deposits with banks

Securities

Trading

Canadian government debt

Federal

Provincial and municipal

U.S state municipal and agencies

debt

Other OECD government debt

Mortgagebacked securities

Assetbacked securities

COOs

NonCDO securities

Corporate debt and other debt

Equities

Availableforsale

Canadian government debt

Federal

Provincial and municipal

U.S state municipal and agenciel

debt

Other OECD government debt

Mortgagebacked securities

Assetbacked Securities

COOs

NonCDO securities

Corporate debt and other debt

Equities

Loan substitute securities

Assets purchased under reverse

repurchase agreements and

securities borrowed

Loans

Other

Derivatives

Interest rate contracts

Foreign exchange contracts

Credit derivatives

Other contracts

Valuation adjustments determine

on pooled basis

Total gross derivative

Netting adjustments

Total derivatives

Other assets

As at October 31 2009

Assets

Fairvelue
Total liabilities

measurements usin$ ._ gross fair Netting at fair

Level Level Level value adjustments value

2773 2773 2773

25269 25274 25274

5073 54 5127 5127

13289 13298 13298

8033 8033 8033
20 1052 1072 1072

3074 3074 3074
211 321 532 532

46015 303 46318 46318

34313 119 2902 37334 37334

34313 98029 7720 140062 $140062

As at October31 2010

Assets

Fair value
Total liabilities

measuremens using
gross fair Netting at lair

Level Level Level value adjustments value

6193 6193 6193

29337 14 29351 29351

7243 7.248 7248

13637 41 13678 13678
12114 42 12156 12156

10 975 985 985

2460 2460 2460
276 541 817 817

30 43529 771 44330 44330

35767 221 2542 38530 38530

$35797 $106367 7391 $149555 $149555

14.685 14685 14685

1536 1.536 1536

3246 1697 4943 4943

1450 3630 5080 5080
1027 1027 1027

215 224 224

2379 896 3275 3275

378 7776 2635 10.789 10789

173 144 399 716 716

192 192 192

2001 33597 6869 42467 42467

51713 51713 51713

2307 592 2899 2899

66803 780 67586
29619 101 29720

965 1038 2003
1960 2207 3743 7910

228 490
--

719

1962 99366 5172 106.500

_______ ______ _______ ________
254

1962 99366 5172 106500 254 106246

286 10 296 296

$40046 $299553 $20024 $359623 12541$359369

12161 12161 12161

237 897 1134 1134

3435 2358 5793 5793
908 2622 3530 3530

1848 1852 1852

222 222 222

3050 1155 4205 4205

177 10802 3580 14559 14559

537 147 560 1244 1244
150 150 150

1859 33268 9723 44850 44850

18911 18911 18911

2441 377 2818 2818

24 53070 842 53936

25331 236 25568

2865 2455 5320

3394 2869 1987 8250

396 231 633

3413 83739 5289 92441
268

3413 83739 5289 92441 268 92173

244 244 244

39829 239161 23109 302099 268 $301831

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 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 October31 2010 residential and commercial MBS included in Tradingsecurities were $11995 million and $194 million respectively 2009 $12414 million and $185 million

respectively and in Available-for-sale securities $8720 million and $152 million respectively 2009 $8454 million and $213 million respectively

OECD stands for Organisation
for Economic Co-operation and Development

CDOs stand for Collateralized Debt Obligations

Excludes $1309 million of Available-for-sale and held-to-maturity securities 2009 $1360 million that are carried at cost
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As at October 31 2010

Assets
Fair value

Total liabilities

measurements using
gross fair Netting at fair

--

Level LeveL Level value adjustments
--

value

3237 3237 3237
59510 3144 62654 62654

9479 9479 9479

14780 31577 240 46597 46597

26242 26242 26242

61683 415 62099
34960 27 34987

1112 606 1718

--

1203 3742 5415 10360

1204 101497 6.463 109164

____________
254

1204 101497 6463 109164 254 108910

382 382 382
119 119 119

$15984 $228305 $12821 $257110 254$256856

As at October 31 2009

Financial Liabilities

Deposits

Personal

Business and government
Bank

Other

Obligations related to securities sold

short

Obligations related to assets sold

under repurchase agreements and

Securities loaned

Derivatives

Interest rate contracts

Foreign exchange contracts

Credit derivatives

Other contracts

Assets
Fairvalue

Total liabilities

measurements using
gross

fair Netting at fair

Level Level Level
value adjustments value

2605 2605 2605
35994 4341 40335 40335
10880 10880 10880

14006 27203 150 41359 41359

21628 21628 21628

Total gross derivative

Netting adjustments

Total derivatives

Other liabilities

Subordinated debentures

18 47688 423 48129
23983 16 23999

2863 1555 4418
1350 3290 3472 8112

1368 77824 5466 84658
268

1368 77824 5.466 84658 268 84390

240 240 240

110 110 110

15374 $173529 12912 $201815 268 $201547

There were no significant transfers between Levels and

The netting adjastwests represent the impact of offsetting derivative credit exposures on contracts where we have both legally enforceable 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
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Note Fair value of financial instruments coinued

Changes in fair value measurement for instruments categorized in Level

The following table presents the changes in fair value measurements for instruments included in Level of the fair value hierarchy set out in

Section 3862

Loans Wholesale

Other

Derivatives net of derivative related

liabilities

Chanes

ll eiidsrZ

.r MTh

iLi
1p

1W 4$

42

48 91

24 24

Mi 4838 5k1

336

18 111 4ti 124

2O4$ 541

11

245S I1
97

928

218 h655

Jr1

399

1$06fl$ 1$S
244$ 461 1143 33

tt4 13151 91 172

It

Jr$ 6O 12J137$ 143

15 14 50

1-

ii 622

4E $$ 28 6$ t1 16 3$ 23

Transfers in and out of Level are assumed to occur at the eed of the period For an asset or liability that transfers into Level during the period the entire change in fair value for the

period is excluded from the Total realized/anrealized gains losses included in earnings column of the reconciliation whereas for transfers out of Level during the period the entire

change in fair value for the period is included in the same column of the reconciliation During the year ended October 31 2010 there were no significant transfers into or out of Level

Includes the foreign currency translatioe gains or losses arising on consolidation of foreign subsidiaries relating to the Level instruments where applicable The unrealized gains or losses

on Available-for.tale securities were $253 million for the year excluding the translation gains or losses

Other includes amortization of premiums or discounts recognized in net income

Net derivatives as at October 31 2010 included derivative assets of $5172 million and derivative liabilities of $6463 million

Assets

Securities

Trading

Canadian government debt

Federal

Provincial and municipal

U.S state municipal and agencies debt

Other OECD government debt

Mortgage-backed securities

Asset-backed securities

CDOs

Non-CDO securities

Corporate debt and other debt

Equities

Available-for-sale

U.S state municipal and agencies debt

Other OECD government debt

Mortgage-backed securities

Asset-backed securities

CDOs

Non-CDO securities

Corporate debt and other debt

Equities

Liabilities

Deposits

Personal

Business and government

Other

Obligations related to securities sold short

Other liabilities

Subordinated debentures
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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 assets settlements
year

ended

Fairvalue losses other issuances of liabilities Transfers Transfers Fairvalue October 31 2009

November included in comprehensive of and into out of 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 97$ 9i6$ 8240 15987$ 1525 3542$ 7720

Available-for-sale

U.S state municipal and agencies debt 2522 16 215 1104 1035 797 799 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-CDO 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$ 639$ 3093 3846$ 1063 848$ 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 7O6$ 1632$ 15634 23448$ 2752 435O$ 17643 1180

Liabilities

Deposits

Personal 2656$ 355$ 42$ 1511$ 1695 264 2605$ 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

i493$ 746 545 1O34$ 4124 1O41$ 4187 7446$ 1238

Transfers in and oat of Level are assumed to occur at the end of the period For an asset or liability that transfers into Level during the period the entire change in fair value for the

period is excluded from the Totalrealized/anrealized gains losses included in earnings column ofthe reconciliation whereas fortransfers outof Level duringthe periodthe entire

change in fair value for the period is incladed 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

farther $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 carrericy translation gains or losses arising on consolidation of foreign subsidiaries relating to the Level instraments where applicable The unrealized gains or losses

on Available-for-sale securities were $398 million for the year ended October 31 2009 exclading the translation gains or losses

Other includes amortization of premiamu or discounts recognized in net income

Net derivatives as at October 31 2009 included derivative assets of $5289 million and derivative liabilities of $5466 million

Level financial instruments include hedge fund investments with

certain redemption restrictions certain structured debt securities

asset-backed securities ABS including Collateralized Loan Obliga

tions and COOs auction-rate securities ARS and U.S Non-agency

MBS non-OECD government and corporate debt with long-dated

maturities and significant unobservable spreads derivatives

referenced to the performance of certain CDOs commodity

derivatives equity-linked and interest-rate-linked structured notes

and deposit notes with long-dated maturities and significant

unobservable spreads
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Note Fair value of financial instruments continued

Securities

Trading

Mortgage-backed securities

Asset-backed securities

Corporate debt and other debt

Equities

Available-for-sale

U.S state municipal and agencies

debt

Mortgage-backed securities

Asset-backed securities

Corporate debt and other debt

Equities

Loans

Derivatives

Total

Deposits

Derivatives

Obligations related to securities sold

short other liabilities and

subordinated debentures

Total

______
2010

________

Positive fair value Negative lair value

movement Irom movement from

using reasonably using reasonably

possible possible

alternative alternative

LeveL fair value assumptions assumptions

975 37 33
3001 20 31

771 16 11
2542

1697 25 49
1027 38 39
1111 17 29
2635 39 31

399

592 18
5172 197

_______
173

19922 392 414

6381 10 10

6463 96 86

23

12821 106 96

The fair value of Level financial instruments is in whole or in part

based on unobservable inputs In preparing the financial statements

appropriate levels for these unobservable input parameters are

chosen so that they are consistent with prevailing market evidence or

management judgment The effects of applying other reasonably

possible alternative assumptions to the Level asset positions would

be an increase of $392 million and reduction of $414 million in fair

value of which $119 million and $148 million would be recorded in

Accumulated other comprehensive income and to the Level liability

positions decrease of $106 million and an increase of $96 million in

fair value

This sensitivity disclosure is intended to illustrate the potential

impact of the relative uncertainty in the fair value of Level financial

instruments However it is unlikely in practice that all reasonably

possible alternative assumptions would be simultaneously realized

The following is summary of our approach to develop

reasonably possible alternative assumptions used to determine

sensitivity For fixed income instruments valued using pricing

services such as mortgage-backed securities the positive and

negative sensitivity was calculated using the high and low range of

the pricing services values i.e over and above bid-offer valuation

adjustments Alternatively for some corporate bonds private

placements ARS and non-OECD government debt we changed the

discount margin between .1% and 1.0% depending on the specific

reasonable range of fair value uncertainty for each particular financial

instruments market The sensitivity for the derivative credit valuation

adjustment was calculated using combination of changing the

credit default swap CDS spread by .1% and an amount for model

uncertainty For monoline insurers the recovery rate CDS spread and

asset duration were all changed for negative and positive results and

as this would impact number of financial instrument valuations the

sensitivities were aggregated and reported under Derivatives Assets

For certain structured interest rate and currency derivatives the

model parameter uncertainties were stressed to determine the

reasonably possible alternative assumptions For other derivative

positions such as commodity swaps one-standard deviation range

of commodity prices were used on the net exposure Similarly one-

standard deviation range of model inputs for equity derivatives was

applied to equity and foreign exchange volatility dividends and

correlation to assess the reasonably possible outcome For bank

owned life insurance contracts the sensitivity of range of values

was determined by adjusting the default rates prepayments and

severity by 10%
Certain Level instruments such as hedge funds units reported

in the Securities-Trading Equities and the associated client hedges in

Derivatives Liability are valued using net asset values provided by

the fund managers and we have not applied another reasonably

possible alternative assumption to those positions as the impacted

value would be symmetrical

Positive and negative fair value movement of Level financial

instruments from using reasonably possible alternative assumptions

There may be uncertainty about valuation of Level financial

instruments using valuation techniques based on assumptions that

are not supported by market observable prices or rates The following

table summarizes the impact to fairvalues of Level financial

instruments using reasonably possible alternative assumptions

2009

Positive fair value Negative fair value

movement from movement from

using reasonably using reasonably

possible possible

alternative alternative

Level fair value assumptions assumptions

1052 31 38
3395 18 21

303 13

2902

2358 25 106
1848 79 101

1377 17 60
3580 33 96

560

377 13
5289 280 252

23041 496 693

6946

5466 136 125

500

12912 136 125

Duringthe year we revisited the scope
and methodologies for calculating the reasonably possible alternative assumptions As result the comparatives have been prepared on this basis

and thus are different from those previously reported

Exclude Secarities Trading Canadian government debt U.S state municipal and agencies debt and Other OECD government debt as their Level balances were not material for both years

The sensitivity of our MBIA asset which is included in Derivatives Assets arises from the variability of the underlying assets which are included in Asset-backed securities and Corporate

debt and other debt The fair value movements in these assets from using reasonably possible alternative assumptions have been reported ona net basis in Derivatives Assets

Include primarily hedge funds units to which we have not applied another reasonably possible alternative assumption as the fair value movements of the hedge funds units and the

associated client hedges in the Derivatives Liubility would be symmetrical

Positive or negative fair value movement from using reasonably possible
alternative assumptions is not material
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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

months to year years to 10 years 10 years maturity

Trading account

Canadian government debt 2065 5346 19296 5195 4697

U.S government debt 948 1193 3876 2539 5122

Other OECD government debt 1055 2802 4390 2271 1638

Mortgage-backed securities 20 337 205 617

Asset-backed Securities 50 203 1836 565 421

Corporate debt and other debt

Bankers acceptances 508 249

Certificates of deposit 1645 1906 500 15 43

Other 2569 5098 19860 5139 6717 82

Equities 38530

8847 16817 50095 15929 19255 38612

Available-for-sale securities

Canadian government debt

Federal

Amortized cost 145 4331 9231 534 64

Fairvalue 145 4374 9562 540 64

Yield .8% 4.4% 2.5% 3.1% 3.9%

Provincial and municipal

Amortized cost 22 144 1148 32 147

Fairvalue 22 144 1179 34 157

Yield 1.6% 2.3% 3.7% 5.0% 4.3%

U.S state municipal and agencies debt

Amortized cost 596 1011 354 15 2958

Fairvalue 596 1013 357 15 2962

Yield .7% 1.0% 1.7% 5.0% 1.0%

Other OECD government debt

Amortized cost 1418 1152 2311 183

Fairvalue 1418 1152 2326 184

Yield .1% .6% 4.3% 3.9%

Mortgage-backed securities

Amortized cost 79 75 920

Fairvalue 82 78 861

Yield 6.6% 5.1% 4.5% 4.7% 3.4%

Asset-backed securities

Amortized cost 331 416 1162 1685

Fairvalue 336 424 1156 1578

Yield 3.7% 4.6% 2.4% .7% 3.5%

Corporate debt and other debt

Amortized cost 2325 2255 3573 655 1908

Fairvatue 2328 2267 3730 624 1782

Yield 4.1% 2.2% 2.5% 5.7% 2.6%

Equities

Cost 1719

Fairvalue 1764

Loan substitute

Cost 256

Fair value 228

Yield 3.7%

Amortized cost 4514 9226 17112 2656 7682 2023

Fairvalue 4517 9289 17660 2631 7404 2050

Held-to-maturity securities

Amortized cost 122 40 34 28

Fairvalue 122 40 34 28

Total carrying value of securities 13486 26146$ 67789 18588 26660 40662

2009 2008

Total Total

11764 13123

12161 13544

3.3% 3.6%

1104 674

1134 678

3.7% 4.8%

5781 9230

5793 8890

2.4% 3.8%

3513 1267

3530 1270

1.6% 1.5%

2057 4278

1852 3548

4.6% 5.6%

4516 5192

4427 4796

1.9% 4.5%

14566 13102

14559 12785

2.5% 5.5%

2437 3057

2412 2683

256 256

186 227

3.7% 5.6%

45994 50179

46054 48421

156 205

156 205

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 Economic Co-operation and Development

Includes CDOs which are presented as Asset-backed securities CDOs in the table entitled Fair value of assets and liabilities classified using the fair value hierarchy in Note

2008 balances include certain held-for-trading and available-for-sale securities that were subsequently reclassified to loans on November 2008 in accordance with the CICAs amendments

to Section 3855

Primarily comprise corporate debt and floating rate notes supra-natioeal debt and floating rate notes and commercial paper

Available-for-sale securities including loan substitutes are carried at fair value and held-to-maturity securities are carried at amortized cost

The weighted average yield is derived using the contractual interest rate aed 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 restructuringwhich are carried at cost

30401 20911

13298

8033

1310

2994

428

1866

44398

37334

140062

8728

2488

2476

4551

13

2174

39063

42104

122508

186272 171134
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Note Securities contiiiued

Reclassification of financial instruments

The following table provides information regarding certain securities that we reclassified from held-for-trading to available-for-sale effective

August 2008 in accordance with amendments to Sections 3855 3861 and 3862 Referto Note to our 2009 Annual Consolidated Financial

Statements for details

Canadian government debt

Federal

Provincial and municipal

U.S federal state municipal and agency debt

Other OECD government debt

Mortgage-backed securities

Asset-backed securities

COOs

Non-COO securities

Corporate debt and other debt

Equities

Loan substitute securities

As at and for the year ended October 31 2010

Interest

income/gains

losses

Total Change in recognized

carrying fairvalue in net income

value and during the during the

fair value year year

1126 64

69 47 13

748 16
408 32

2351 127 14

..jle securities zi 121

2010

Gross Gross

Amortized unrealized unrealized Fair

cost gains losses value

14305 381 14685

1493 43 1536

4934 65 56 4943

5068 24 5084

1079 20 72 1027

220 12 17 215

3379 37 132 3284

10985 273 248 11010

1719 58 13 1764

256 28 228

43438 913 575 43776

Realized gains and losses on available-for-sale securities oi

2010 2009 2008

Realized gains 440 296 99

Realized losses and writedowns 399 936 731

Net gains losses on available-for-sale securities 41 640 632

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 Realized gains

2010 $12 million 2009 $12 million and 2008 $1 million Realized losses and mritedowns 2010 $5 million 2009 $22 million and 2008 $16 million

Financial assets

U.S state municipal and agency debt

Mortgage-backed securities MBS
Asset-backed securities

Corporate debt and other debt

As at and for the
year

ended October 31 2009

Interest

incom n/gains

losses

Totul Change in recognized

currying fair value in net income

vulue und during the during the

fuirvulue year year

1007 48 29

641 17

4052 126 128

1904 13 54

500 67 28

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 on these securities

The total amount includes net gain of $4 million related to securities and debt redeemed or sold duringthe year ended October 31 2010 2009 net gain of $27 million

Unrealized gains and losses on available-for--

2009

Gross Gross

Amortized un realized un realized Ful

cost gains losses value

11764 404 12161

1104 31 1134

5781 129 117 5793

3517 18 3534

2057 24 229 1852

234 11 24 222

4282 67 143 4205

14718 382 389 14711

2437 45 70 2412

256 70 186

Includes $225 million 2009 $156 million held-to-maturity securities

The majority of the MRS are residential Amortized cost gross
unrealized gains gross unrealized losses and fair value related to commercial MBS are $148 million $4 million $nil and $12

million respectively for 2010 2009 $224 million $lmillion $11 million and $213 million

46150 1111 1051 46210
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Canadian government debt

Federal

Provincial and municipal

U.S state municipal and agencies debt

Other OECD government debt

Mortgage-backed securities

Asset-backed securities

CDOs

Non-CDO securities

Corporate debt and other debt

Equities

Loan substitute securities

Total temporarily impaired securities

Available-for-sale 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
2010 our gross unrealized losses on available-for-sale securities

were $575 million 2009 $1051 million

When assessing other-than-temporary impairment for debt

instruments we primarily considered counterparty ratings and

security-specific factors including collateral external ratings

subordination and other market factors For complex debt instru

ments including U.S non-agency MBS ABS and other structured

products we also 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 For U.S non-

agency MBS recovery rates are largely dependent upon forecasted

property prices which were assessed at the municipal level provided

by third-party vendor In addition we also consider the transaction

structure and credit enhancement for the structured securities If the

model predicts that it is probable that we will not be able to recover

the entire principal and interest amount we do further review of the

security 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 the 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 suggests 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 and 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 prior

to their disposition and which have 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 $56 million 2009 $117 million unrealized

loss on U.S state municipal and agencies debt securities are related

to U.S 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

The MBS largely consist of U.S non-agency Alt-A and prime

securities The Alt-A and prime securities are high quality super senior

tranches with credit support through subordination

Fair value and unrealized losses position for available-for-sale securities

_________ ________________
2010

____________ _________
Less than 12 months 12 months or more

_______
Total

Unrealized Unrealized Unrealized

__________ __________ _____________
Fair value losses Fairvatue losses Fairvalue losses

510 510

154 154

832 13 493 43 1325 56

3119 3119

51 637 69 688 72

198 17 198 17

1441 37 843 95 2284 132

2519 76 1230 172 3749 248

35 46 81 13

192 28 192 28

8661 146 3639 429 12300 575

The majority ofthe MBS are residential Fairvatue and unreatized losses of commerciatMBS forless than 12 months are Sm and $nil respectisely and for 12 months ormore are $20 million

and $0.1 million respectively

2009

Less than 12 months 12 months or more Total

Unrealized Unrealized Unrealized

Fairsalue tosses Fairvalue losses Fairvalue losses

Canadian government debt

Federal 1108 1108
Provincial and municipal 13 13

U.S state municipal and agencies 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 MBS are residential Fairvalue and unrealized losses of commercial MBS for less than 12 months are $nil and $nil respectively and for 12 months or more are

$156 million and $11 million respectively
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Note Securities continued

overcollateralization and excess spread The unrealized losses of

$72 million 2009 $229 million are primarily on Alt-A and prime

securities reflecting the impact of the current credit spreads The

losses on U.S non-agency MBS are significantly lower compared to

the prior year as we exited certain positions in order to effectively

manage our exposure

ABS mainly comprise U.S insured and uninsured student loans

U.S ARS CDOs and securities backed by credit card receivables The

majority ofthese instruments are highly rated with significant credit

support and have experienced significant price improvements over

the year There are unrealized losses of $149 million 2009 $167

million which primarily relate to U.S ARS and uninsured student

loans

Corporate and otherdebt mainly includes certificate of deposits

corporate debt and bonds Non-Organization for Economic Co-operation

and Development OECD government securities tenderoption bonds

and hybrid instruments The Non-OECD government securities primarily

relate to Caribbean countries where we have ongoing operations The

unrealized losses of$248 million 2009 $389 million are significantly

lower compared to year ago and mainly reflect the decreasing interest

rate environment along with improved credit spreads

Equity holdings largely comprise publicly traded common and

preferred shares To lesser extent we also hold investments in

private and venture companies As at October 31 2010 there were

unrealized losses of$13 million compared to unrealized losses of

$70 million year ago due to the impairment losses recognized in

2010 in net income on certain common shares as well as fair value

improvements on equities mainly for listed common and preferred

shares The loan substitute securities are predominantly perpetual

preferred shares of highly rated Canadian entities

Management believes that the unrealized losses on the above-

mentioned securities as at October 31 2010 are temporary in nature

and intends to hold them until recovery oftheirfairvalue which may

be on maturity of the debt securities

Held-to-maturity securities

Held-to-maturity securities stated at amortized costs are subject to

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 and interest The

impairment review of held-to-maturity securities is primarily based on

the impairment model for loans as described in Note to the financial

statements Management is ofthe view that there is no impairment

on held-to-maturity investments as at October 31 2010

Net gains/losses on Available-for-sale securities

When we determine that security is other-than-temporarily

impaired the amortized cost ofthe security is written down to its fair

value and the previous loss in AOCI is reclassified to net income

During 2010 $41 million of net gains were recognized in net income

2009 net losses of $640 million on available-for sale securities

The net gains in the current year largely reflected net gains of

$309 million on the sale of certain U.S agency MBS classified as

government and agency and listed common shares as well as gains

from capital distributions from private equities These gains were

mainly offset by net losses of $268 million primarily on securities that

were deemed to be impaired such as corporate trust preferreds which

are included in corporate debt and other debt certain listed common

shares and private equities and U.S non-agency MBS Included in

this amount is $3 million ofwrite-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 ofincome 2009 $21 million

Interest and dividends on available-for-sale and held-to-maturity

securities

2010 2009 2008

Taxable interest income 1602 2362 2089

Non-taxable interest income 97 110 99

Dividends 35 82 110

1734 2554 2298

Avaiable-for-sa securities 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 2010 $640 million 2009 $601 million and 2008

$452 million Non-taxable interest income 2010 $39 million 2009 $33 million

and 2008 $29 million Dividends 2010 $14 million 2009 $15 million und

2008 $17 million

Note Loans

Retail

Residential mortgages

Personal

Credit cards

Small business

117292

60493

8285

2851

2009

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 for2OlO are loans totallingSnil 2009 $1.0 billion and $1.5 billion 2009 $1.7 billion respectively to VIEs administered by us

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 $306 million 2009 $229 million

Wholesale

Business

Bank

Sovereign

Total loans

Allowance for loan losses

Total

2490 2348 122130

8975 2074 71542

213 203 8701

2851

11678 4625 205224

25206 10336 74166

177 1243 2516

1385 2245

38624

1096

860

12964 78927

17589 284151

254 3188

17335 280963
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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 intangible assets

and securities and ii recourse to the commercial real estate

properties being financed

Loan maturities and rate sensitivity

Retail

Wholesale

Tota loans

Allowance for loan losses

Total loans net of allowance for loan losses

_______
2010

______________ __________
Maturity term Rate sensitivity

______________

Under to Over Fixed Non-rate-

year years years
Total Floating Rate sensitive Total

95579 103183 23066 221828 112263 106781 2784 221828
39351 20818 13206 73375 40101 32778 496 73375

134930 124001 36272 295203 152364 139559 3280 295203

2997 2997

134930 124001 36272 292206 152364 139559 3280 292206

2009

Maturity term 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 forloan losses 145.480 111104 27567 280963 154383 126672 3096 280963

Generally based on the earlier of contractual repricing or maturity date

Included in Wholesale are loans totalling $1.5 billion 2009 $2.7 billion 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

During the year ended October 31 2010 we acquired $336 million of assets in respect of problem loans 2009 $1658 million The related

reduction in the Allowance for credit losses was $331 million 2009 $156 million

Allowance for loan losses and impaired loans

Retail

Residential mortgages

Personal

Credit cards

Small business

Wholesale

Business

Bank

Sovereign

Specific allowances

Retail

Residential mortgages

Personal

Credit cards

Small business

Wholesale

Business

Bank

Sovereign

Allowance for off-balance sheet and other items

General allowance

Total allowance for credit losses

Allowance for off-balance sheet and other items

Total allowance for loan losses

2009

Balance

at end

of year

_______________
2010

____________________

Balance at Provision Balance

beginning Write- for credit Other at end

of year oils Recoveries losses adlustments l1 of year
__________

54$46$ 2$ 60$ 7$77$54
197 690 91 595 11 182 197

477 64 413

22 56 45 18 22

273 $1269 164 1113 277 273

976 949 72 707 15 791 976

20 15 34 20

10 10

1006 949 72 722 17 834 $1006

1279 $2218 236 1835 21 $1111 $1279

50 30 77 50

671 49 11 709 671

327 50 384 327

47 13 60 47

1095 86 49 $1230 $1095

814 58 100 656 814

814 58 100 656
________

114 13 99
_______

2023 26 64 $1985
_______

3302 $2218 236 1861 85 $3096

114 13 99
_________

3188 52218 236 1863 72 $2997

814

114

$2023

$3302

114

$3188

Primarily represents the translation impact of foreign currency-denominated allowance for loan losses and ii reclassification of $30 million of the general allowance to specific

allowance to more appropriately reflect the nature of these provisions

Includes small business exposure managed on pooled basis

Includes small business exposure managed on an individual client basis Includes $2 million 2009 $2 million of provisions related to loans extended under liquidity facilities drawn on by

RBC-administered multi-seller asset-backed commercial paper conduit programs

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 bunks

Includes $99 million related to off-balance sheet and other items 2009 $114 million

The allowance for off-balance sheet is reported separately under Other liabilities
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Note Loans continued

Net interest incorngfterpro vision for credit losses
-_______

2010 2009 2008

Net interest income 10977 11541 9054

Provision for credit losses 1861 3413 1595

Net interest income after

provision for credit losses 9116 8128 7459

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

ii 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

_______
2010

_________

90 days

1.29 days 30-89 days and greater Total

Retail 2641 1239 184 4064

Wholesale
________

1206 496 18 1720

Total 3847 1735 202 5784

81
201

34

37159

49 3888

Securitization activities by major product type

We periodically securitize our credit card receivables residential

mortgage loans and we participate in bond securitization 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

our Available-for-sale AFS 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 We may own some senior securities as investments or for

market-making activities and retain cash reserve account from time

to time The subordinated securities and senior securities owned by

us represent approximately 4.5% and 5.98% of the total securities

issued by the QSPE as at October 31 2010 respectively The

subordinated securities provide credit support for the senior

securities We also act as counterparty in interest rate and cross

currency swap agreements underwhich we pay the QSPE the interest

due to investors

Canadian residential mortgage loans

We securitize insured Canadian residential mortgage loans through

the creation of MBS poois under the NHA MBS program and sell them

to third party investors or pre-dominantly to government sponsored

trust under the Canada Mortgage Bond CMB program The trust

periodically issues CMB which are guaranteed by the government

and sells them to third-party investors Proceeds of the CMB

issuances are used by the trust to purchase the MBS poois from

eligible MBS issuers who participate in the issuance ofa particular

CMB series

Loans nast due but not impaired

Impaired loans

2009

90 days

1-29 days 30-89 days and greater Total

2841 1359 323 4523

1313 563 36 1912

4154 1922 359 6435

Retail

Residential mortgages

Personal

Small business

Wholesale

Business

Sovereign

Bank

Total

2009

Net

587

212

37

836

3300

42

3342

4178

Average balance of gross impaired loans forthe
year

was $5.1 billion 2009 $4.6 billion

Includes small business exposure managed on pooled basis

Includes small business exposure managed on an individual client basis Includes gross and net impaired loans of $57 million 2009 $65 million and $55 million 2009 $63 million

respectively related to loans extended under liquidity facilities drawn on by RBC-administered multi-seller asset-backed commercial paper conduit programs

Sovereign refers to all central governments and agencies central banks as well as other qualifying public sector entities and multilateral development banks

Bunk refers primarily to regulated deposit-taking institutions and securities firms

Note Securitizations
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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 the CMB

program which we pay the SPE the coupon interest due to CMB

investors and receive the interest on the underlying MBS which we
sold to the trust

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 SPEs one of which is sponsored by us The SPEs 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

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 We
have not securitized commercial mortgages since 2008

Bond Securitizations

We participate in bond securitizations activities where we purchase

government government related and corporate bonds and repackage

those bonds in participation certificates structuring fee is charged

and is recognized in our Income Statement at the time of sale of the

participation certificates 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 2010 2009 and 2008

Cash flows from securitizations

td feIM

2009 2008

canadian canadian

Credit residential credit residential

card mortgage card mortgage

receivables loans receivables loans

17157 4959 17934 2228

270 629 254 179

42 39

This analysis is not applicable for commercial mortgage loans U.S residential mortgage loans and bond securitizations as we have not retained rights to fature excess spread in these

transactions

Includes servicing fees received

Includes cash flows received on AFS secarities held by as including principal and interest payments received

Comparative amounts presented have been revised from those previously reported

2009
tr

Ii

Iap4i
IiI4

11

i.4

Securitized and sold

Net cash proceeds receivec

Asset-backed securities

purchased

Retained rights to future

excess interest

Pre-tax gain loss on sale

net of hedging activities

2008

Canadian Canadian

residential U.S Bond Credit residential U.S Bond

mortgage residential participation card mortgage residential Commercial participation

loans mortgage certificates receivables loans mortgage mortgage certificates

loans loans loans

$21392 568 15 1470 7892 516 166 47

21202 570 16 1404 7846 519 156 48

65

1121 242

770 168

We did not recognize an asset or liability for oar servicing rights with respect to the secaritized transactions as we received adequate compensation for our services

With respect to the secaritization of credit card receivables in 2010 the net cash proceeds received represent gross cash proceeds of $1283 million 2008 $1469 million less fands used

to purchase notes of $58 million 2008 $65 million issued by Golden Credit Card Trust The principal valae of the purchased notes was $58 million 2008 $65 million We did not

secaritize any credit card loans daring 2009

Canadian insared residential mortgage loans secaritized during the
year through the creation of MBS and retained as at October 31 2010 were $6845 million 2009 $6456 million

2008 $9464 million These securities are carried at fair value

U.S residential mortgage loans securitized and sold include insured and non-insared mortgages We recognized nominal servicing rights with respect to secaritized loans during the period
None of these securities were retained

Pre-tax gain loss on sale inclades the results of our economic hedging activities of $47 million 2009 $161 million 2008 $28 million

Includes bond securitizations activities of RB1T None of the securities aold were retained There were so bond secaritization activities during 2010

Inclades Canadian residential mortgage loans oecuritized daring the period and prior periods

Proceeds reinvested in revolving securitizations

Cash flows from excess spread

Other cash flows received
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Note Securitizations continued

The key assumptions used to value the retained interests at the date of the securitization activities are as follows

Fair value of retained interests

Weighted average remaining service life in years

Payment rate

Impact on fairvalue of 10% adverse change

Impact on fair value of 20% adverse change

Excess spread net of credit losses

Impact on fair value of 10% adverse change

Impact on fairvalue of 20% adverse change

Expected credit losses

Impact on fairvalue of lO% adverse change

Impact on fair value of 2O% adverse change

Discount rate

Impact on fairvalue of lO% adverse change

Impact on fairvalue of 20% adverse change

These sensitivities are hypothetical and should be used with caution

Changes in fairvalue 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

ofa 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

used as at October 31 2010 and the sensitivity of the current fair

value of our retained interests to immediate 10% and 20% adverse

changes in these key assumptions

yPP2i_
2010

Credit

card Canadian residential

receivables mortgage loans

15.3 1090.1

.25 2.57 4.49
38.81% 16.07 23.74%

1.0 27.4
1.9 53.9 _____________________

3.10% .97% 1.87%

3.8 123.8

7.6 247.4

3.05%

1.5
3.1 __________________________

10.00% 1.19% 2.04%

2.1
3.9

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 pooi credit loss

ratio for securitized credit card receivables at October 31 2010 was

.77% 2009 .87% Static pool credit losses are not applicable to

residential mortgages as substantially all the mortgages are

government guaranteed

Loans manaqed

Key assumptions

2O1i 2009 2008

Credit Cadlan canadian Credit Canadian

cand resdfltJl residential card residential

receivables mertgaeafls mortgage loans receivables mortgage loans

Expected weighted average life of prepayable receivables inyearsl .25 3.53 2.70 .25 4.05

Payment rate 38.00% 1928% 26.76% 37.02% 27.55%

Excess spread net of credit losses 466 1.30 2.34 3.86 1.05

Discount rate 1050% .40% 3.19% .40 3.07% 10.00% 2.22 4.77%

Expected credit losses 3.88 2.49

All rates are annualized except the payment rate for credit card receivables 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

We did not securitize any credit card receivables during the period

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

Increase decrease in fair value of retained interests due to adverse changes

2009

Credit Canadian

card residential mortgage

receivables loans

33.5 1240.6

.25 2.90 3.77

38.33% 9.00 28.00%

2.0 35.0

4.1 68.9

5.61% 198%

6.1 137.8

12.2 296.1

3.86%

2.3

4.6

10.50% 276%

1.8

.1 4.2

All rates are annualized except for the credit card receivables 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

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

Retail

Wholesale

2010

Lsan nrifldnml Pät due t13

Total loans managed

Less Loans securitized and managed

Credit card receivables

Canadian residential mortgage-backed securities

created and sold

Canadian residential mortgage-backed securities

created and retained

2009

262601 1782

73375 3777

335976 555

3265

28238

Total loans reported on the Consolidated Balance Sheets

Ntwriteoff Loan principal Past due Net writeoffs

1234 245430 1746 1300

77 78927 4384 1233

2111 324357 6130 2533

50 129 3870 57 140

22 28815 204

7521 539270

Includes impaired loans as well as loans that are contractually 90 days past due but are not considered impaired

Excludes any assets we have temporarily acquired
with the intent at acquisition to sell to SPEs

76

29S203 5201 1982 284151 5816 2393
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In addition to the above securitization transactions our loan sales activities are presented in the following table

Gains on whole loan sales are nominal

No residential mortgage loans were sold daring the
year

Includes only the portions that are funded by Royal Bank of Canada

Note VariabLe interest entities VIEs

The following table provides information about VIEs as at October 31 2010 and 2009 in which we have significant variable interests and those
we consolidate under AcG-15 because we are the Primary Beneficiary

2009

Maximum
Totat exposure

assets to loss

2620

588

64

3275

The maximum
exposure to loss resultingfrom our significant variable interests in these VIEs consists mostly of investments loans liquidity facilities and fuirvalue of derivatives We have

recognized $2918 million 2009 $4020 million of this exposure on our Consolidated Balance Sheets
Total assets represent maximum assets that may have to be purchased by the conduits under purchase commitments outstanding as at October 31 2010 Actual assets held by these
conduits as at October 31 2010 were $13969 million 2009 $18908 million

Our October 31 2009 comparatives have been revised to present information related to certain entity on net basis that was previously presented on gross basis The total
gross and net

assets related to this entity as at October31 2009 were $4177 million and $471 million respectively
The assets that support the obligations of the consolidated VIEs are reported on our Consolidated Balance Sheets primarily as follows

Interest-bearing deposits with banks of $76 million
2009 $120 million Trading securities of $740 million 2009 $272 million Available-for-sale Securities of $1786 million 2009 $1234 million Loans of $1346 million 2009
$1496 million and Otherassets of $65 million 2009 $91 million The compensation vehicles hold $53 million 2009 $64 million of ourcommon shares which are reported as

Treasury shares The obligation to provide our common sharen to employees is recorded as an increase to Contributed Surplus as the expense for the corresponding stock-based

compensation plan is recognized

Investors of consolidated VIE have recourse only to the assets of that VIE and do not have recourse to our general assets unless we breach our contractual obligations relating to that VIE
provide liquidity facilities or credit enhancement facilities to or enter into derivative transactions with that VIE

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 conduits 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 greater than
fifty percent of each multi-seller

conduits expected losses therefore we are not the Primary Benefi

ciary 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 held 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

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 subject 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 certain of these U.S ARS VIEs where our

expected loss calculations indicate that we are exposed to majority

of the expected loss through our note holdings in these entities

Loan sales

Sold

2010

Commercial

Wholesale mortgage

loans toans

58 129

2009

Wholesale

loans

25$

Residential Commercial

mortgage mortgage

loans loans

1021 23

2008

Residential Commercial

Wholesale mortgage mortgage

loans loans loans

31$ 237 70

Unconsolidated VIEs in which we have significant variable interests

Multi-seller conduits

Structured finance VIEs

Credit investment product VIEs

Third-party conduits

Investment funds

Other

Consolidated VIEs

Structured finance VIEs

Investment funds

Compensation vehicles

Other

2010

Maximum

Total exposure

assets to loss

21847 22139

4669 2030
502 19

249 61

165 39
27432 24288

2998

1012

53

4066

26181 26550

5907 2527
930 505

575 250

84 28

340 103

34017 29963
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Note Variable interest entities VIEs continued

We also sold ARS into Tender Option Bond TOB programs

where each ARS TOB program consists of credit enhancement CE

trust and TOB trust Each ARS sold to the TOB 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 TOB programs to purchase any

floating-rate certificates that have been tendered but not successfully

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 We consolidate

certain of these ARS TOB programs where our expected loss calcu

lations indicate 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
The structure of other non-ARS TOB programs that we are

involved with is similar to the structure of the ARS TOB program

described above We also hold the residual certificates issued by

these non-ARS TOB programs which exposes us to interest rate basis

risk and may provide liquidity facilities and/or credit enhancements

to these non-ARS TOB programs We consolidate the non-ARS TOB

programs where we are exposed to majority of the expected losses

as result of our continuing involvement with the non-ARS TOB

programs

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 orderto 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

commitments 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 to the referenced funds and we hedge our exposure

from these derivatives by investing in those referenced funds We

consolidate the referenced 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 In 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 referto 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 information 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

obligations 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 of payments in one currency for the

receipt of payments in another currency Cross currency interest rate

swaps may involve the exchange of both interest and principal

amounts in two different currencies
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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

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 their value due to currency risk are included in the assessment and

measurement of hedge effectiveness We applied hedge accounting

to anticipated transactions and firm commitments during the year
From time to time we also enter into derivative transactions to

economically hedge certain exposures that do not otherwise qualify

for hedge accounting orwhere hedge accounting is not considered

economically feasible to implement In such circumstances changes
in fair value are reflected in Non-interest income

As at October 31 2010 after-tax net unrealized losses of

$334 million 2009 after-tax net unrealized gain of $156 million

were recognized in AOCI representing the cumulative effective

portions of our cash flow hedges
After-tax unrealized losses relating to de-designated hedges of

$386 million before-tax unrealized losses of $269 million included

in AOCI as at October 31 2010 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

Assets

Derivative instruments

Liabilities

Derivative instruments

Non-derivative instruments

Designated as hedging

instruments in hedging

relationshios

Derivatives and non-derivative instruments

2009jOe
hf4

t6 veflb t$i
O$ G7

All derivative instruments are carried at fair value while all non-derivative instruments are carried at amortized cost

Derivative liabilities include stable value contracts on $170 million 2009 $257 million of bank-owned life insurance policies and $2 million 2009 $3 million of 401k plans
ta not applicable

Cash Fair Net Not designated

flow value investment in hedging

hedges hedges hedges relationship

1130 2107 139 88797

1493 82 327 82488

278 5233 na
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Note Derivative instruments and hedging activities continued

2009

After-tax
After-tax

isnreatixed Net gains Net gains unrealized

gins losses tosses gains

tosses included in included in losses

incilicled in Non-interest Net interest included in

OCI income income OCI

Results of hedge activities recorded in Net income and OCI

2G10

Net gains Netgains

Iosses losses

indtded in includ5d in

Nnninterest Net icterest

lflcofn teonme

Fair value hedges

Ineffective portion

Cash flow hedges

Ineffective portion

Effective portion

Reclassified to income during the period

Net investment hedges

Foreign currency losses

Gains losses from hedges

n. n.a

420 n.a n.a

nSa n.a 334
na 118 n.a

n.a iia 1785
ii.a 1479flL

25 118 639 18 56 418

n.a n.a

n.a na

n.a na 156

na 56 n.a

n.a n.a 2973
na n.a 2399

After-tax losses of $82 million were reclassified from AOCI to income for the
year

ended October 31 2010 2009 gains of $38 million

na not applicable

Notional amount of derivatives by term to maturity absolute amounts

2010 2009

T.etTfl rnattIrtty

lthn ito Oveir5 Otherthan Otherthan

1yar 5years yeaisl Total Trading trading Trading Trading

Over-the-counter contracts

Interest rate contracts

Forward rate agreements 56O5 88 bj 148564 748564 356064

Swaps 1686G 1a6451S 8$809 3791854 3585016 206838 2467890 208104

Options purchased 21888 325 3.801 8244 86244 113067 324

Options written ZL 60 48O31 84429 156026 156026 176826

Foreign exchange contracts

Forward contracts 860 738 579 892845 821974 70871 585913 58583

Cross currency swaps 6029 6881 12056 24966 24189 177 25198 288

Cross currency interest

rate swaps
24t216 114243 449493 414750 34743 315253 36854

Options purchased $47 99$ 2456 40399 40392 38399

Options written 993 7969 2004 39908 39908 37746

Credit derivatives 80 57 273 24252 89551 88072 1479 127012 2173

Othercontracts3 75 T3P96 466 27O3 90946 1757 85248 1216

Exchangetraded contracts

Interest rate contracts

Futureslongpositions 183i4 426S5 95250 95241 91133 48

Futures short positions 821 56372 113719 113719 98490

Options purchased 32 05 4557 97 36859 36859 25666

Options written 1944 372 22721 22721 28602

Foreign exchange contracts

Futures long positions 40 140 140 14

Futures short positions 28 28 28 32

Other contracts Sö7 396 95O 139000 13900O 119625

32j0079 3884469 1221122 6820270 6504389 315881 4692178 $307594

Includes Contracts maturing in over 10 years with notional value of $337.9 billion 2009 $257.0 billion The related gross positwe replacement cost is $21.7 billion 2009

$14_I billion

Comprises credit default swaps total return swaps and credit default baskets inclading credit derivatives given guarantee treatment for OSFI regulatory reporting purposes Credit derivatives

with notional value of $1.5 billion 2009 2.2 billion are economic hedges Tradingcredit derivatives comprise protection purchased of $48.0 billion 2009 $68.6 billion and

protection sold of $40.1 billion 2009 $55.4 billion otherthan-tradingcredit derivatives comprise protection purchased
of $1.5 billion 2009 $2.2 billion and protection sold of$nhl

2009 $10 million

Comprises precious metal commodity stable value and equity derivative contracts
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Fafr value of derivative instruments

2010

Average fair value Year-end

for year ended fair value

Positive Negative Positive Negative

288 245 316 286

52912 48114 62197 57351

1601 2099

2009 2486

54801 50368 64612 60123

9988 9820 12201 12134

2001 1690 1902 1540

11128 13838 12211 17797

1266 1421

1110 1190

24383 26458 27735 32661

2943 2500 1996 1690

7081 8400 7769 10360

89208 87726 102112 104834

2974 1976

2974 1976

533 480

1450 1843

1985 2326

28

141

5107 4330

107219 109164

719

254 254

106246 108910

76383 76383

29863 32527

Fair value of derivative insi

Derivative assets

Derivative liabilities

.u

2010 2009

Less than Ito Over

lyear 5years 5years Total Total

22213 $38485 $45548 $106246 $92173

23662 40635 44613 108910 84390

Market and credit valuation adjustments that are determined on an instrument-specific

basis and on pooled basis are included

Includes stable value contracts on $170 million 2009 $257 million of bank-owned

life insurance policies and $2 million 2009 $3 million of 401k plans

Held or issued for trading purposes

Interest rate contracts

Forward rate agreements

Swaps

Options purchased

Options written

2009

Foreign exchange contracts

Forward contracts

Cross currency swaps

Cross currency interest rate swaps

Options purchased

Options written

Average fairvulue Year-end

for
year

ended fuirvalue

Positive Negative Positive Negative

336 274 221 196

56487 51138 47660 43119

1744 1712

2353 2007

58567 53765 49593 45322

Credit derivatives

Other contracts

17465 17631 8790 8923

2004 1665 2219 1614

13787 12725 10846 9993

1685 1377

1591 1385

Held or issued for other than trading purposes

Interest rate contracts

Swaps

Options purchased

34941 33612 23232 21915

11739 10343

12298 10774

5192 4398

8148 8112

Foreign exchange contracts

Forward contracts

Cross currency swaps

Cross currency interest rate swaps

117545 108494 86165 79747

4334 2807

Credit derivatives

Other contracts

4343 2807

466 490

1866 1587

Total gross fair values before netting

Valuation adjustments determined on pooled basis

Impact of master netting agreements

With intent to settle net or simultaneously

2336 2084

Impact of master netting agreements

Without intent to settle net or simultaneously

128 20

102

6909 4911

93074 84658

633

268 268

92173 84390

62868 62868

Average fairvalue amounts are calculated based on monthly balances

Comprises credit defuult swaps total return swaps and credit default baskets including credit derivatives given guarantee treatment for OSFI regulatory reporting purposes

Comprises precious metal commodity stable value and equity derivative contracts

Total gross fair values before netting include market and credit valuation adlustments that are determined on an instrument-specific basis Certain warrants and loan commitments that meet

the definition of derivatives are also included

Impact of offsetting credit exposures on contracts where we have both legally enforceable netting agreement in
place and we intend to settle the contracts on either net basis or

simultaneously

Additional impact of offsetting credit
exposures on contracts where we have legally enforceable netting agreement in

place but do not intend to settle the contracts on net basis or

simultaneously

29305 21522
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Note Derivative instruments and hedging activities continued

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 $2278 million 2009 $3234 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 weighted amount is determined by applying the

standard 05Ff-defined measures of counterparty risk to the credit

equivalent amount

credit Risk

atªiF e4e31t weighted

bataeet

41 91

lt43 6577

26

L954 i-4
1295k 33O1

1716 583

2362 j8
27 Z53

3i84 716 -Q3
1j1 2O27

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

tierr fl St

OE

B6o1b hr Ttal

Gross positive replacement cost -43 t481

Impactofmasternettingagreements It

Replacement cost after netting agreements iii u8
Replacement cost after netting agreements 2009 3287 04 12 03

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

represent non-investment grade ratings

Cousterparty type is defined in accordance with the capital adeqaacy requirements of 05F1

Includes credit derivatives issued for other-than-trading parposes with total replacement cost of $7 million 2009 $128 million

Derivative-related credit risk

Interest rate contracts

Forward rate agreements

Swaps

Options purchased

2009

Credit Risk-

Replacement equivalent weighted

cost amount balance

Foreign exchange contracts

Forward contracts

Swaps

Options purchased

152 365 352

11794 15773 5485
466 975 316

Credit derivatives

Other contracts

Total

12412 17113 6153

3280 6663 1214

4697 12744 2888

892 1504 346

8869 20911 4448

2409 4140 4096

2886 4868 2476

26576 47032 17173

The amounts presented are net of muster netting agreements

The total credit equivalent amount includes collateral applied of $7.4 billion 2009 $7.3 billion

The risk-weighted balance was calculated 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 purposes
related to bought and sold

protection with replacement cost of $7 million 2009 $328 million Credit derivatives issued for other-than-trading purposes related to sold protection
with replacement cost of $nil

2009 $nil credit equivalent amount of $nil 2009 $30 million and risk-adjusted asset amount of $nil 2009 $3 million which were given guarantee treatment per 05F1 guidance

Comprises precious metal commodity and equity derivative contracts

108 Royal Bunk of Canadw Annual Report 2010 Consolidated Financial Ststements



Note Premises and equipment

Land

Buildings

Computer equipment

Furniture fixtures and other equipment

Leasehold improvements

Pebooic

5134

2009

Accumututed Net book

Cost depreciation value

250$ 250

942 479 463

2018 1537 481

1401 972 429

1642 898 744

6253 3886 2367

The depreciation expense for premises and equipment for 2010 was $410 million 2009 $389 million 2008 $318 million

Note RBC Dexia Investor Services joint venture

RBC Dexia Investor Services

We operate our institutional and investor services business us
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

ConsoUdated Balance Sheets

Assets

Liabilities

2009

Includes $107 million 2009 $73 million of goodwill and $154 million 2009
$137 million of intangible assets

Consolidated Statements of

Income

Net interest income

Non-interest income

Non-interest expense

Net income

Consolidated Statements of

Cash Flows

Cash flows from used in

operating activities

Cash flows from used in

investing activities

Cash flows used in from

financing activities

2010

57 152 162

528 496 647

541 593 602

29 34 135

1916 446 1433

1594 2869 2158

260 3328 3713

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 Royal

Bank of Canada are as follows

2009 2008

49$ 145

25 28

_______________________ 37 38

Note 10 Goodwill and other intangibles

Goodwill

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 2010 2009 billion

2008 $nil

Balance at October 31 2008

Goodwill acquired during the year

Goodwill impairment charge

Other adjustments

Balance at October 31 2009

Goodwill acquired during the year

Other adjustments

Balance at October 31 2010

The following tables disclose the changes in goodwill during 2009

and 2010

14

15502

14438

Net interest income

Non-interest income

2009 2008 Non-interest expense

Canadian Wealth International Capital

Bunking Management Insurance Banking Markets Total

1919 2246 153 4606 1053 9977
15 20 39

1000 1000
121 13 398 118 648

37

41

91 8O64

Other adjustments for 2010 include $7 million of goodwill attributable to the sale of Liberty Life Insurance Company Refer to Note 11

Other adjustments primarily include the impact of foreign exchange translations on foreign currency-denominated goodwill

Consolidated Financial Statements Royal Bunk of Canadw Annual Report 2010 109



Note 10 GoodwilL and other intangibles contjnued

Core deposit intangibles

Customer lists and relationships

Computer software

Total amortization expense for 2010 was $500 million 2009 $462 million

Other intangibles presented in the Consolidated Balance Sheet

include $16 million of mortgage servicing rights that are carried at fair

value 2009 $17 million The projected amortization of Other

intangibles for each of the years ending October 31 2011 to

October 31 2015 is approximately $146 million There was $1 miltion

in writedowns of intangible assets due to impairment for the year

ended October 31 2010 2009 $nil

Note 11 Significant acquisitions and dispositions

Pending acquisition

On October 18 2010 RBC Wealth Management and BlueBay Asset

Management plc BlueBay announced that they had reached an

agreement on terms for recommended acquisition of BlueBay

Under the terms of the acquisition BlueBay shareholders wilt be

entitled to receive 485 pence in cash for each BlueBay share for

total purchase price of approximately 963 million C$1.56 billion

This transaction is subject to regulatory approval and other customary

closing conditions and is expected to be completed by the end of

December 2010

Dispositions

On October 22 2010 we announced our intention to sell Liberty Life

Insurance Company Liberty Life our U.S life insurance business to

Athene Holding Ltd for US$628 million C$641 million The trans

action is expected to close in early 2011 and this is subject to

regulatory approval and other customary closing conditions An

estimated loss of $116 million before and after-taxes has been

recorded in Non-interest income Other This amount includes

write-off of $7 million of goodwill Refer to Note 10

Our consolidated financial statements include the results of

Liberty Life for the year ended October 31 2010 Selected financial

information for Liberty including the loss on sale is set out below

2010 2009

Non interest income 1581 1652

Insurance policyholder benefits

claims and actuarial expenses 1562 1567
Net interest expense 85 102

Net loss before tax 66 17

Net loss 78 30

October31 October31

2010 2009

Total assets 5366 4591

Total liabilities 4638 3899

Note 12 Other assets

Receivable from brokers dealers and clients

Accrued interest receivable

Investment in associated corporations and limited partnerships

Insurance-related assets

Net future income tax asset refer to Note 23

Prepaid pension benefit cost referto Note 20

Other

1726

1028

5325

14933

Insurance-related assets include policy loan balances premiums outstanding amounts due from other insurers in respect of reinsurunce contracts and pooling arrangements and deferred

acquisition costs

Prepaid pension
benefit cost represents the cumulative excess of pension fund contributions over pension benefit expense

Other intangibles

u$tegL Ngytgpg
I$87 2i

420

48I3i 999

90 1914

2009

738

Gross carrying Accumulated

amount amortization

378
388

1213

Net carrying

amount

360

733

923

1121

2136

3995 1979 2016

2009

3185

1735

637

1297

2010

4263

1685

171

1563

1648

1992

7953

19275
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Note 13 Deposits

The following table details our deposit liabilities

Non-interest-bearing

-_____________________________

Canada

United States

Other International

Interest-bearing

Canada

United States

Other International

Deposits payable on demand include att deposits for which we do not have the right to notice of withdrawal These deposits inclade 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 accounts

Term deposits include deposits payable on fixed date These deposits include term deposits guaranteed investment certificates and similar instruments At October 31 2010 the balanceof term deposits also includes senior deposit Notes we have issued to provide long-term funding of $60 billion 2009 $58 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 of5.812% 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 sublect to the approval of OSFI It may beredeemed earlier at our option in certain specified circumstances sublect 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 2013RBC TruCS 2013 exercise their holder exchange right Refer to Note 17 for more information on RBC TruCS 2013
Business and government deposits also include senior deposit note of $999.8 million issued to Trust Ill referto Note 17 This senior deposit note bears interest at an annual rate of 4.72%and will mature on April30 2017 Subject to OSFIs approval the note is redeemable at ouroption in whole or in part on or after April 30 2012 at the Redemption Price and may also beredeemed 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 RedemptionPrice 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 13 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

posits

2010 20092

340820 $295910
31370 42277
26585 27751

8340 15916

11992 6194

13926 10256

433033 $398304

The
aggregate amount of term deposits in denominations of 100000 or more as at

October 31 2010 was $181 billion 2009 $167 billion

Certain amounts have been reclassified from those
previously reported

The following table presents the average deposit balances and

average rate of interest during 2010 and 2009

Average deposit balances and average interepaid rates

Average balances Average rates

2010 20091 2009i
Canada 221 555 210 873 40%
United States 59 364 63 507 23
Other International 129760 147578 2.06

410679 421958 1.60h

Certain amounts have been rvclasified from those
previously reported

Note 14 Insurance

10750

Future policy benefit liabilities 9746 8093
Claims liabilities 1004 829

Total
10750 8922

The net increase in Insurance claims and policy benefit liabilities over

the prioryear comprised the net increase in life and health

insurance as well as property and casualty insurance liabilities

attributable to business growth ii the increase due to market

movements on assets backing life and health insurance reinsurance

and property and casualty insurance liabilities partially offset by
iii the favourable impact of the appreciation of the Canadian dollar

on U.S dollar-denominated liabilities

2009 2008

$4884 $3760

995 896
$3889 $2864

Personal

Business and government
Bank

2009

Total

152328

220772

25204

398304

41175

4893

3041

174345

47930

126920

398304

Within year

Ito years

to years

to years

to years

Over years

9842
675

233

Insurance claims and policy benefit liabilities Reinsurance

2QO 2009 In the ordinary course of business our Insurance operations reinsure

Life and Health
151

risks to other insurance and reinsurance companies in order to

Property and Casualty 532 provide greater diversification limit loss exposure to large risks and
Reinsurance

239 provide additional capacity for future growth These ceding
Total

922 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

Gross premiums
Ceded premiums

Consolidated Financial Statements Royal Bank of Canada Annual Report 2010 111



Note 15 Other Liabilities

2009

Short-term borrowings of subsidiaries

1664 3295

Payable to brokers dealers and clients
3408 4922

Accrued interest payable
158 2052

Accrued pension and other post-employment benefit expense refer to Note 20
1436

Insurance-related liabilities

$60 488

Dividends payable

778 775

Payroll and related compensation
557 5010

Trade payables and related accounts
1500

Taxes payable

09 1946

Cheques and other items in transit
2675 2099

31 007

Accrued pension aed other post-employment benefit expense represents
the cumulative excess of pension and other post-employment

benefit expense over pension and other post-

employment fund contributions

Note 16 Subordinated debentures

subordinated debentures are sublect 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

Maturity
Earliest par value redemption date Interest rate Denominated in foreign currency

20lö 2009

November 14 2014
10.00% 29 264

january 25 2015 January 25 2010 7.10%
506

June 24 2015
june 24 2010 3.70% 809

April 12 2016 April 12 2011 6.30% 445 403

March 11 2018
March 11 2013 4.84% O$O 1048

June 2018 June 2013 5.00% 10Q2 1013

November 2018
November 2013 5.45% ó% 1106

June 15 2020 June 15 2015 4.35% 10 1562

June 82023
9.30% hO 110

June 26 2037
June 26 2017 11 2.86% 12 JPY 10000 120 110

Octoberl2083
13 14 224 224

June62085
13 15 US$184 187 205

June 18 2103
June 18 2009 16 5.95% 17

676673

Deferred financing costs 1$6461

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

The terms and conditions of the debentures areas follows

Redeemed on the earliest par
value redemption

date at principal plus
accraed interest

to the redemption date

Interest at stated interest rate until earliest par
value redemption date and thereafter at

rate of 1.00% above the 90-day Bankers Acceptance
rate

Redeemable at any time prior to 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 plas
22 basis points

and ii par value and thereafter at any time at par

value

Redeemable at any
time prior to the earliest parvalue redemption date at the greater of

the fairvalun of the subordinated debentares based on the yield on Government of

Canada bonds pius 42.5 basis points and ii par value and thereafter at any time at par

value

Interest at stated interest rate until earliest parvalue redemption date and thereafter at

rate of 2.00/a 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 on the yield on Government of

Canada bonds plus 44 basis points and ii par value and thereafter at anytime at
par

value

Interest at stated interest rate until earliest par value redemption date and thereafter at

rate 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

the fair value of the subordinated debentures based on the yield on Government of

Canada bonds plus
14 basis points and par value and thereafter at any time at par

value

Redeemable on or afterlune 15 2015 at parvalue

10 Interest at stated interest rate until earliest par
value redemption date and thereafter at

rate of 1.41% above the 90-day Bankers Acceptance rate

11 Redeemable on or afterlune 26 2017 at parvalue

12 Fixed interest rate at 2.86% per annum payable semi-annually

13 Redeemable on any interest payment date at parvalae

14 Interest at rate of 40 basis points
above the 30-day Bankers Acceptance rate

15 Interest at rate of 25 basis points
above the U.S dollar 3-month LIMEAN In the event

of reduction of the annual dividend we declare on our common shares the interest

payable on the debentures is reduced pro rata to the dividend reduction and the interest

reduction is payable with the proceeds
from the sale of newly issued common shares

16 Redeemable on lane 18 2009 or every
fifth anniversary of such date at par value

Redeemable on any other date at the greater of par and the yield on non-callable

Government of Canada bond pius 21 basis points if redeemed prior tolune 18 2014 or

43 basis points if redeemed at any time after lune 18 2014

17 Interest at rate of 5.95% until earliest par
value redemption date and every years

thereafter at the 5-year
Government of Canada yield plus 172 buvis points

On November 2010 we issued $1.5 billion of subordinated

debentures that bear interest at fixed rate of 3.18% per annum

paid semi-annually until November 2015 and at the 90-day

Bankers Acceptance rate plus 1.21% thereafter until their maturity on

November 2020 paid quarterly

Maturity schedule

The aggregate maturities of subordinated debentures based on the

maturity dates under the terms of issue are as follows

Within year

to years
259

to 10 years
5115

Thereafter
131
6693
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Note 17 Trust capital securities

In prior years we issued 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 Ill

We also issued non-voting RBC Trust Capital Securities Series

2010 2011 2015 and 2008-1 RBCTruCS 2010 2011 2015 and 2008-

through the Trust RBC TruCS 2010 were redeemed for cash at

redemption price of $1000 per unit for total of $650 million on

June 30 2010 RBC TruCS 2011 are classified as Trust capital securities

The proceeds of the RBC TruCS 2011 were used to fund the Trusts

acquisition of trust assets Holders of RBC TruCS 2011 are eligible to

receive semi-annual non-cumulative fixed cash distributions

Unlike the RBC TruCS 2011 the holders of RBC TruCS 2015 and

2008-1 do not have any conversion rights or any other redemption

rights As result upon consolidation of the Trust RBC TruCS 2015

and 2008-1 are classified as Non-controlling interest in subsidiaries

referto Note 19 Holders of RBCTruCS 2015 and 2008-1 are eligible

to receive semi-annual non-cumulative fixed cash distributions until

December 31 2015 and June 30 2018 respectively 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

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

The significant terms and conditions of the RBC TruCS and RBC TSNs are as follows

Sub ject 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 2008-12011 and 2015 without the consent of the holders

Subject to the approval of OSFI upon occurrence of special event an defined prior to

the Redewption date specified above the trusts may redeem all but not part of RBC

TruCS 2008-1 2011 2013 or 2015 without the consent of the holders

Issuer Redemption Price The RBC TruCS 2008-1 maybe redeemed for cash equivalent

to the Early Redemption Price if the redemption occurs prior to lune 30 2018 or

the Redemption Price if the redemption occurs on or ufterjune 30 2018 The RBC

TruCS 2011 may be redeemed for cash equivatent to the Early Redemption Price if the

redemption occurs earlier than six 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 prior to the conversion date as indicated above The RBC TruCS 2013 and 2015

maybe redeemed for cash equivalent to the Early Redemption Price if the redemption

occurs prior to December 31 2013 and 2015 respectively orii the Redemption Price

if the redemption occurs on orafter December31 2013 and 2015 respectively The RBC

TSNs 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

April30 2012 or the Redemption Price if the notes are redeemed on or after

April 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 lune 30 2018 plus 77 basis points for RBC

TruCS 2008-1 maturity date of lune 30 2011 plus 40 basis points for RBC TruCS

2011 and 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 40sf our non-cumulative redeemable Bunk

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

ii 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 fora specified period of time

In 2007 we issued $1 billion innovative subordinated

debentures RBC TSNs Series through Trust III Trust Ill is

closed-end trust The proceeds were used to purchase senior

deposit note from us Trust III is VIE underAcG -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 III 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 2010 and 2009

Preferred Shares Series Al each RBC IruCS 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 iii we have Tier capital ratio of less than 5% or Total capital ratio

of less than 8% or iv OSFI has directed us to increase our capital or provide additional

liquidity and we elect such automatic exchange orwe fail to comply with such direction

The Bank Preferred Shares Series Al and the First Preferred Shares Series Tand pay

semi-annual non-cumulative cash dividends and Series Tin 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 2010 we held none of RBC TruCS 2008-1

2009 $5 million none of RBC TruCS 2010 2009 $2 million $22 million of RBC

TruCS 2011 2009 $2 million and $4 million of RBC TSNs Series 2009 $10
million us treasury holdings which were deducted from regulatory capital

Regulatory capital According to OSFI guidelines innovative capital instruments may

comprise up to 15% of net Tier capital with an additional 5% eligible forTier 2B

capital RBC TSN Series qualifies as Tier 2B capital As at October 31 2010 $3327

million represents Tier capital 2009 $3991 million $1023 million represents Tier

2B capital 2009 $1017 million and $26 million of ourtreasury holdings of

innovative capital is deducted for regulatory capital purposes 2009 $19 million

Holder Exchange Right Holders of RBC TruCS 2011 may exchange on any distribution

date on or after the conversion date specified above RBC TruCS 2011 for 40

non-cumulative redeemable Bunk First Preferred Shares Series Holders of RBC IruCS

2013 may at any time exchange all or part of their holdings for 40 non-cumulative

redeemable First Preferred Shares Series for each RBC TruCS 2013 held The First

Preferred Shares Series Rand pay semi-annual non-cumulative cush 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 TruCS 2008-1 RBC TruCS

2015 and RBC ISNs Series do not have similar exchange rights

Redemption date Conversion date 2010 2009

Annual At the option of the At the option of the PrincipaL Principal

Issuer Issuance date Distribution dates yield issuer holder amount amount

RBC Capital Trust 1234567
Included in Trust capital securities

650000 Trust Capital Securities Series luly 24 2000 june 30 December31 7.288% December 31 2005 December 31 650
2010 2010

750000 Trust Capital Securities Series December 2000 june 30 December31 7.183% December 31 2005 December 31 750 750
2011 2011

750 1400
Included in

Non-controlling interest in

subsidiaries

1200000 Trust
Capital Securities Series October 28 2005 June 30 December31 4.87% December 31 2010 Holder does not have 1200 1200

2015 conversion option

500000 Trust Capital Securities Series April28 2008 lune 30 December31 6.821% june 30 2013 Holder does not have 500 500
2008-1 conversion option

2450 3100

RBC Capital Trust II 2346710
900000 Trust Capital Securities Series

luly 23 2003 june 30 December31 5.812% December 31 2008 Anytime 900 900

2013

RBC Subordinated Notes Trust

345671 112
$1 billion 4.58% Trust Subordinated April 30 2007 April 30 October30 4.584% Any time Holder does not have 1000 1000

Notes Series conversion option
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Note 17 Trust capital securities continued

On June 30 2010 the Trust redeemed all issued and outstanding RBC TruCS 2010 for

cash at redemption price
of $1000 per

unit for total of $650 million

The non-cumulative cash distribution on the RBC TraCS 2015 will be 4.87% paid semi

annaully until December 31 2015 and at one half of the sum of 180-day Bankers

Acceptance rate plus 1.5% 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 June30

and December31 of each year until June 30 2018 and floating distributions thereafter

ut the six-month Bankers Acceptance rate plus 350 basis points

10 Subject to the approval of OSFl Trust II may in whole or in part on the Redemption date

specified above and on any distribution date thereafter redeem any outstanding RBC

TruCS 2013 without the consent of the holders

11 The cash distribution on the RBC TSN5 Series will be 4.58% paid semi-annually until

April 30 2012 and at 90-day Bankers Acceptance rate pius 1% thereafter paid

quarterly until their maturity on April 30 2017

12 We will guarantee the payment of principal interest the redemption price if any and

any other amounts of the RBC TSN5 Series when they become due and payable

whether at stated maturity call for redemption automatic exchange or otherwise

according to the terms of the Bunk Subordinated Guarantee and the Trust Indenture

Note 18 Preferred share Liabilities and share capital

Preferred share liabilities

First preferred

Non-cumulative Series

Preferred share liabilities net of treasury holdings

Preferred shares

First preferred

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 5-Year Rate Reset Series Al

Non-cumulative 5-Year Rate Reset Series AL

Non-cumulative 5-Year Rate Reset Series AN

Non-cumulative 5-Year Rate Reset Series AP

Non-cumulative 5-Year Rate Reset Series AR

Non-cumulative 5-Year Rate Reset Series AT

Non-cumulative 5-Year Rate Reset Series AV

Non-cumulative 5-Year Rate Reset Series AX

Common shares

Balance at beginning of year

Issued on new acquisitions

Issued for general business purpose

Issued under Dividend Reinvestment Plan

Issued underthe stock option plan

Purchased for cancellation

Balance at end of year

Treasury shares Preferred shares

Balance at beginning of year

Sales

Purchases

Balance at end of year

2009 2008

Number of Dividends Number of Dividends

shares declared shares declared

000s Amount per_share 000s Amount
per_share

2010

Number of Dividends

shares declared

000s Amount per share

12000 300 1.23

12000 300 1.11

12000 300 1.18

8000 200 1.15

10000 250 1.13

10000 250 1.13

8000 200 1.11

10000 250 1.13

8500 213 1.41

16000 400 1.25

12000 300 1.40

9000 225 1.56

11000 275 1.56

14000 350 1.56

11000 275 1.56

16000 400 1.56

13000 325 1.53

4813

1417610 13075

2862 161

4450 142

1424922 13378 2.00

65
313

334

86

2127 95
1262 64

854 50
1719 81

.88

12000 300 1.23 12000 300 1.23

12000 300 1.11 12000 300 1.11

12000 300 1.18 12000 300 1.18

8000 200 1.15 8000 200 1.15

10000 250 1.13 10000 250 1.13

10000 250 1.13 10000 250 1.13

8000 200 1.11 8000 200 1.11

10000 250 1.13 10000 250 1.13

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

4813 2663

1341260 10384 1276260 7300
59675 2937

65263 2301

5279 232

5808 158 6445 153

1120

1417610 13075 2.00 1341260 $10384 2.00

260 249
618 13 1060 23

423 10 1071 22

65 260

2258 104 2444 101
1364 59 1269 51

1233 50 1083 54

2127 95 2258 104

The 6.75 million exchangeable
shares of wholly owned subsidiary of Royal Bank of Canada issued for the acquisition of Phillips Hager North Investment Management Ltd PHN are not

included in this table

On August 22 2008 we redeemed Non-cumulative First Preferred Shares Series at redemption price equal to the carrying value

First Preferred Shares Series were issued at $25 per
share

Includes fair value adjustments to stock options of $7 million 2009 $6 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 $17 million 2009 $13 million and from renounced tandem SAR5 net of related income taxes which are nominal for the current period

2009 $7 million

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 Second Preferred Shares that may be issued may not exceed

$20 billion and $5 billion respectively

Issued and outstandina shares

Common An unlimited number of shares without nominal or

par value may be issued

Treasury shares Common shares

Balance at beginning of year

Sales

Purchases

Balance at end of year
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Terms of oreferred share liabilities and oreferred 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 aboat the 24th day of February May Augast and November

The redemption price represents the
price as at October 31 2010 or the contractual

redemption price whichever is applicable Sublect to the consent of OSFI and the

requirements of the Act we may on or after the 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 during the 12 months commencing February 24 2010

and decreasing by$.25 each 12-month period thereafter to price per
share of $25 if

redeemed on or after February 24 2014 and in the case of Series AA at price per

share of $26 if redeemed daring the 12 months commencing May 24 2011 and

decreasing by $25 each 12- month period 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 duringthe 12 months commencing August 24 2011 and decreasing

by $.25 each 12-month period thereafter to price per
share of $25 if redeemed on or

after August 24 2015 and in the case of Series AC at price per share of $26 if

redeemed duringthe 12 months commencing November 24 2011 and decreasing by

$.25 each 12- month period thereafterto 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 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 AE at price per share of $26 if

redeemed duriegthe 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 price per share of $26 if

redeemed during the 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

daring the 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 SeriesAH ata price per share of $26 if redeemed daring the

12 moeths 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 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 AL 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 AN 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 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 February 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

August 24 2014 and on each August24 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

August24 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 Novembef 24 every fifth year

thereafter

Subject to the consent of OSFI and the requirements of the Act we may purchase the

First Preferred Shares 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 Exchange 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 will reset on the earliest redemption date and every fifth year

thereafter at rate equal to the 5-year Government of Canada bond yield plus the

premium indicated The holders have the option to convert their shares into

non-cumulative floating rate First Preferred Shares sublect to certain conditions on the

earliest redemption date and every fifth yeurthereafter at rate equal to the three-

month Government of Canada Treasury Bill rate plus the premium indicated

inlFal

Conversion date

Dividend annual Dividend Redemption Issue
Redemption At the option uf At the option of

per share yield reset rate date date price the bank the holder

Preferred shares

Firut preferred

Non-cumulative Series .306250 4.90% February 24 2010 laouary 31 2005 26.00 February 24 2010 Not convertible

Non-cumulative Series .278125 4.45% May 24 2011 April 2006 26.00 Not convertible Not convertible

Non-cumulative Series AB .293750 4.70% August 24 2011 luly 20 2006 26.00 Not convertible Nut convertible

Non-cumulative Series AC .287500 4.60% November 24 2011 November 2006 26.00 Not convertible Not convertible

Non-cumulative Series AD .281250 4.50% February 24 2012 December 13 2006 26.00 Not convertible Not convertible

Non-cumulative SeriesAE .281250 4.50% February 24 2012 lanuary 19 2007 26.00 Not convertible Not convertible

Non-cumulative Series AF .278125 4.45% May 24 2012 March 14 2007 26.00 Not convertible Not convertible

Non-cumulative Series AG .281250 4.50% May 24 2012 April 26 2007 26.00 Nut convertible Not convertible

Non-cumulative Series AH .353125 5.65% May 24 2013 April 29 2008 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 convertible

Non-cumulative 5-Year Rate Reset Series AL .350000 5.60% 2.67% February 24 2014 November 2008 25.00 Not convertible Not convertible

Non-cumulative 5-Year Rate Reset Series AN .390625 6.25% 3.50% February 24 2014 December 2008 25.00 Not convertible Not convertible

Non-cumulative 5-Year Rate Reset Series AP .390625 6.25% 4.19% February 24 2014 lanuary 14 2009 25.00 Not convertible Not convertible

Non-cumulative 5-Year Rate Reset Series AR .390625 6.25% 4.50% February 24 2014 lanuary 29 2009 25.00 Not convertible Not convertible

Non-cumulative S-Year Rate Reset Series AT .390625 6.25% 4.06% August 24 2014 March 2009 25.00 Not convertible Not convertible

Non-cumulative 5-Year Rate Reset Series AV .390625 6.25% 4.42% August 24 2014 April 2009 25.00 Not convertible Not convertible

Non-cumulative 5-Year Rate Reset Series AX .381250 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

for the immediately preceding four quarters and ii during the

immediately preceding quarter we 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 2010 57.5 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 under the 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

2010

Nurnberof

shares Number of

eligible for shares Average

repurchase repurchased cost per

0005 0005 share Amount

20000

Note 19 Non-controlling interest in subsidiaries

RBC Trust Capital Securities TruCS

Series 2015

Series 2008-1

Consolidated VIEs

Others

We issued RBC TruCS Series 2015 in 2005 and Series 2008-1 in

2008 which are reported as Non-controlling interest in subsidiaries

upon consolidation as discussed in Note 17 As at October 31 2010

$20 million 2009 $20 million of accrued interest was included in

RBCTruCS Series 2015 Series 2008-1 includes $11 million 2009
$11 million of accrued interest net of $nil 2009 $5 million of

treasury holdings

We consolidate VIEs in which we are the Primary Beneficiary These

VIEs include structured finance VIEs investment funds and

compensation vehicles as described in Note

Note 20 Pensions and other post-employment 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 provide 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 2010

Based on the results of this valuation we increased our pension plan

contributions for 2010 for an amount that is in excess of the minimum

funding requirement set by pension regulators

For 2010 total contributions to our pension and other post-

employment benefit plans were $1318 million and $43 million

2009 $757 million and $40 million respectively For 2011 total

contributions to pension plans and other post-employment benefit

plans are expected to be approximately $276 million and $51 million

respectively For our principal pension plans the next actuarial

valuation for funding purposes will be completed on January 2011

For financial reporting purposes we measure our benefit

obligations and pension plan assets as at September30 each year

Normal Course Issuer Bid

Details of common shares repurchased under NCIB5 during 2010 2009 and 2008 are given below

2009 2008

Numberof Numberof

shares Numberof shares Numberof

eligibte for shares Average eligible for shares Average

repurchase repurchased cost
per repurchase repurchased cost per

000s 0005 share Amount 000s 000s share Amount
NCIB period

November 2009
October31 2010

November 2008
October 31 2009

November 2007
October31 2008 20000 1120 49.50 55

20000

2009

1219

506

339

2071
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The following tables present financial information related to all of our material pension and other post-em ployment plans worldwide including

executive retirement arrangements

Plan assets benefit obligation and funded status

Change in fair value of plan assets

Opening fair value of plan assets

Actual return on plan assets

Company contributions

Plan participant contributions

Benefits paid

Other

Change in foreign currency exchange rate

Closing fair value of plan assets

Change in benefit obligation

Opening benefit obligation

Service cost

Interest cost

Plan participant contributions

Actuarial gain loss

Benefits paid

Plan amendments and curtailments

Other

Change in foreign currency exchange rate

Closing benefit obligation

Funded status

Excess of benefit obligation over plan assets

Unrecognized net actuarial loss

Unrecognized transitional asset obligation

Unrecognized prior service cost

Contributions between September30 and October31

Prepaid asset accrued liability as at October31

Amounts recognized in our Consolidated Balance Sheets consist of

Other assets

Other liabilities

Net amount recognized as at October31

Weighted average assumptions to calculate benefit obligation

Discount rate

Rate of increase in future compensation

440
1276

44

65

939

Benefits payment projection for defined benefit pension and other

post-employment plans

2011

2012

2013

2014

2015

2016-2020

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 1.2 million

2009 1.4 million of our common shares having fair value of

$67 million 2009 $80 million Dividends amounting to $3 million

2009 $2 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

ID

2009

-nIoyment plans

2009

5826

272

610

31

353

50

6343

41

40

65

26

6214

141

413

31

389

353

60

6783 1324

1298
206

259

1347

1028

89

939

1347

1347

6.40% 6.39%

______________________________________________________________________
3.30% 3.30%

For pension plans with funding deficits the benefit obligations and fairvalues of plan assets totalled $7.3 billion 2009 $6.1 billion and $7.0 billion 2009 $5.4 billion respectively

For our other post-employment plans the assamed 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 5.3% for medical decreasing to an ultimate rate of 3.3% in 2026 and 4.1% for dental decreasing to an ultimate rate of 4.0% in 2011

As our measurement date of the pension and other post-employment ptans is September 30 company contributions in the above table represent contributions from October 12009 to

September 30 2010 In orderto arrive at the total contributions forthe year ended October 31 2010 this amount should be adjusted forthe contributions made in the month of October as

well as the defined contribution pension expense presented in the Pension benefit expense table

Asset allocations of defined benefit pension plans il

2010 2009

_____________________ Target Actual Target Actual

Equity securities 41% 44% 48% 49%
Debt securities 41% 43% 47% 450/s

Other 18% 13% 5% 6%

Total 100% 100% 100% 100%

Target asset allocation of the pension plans is based on the Canadian principal plans

the assets of which represent 88% of the total assets of all the plans
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Note 20 Pensions and other post-employment benefits continued

Investment policy and strategies

Pension plan assets are invested prudently over the long term in order

to meet pension obligations at reasonable cost The pension plan

asset mix policy was developed within an asset/liability framework

Factors taken into consideration in developing our asset allocation

include but are not limited to the following

the nature of the pension plans underlying benefit obligations

including the duration and the economic structure of the

liabilities

ii the pension plans demographics including normal retirements

terminations deaths and new entrants based on the assump

tions used for funding valuation purposes

iii the financial position of the pension plans

iv the diversification benefits obtained by the inclusion of multiple

asset classes and

expected return volatility
and correlation for both assets and

liabilities

To imptement our asset allocation policy we may invest in equities

fixed income securities alternative investments and derivative

instruments Our holdings in certain investments including common

shares emerging market equities fixed income securities rated lower

than BBB and residential and commercial mortgages cannot exceed

defined percentage of the market value of our pension plans We

may use derivative instruments as either synthetic investment to

more efficiently replicate the performance of an underlying security

or as hedge against financial risks associated with the underlying

portfolio To ensure appropriate diversification of our credit risk

exposure counterparties of our derivative instruments are subject to

minimum credit rating requirements

Pension and other post-employment benefit expense

Pension benefit exoense

2010 2009 2008

Service cost 151 141 174

Interest cost 425 413 389

Expected return on plan assets 463 446 438
Amortization of transitional asset ri

Amortization of prior service cost 18 19 22

Amortization of actuarial loss gain 120 47 103

Other

Defined benefit pension expense 249 172 248

Defined contribution pension

expense 92 95 82

Pension benefit expense 341 267 330

Weighted average assumptions to

calculate pension benefit

expense

Discount rate 640% 6.70% 5.60%

Assumed long-term rate of return on

plan assets 75% 7.25% 7.00%

Rate of increase in future

compensation 330% 3.30% 3.30%

Other post-employment benefit expense

2010 2009 2008

Service cost 19 14 16

Interest cost 83 87 83

Expected return on plan assets

Amortization of actuarial toss gain 29 41 29

Amortization of prior service cost 23 23 23

Other post-employment benefit

expense 107 117 102

Weighted average assumptions to

calculate other post-employment

benefit expense

Discount rate 639% 6.72% 5.62%

Rate of increase in future

compensation 330% 3.30% 3.30%

Significant assumptions used in calculating the defined benefit

pension and other post-employment expense

Overall expected long-term rate of return on assets

The assumed expected rate of return on assets is forward-looking

estimate of the plans return determined by considering expectation

for inflation tong-term expected returns on government bonds and

reasonable assumption for an equity risk premium The expected

long-term return for each asset class is then weighted based on the

target asset attocation to develop the expected tong-term rate of

return on assets assumption forthe portfolio This resulted in the

selection of an assumed expected rate of return of 6.5% for 2011

6.75% for 2010 and 7.25% for 2009 and 7% for 2008 and 2007

Discount 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 of AA

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

2010 Sensitivity of key assumptions

Cfiange in Change in

Pension benefit expense obUgation expense

Impact of .25% change in discount rate

assumption 273 34

Impact of .25% change in rate of increase in

future compensation assumption 22

Impact of .25% change in the long-term rate

of return on plan assets assumption 19

Citangein Chaegein

Other post-employment benefit expense ohi4gaion ex$ne

Impact of .25% change in discount rate

assumption 59 10

Impact of .25% change in rate of increase in

future compensation assumption

Impact of 1.00% increase in healthcare cost

trend rates 117

Impact of 1.00% decrease in healthcare cost

trend rates 97
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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 over time 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 over 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 ifwe had recognized all costs and expenses

as they arose

Defined benefit pension expense incurred

2O1 2009 2008

Defined benefit pension expense

recognized 249 172 248

Difference between expected and

actual return on plan assets 181 175 1315
Difference between actuarial

losses gains amortized and

actuarial losses gains arising 98 342 1035
Difference between prior service

costs amortized and prior

service costs arising 17 20 34
Amortization of transitional asset

Defined benefit pension expense
incurred 1a5 671 496

Other post-employment benefit expense incurred

iG 2009 2008

Other post-employment benefit

expense recognized 1O7 117 102

Difference between expected and

actual return on plan assets

Difference between actuarial

losses gains amortized and

actuarial losses gains arising 32 67 293
Difference between prior service

costs amortized and prior

service costs arising 23 23 24

Other post-employment benefit

expense incurred 162 74 159

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 under the

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 calendar 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 stock appreciation rights 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 $nil forthe year ended

October 31 2010 2009 $8 million expense 2008 $21 million

gain
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Note 21 Stock-based compensation contnued

Outstanding at beginning of year

Granted

Exercised Common shares

SARs

Cancelled

Outstanding at end of year

Exercisable at end of year

Available for grant

2010

Number of Weighted

options average

000s exercise price

17877 35.32

2368 55.04

4450 26.51

74 18.74

62 28.46

15659 40.90

10170 36.86

15741

uiig UJ A1LIt
_____________

Options outstanding Options exercisable

Weighted

Number Weighted average Number Weighted

outstanding average remaining exercisable average

000s exercise price contractual life 000s exercise price

1946 24.53 1.0 1946 24.53

6226 32.34 4.9 4486 31.20

7487 52.28 7.1 3738 50.06

15659 40.90 5.5 10170 36.86

Fair value method

We adopted the fair value method of accounting prospectively for new

awards granted after November 2002 Underthis 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 October31

2010 in respect of these plans was $11 million 2009 $10 million

2008 $12 million The compensation expenses related to

non-vested awards were $9 million at October 31 2010 2009
$8 million 2008 $11 million to be recognized over the weighted

average period of 1.4 years 2009 1.8 years 2008 2.0 years

The weighted average fair value of options granted during 2010

was estimated at $5.06 2009 $2.59 2008 $6.57 using an

option pricing model on the date of grant The following assumptions

were used

For the year ended October31

Weighted average assumptions

Risk-free interest rate

Expected dividend yield

Expected share price volatility

Expected life of option

2009 2008

2.33% 3.93%

4.15% 3.27%

14% 14%

years years

Employee savings and share ownership plans

We offer many employees an opportunity to own our common shares

through savings and share ownership plans Underthese plans

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 employee

contributions in our common shares Forthe RBC Dominion Securities

Savings Plan our maximum annual contribution is $4500 per

employee Forthe RBC U.K Share Incentive Plan our maximum

annual contribution is 1500 per employee In 2010 we contributed

$68 million 2009 $68 million 2008 $68 million underthe

terms of these plans towards the purchase of our common shares As

at October 31 2010 an aggregate of 35.2 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 DSUs The executives or directors

must elect to participate in the plan prior to the beginning of the year

DSUs earn dividend equivalents in the form of additional DSU5 at the

same rate as dividends on common shares The participant is not

allowed to withdraw the DSUs until retirement permanent disability

or termination of employment/directorship The cash value of the

DSU5 is equivalent to the market value of common shares when

conversion takes place The value of the DSUs liability as at

October 31 2010 was $204 million 2009 $200 million 2008
$200 million The share price fluctuations and dividend equivalents

compensation expense recorded forthe year ended October31

2010 in respect of these plans was $5 million 2009 $31 million

expense 2008 $37 million gain

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 2010 was $953 million 2009

$693 million 2008 $473 million The share price fluctuations and

dividend equivalents compensation gain forthe year ended

October 31 2010 in respect of this plan was $5 million 2009

$85 million expense 2008 $75 million gain

We offer performance deferred share award plans to certain key

employees all of which vest at the end of three years Awards under

the plans are deferred in the form of common shares which are held

in trust until they fully vest or in the form of DSU5 portion of the

award granted under some plans can be increased or decreased up to

50% for awards granted in December 2007 and up to 25% for awards

granted in December 2008 and 2009 depending on our total

shareholder return compared to defined peer group of North

summary of our stock option activity and related information

2009 2008

Number of Weighted Number of Weighted

options average options average

000s exercise price 000s exercise price

21773 31.66 26623 27.71

2659 35.29 2020 52.87

5808 22.69 6445 21.72

397 19.84 148 19.30

350 33.72 277 48.36

Cash received for options exercised during
the yearwas $118 million 2009 $132 million 2008 $140 million

New shares were issaed for all options exercised in 2010 2009 and 2008 Refer to Note 18

Options outstanding and options exercisable as at October31 2010 by price

17877 35.32 21773 31.66

12806 31.68 17247 26.92

17999 19925

$23.21 $25.00
$29.00 $35.37

$44.13 $57.90

Total

2010

2.74%

4.71%

17%

years
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American financial institutions for awards granted in December 2007

and 2008 and to defined peer group of global financial institutions

for awards granted in December 2009 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 2010 was 1.1 million 2009 1.5 million 2008
2.0 million The value of the DSUs liability as at October 31 2010

was $225 million 2009 $211 million 2008 $164 million The

compensation expense recorded for the year ended October 31

2010 in respect of these plans was $116 million 2009
$140 million 2008 $96 million

We maintain non-qualified deferred compensation plan for key

employees in the United States This plan allows eligible employees

to make deferrals of 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 2010 was $304 million

2009 $304 million 2008 $244 million The compensation

expense recorded for the year ended October 31 2010 was

$111 million 2009 $157 million expense 2008 $123 million

gain

For other stock-based plans compensation expense of

$13 million was recognized for the year ended October31 2010

2009 $14 million 2008 $5 million The liability forthe share

units held underthese plans as at October 31 2010 was $59 million

2009 $60 million 2008 $35 million The number of our common

shares held under these plans was 0.3 million 20090.1 million

2008 0.2 million

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

$834 million increase in the fair values of our net financial assets

classified as held-for-trading forthe year ended October31 2010

2009 increased by $2099 million 2008 increased by

$548 million

Net interest income

Non-interest loss income

Total

By product line

Interest rate and credit

Equities

Foreign exchange commodities

and precious metals

Total

20091 2008

2316 680

2750 81

5066 599

3405 250
1008 265

653 584

5066 599

Certain amounts have been revised from results previously reported Refer to Change in

financial statement presentation described in Note

Financial instruments designated as held-for-trading

During the year net gains or losses representing net changes in the

fairvalue of financial assets and financial liabilities designated as

held-for-trading increased by $806 million 2009 increased by

$500 million 2008 decreased by $340 million

Financial instruments measured at amortized cost

Non-interest income reflects the following for financial instruments

2010 2009 2008

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 3628 3505 3183

Net fee income arising from trust and

other fiduciary activities 5831 5314 5405

Net gains arising from financial

instruments measured at amortized

cost

Total 9467 8826 8588

measured amortized cost

Consolidated Financial Statements Royal Bank of Canada Annual Report 2010 121



Note 23 Income taxes

2O13 2009 2008

Income taxes recoveries in Consolidated

Statements of Income

Current

Canada Federal 829 590 1350
Provincial 576 491 664

International 4% 829 85

1861 1910 2099

Future

CanadaFederal 124 153 533
Provincial 65 90 211

International 44 585 14

25 342 730

1646 1568 1369

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 150 330 778
Reclassification of gains losses on

available-for-sale securities to income 55 165 201

Net foreign currency
translation gains

losses net of hedging activities 676 1102 1361
Net unrealized losses gains on

derivatives designated as cash flow

hedges 144 69 304
Reclassification of losses gains on

derivatives designated as cash flow

hedges to income 36 17 23

Issuance costs 34
Stock appreciation rights 17

Other 84

685 1706 2225

Total income recoveries taxes 2331 3274 856

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

carryforwards amount included in future income tax assets of $500

million 2009 $325 million relates to losses in our Canadian

Japanese and U.S operations which will expire in various years from

2011 through 2030 In addition we have capital losses included in

the tax loss carryforwards amount which will expire in various years

from 2012 through 2016

Our review regarding the realizability of our future tax assets as

at October 31 2010 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

2010 2009

Future income tax asset

Allowance for credit losses 744 871

Deferred compensation 864 775

Business realignment charges

Tax loss carryforwards 500 325

Deferred income 67 112

Enron-litigation provision 26

Other comprehensive income 52 112

Other 426 565

2653 2790
Valuation allowance 130 87

2523 2703

Future income tax liability

Premises and equipment jg7 172
Deferred expense 61 117
Pension related 144 48
Intangibles 82 196
Other 4E1 444

875 977

Net future income tax asset 1648 1726

Reconciliation to statutory tax rate

2010 2009 2008

Income taxes at Canadian statutory tax rate 2111 30.3% 1735 31.4% 1952 32.5%

Decrease increase in income taxes resulting from Lower average tax rate applicable

to subsidiaries 38 57% 359 6.5% 450 7.5%
Goodwill impairment charge 314 55

Tax-exempt income from securities 369 5.3% 300 5.4% 326 5.4%
Tax rate change 51 .8%

Other 302 43% 178 3.2% 142 2.4%

Income taxes reported in Consolidated Statements of Income and effective tax rate 1646 23.6% 1568 28.4% 1369 22.8%

International earnings of certain subsidiaries would be taxed only

upon their repatriation to Canada We have not recognized future

income tax liability for these undistributed earnings as we do not

currently expect them to be repatriated Taxes that would be payable

if all foreign subsidiaries accumulated unremitted earnings were

repatriated are estimated at $763 million as at October 31 2010

2009 $821 million 2008 $920 million
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Note 24 Earnings per share

2010 2009 2008

Basic earnings per share

Net income 5223 3858 4555

Preferred share dividends 258 233 101

Net income available to common shareholders 4965 3625 4454

Average number of common shares
in thousands 142071 1398675 1305706

Basic earnings per share 349 2.59 3.41

Diluted earnings per share

Net income available to common shareholders 4965 3625 4454

Average number of common shares in thousands 142O719 1398675 1305706

Stock options 4829 5002 8497

Issuable under other stock-based compensation plans 1793 2036 2148

Exchangeable shares 6413 6413 3393

Average number of diluted common shares in thousands 1433754 1412126 1319744

Diluted earnings per share 3.46 2.57 3.38

The dilutive effect of stock options was calcalated using the treasury stock method When the exercise price of options outstanding is greater than the average market price of our common

shares the options are excluded from the calculation of diluted earnings per share The following amounts were excluded from the calculations of dilated earnings per
share for 2010

41124 average options outstandingwith an exercise price of $57.90 5294977average options outstandingwith an exercise priceof $50.89 and for2008 3541989average

options outstanding with an exercise price of $53.99

During 2008 exchangeable shares were issaed for the acquisition of PHN

Note 25 Guarantees commitments and contingencies

Credit derivatives and written put options

Backstop liquidity facilities

Stable value products

Financial standby letters of credit and performance guarantees

Credit enhancements

Mortgage loans sold with recourse

2009

Maximum potential

amount of future Carrying

payments value

19720 1049

24982 66

21777 260

18082 96

3240 45

1103

The carrying amount is included in OtherDerivatives on our Consolidated Balance Sheets The notional amount of the contract approximates the maximum potential amount of futare

payments

During 2008 and 2009 certain RBC-admininstered multi-seller asset-backed commercial paper conduit programs drew down certain of our backstop liquidity facilities The 2009 draw

amounted to less than 30 bps of total assets There were no liquidity draws during 2010 and we continae to receive principle repayments As at October 31 2010 the outstanding loan

amounts associated with these draws totalled US$1.5 billion C$1.5 billion before an allowance for loan losses of US$2 million C$2 million and are included in Wholesale Loans Business

on our Consolidated Balance Sheets

The carrying amount is included in OtherOther liabilities on ourConsolidated Balance Sheets The amount includes $1.2 billion 2009 $0.8 billion maximum potential amount of future

payments related to the ABS TOB programs and represents the higher of the notional amounts of the letters of credit and the liquidity facilities

The notional amount of the contract approximates the maximum potential amount of future payments without consideration of or possible recoveries from collateral held or pledged The

maximum potential amount of future payments comprise $7.8 billion October 31 2009 $8.3 billion forbank-owned life insurance policies and $11.8 billion October31 2009
$13.5 billion for U.S Employee Retirement Income SecurifyAct of 2974 ERISA-governed pension plans such as 401k plans During the year we recorded unrealized gains of approximately

$75 million 2009 unrealized losses of $111 million in connection with the bank-owned life insurance policies stable value contracts

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 Investor

Services RBC Dexia IS As at October 31 2010 RBC Dexia IS

securities lending indemnifications totalled $52.1 billion 2009

$34.7 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

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

__________
2010

Maximum potential

amount of future Carrying

payments value

11604 365

20827 55

19683 172

17854 90

3211 66

323
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Note 25 Guarantees commitments and contingencies continued

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/or the 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 orto

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

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 or the 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 first loss

protection 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

certain specified conditions other than standard representations and

warranties are experienced Examples of such conditions might be

failure to obtain government or private insurance payments default

early prepayment or material documentation errors 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 insufficient to coverthe fairvalue 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 incurred 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 of 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 different borrowing options

including loans bankers acceptances or letters of credit

In securities lending transactions we lend our own or our clients

securities to borrower for fee underthe 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
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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 yearfrom October 31 2010

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

Commitments to extend credit

Original term to maturity of year or less

Original term to maturity of more than year

Securities lending

Uncommitted amounts

Documentary and commercial letters of credit

ji

2009

28989

52475

14984

181172

481

278101

Includes liquidity facilities

Uncommitted amounts include uncommitted liquidity loan facilities of $20.6 billion

2009 $24.9 billion provided to RBCadministered multi-seller conduits As at

October 31 2010 and October 31 2009 no amount was drawn upon on these facilities

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 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

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 with respect to the

LVTS is not included in the table below For the year ended

October 31 2010 we had on average $3.6 billion 2009 $4.5
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 2010 and October 31 2009

Details of assets pledged against liabilities are shown in the following

tables

Cash and due from banks

Interest-bearing deposits with banks

Loans

Securities

Assets purchased under reverse repurchase

agreements

Other assets

Assets pledged to

Foreign governments and central banks

Clearing systems payment systems and

depositories

Assets pledged in relation to

Securities borrowing and lending

Obligations related to securities sold under

repurchase agreements

Derivative transactions

Covered bonds

Other

Collateral

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 Examples of our general terms and conditions on

collateral assets that we may sell pledge or repledge are listed in the

pledge assets section above

As at October 31 2010 the approximate market value of

collateral accepted that may be sold or repledged by us was

$113.3 billion 2009 $78.9 billion This collateral was received in

connection with reverse repurchase agreements securities

borrowings and loans and derivative transactions Of this amount
$41.1 billion 2009 $26.1 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

2011 572

2012 518

2013 447

2014 386

2015 314

Thereafter 1123

3360

Pledaed assets

2009

665

2696

7422

53276

27479

205

91743

2010 2009

2332 2824

2154 2574

31359 27429

47786 44155

15232 8040

8557 5187

1145 1534

S1o8565 91743

Substantially all of our lease commitments are related to operating leases

The minimum lease payments include an imputed interest of capital leases of

$11 million
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Note 25 Guarantees commitments and contingencies continued

Litigation

Enron Corp Enron litigation

Royal Bank of Canada and certain related entities were defendants in

class action brought by the Regents of the University of Southern

California which was consolidated with the lead action entitled

Newby Enron 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 As result of this development duringthe first

quarterwe determined that the $60 million provision US$50 million

or $53 million using the exchange rate at January 31 2010 that we

had established for this particular litigation was no longer necessary

its reversal was recorded in Non-interest expense Other in our

Consolidated Statement of Income where the provision was initially

recorded

Royal Bank of Canada is also named as defendant by one

individual investor in respect of the losses suffered by that investor

as purchaser of Enron publicly traded equity and debt securities We

have not recorded provision in respect of this lawsuit as it is not

possible to predict its ultimate outcome or when it will be resolved

however we do not believe the ultimate resolution of this lawsuit will

have significant adverse impact on our consolidated financial

position We review the status of this matter on an ongoing basis and

will exercise our judgment in resolving it in such manner as we

believe to be our best interests

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

Note 26 Contractual repricing and maturity schedule

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 at fair value 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 contractual repricing and maturity

schedule as at October 31 2010 would result in change in the

under-one-year gap from $70.4 billion to $60.1 billion 2009
$70.5 billion to $67.7 billion
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Immediately

interest Under to Over to Over to Overt Non-rate-

rate-sensitive months months 12 months years years Sensitive Total

Assets

Cash and deposits with banks 16710 992 2271 2609 22582
Effective interest rate .83% .34%

Securities

Trading 8846 12683 4134 50095 35185 38612 149555
Effective interest rate .41% .21% 1.68% 1.81% 3.48%

Available-for-sale 4640 8771 557 17694 10064 2050 43776
Effective interest rate 4.20% 1.73% 1.59% 2.66% 3.32%

Assets purchased under reverse repurchase

agreements and securities borrowed 72698 72698
Effective interest rate .82%

Loans net of allowance for loan losses 144285 32974 12493 12800 77723 7331 4600 292206
Effective interest rate 2.55% 2.82% 4.26% 4.64% 4.63%

Derivatives 76822 4424 25000 106246
Effectiveinterestrate 1.10%

Other assets 39143 39143

221107 $140292 $34939 $19762 $145512 $52580 $112014 $726206

Liabilities

Deposits 178904 95279 $41426 $25211 78288 $13925 $433033
Effective interest rate .72% 1.11% 1.15% 2.19% 4.19%

Obligations related to assets sold under

repurchase agreements and securities loaned 40344 941 297 41582
Effective interest rate .28% .35% .31%

Obligations related to securities sold short 19761 757 8596 5442 12041 46597
Effective interest rate .33% .40% 1.59% 6.81%

Derivatives 78091 3818 27001 108910
Effectiveinterestrate 1.10%

Other liabilities 459 233 689 4775 41313 47469
Effective interest rate 2.26% 2.44% 4.08% 5.63%

Subordinated debentures 405 4961 1315 6681
Effective interest rate 6.30% 5.12% 4.22%

Trust capital securities 727 727

Effective interest rate 7.18%

Non-controlling interest in subsidiaries 1219 511 526 2256
Effective interest rate 4.87% 6.82%

Shareholders equity 600 4213 34138 38951

256995 $159661 $43762 $26108 98693 $25968 $115019 $726206

Total gap based on contractual repricing 35888 19369 8823 6346 46819 $26612 3005
Canadian dollar 35866 19378 8751 6340 46692 26578 2982 47
Foreign currency 22 72 127 34 23 47

Total gap 35888 19369 8823 6346 46819 $26612 3005

Canadian dollar 2009 21117 51850 4741 2381 47003 $33334 9741 11
Foreigncurrency2009 23 98 27 37 83 35 246 11

Total gap 2009 21140 51752 4768 2344 47086 $33369 9987
Includes loans totalling $1.5 billion to variable interest entities administered by as with maturity terms exceeding five years

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 2010
the aggregate indebtedness excluding routine indebtedness to RBC

current directors and executive officers was approximately $1.5

million 2009 $.2 million Routine indebtedness includes loans

made on terms no more favourable than loans to employees

generally for which the amount remaining unpaid does not exceed

$50000 at any time during the last completed financial year to any

director or executive officer or proposed nominee together with his or

her associates ii loans to full-time employees fully secured against

their residence and not exceeding their annual salary iii loans

other than to full-time employees on substantially the same terms

available to other customers with comparable credit 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 or

similar reasons with repayment arrangements in accordance with

usual commercial practice
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Note 28 Results by business and geographic segment

Other

Canadian Wealth International Capital Corporate
United Inter-

2010 Banking Management Insurance Banking Markets Support Total Canada States national

Net interest income 7488 305 1367 2719 902 10977 8405 1718 854

Non-interest income 3067 3883 6062 869 3168 304 17353 8.869 4647 3837

Total revenue 10555 4188 6062 2236 5887 598 28330 17274 6365 4691

Provision for credit

losses 1191 743 20 96 1861 1026 675 160

Insurance policyholder

benefits claims and

acquisition expense 5108 5108 2343 1582 1183

Non-interest expense 4995 3295 552 2105 3420 26 14393 7944 4055 2394

Net income 110551 before

income taxes 4369 890 402 612 2447 528 6968 5961 53 954

Income taxes

Irecoveries 1325 221 297 795 395 1646 1633 79 92

Non controlling interest
________

92 99 96

Net income loss 3044 669 405 317 1647 225 5223 4232 130 861

Less Preferred

dividends _________ _________ ________ _______________________________
258 ______________________ _________________

Net income loss

available to common
shareholders __________________ ________

4965 ________ _______

Total assets 288600 19600 15400 56700 354400 8500 726200 404000 145600 176400

Other

Canadian Wealth International Capital Corporate
United Inter-

2009 Banking Management Insurance Banking Markets Support Total Canada States national

Net interest income 6947 397 1687 3399 889 11541 7863 2134 1544

Non-interest income 2943 3683 5715 903 3524 797 17565 9429 5565 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 5.526 6081 1265 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
233

Net income loss

available to common
shareholders 3625

Total assets 271000 19200 13400 58200 306500 13300 655000 368600 127000 159400

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 989 9054 6935 1132 987

Non-interest income 2868 3519 2610 771 2408 352 12528 8214 2521 1793

Total revenue 9586 3987 2610 2101 3935 637 21582 15149 3653 2780

Provision for credit

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

incometaxes 3961 948 403 272 1631 666 6005 5813 11 203

Incometaxes 1299 283 14 128 465 564 1369 1750 159 222

Non-controlling interest
76 81 76

Net income loss 2662 665 389 153 1170 178 4555 3987 152 416

Less Preferred

dividends
101

Net income loss

available to common
shareholders 4454

Total assets 204900 34100 7800 69200 324700 83200 723900 435100 126600 162200

Refer to Notes 11 and 31Inclades the loss on sale of Liberty Life

Taxable equivalent
basis Teb Teb adlustments gross up Net interest income from certain tax-advantaged sources Canadian taxable corporate dividends to their effective tax equivalent

valae with the corresponding offset recorded in the provision for income taxes

Certain amounts have been revised from resalts previously reported Refer to the Change in financial statement presentation
described in Note

Inclades spot balances and securitized mortgage amounts

128 Royal Bank of Canada Annual Report 2010 Consolidated Financial Statements



Revenue by business line

Banking

Capital markets sales and trading

Corporate and investment banking

Wealth management
Insurance

RBC Dexia IS

Other

Total

ZM
374
Z44

57

2009 2008

11770 10832

5247 1824

1676 2111

4080 3987

5715 2610

710 855

92 637

29106 21582

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 United States Europe Asia and Latin America with full

suite of investment trust and other wealth management solutions

We also provide asset management products and services directly

through other Royal Bank of Canada 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 Outside North

America we operate in reinsurance market globally

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 North America we offer

full suite of products and service capabilities Outside of North

America we have select but diversified set of global capabilities

which includes fixed income origination and distribution structuring

and trading foreign exchange commodities 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 results 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 This

framework also 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 five 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

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

Includes cards and payment solutions

Taxable equivalent basis

Consists of Global Credit and Research business and includes the Teb adjustment
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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 an asterisk on pages 39 to 47 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 ifa numberof 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

o1G

lnt4l

Canada Uni Os 55 loops na%48181 55 TOtal

794 i55 147 9I%
742 0% $187 55

138O__7 742k o4 _______________________________________________

955 III- 214 l45I 26183 7% $80

ig 70 2% 1374 is 4% $2

78 68 854

l744 69% 54 $7i 101 7f M42 84 94
_________________________________

Includes assets purchased
under reverse repurchase agreements

and securities borrowed loans and customers liability under acceptances
The largest concentrations in Canada are Ontario

at 50% 2009 50% the Prairies at 18% 2009 18% British Columbia and the territories at 16% 2009 17% and Quebec at 11% 200911% No industry accounts for more than

28% 2009 18% of total on-balance sheet credit instruments

The largest concentration of credit exposure by counterparty type is banks at 65% 2009 67%

Excludes credit derivatives classified as other than trading with replacement cost of $7 million 2009 $128 million

Represents
financial instruments with contractual amounts representing credit risk

Retail and wholesale commitments comprise 46% 2009 39% and 54% 2009 61% respectively of our total commitments The largest sector concentration in the wholesale portfolio

relates to Non.bank financial services at 14% 2009 20% Financing products at 17% 2009 16% Energy at 14% 200910% Real estate and related at 8% 2009 7% Other

services at 4% 2009 7% Bank at 2% 2009 3% and Sovereign at 8% 2009 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-weighted assets RWA 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 RWA is calculated for each of these risk types

and added together to determine total RWA

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 bob 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 level prescribed by OSFI

Regulatory capital risk-weighted assets and capital ratios

2010 2009

Capital

Tier capital 33972 31774

Total capital 37625 34881

Risk-weighted assets

Credit risk 197195 185051

Market risk 24828 23321

Operational risk 38433 36465

Total risk-weighted assets 260456 244837

Capital ratios

Tier capital
13.0% 13.0%

Total capital
14.4% 14.2%

Assets-to-capital multiple 16.5X 16.3X

Concentration of credit risk

On-balance sheet assets other than

derivatives

Derivatives before master netting

agreement

Off-balance sheet credit instruments

Committed and uncommitted

Other

2009

Other

Inter-

Canada United States Earope outional Total

$245193 73% 50463 15% $28778 9% $10321 3% $334755

14668 16 19854 22 48412 54 6778 89712

$259861 61% 70317 17% $77190 18% $17099 4% $424467

$180369 69% 47227 18% $15672 6% $19368 7% $262636

16137 47 9490 28 8175 24 367 34169

$196506 67% 56717 18% $23847 8% $19735 7% $296805
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles

Our Consolidated Financial Statements are prepared in accordance
with Subsection 308 of the Act which states that except as otherwise

specified by OSFI our Consolidated Financial Statements are to be

prepared in accordance with Canadian GAAP As required by the U.S
Securities and Exchange Commission SEC material differences

between Canadian and U.S GAAP are quantified and described
below

Certain of the MBS that we classified as held-for-trading under

Canadian GAAP are classified as available-for-sale under U.S GAAP
During the year we identified that some of the reconciling adjust
ments recorded in prior periods in connection with this Canadian

GAAP to U.S GAAP difference were incorrect We also identified that

our U.S GAAP adjustments for certain insurance product was
incorrect The following table sets out the corrections recorded during

the current period to the years presented Opening retained earnings

for 2008 were also increased by $27 million to reflect the income

statement impact for the preceding years The cumulative impact of

these errors was not material to the periods to which they relate

2009 2008

Increase decrease

Securities

Assets Other

Liabilities Other

RBC Shareholders equity

Revenue

Insurance policyholder benefits claims and

acquisition expense

Net Income

Condensed Consolidated Balance Sheets

Assets

Cash and due from banks

Interest-bearing deposits with banks

Securities

Assets purchased under reverse repurchase agreements and

securities borrowed

Loans net of allowance for loan losses

Other

Liabilities and shareholders equity

Deposits

Other

Subordinated debentures

Trust capital securities

Total liabilities

RBC shareholders equity

Non-controlling interest in subsidiaries

Total equity

2010

Canadian u.s

GMP Differences GAAP

9330 181 9149
13252 8676 4576

193331 7299 186032

72698 1595 71103

292206 551 291655

145389 63564 81825
_____________________

726206 81866 644340

433033 20071 412962

244558 61156 183402

6681 6681

727 727

684999 81954 603045

38951 654 38297

2256 742 2998
__________________________________

41207 88 41295
_______________________________

726206 81866 644340 654989 61528 593461

398304 16615 381689

209852 44415 165437

6461 6461

1395 1395

616012 62425 553587
36906 530 36376

2071 1427 3498

38977 897 39874

136$
24 27
25 62

137 35

150

13 12
112

2009

Canadian

GAAP

U.S

Differences GAAP

8234

2876

180936

8353 119
8923 6047

186272 5336

41580 1135
280963 978
128898 47913

654989 61528

40445

279985

80985

593461

Includes adjustments of $85782 million related to Derivatives which is primarily due to
offsetting amounts under master setting agreements under U.S GAAP Refer to the Section Material

differences between Canadian and U.S GMP Right of offset later in this Note

$3654 million 2009 $5814 million has bees reclassified from other assets to other liabilities and deposits to properly reflect accounting treatment under U.S GMP
includes adjustments of $84378 million related to Derivatives which is primarily due to offsetting amounts under master netting agreements under ItS GAAP Refer to the section Material
differences between Canadian and U.S GAAP

Right of offset later in this Note
Included in our consolidated net income as at October 31 2010 was $583 million 2009 $582 million of undistributed

earnings of our joint ventures and investments accounted for usingthe equity method under U.S GMP
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles conted

Condensed Consolidated Statements of Income

2010 2009 2008

Net income Canadian GMP 5223 3858 4555

Differences

Net interest income

jointventures

60 153 165

Liabilities and equity

85 101 112

Non-interest income

Insurance accounting
2219 2000 289

Derivative instruments and hedging activities
22 31 107

Reclassification of securities impairment of available-for-sale securities and

application of the fair value option

66 140 509

joint ventures
695 646 681

Other
298

Insurance policyholder benefits claims and acquisition expense
1834 1930 356

Non-interest expense

Insurance accounting
57 82 72

Joint ventures
683 719 724

Other
112 116 91

Income taxes and net difference in income taxes due to the above items 13 48 339

Non-controlling interest in net income of subsidiaries

Liabilities and equity

85 101 101

Net income U.S GMP 4966 3845 4081

Basic earnings per share

Canadian GAAP
3.49 2.59 3.41

U.S GAAP
3.41 2.58 3.03

Diluted earnings per share

Canadian GAAP
3.46 2.57 3.38

U.S GMP
3.38 2.56 3.00

Relates to the loss on sale of Liberty Life Refer to the subsection Disposition
of Liberty Life later in this Note

The impact of calculating earnings per share using the two-class method reduced U.S GMP 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 GMP later in this Note for details of this two-class method

Cash flows used in from investing activities Canadian GAAP

Adjustments to determine net cash from investing activities

Net cash used in from investing activities U.S GAAP

Cash flows from used in financing activities Canadian GAAP

Adjustments to determine net cash from used in financing activities
__________

Net cash from used in financing activities U.S GAAP

Effect of exchange rate changes on cash and due from banks

2009 2008

7403 11381

13 474

3790 5119

3600 5788

15918 44602

2009 5059

17927 39543

25783 39198

1808 479

23975 39677

271 883

2719$ 6805

10953 4148

8234 10953

Condensed Consolidated Statements of Cash flows

Cash flows from operating activities Canadian GAAP

U.S GAAP adjustment for net income

Adjustments to determine net cash used in operating activities

Net cash from operating activities U.S GAAP

Net change in cash and due from banks

Cash and due from banks at beginning of year

Cash and due from banks at end of year U.S GAAP
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Accumulated other comprehensive income loss net of income

Transition adjustments

Unrealized losses gains on available-for-sale securities

Transition adjustment and unrealized gains losses of other-

than-temporarily-impaired debt securities

Net unrealized losses gains of other securities

Unrealized foreign currency translation losses net of hedging

activities

Losses on derivatives designated as cash flow hedges

Additional pension obligation

Accumulated other comprehensive loss income net of income

taxes

2009 2008

Canadian GAAP Differences U.S GAAP U.S GAAP

59 80$ 21

39 39
76 432 356 1009

1374 45 1329 757
325 56 381 529

956 956 523

1716 654 $2370 $2818

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 ii $18 miltion related to the adoption of the fair value option standard in Accounting Standards Codification ASC Topic 825-10 FAS 159 refer to

the section Application of the fairvalue option later in this Note it $3 million related to the implementation of measurement date requirements in ASC Topic 715 FAS 158 refer to the

section Pensions and other post-employment benefits later in this Note

For the debt securities that we do not intend to sell or it is more likely than not that we will not be required 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 OCl under U.S GAAP

Transitional adjustment upon adoption ofASCTopic 320 FSP FAS 115-2 and FAS 124-2 as at May 12009 was net unrealized loss of $225 million uftertuxes Referto the section Other-

than-temporary impairment of securities later in this Note

Consolidated Statements of Comprehensive Income

Net income

Other comprehensive income net of taxes

Net unrealized gains losses on available-for-sale securities

net of reclassification adjustments

Unrealized gains of other-than-temporarily impaired debt

securities

Net unrealized gains losses of other securities

Unrealized foreign currency translation losses

Reclassification of gains losses on foreign currency

translation to income

Net foreign currency translation gains losses from hedging

activities

Net gains losses on derivatives designated as cash flow

hedges

Reclassification of losses gains on derivatives designated as

cash flow hedges to income

Additional pension obligation

Total comprehensive income

Income taxes recovery deducted from the above items

Net unrealized gains losses on available-for-sale securities

Net foreign currency translation gains losses from hedging

activities

Net gains losses on derivatives designated as cash flow

hedges

Reclassification of losses gains on derivatives designated as

cash flow hedges to income

Additional pension obligation

Total income taxes recovery

2009 2008

Canadian GAAP Differences U.S GMP U.S OMP

3858 13$ 3845 4081

186 186

992 373 1365 1077
2973 2971 5126

2399 2399 2672

156 29 185 603

38 37 54

433 433 18

4396 143 4539 4927

495 238 733 512

1102 1102 1361

69 13 82 304

17 16 26

199 199

1649 53 1702 $2142

Represents unrealized gains and losses of other-than-temporarily impaired debtsecurities since May 12009 the adoption date ofASC Topic 320 FSP FAS 115-2 and FA5 124-21 referto

the section Other-than-temporary impairment of securities later in this Note
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles conlirued

Material balance sheet reconciling items

The following tabte presents the increases or decreases in assets liabilities and sharehotders equity by material differences between

Canadian and U.S GAAP

gt
2010 .8 us on
Assets

Cash and due from banks 9330 181 181 9249

Interest bearing deposits with banks 13252 4189 4487 8676 4576

Securities 193331 4468 155 585 860 3261 7299 186032

Assets purchased under reverse repurchase agreements

and securities borrowed 72698 1595 1595 71103

Loans 292206 624 629 682 20 551 291655

Other assets 145389 229 1013 470 605 14 249 9771 7575 85602 140 63564 81.825

Liabilities and shareholders equity

Deposits
433033 10.846 9.220 20071 412.962

Other liabilities 244558 21 2.651 27 18 1475 10631 7575 83448 19 61156 183402

Subordinated debentures 6.681 6681

Trust capital securities 727 727 727

Non-controlling interest in subsidiaries 2256 745 742 2998

Shareholders equity 38.951 362 20 13 1.226 184 654 38297

GAAP References

The GAAP references in the remainder of this note reflect the Financial

Accounting Standards Board FASB codification of standards which

became effective for us in 2009 FAS Statement No.168 FASB

Accounting Standards Codification and the Hierarchy of Generally

Accepted Accounting Principles replacement of FASB Statement

No 162 FAS 168 or Codification In certain cases we have included

the previous FASB references in parentheses

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

realized Under Canadian GAAP 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 fairvalue 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 AUCI net of taxes whereas held-for-trading

investments which are designated using the fairvalue option are

reported in income Refer to Application of the fairvalue option

later in this Note

Insurance claims and policy benefit liabilities Under 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

2009

SE

-g -g

LO fO wWru

Assets

Cash and due from banks 8353 119 119 8234

Interest-bearing deposits with banks 8923 4078 1969 6047 2876

Securities 186272 3425 270 233 189 1598 5336 180936

Assets purchased under reverse repurchase agreements

and securities borrowed 41580 1135 1135 40445

Loans 280963 704 953 669 10 978 279985

Otherassets 128898 642 3143 1190 255 18 71 8474 8940 70767 157 47913 80985

Liabilities and shareholders equity

Deposits 398304 8709 7899 16615 381689

Other liabilities 209852 108 2813 47 42 34 1044 8663 8940 65766 28 44415 165437

Subordinated debentures 6461 6461

Trust capital securities 1395 1395 1395

Non-controlling interest in subsidiaries 2071 1429 1427 3498

Shareholders equity 36906 330 80 22 24 973 147 530 36376
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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 GMP 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

GAAP assets and liabilities of separate accounts known as segre

gated 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 GAAP 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

GMP 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 GMP 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 Such

reclassifications are not permitted under U.S GAAP

Differences in measurement of 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 it is more likely
than not that the entity will be required to

sell the security before recovery of the amortized cost or Hi 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 U.S GAAP reversal of impairment losses is not permitted for

available-for-sale debt securities 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

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 servicing

rights Effective November 2008 U.S GAAP was revised to permit

an entity to report additional financial assets and liabilities at fair

value pursuant to Topic 825-10 Financial Instruments Topic 825-10
As of November 2006 Canadian GMP permitted any financial

instrument to be designated as held-for-trading on its initial recog

nition 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

certain U.S residential mortgages under U.S GAAP and not

Canadian GAAP

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 GAAP 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
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles continued

Stock appreciation rights SARs

Between November 29 1999 and June 2001 options granted

under the employee stock option plan were accompanied by tandem

SARs 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 and 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

underTopic 718 Compensation StockCampensation Topic 718

FASB Statement No 123 revised 2004 Share-Based 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 guidelines 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 SARs liability is recorded for the potential

cash payments to participants and compensation expense is

measured assuming that all participants will exercise SARs

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 number 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 Retirement Benefits Topic 715 FASB

Statement No 158 EmployersAccounting for Defined Benefit

Pension and Other Post-retirement Plans an amendment of FASB

Statements Na 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 unrecognized 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

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
if we

have the ability to sell or repledge it whereas under Canadian GMP 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 Referto

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 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 OCI

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

orfairvalue Under Canadian GAAP loans held-for-sale in the near

term are measured at fair value
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Disposition of Liberty Life

As stated in Note 11 we agreed to sell Liberty Life to Athene Holding Ltd

on October 22 2010 Under U.S GAAP an estimated loss of

$414 million before and after-taxes has been recorded in Non-interest

income Other The loss is higher under U.S GAAP primarily due to

accounting differences in the valuation of actuarial liabilities This

amount includes write-off of $5 million of goodwill Our U.S GAAP

consolidated financial statements include the results of Liberty Life for

the year ended October 31 2010 Selected financial information for

Liberty Life including the loss on sale is set out below

Non interest income

Insurance policyholder benefits claims and

actuarial expenses

Net interest_expense ________

Net loss before tax
______ _______

Net loss

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 2010

restricted net assets of these subsidiaries were $15.8 billion 2009

$15.5 billion

Total assets

Total liabilities

October31 2009

5426

4582

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 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

Retained earnings

Accumulated other

comprehensive loss

____________
2009

Balance at the beginning of the year

Before adopting After adopting

measurement measurement

requirements in requirements in

Topic 715-20 Adlustments Topic 715-20

14 14

523$ 3$ 526

Other assets

Prepaid pension benefit cost

Other liabilities

Accrued pension and other post-employment benefit expense

Funded status excess of benefit obligation over plan assets

Weighted average assumptions to calculate benefit obligation

Discount rate

Amount recognized
in AOCI net of tax is $1.2 billion 2009 $959 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 2011 are $291 million and $10 million

respectively and pension expense will be reduced by $1 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 2011 are $11 million and $nil respectively

________
2010

Other post-

employment

Pension plans plans Total Pt

1793 218 $2011

26 234 208

_____

1814 15 $1799

and pension expense will be reduced by $23 million relating to the

amortization of prior service benefit

Fair value of pension plan assets and liabilities

Defined benefit pension plan net assets are recorded at fair value and

the following is description of the valuation methodologies used for

our pension plan assets which are measured at fair value

2010 2009

$35 $411

371 366
62 76

398 31

400 39

The funded status and discount rate using the October 31 2010 measurement date are as follows

______
2010

___________

Other post-

employment

Pension pias tlns Total Pension plans

7901 12 7913

7833 1409 9242

68 1397 $d291

_________________________________________________________
5.40% 5.34%

2009

Other
post-

employment

plans Total

6268 25 6293

6810 1340 8150

542 1315 $1857

The over/under-funded status of the pension plans and other post- Consolidated Balance Sheet in Other liabilities The accumulated

employment plans of $68 million and $1397 million 2009 benefit obligations forthe pension plans were $7414 million as at

$542 million and $1315 million respectively is recognized on our October 31 2010 2009 $6451 million

The pre-tax amounts included in AOCI are as follows

6.30% 6.32%

Other post-

employment

nsion plans plans Total

Net actuarial loss 1436 221 $1657

Prior service cost benefit
42 258 216

Transitional asset obligation

Accumulated other comprehensive income 1472 36 $1436

2009
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles contned

Cash and cash equivalents Treasury Bills and short-term interest

bearing notes are priced at face value due to the short-term nature of

the instruments

Federal pravincial and municipal bonds and corporate bands and

debentures Eitheran average ofthe bid and ask price orbid price is

used for North American bonds

Mortgages Mortgages are valued by independent third-party pricing

services based on current interest yields for similar mortgage loans

Canadian and other corporate shares For North American publicly

traded securities current closing price from the exchange having the

highest volume traded for the valuation date is used lfthere is no

current closing price the current bid price orthe next most recently

available closing or bid is used For international publicly traded

securities closing price ofthe primary stock exchange is used Fair

values of unlisted North American securities and warrants are based

on quoted prices from third-party pricing services

Alternative investments andpooledfunds Fairvalue of pooled and

hedge funds as well as hedge fund offunds is based on the net asset

value ofthe funds

Derivatives Interest rate swaps are valued by model using interest

rate swap curve based on mid prices All futures including such type

as interest rate index and bond are valued at settlement price or last

traded price ifsettlement price is not available Exchange traded

equity options are valued using the mid price at closing for the

valuation date Over-the-counter equity or bond options are valued

by model using number ofassumptions such as historical prices of

underlying instrument volatilities dividend yields repo rate

overnight and deposit rate Currency forwards are priced by

Bloomberg and Reuters Fairvalue ofcredit default swaps are

provided by pricing services and internal modelled values

Fixed income securities and mortgages

Federal provincial and municipal bonds

Corporate bonds and debentures

Mortgages

-- .-- ..

Equity securities

Canadian corporate shares 1353 1353
Other Corporate shares 2025 2025

3378 3378

Alternative investments 749 749

Derivative-related assets 338 43 383

Totalassetsatfairvalue 3767 3658 804 8229

Derivative-related liabilities

Total liabilities at fair value

Net plan assets at fair value

Include pooled fund investments which are presented in the asset categories based on the nature ofthe underlying investments ofthe funds

Alternative investments include hedge fund offunds of$225 million multi-strategy hedge funds of$477 million and infrastructure funds of$47 million The investment strategies ofthe

alternative investment funds are as follows

Hedge fund of funds invest in portfolio of underlying hedge funds providing broad exposure to mixture of hedge fund strategies and thus diversifying the risk ussociated with

single hedge fund

ii Multi-strategy hedge funds comprise multiple underlying strategies typically including Commodity Trading Advisor CTA/Managed Futures Global Macro Long/Short Equity and Long

Short Credit hedge funds CTA/Managed Futures hedge funds take both long and short positions in futures contracts and options on futures contracts in global commodity interest

rate equity and currency markets Global Macro hedge funds take positions in financial derivatives and other securities on the basis of movements in global financial markets The

strategies may position their portfolios based on forecasts and analysis on global systemic factors Long/short Equity hedge funds involve simultaneous purchase and sale equities

where the long positions are perceived to be undervalued and the short positions perceived to be overvalued Long/Short Credit hedge funds similarly invest in long credit positions

perceived to be undewalued and sell short credit positions that are perceived to be overvalued

iii Infrastructure funds are private investments in essential assets that provide core services or facilities necessary for an economy to function including roads water sewers power grids

telecommunications

The following table presents the changes in fair value measurements for instruments included in Level ofthe fairvalue hierarchy

Net level defined benefit pension plan assets

Fixed income securities and mortgages

Mortgages

Alternative investments

Derivatives net of related liabilities

Net pension plan assets at fairvalue

Transfers in or out of Level are assumed to occur at the end ofthe period For an asset or liability that transfers into Level during the period the entire change in fair value for the period

is excluded from the Actual return of plan assets columns of the reconciliation whereas for transfers out of Level during the period the entire change in fair value for the period is included

in the same columns ofthe reconciliation

The following table presents the plan assets measured at fair value using the fair value hierarchy Refer to Note for the definition of the three

levels
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Securities

The foUowing 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 2010 The gross unrealized losses of the

available-for-sale securities under U.S GAAP are higher than those

under Canadian GMP as disclosed in Note primarily because

certain of these securities were designated as held-for-trading using

the fair value option and also due to the reclassification of certain

available-for-sale securities to loans under Canadian GAAP

Canadian government debt

Federal

Provincial and municipal

U.S state municipal and agencies debt

Other OECD government debt

Mortgage-backed securities

Asset-backed securities

CDOs

Non-COO securities

Corporate debt and other debt

Equities

Loan substitute securities

rities

LeatfhO1li
UhrW

vate ltosss ratbtue o$es

i4O 51

74L

17

ioT
zs

fl$ fl Z98 421 3a$2 535

Average assets U.S GAAP

Canada

United States

Other International

2010

of total

average

Average assets assets

363540 59%
139189 22%
116217 19%

618946 100%

2009 2008

of total of total

average average

Average assets assets Average assets assets

380065 61% 371183 60%

147722 24% 147233 24%

93918 15% 100266 16%

621705 100% 618682 100%

Average assets have been revised dae to the Corrections explained at the beginning of this Note and the reclassification explained in footnote to the Condensed Balance Sheets in this note

Income taxes

Under Topic 740 Income Toxes Topic 740 income tax benefits are

recognized and measured based on two-step model tax

position must be more-likely-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

Fair value and unrealized losses position for available-for-sale secui

The majority of the MBS are residential Fairvalue and unrealized losses of commercial MBS for less than 12 months are $nil and $nit respectively and for 12 months or more are $58 million

and $2 million respectively

2009

Less than 12 months 12 months or more Total

Unrealized Unrealized Unrealized

Fairvalue losses Fairvalue losses Fair value 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-CDO 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 150 70 150 70

4687 230 5381 900 10068 1130

The majority of the MBS are residential Fair value and unrealized losses of commercial MBS for less than 12 months urn $nil and $nil respectively and for 12 months or more are $197

million and $23 million respectively
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles Vontinued

reconciliation of the change in the UTB balance excluding any

related accrual for interest and penalties from October 31 2009 to

October 31 2010 is as follows

Reconciliation of the Change in Unrecognized Tax Benefits

Balance October 31 2009

Add Increases related to positions taken during prior years

Add Increases related to positions taken during the current year

Less Expiration of statute of limitations

Less Settlements

Less Foreign exchange and other

Less Decreases related to positions taken during prior years

Balance October 31 2010

As at October 31 2010 and 2009 the balances of our UTB5

excluding any related accrual for interest and penalties were $1009

million and $1007 million respectively of which $1005 million and

$988 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 2010 and 2009 our accrual for interest and penalties

that relate to income taxes net of payments on deposit to taxing

authorities were $53 million and $40 million respectively There was

net increase of $13 million in the accrual for interest and penalties

during the year ended October 31 2010

RBC 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 operate and the earliest tax year subject to examination

Canada 2006 United States 2003 and United Kingdom 2009

Framework on fair value measurement

Topic 820 Fair Value Measurements and Disclosures Topic 820

FASB Statement No 157 Fair Value Measurements and related

pronouncements 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 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 had been recognized as transition adjustment in

retained earnings

With the adoption of Topic 820 deferral of inception gains and

losses previously required under U.S GAAP 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 as at October 31

2009 net of taxes relating to the adjustment for unrealized gains or

losses at inception has been recognized as transition adjustment as

an increase to our opening retained earnings under U.S GAAP

Fair value hierarchy

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 which became effective for us on May 2009 provides

additional factors to consider while measuring fair value 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 fairvalue of financial

instruments Additional guidance under Topic 820 ASU 2009-05

Measuring Fair Value Liabilities specifies the valuation techniques

that are required to be applied to measure fair value when quoted

price in art active market of an identical
liability is not available

Refer to Note for the fair value 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 fairvalue 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 earlier in this

note for the amounts of these reconciling differences

Valuation models and inputs

Fairvalues of certain instruments classified as level or3 in the fair

value hierarchy disclosure in Note are determined using valuation

models The significant financial instruments below are valued using

an income approach and their significant inputs are primarily interest

rate yield curves correlation commodity forward prices currency

forward points dividend rates and volatility rates for their respective

currency and term to maturity The following are some of the short and

long-term model inputs we used

Interest rate inputs of commercial paper Certificates of Deposit

Banker Acceptances LIBOR loans bank deposits bank loans

and bank notes include Bank deposits .25% to .27% U.S
from one week to three months Bank loans and notes

.91% to 1.41% for Canadian instruments and .24% to .36% for

U.S instruments from less than one month to over six months

Banker Acceptances .98% to 1.34% from less than one

month to over six months Certificate of Deposits .30%

Swiss Franc and .85% Euro for three months U.S

commercial paper .30% to .32% from one week to three

months Canadian commercial paper 1.01% to 1.18% from

one week to three months and U.S LIBOR loans .24% to

.36% from less than one month to over months

Overnight interest rates of assets purchased under reverse

repurchase agreements and obligations related to assets sold

under repurchase agreements pound sterling Euro Canadian

U.S and Australian dollars range from .23% to 3.00% while the

mediumterm rates one week and long-term rates one month

are from .25% to 4.51% and from .25% to 4.60% respectively

Interest rate inputs of the interest rate swaps are two to

20-year Canadian dollar swaps 1.51% to 3.68% two to

20-year U.S dollar swaps .45% to 3.47% two to 30-year

Japanese yen swaps .38% to 1.90% two to 30-year pound

sterling swaps 1.28% to 3.87% two to 30-year Euro

swaps 1.59% to 2.97% two to 30-year Swiss Franc swaps

.53% to 1.87% and two to 30-year Australian dollar swaps

5.15% to 5.42%

Volatility inputs of non-vanilla interest rate options consist of

one-month to 20-year Canadian dollar options 29.67% to

12.18% one-month to 20-year U.S dollar options 106.2%

to 17.5% one-month to 20-year Japanese yen options

44.2% to 23.9% and one-month to 20-year pound sterling

options 40.6% to 11.7%

Volatility inputs of vanilla interest rate options consist of

one-month to 20-year Euro options 40.5% to 26.7% and

month to 25 year U.S options 134.0% to 26.0%

Volatility inputs of one-month to 20-year Canadian dollar

swaptions range from 32% to 19%

Volatility inputs of over-the-counter currency options are six

months to 5-year Canadian dollar options 12.70% to 13.45%

one to 20-yearJapanese yen options 13.60% to 19.55%
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six months to 5-year pound sterling options 12.50% to

14.20% and six months to 5-year Euro options 14.02% to

12.70%

Number of basis points added to spot rate to calculate forward

rate of the currency forward range from .21 points for overnight

and 101.5 points for one year

Dividend rates of equity forwards and swaps comprise 0% to 3%
for both 1.5 years and 3.5 years

Forward rates of gold are .42% for one month and .82% for one

year

Correlation of 1.7 to 7.2-year Canadian and U.S dollar CDO5

range from 45.07% to 69.10% and from 40.00% to 41.77%

respectively

Fair value measurement on non-financial assets and liabilities

Guidance on fair value measurement and disclosures Topic 820 for

nonfinancial assets and liabilities became effective for us on

November 2009 Underthe new guidance fairvalue hierarchy

model as discussed above for financial instruments are also

applicable to assets and liabilities that are measured at fair value on

nonrecurring basis in periods subsequent to initial recognition

Additional disclosures if applicable are also required to enable

users to assess inputs used to develop those measurements that are

related to impairment and other fair value calculations

Investments in certain entities that calculate net asset value per share

Our alternative investments primarily include hedge funds held in

connection with hedging of exposure related to fee-based equity

derivative transactions with third parties Fair value of these

investments is based on the net asset value of the hedge funds As at

October 31 2010 the fairvalue of our investments in the U.S

domiciled and the non-U.S domiciled hedge funds were $553 million

and $2021 million respectively and there were no unfunded

commitments related to these funds These U.S domiciled and the

non-U.S domiciled hedge funds employ broad variety of investment

strategies using equities fixed income securities and other financial

instruments The redemption provisions of such hedge funds

generally require notice periods ranging from days to over

180 days allow redemptions on weekly monthly quarterly

semi-annually or annual basis may have lockup provisions

restricting the ability to redeem forthe first to 36 months from the

date of investment and often have mechanisms to gate or

otherwise restrict redemptions notwithstanding above

Fair value option for financial assets and liabilities

Topic 825-10 which gives 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 fair

value option is applied became effective for us on November

2008 The difference between the carrying amount and the fair value

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 the categories of financial assets and liabilities elected for

fairvalue option in accordance with guidance underTopic 815-15-25

Derivatives and Hedging Embedded Derivatives FASB Statement

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 the

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

Securities Trading

Assets purchased under reverse repurchase agreements and securities

borrowed

Loans Retail

Loans Wholesale

Performing loans

90 days or more past due but not impaired

Financial liabilities

Deposits

Personal

Business and government

Bank

Obligations related to assets sold under repurchase agreements and

securities loaned

Other liabilities

Subordinated debentures

-l-

j4vr

iL04

MPi
The unrealized gains of these assets and liabilities recognized in

income for the year ended October 31 2010 was $52 million October

31 2009 unrealized loss of $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 fairvalue since November 2009

attributable to changes in our credit spreads decreased the fair value

ofourterm deposit liabilities by $32 million October 31 2009
$550 million This decrease is primarily due to the increase in our

credit spreads for both Canadian and U.S denominated term deposit

liabilities Changes in fair value in the period attributable to changes

in credit risk or our credit spreads on Loans Wholesale Other

liabilities and Subordinated debentures were $51 million $nil and

$6 million respectively 2009 $27 million $nil and $36 million

Interest income and expense of these debt securities and loans

are measured based on their interest rates and are reported in Net

interest income

2009

Fair value

over

Aggregate under

fairvalue Contractual contractual

carrying maturity maturity

amount amount amount

2773 2773

1718 n.a n.a

18911 18914

214 214

2818 2934 116
2441 2557 116

377 377

2605 2605

40335 40167 168

10880 10880

21628 21626

240 240

110 120 10
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Note 31 ReconciLiation of the application of Canadian and United States generally accepted accounting principles conhinued

Fair value hedges

Ineffective portion

Interest rate contracts

Cash flow hedges

Ineffective portion

Interest rate contracts

Effective portion

Interest rate contracts

Other contracts

Reclassified to income during the period

Interest rate contracts

Other contracts

Net investment hedges

Foreign currency losses

Gains from hedges

Foreign exchange contracts

Non-derivative financial instruments

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

Fai et NdeIn4
Lflte lnvetfl9eit

O23

S4 $Q

483

$-- $832 na

Revenue from trading and selected non-trading financial instruments

2010 2009

Non-interest income

Interest rate and credit 1114 1954

Equities 140 169

Foreign exchange and commodities 407 641

Total 1381 2764

2010
________

Net gains Net gains After-tax

losses tosses unrealized

inctuded in included in gains tosses

Non-interest Net interest included in

income income oct

n.a n.a

20 n.a n.a

n.a n.a 332
n.a n.a

n.a 112 n.a

n.a n.a

n.a n.a 1798

n.a n.a 1209

n.a n.a 270

24 118 1146

$1130 $2107 50732

139 25598

5320

7359

$1130 $2107 139 89009

$1493 82 46551

327 23832

4418

7844

$1493 82 327 82645

5233 n.a

Net gains Net gains After-tax

tosses tosses unrealized

inctuded in included in gains tosses

Non-interest Net interest included in

income income OCt

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 fairvalue of all derivative instruments with collateral posting

requirements that are in net liability position on October 31 2010

Derivatives and hedging activities

Topic 815 Derivatives and Hedging Topic 815 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 was effective for us on February 2009

but did not change the accounting for derivatives and hedged items

Refer to Notes and for more information regarding our use of

derivative instruments and hedging activities

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

Foreign exchange contracts

Credit derivatives

Other contracts

Total

Liabilities

Derivative financial instruments

Interest rate contracts

Foreign exchange contracts

Credit derivatives

Other contracts

Total

Nonderivative financial instruments

Derivative liabilities include stable value contracts on $170 million October 31 2009 $257 million of bank-owned life insurance policies and $2 million October 31 2009 $3 million of

401k plans

n.a not applicable

Hedging activities by major types of products __________ _________ ______

2009

n.a n.a

n.a n.a

n.a n.a 185

n.a n.a

n.a 53 n.a

n.a n.a

n.a n.a

After-tan loss of $92 million October 31 2009 $37 million were reclassified from AOCI to income for the
year

ended October 31 2010

na not applicable

n.a n.a

n.a n.a

18 53

2971

1982

417

387

Includes precious metals
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is $18.3 billion October 31 2009 $10.5 billion for which we have

posted collateral of $14.9 billion October31 2009$6.4 billion in

the normal course of business If our credit ratings had been

downgraded to BBB on October 31 2010 we would have been

required to post an additional $2.7 billion of collateral October 31
2009 $2.2 billion 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

ASC Topic 815 requires more disclosure 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 to require additional

disclosure about the current status of the payment/performance risk

of guarantee The following disclosure is provided pursuant to ASC

Topic 815

Events or circumstances that would require setter 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 ________

_________ __________
2010

__________________

________
Maximum Payout Notional Fair value

Within to Over

______________ year years years
Total Positive Negative

$1718 5759 $1351 8828 85 79

1906 8708 2639 13253 200 646

___________
213 8071 3120 11404 74 90

__________ $3837 $22538 $7110 $33485 359 815

____________
66 4320 $2216 6602 493

TotaL 41 $3903 $26858 $9326 $40087 359 $1308

2009

Maximum Payout Notional Fairvalue

Within to Over

year years years Total Positive Negative

$6380 $19864 $5338 $31582 227 $1105

1668 6880 1489 10037 74 1377

707 7279 532 8518 33 368

$8755 $34023 $7359 $50137 334 $2850

$1161 4538 $2543 8242 $1074

$9916 $38561 $9902 $58379 334 $3924

Credit default swaps include total return swaps which are nominal to the entire portfolio

Credit ratings ofMA AA 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 nxternal 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 isa
group

of assets instead of single asset consequently ratings have

not been assigned because the underlying assets cannot be reasonably rated

At October 31 2010 the notional value and net carrying value of credit protection sold in which we held purchased protection with identical underlying assets was $30.5 billion and

$0.7 billion respectively October 31 2009 $48.7 billion and $2.5 billion respectively

Guarantees

The following table summarizes significant guarantees we have provided to third parties by investment grade and non-investment grade

2010

Maximum potentiat amount of future payments

Non-

Investment investment Not Carrying

grade grade rated Total amount

1450 2306 $7848 $11604 365

20184 643 20827 55

19683 19683 172

12505 5271 78 17854 90 11236 6778

3211 3211 66 3240

323 323

2009

Maximum potential amount of future payments

Non

Investment investment Not Carrying

grade grade rated Total amount

7508 3813 $8399 $19720 $1049

23806 1176 24982 66

21777 21777 260

68 18082 96

3240 45

1103 1103

Credit ratings of AuA AA 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

Ratings could not be assigned to credit defuultswaps of $2.9 billion October31 2009 $1.9 billion and written
putoptions

of $4.9 billion October31 2009 $6.5 billion

Ratings could not be assigned to financial standby letters of credit and performance guarantees with maximum potential amount of future payments of $78 million as the rating of the

underlying entity for these guarantees is not available at this time

Securitizations and VIEs

ASC Topic 860 Transfers and Servicing and ASC Topic 810

Consolidation require 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 In addition the amendments also

require public enterprises including sponsors that have variable

interest in variable interest entity to provide additional disclosures

about their involvement with variable interest entities

Credit default swaps

Investment grade

Non-investment grade

Non-rated

Credit default baskets

Not rated

Credit derivatives and

written put options

Backstop liquidity facilities

Stable value products

Financial standby letters of

credit and performance

guarantees

Credit enhancements

Mortgage loans sold with

recourse
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles conflritcdl
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table below In addition ASC 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

2009

Credit

Structured investment Third-

Multi-setter finance product party

conduits VIEs VIEs conduits Other Total

26181 7160 2.662 575 $123691 $160269

27 27

119 119

1308 125 1437

1683 1499 119 3301

30 698 728

240 240

1687 2837 698 119 511 5852

168 25 193

86 904 991

86 1072 26 1184

26550 3577 505 250 228 31110

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 the QSPE and the SPE5

Loans managed

2009

2010 2009

Interest in Interest in

securitizations securitizations

Commercial Commercial

and and

Credit Residential Credit Residential

cards mortgages cards mortgages

Total assets of QSPE $4000 n.a $3923 n.a

On-balance sheet assets

Securities Trading and

Available-for-sale 436 1092 $1014 1479

Loans Retail and Wholesale

Derivatives 19 617 203

Total 464 1709 $1020 1682

On balance sheet liabilities

Derivatives 1407 673

Total 1407 673

Retail

Wholesale

Total loans

managed
Less Loans

securitized and

managed
Credit card

loans

Canadian

residential

mortgage-

backed

securities

created and

sold

Canadian

residential

mortgage-

backed

securities

created and

retained

US residential

mortgage-

backed

securities

created and

sold

Total loans

reported on the

Consolidated

Balance Sheets

2010

Loan Past Net

.cipa 4te writoffs

$263391 $1786 1234

72520 2969 877

$335911 $4755 2111

3265 50 129

28238 232

9270 76

667

$294471 $4393 1982

Loan Past Net

principal due write-offs

$246038 $1752 1300

77581 3246 1233

$323619 $4998 2533

3870 57 140

28815 204

7521 53

429

Represents the remaining principal balance of assets held by the QSPE using the most

current information available

n.a 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

$282984 $4678 2393

Includes impaired loans unwell as loans that are contractually 90 days pant due but are

not considered impaired

Excludes any assets we have temporarily acquired with the intent at acquisition to sell

to SPEn

Total assets of

unconsolidated VIEs

On.balance sheet assets

Cash and due from banks

Interest-bearing deposits

with banks

Securities Trading and

Available-for-sale

Loans Retail and

Wholesale

Derivatives

Other assets

Total

On-balance sheet liabilitie

Derivatives

Other liabilities

Total

Maximum exposure to loss

Total assets represent maximum assets that may have to be purchased by the conduits under purchase commitments outstanding as at October 31 2010 Actual assets held by these

conduits as at October 31 2010 were $14.0 billion October 31 2009 $18.9 billion

Excluded from this table are trading securities that we have transferred to these VIEs as collateral for the funded Notes issued by the VIEs as at October 31 2010 The transfers do not meet

the sale recognition criteria under ASC Topic 860 usa result these assets remain on oar Consolidated Balance Sheets nd are accounted for as secured borrowings

Includes tax credit funds and mutual funds that we sponsor which are described in oar Other significant vehicles discussion

Our October 31 2009 comparatives have been revised to present information related to certain entity on net basis that was previously presented on gross basis The total gross and net

assets related to this entity as at October 31 2009 were $4177 million and $471 million respectively
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The following table presents the assets and liabilities of consolidated VIEs recorded on our Consolidated Balance Sheets

ed

$tt1 Th

9i 25Z6
fl84

z$89

2009

Structured Investment

finance VIEs funds Other Total

55$ 65$ 120

1025 481 1506

1496 11356 12852
44 42 34 120

2620 588 11390 14598

2445 62 2507

Includes the assets of RBC Covered Bond Guarantor Limited
Partnership Guarantor LP

As at October 31 2010 ourcompensation vehicles held $53 million October 31 2009 $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 surpluses the expense for the

corresponding stock-based compensation plan is recognized

Investors of consolidated VIE have recourse only to the assets of that VIE and do sot have recourse to oar general assets unless we breach our contractual obligations relating to that VIE

provide liquidity facilities orcredit enhancement facilities to or enter into derivative transactions with that VIE 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 Royal Bank of Canada The loan provided by as to Guarantor LP to purchase the mortgages is eliminated by as 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 under the 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 In 2008

and 2009 certain multi-seller conduits drew down some of our

transaction-specific liquidity facilities There were no liquidity draws

during 2010 Refer to Notes and 25 for additional details

Each transaction is structured with transaction-specific first loss

protection provided by the third-party seller This enhancement can

take various forms including but not limited to overcollateralization

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 whetherwe 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 for which 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

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 use expected loss analyses to

determine whether we are the Primary Beneficiary of U.S ARS VIEs and

in ARS TOBs when it is not qualitatively apparent The expected loss

calculations considerthe 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 varia

bility based on our note holdings in the U.S ARS VIEs or the letters of

credit and liquidity facilities in the case of ARS TOB programs
In 2008 we sold ARS to an unaffiliated and unconsolidated VIE

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 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 forwhich we may be guarantor of the

VIEs

Consolidated assets

Cash

Securities Trading and Available-for-sale

Loans Retail and Wholesale

Other assets

Consolidated liabilities

Other liabilities
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles continued

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 require

ments We serve various administrative roles for the VIE including the

remarketing agent for the 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

administratorfor 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

funds

Offsetting of amounts related to certain contracts

Under FASB FSP FIN 39-I Amendment of FASB Interpretation No 39

which amended certain aspects of Topic 210-20 Balance Sheet

Offsetting and Topic 815 Derivatives and Hedging FIN 39 Offsetting

ofAmounts Related to Certain Contracts an entity is permitted to

offset the fair value of derivative instruments and the right to reclaim

cash collateral receivable or the obligation to return cash

collateral payable against the fairvalue 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 pursuant to this guidance as follows

including the comparative periods presented as at October 31 2010

the fairvalue amounts of derivative instruments that have been

netted against derivative assets and derivative liabilities was

$76.4 billion October 31 2009 $62.9 billion as at October 31

2010 the cash collateral applied against derivative assets and

derivative liabilities was $9.2 billion and $7.7 billion respectively

October 31 2009 $7.9 billion and $3.5 billion respectively as at

October 31 2010 we held $10.7 billion October 31 2009 $9.1

billion of collateral on derivative positions of which $7.4 billion

October 31 2009 $7.3 billion could be applied against credit risk

Other-than-temporary impairment of securities

ASC Topic 320 Investments Debt and Equity Securities provides

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 ofan

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

Other-than-temporary impairment losses of available-for-sale debt

securities

2010 2009

Credit related losses for securities which we do

not intend to sell or more-likely-than-not will

not be required to sell 99 102

Total losses for securities which we intend to sell

or more-likely-than-not will be required to sell 57 165

Total write-downs of debt securities recognized

in income 156 267

Add Non-credit related losses of debt securities

recognized in OCI before income taxes 37 21

Total realized and unrealized other-than-

temporary impairment losses 193 288

The balance presented excludes $207 million October 31 2009 $519 million of

gross unrealized gains recorded in OCI related to the securities which fair values have

recovered above the amortized costs since the initial write-downs

Represents total write-downs and non-credit related losses of other-than-temporarily-

impaired debt securities recognized in income and OCI since May 2009 our adoption

date of Topic 320
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Cumulative other-than-temporary impafrment credit losses of

available-for-sale debt securities

2010 2009

Balance at beginning of the period

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

im paired

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

Balance at end of the period

322

64

38

19

401

Refer to Note for the methodology and significant inputs used to

determine credit losses

Significant accounting changes

On November 2009 ASC Topic 820 became effective for us for

certain non-financial assets and non-financial liabilities In January

2010 the FASB issued ASU 2010-06 Fair Value Measurements and

Disclosures which amends ASC Topic 820 to add new requirements

for disclosures about transfers into and out of Levels and and

separate disclosures about purchases sales issuances and

settlements relating to Level financial instruments It also clarifies

existing fair value disclosures about the level of disaggregation and

about inputs and valuation techniques used to measure fair value

This guidance became effective for us on February 2010 The

disclosures related to financial instruments non-financial assets

non-financial liabilities and transfers of financial instruments are

provided in the Framework on fair value measurement section

earlier in this note Set forth below is description of the remaining

standards that became effective for us in 2010

Investments in certain entities that calculate net asset value per share

The FASB issued ASU 2009-12Investments in Certain Entities that

Calculate NetAsset Value Per Share or its Equivalent in September

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 and

are disclosed in the Framework on fairvalue measurement section

The impact of adopting this standard is not material to our

consolidated financial position or results of operations

Non-controlling interest

In December 2007 the FASB issued guidance underASC Topic 810

Consolidation which was effective for us on November 2009

Significant requirements include

Ownership interests in subsidiaries held by parties other than

the parent must be reclassified to equity and presented

separately from the parents equity

The amount of consolidated net income attributable to the

parent and to the non-controlling interest must be clearly

identified and presented on the consolidated statement of

income

Non-controlling interest should continue to be attributed its

share of losses even if that attribution results in deficit non-

controlling interest balance and

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

Compensation Retirement Benefits Defined Benefit Plans

General

In December 2008 the FASB issued guidance under ASC Topic

715-20 FAS 132R Employers Disclosures about Postretirement

Benefit Plan Assets which was effective for us on October 31 2010

This guidance requires an employer to disclose the following

How investment allocation decisions are made including the

factors that are pertinent to an understanding of investment

policies and strategies

The major categories of plan assets

The inputs and valuation techniques used to measure the fair

value of plan assets

The effect of fair value measurements using significant

unobservable inputs Level on changes in plan assets for the

period

Significant concentrations of risk within plan assets and

description of the basis used to determine the overall

expected long-term-rate-of-return-on-assets assumption

Refer to Note 20 and Fair value of pension plan assets and liabilities

section of this note for the expanded note disclosure

The following new U.S GAAP accounting pronouncements issued by

the FASB were effective for us on November 2009 but the impact of

adopting these pronouncements is not material to our consolidated

financial position or results of operations

Business combinations

In December 2007 the FASB replaced the guidance on ASC

Topic 805 Business Combinations The new guidance retains the

fundamental requirements in original guidance being the

requirement to use the acquisition method of accounting for all

business combinations and the identification 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

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

There is no impact to our 2010 Annual Consolidated Financial

Statements as we did not close any acquisitions during the year

Accounting for assets acquired and liabilities assumed in business

combination that arise from contingencies

In April 2009 the FASB issued guidance under ASC Topic 805-20

Business Combinations IdentifiableAssets and Liabilities andAny

Nonconfrolling Interest which requires an acquirer to measure assets

acquired and liabilities assumed in business combination that arise

from contingencies at their acquisition-date fairvalue if they can be

determined If fair value cannot be determined then the recognition

criteria and guidance ofASC Topic 450 Contingencies and ASC

Topic 450-20 Contingencies Loss Contingencies apply Following

initial recognition company shall develop systematic and rational

basis for subsequent measurement of liabilities depending on their

nature There were no acquisitions during the year

Convertible debt instruments

In May 2008 the FASB issued guidance under ASC Topic 470-20

Debt with Conversion and Other Options This guidance clarifies that

issuers 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
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Note 31 Reconciliation of the application of Canadian and United States generally accepted accounting principles coniinucW

Accounting for transfers of financial assets and repurchase financing

transactions

In February 2008 the FASB issued guidance under ASC Topic 860

which requires that an 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

Accounting for financial guarantee insurance contracts

In May 2008 the FASB issued guidance under ASC Topic 944

Financial Services Insurance This 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 an embedded feature with

settlement amount based on the stock of an entitys consolidated

subsidiary

In November 2008 the FASB issued guidance under ASC Topic 815

which clarifies whether financial instrument for which the payoff to

the counterparty is based in whole or in part on the stock of an

entitys consolidated subsidiary is indexed to the reporting entitys

own stock and therefore should not be precluded from qualifying for

the derivatives scope exception

Derivatives and hedging scope exception related to embedded

credit derivatives

In March 2010 the FASB issued ASU No 2010-11 Derivatives and

Hedging Scope Exception Related to Embedded Credit Derivatives

The guidance clarifies the determination of embedded credit

derivative features and permits one-time election to apply the fair

value option method to measure any investment in securitized

financial assets regardless of whether such investments contain

embedded derivatives

Effect of loan modification when the loan is part of pool that is

accounted far as single asset

In April 2010 the FASB issued ASU No 2010-18 Receivables Effect

of Loan Modification When the Loan is Part of Pool that is

accounted for as SingleAsset For loans that are accounted for

within pool under Subtopic 310-30 this update prohibits the

removal of such loans from the pool of assets when the loans are

modified If the cash flows for the pool change the pool is required to

be considered for impairment

Participating Securities

In June 2008 the FASB issued guidance under ASC Topic 260

Earnings perShare which 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 of intangible assets

In April 2008 the FASB issued guidance under ASC Topic 350

Intangibles Goodwill and Other FSP FAS 142-3 Determination of

the Useful Life of Intangible Assets The guidance amends the factors

that should be considered in developing renewal or extension

assumptions used to determine the useful life or recognized

intangible assets

Measuring liabilities at fair
value

In August 2009 the FASB issued ASU 2009-5 Fair Value Measure

ments and Disclosures ASC Topic 820 Measuring Liabilities at Fair

Value 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

Subsequent events

In February 2010 the FASB issued ASU No 2010-09 Subsequent

Events Amendments to Certain Recognition and Disclosure

Requirements which was effective for us on May 2010 This update

provides guidance on evaluating subsequent events and exempts

SEC filers from disclosing the date through which subsequent events

are evaluated

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

Variable interest entity

In June 2009 the FASB issued guidance underASC Topic 810-10-15

FAS 167 Amendments to FASB Interpretation No 46R This

update replaces the quantitative approach for determining the

primary beneficiary in variable interest entity with an approach

focused on identifying which reporting entity has the power to direct

the activities of the variable interest entity that most significantly

impacts the entitys performance and the obligation to absorb losses

of the entity that could potentially be significant to the variable

interest entity or the right to receive benefits from the entity The

scope of the new guidance includes entities that were previously

designated as QSPEs Additional disclosures are also required

regarding involvement with variable interest entities Based on our

current assessments we will consolidate two trusts established for

securitization or investment purposes but will deconsolidate certain

investment funds and certain U.S ARS VIEs

In February 2010 the FASB issued ASU 2010-10 Consolidation

Amendments for Certain Investment Funds This update defers the

application of Statement 167 Codified in Topic 810-10 for

reporting enterprises interest in mutual funds money market mutual

funds hedge funds private equity funds and venture capital funds if

certain conditions are met

These new consolidation standards are retrospectively appli

cable and will be effective for us on November 2010

Accounting for transfers of financial assets

In June 2009 the FASB issued guidance under ASC Topic 860

Transfers and Servicing FAS 166 Accounting for Transfers of

Financial Assets an amendment of FASB Statement No 140 This

guidance eliminates the concept of qualifying special purpose

entities QSPEs for accounting purposes and provides additional

criteria and clarifies certain principles of sale accounting require

ments in FAS 140 that the transferors must use to assess transfers of

financial assets The adoption of this standard also eliminates the

reclassification of mortgage loans to securities unless the transfer to

guaranteed mortgage securitization meets all conditions for sale

accounting Based on our preliminary assessment the main impact of

adopting this new accounting standard includes the elimination of

sale accounting for transfer of credit card receivables to former

QSPE and transfer of mortgage backed securities MBS to

government-sponsored trust These amendments are effective for us

on November 2010 with prospective application for transfers that

occurred on and after the effective date
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Multiple-deliverable revenue arrangements

In October 2009 the FASB issued ASU No 2009-13 Revenue

Recognition Multiple-Deliverable Revenue Arrangements This

guidance which will be effective for us on November 2010

requires that consideration in multiple-deliverable arrangements be

allocated to all deliverables using the relative seUing price method

and eliminates the residual method of allocation

Disclosure about the credit quality of financing receivables and the

allowance for credit losses

In July 2010 the FASB issued guidance ASU 2010-20 Disclosure

about the Credit Quality of Financing Receivables and the Allowance

for Credit Losses This update which will be effective for us on

November 2010 requires an entity to provide disclosures on

financing receivables and the related allowances for credit losses on

disaggregated basis Underthe new guidance the following

disclosure will be required to be presented on either portfolio

segment or class of financing receivables

roll forward schedule of the allowance for credit losses

The related investment in financing receivables

Nonaccrual status of financing receivables

Credit quality indicators at the end of the reporting period

The aging of past due financing receivables

Significant sates or purchases of financing receivables and

Information regarding troubled debt restructurings

Accounting for costs associated with acquiring or renewing insurance

contracts

In October 2010 FASB issued guidance ASU 2010-26 Accounting for

Costs Associated with Acquiring or Renewing Insurance Contracts

which addresses the diversity currently in practice in capitalizing

deferrable acquisition costs associated with acquisition of new or

renewal insurance contracts This update which will be effective for

us on November 2011 specifies that incremental direct costs

associated with contract acquisition and certain costs related to

underwriting policy issuance and processing medial and inspection

and sales force contract selling activities should be capitalized as

deferred acquisition costs AU other costs should be treated as period

costs and expensed

Other changes

The following guidance issued by the FASB will be effective for us on

November 2011 ASU No 2010-15 Rnancial services Insurance

How Investments Held through Separate Accounts Affect an Insurers

Consolidation Analysis of Those Investments and ASU No 2010-13

Compensation Stock Compensation Effect of denominating the

Exercise Price of Share-Based PaymentAward in the Currency of the

Market in Which the Underlying Equity Security Trades
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Note 32 Parent company information

The fotlowing table presents information regarding the legal entity of Royal Bank of Canada with its subsidiaries presented on an equity

accounted basis

Condensed Balance Sheets

AsatOctober3l 2010 2009

Assets

Cashandduefrombanks 453 3397

Interest-bearing deposits with banks 7284 3350
Securities j4232 93441
Investments in bank subsidiaries and associated corporations 283O6 27882
Investments in other subsidiaries and associated corporations 3200 21153
Assets purchased under reverse repurchase agreements 6367 5519
Loans net of allowances for loan losses 236699 225595
Net balances due from bank subsidiaries 8489 2690
Net balances due from other subsidiaries 12447 1718
Other assets 119445 106737

549382 491482

Liabilities and shareholders equity

Deposits 3566 318996
Other liabilities 149984 129120

5Q3$5O 448116

Subordinated debentures 6681 6460
Shareholders equity 38951 36906

549182 491482

Condensed Statements of Income

Forthe year ended October31 2010 2009 2008

Interest income 14440 13824 18615
Interest expense 5155 6280 11302

Net interest income 1150S 7544 7313
Non-interest income 1725 4276 3882

Total revenue 13330 11820 11195

Provision for credit losses 1070 2125 1116
Non-interest expense 6638 6477 5372

Income before income taxes 5522 3218 4707
Income taxes 1397 180 1257

Net income before equity in undistributed income of subsidiaries 4325 3038 3450

Equity in undistributed income of subsidiaries I098 820 1105

Net income 52Z3 3858 4555

includes dividend income from investments in subsidiaries and associated corporations of $3359 million $18 million and $415 million for 2010 2009 and 2008 respectively

Includes loss from associated corporations of $13 million for 2010 loss of $7 million for 2009 and income of $4 million for 2008
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Condensed Statements of Cash Flows

For the year ended October31

Cash flows from operating activities

Net income

Adjustments to determine net cash from operating activities

Change in undistributed earnings of subsidiaries

Other operating activities net

Net cash from used in operating activities

Cash flows from investing activities

Change in interest-bearing deposits with banks

Change in loans net of securitizations

Proceeds from securitizations

Proceeds from sale of available-for-sale securities

Proceeds from maturity of available-for-sale securities

Purchase of available-for-sale securities

Net acquisitions of premises and equipment

Change in assets purchased under reverse repurchase agreements and securities borrowed

Change in cash invested in subsidiaries

Change in net funding provided to subsidiaries

Net cash used in from investing activities

Cash flows from financing activities

Change in deposits

Issue of subordinated debentures

Repayment of subordinated debentures

Issue of preferred shares

Redemption of preferred shares for cancellation

Issuance costs

Issue of common shares

Purchase of common shares for cancellation

Sale of treasury shares

Purchase of treasury shares

Dividends paid

Change in obligations related to assets sold under repurchase agreements and securities loaned

Change in obligations related to securities sold short

Net cash from used in financing activities

Net change in cash and due from banks

Cash and due from banks at beginning of year

Cash and due from banks at end of year

Supplemental disclosure of cash flow information

Amount of interest paid in year

Amount of income taxes recovered paid in year

2010 2009 2008

5223 3858 4555

1098 820 1105
5110 10795 5091

9235 13833 1641

3937 8147 6343
29853 33651 44567

7710 21494 9480

4829 9143 5221

11757 7239 6060

12044 13346 11743
688 439 616
848 100 4990

1679 497 6055
16096 13236 9436

4O849 12420 34137

35706 32290 45163

1500 2000

1305 1659 500
2150 613

300
77 11

125 2439 149

55
72 72 74

58 60 76
2934 2744 2688

150 2649 3541

486 3015 11475

32770 26505 36435

1156 252 657

3397 3649 2992

4553 3397 3649

5231 7565 11524

3227 947$ 1052
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Glossary

Acceptances

bill of exchange or negotiable instrument

drawn by the borrower for 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

Advanced Internal Ratings Based Approach

AIRB
measurement of credit risk under Basel II

which uses risk weights determined from

internal risk parameters including probability

of default loss given default and exposure at

default

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 This

allowance is established to cover the lending

portfolio including loans acceptances

guarantees letters of credit and unfunded

commitments The allowance is increased by

the provision for credit losses which is charged

to income and decreased by the amount of

write-offs net of recoveries in the period

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

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 everyweek to 35 days via auctions

managed by participating financial institutions

In the U.S these securities are issued by

sponsors such as municipalities student loan

authorities or other sponsors through bank-

managed auctions

Bank-owned life insurance contracts BOLl

We provide 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 These

wraps allow us to account for the underlying

assets on an accrual basis instead of

mark-to-market basis

Basis point bp
One one-hundredth of percentage point .01%

Canadian GAAP

Canadian generally accepted accounting

principles

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
Securities with multiple tranches that are

issued by special purpose entities and colla

terized by debt obligations including bonds

and loans Each tranche offers varying degree

of risk and return so as to meet investor

demand

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

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

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 for which minimum

regulatory capital requirements may not be

specified

Cash capital position

Measures the extent to which illiquid long

term assets are funded by short-term liabilities

and represents formula-based measure of

mismatches in effective maturity between

assets and liabilities including both

comparative and directional structural liquidity

risk

Credit default swaps CDS
derivative contract that provides the

purchaser with 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 Examples of

derivatives include swaps options forward

rate agreements and futures 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
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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 bya bankon 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 The identified risks

for which we calculate economic capital are

credit market trading and non-trading

operational business fixed asset and

insurance Additionally economic capital

includes goodwill and intangibles and allows

for diversification benefits across risks and

business segments

Eurozone

group of 16 European Union member states

which have adopted the euro currency as their

sole legal tender which include Austria

Belgium Cyprus Finland France Germany

Greece Ireland Italy Luxembourg Malta the

Netherlands Portugal Slovakia Slovenia and

Spain

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 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 of our credit spreads is defined as

fair value adjustments on RBC debt designated

as held-for-trading

Gross-adjusted assets GAA
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

Off balance sheet items for this calculation are

direct credit substitutes including letters of

credit and guarantees transaction-related

contingencies trade-related contingencies and

sale and repurchase agreements

Guarantees and standby 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 Certain other guarantees such as

bid and performance bonds represent

non-financial undertakings

Harmonized sales tax HST
The HST is Canadian sales tax that replaced

the federal goods and services tax GST and

the provincial sales tax PSi in five of the ten

Canadian provinces British Columbia Ontario

New Brunswick Newfoundland and Labrador

and Nova Scotia It is charged on most goods

and services purchased in those provinces

Hedge

risk management technique used to mitigate

exposure from market interest rate or foreign

currency exchange risk arising from normal

banking operations The elimination or

reduction of such exposure is accomplished by

establishing offsetting positions For example

assets denominated in foreign currencies can

be offset with liabilities in the same currencies

or through the use of foreign exchange hedging

instruments such as futures options or foreign

exchange contracts

Hedge funds

Atype of investment fund marketed to

accredited-high net-worth investors 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

Home equity financing

This is comprised of residential mortgages and

secured personal loans whereby the borrower

pledges real estate as collateral

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 We previously issued innovative capital

instruments RBC Trust Capital Securities RBC

TruCS and RBC Trust Subordinated Notes RBC
TSN5 through three SPEs RBC Capital Trust

RBC Capital Trust II and RBC Subordinated

Notes Trust As per OSFI guidelines innovative

capital can comprise up to 5Io of net Tier

capital with an additional 5% eligible for Tier

capital

Leveraged finance

Comprises infrastructure finance essential

services and other types of finance As both

arrangers and underwriters we provide

structuring and distribution expertise in

support of the financing requirements of our

clients which include both corporations and

financial sponsors

Managed basis

We report our segments on managed basis

which is intended to measure the performance

of each business segment as if it were stand

alone business and reflect the way each

segment is managed

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

Non-bank sponsored asset-backed commercial

paper

short-term promissory note issued primarily

by special purpose securitization vehicles that

hold loans or other assets and are not

sponsored by banks

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

Glossary Royal Bank of CanadaAnnaal Report 2010 153



Notional amount

The contract amount used as reference point

to catculate payments for derivatives

0ff-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 indemnifications

Office of the Superintendent of Financial

Institutions Canada OSFI

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

Prepaid pension benefit cost

The cumulative excess of amounts contributed

to pension fund over the amounts recorded

as pension expense

Provision for credit losses

The amount charged to income necessary to

bring the allowance for credit losses to level

determined appropriate by management This

includes both specific and general provisions

Repurchase agreements

Involve the sale of securities for cash and the

simultaneous repurchase of the securities for

value at later date These transactions

normally do not constitute economic sales and

therefore are treated as collaterized financing

transactions

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 and

the simultaneous sale of the securities for

value at later date These transactions

normally do not constitute economic sales and

therefore are treated as collaterized financing

transactions

Risk

Financial institutions face number of different

risks that expose them to possible losses

These risks include credit risk market risk

operational risk liquidity and funding risk

reputation risk regulatory and legal risk

insurance risk and environmental risk

Risk-weighted assets RWA
Assets adjusted by regulatory risk-weight

factorto reflect the riskiness of on and

off-balance sheet exposures Certain assets are

not weighted but deducted from capital The

calculation is defined by guidelines issued by

OSFl based on Basel II effective November

2007 For more details refer to the Capital

management section

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 An intermediary such as

bank often acts as agent forthe owner of the

security There are two types of securities

lending arrangements lending with and

without credit or market risk indemnification In

securities lending without indemnification the

bank bears no risk of loss For transactions in

which the bank provides an indemnification it

bears risk of loss if the borrower defaults and

the value of the collateral declines

concurrently

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
Entities that are typically organized for single

discrete purpose have limited life and serve

to legally
isolate the financial assets held by

the SPE from the selling organization 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 Credit assessments by OSH

recognized external credit rating agencies of

SP Moodys Fitch and DBRS are used to risk-

weight our Sovereign and Bank exposures

based on the standards and guidelines issued

by OSFI For our Business and Retail exposures

we use the standard risk weights prescribed by

OSFI

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

Subprime lending is the practice of making

loans to borrowers who do not qualifi for the

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 became suddenly

unavailable and liquid assets but no portion of

mortgages and loans were monetized

Synthetic securitization

The transfer of risks relating to selected

elements of financial assets to unaffiliated

third parties through the use of certain financial

instruments such as credit default swaps and

guarantees while retaining legal ownership

over the financial assets

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 tax

provision thereby generating the same

after-tax net income

Tier capital and Tier capital ratio

Tier capital comprises the more permanent

components of capital and consists primarily of

common shareholders equity non-cumulative

preferred shares the majority of which do not

have conversion features into common shares

and the eligible amount of innovative capital

instruments In addition goodwill and other

items as prescribed by OSFI are deducted from

Tier capital to determine adjusted net Tier

capital The Tier capital ratio is calculated by

dividing the adjusted net Tier capital by risk-

weighted assets

154 Royat Bank of Canada Annual Report 2010 Glossary



Tier capital

Tier capital consists mainly of subordinated

debentures trust subordinated notes the

eligible amount of innovative capital instru

ments that could not be included in Tier

capital and an eligible portion of the total

general allowance for credit losses less OSFI

prescribed deductions

Total capital and total capital ratio

Total capital is defined as the total of net Tier

and Tier capital The total capital ratio is

calculated by dividing total capital by risk-

weighted assets

Tranche

security class created whereby the risks and

returns associated with pool of assets is

packaged into several classes of securities

offering different risk and return profiles from

those of the underlying asset pool Tranches

are typically rated by ratings agencies and

reflect both the credit quality of underlying

collateral as well as the level of protection

based on the tranches relative subordination

Trust Capital Securities RBC TruCS

Transferable trust units issued by special

purpose entities RBC Capital Trust or RBC

Capital Trust II for the purpose of raising

innovative Tier capital

Trust Subordinated Notes RBC TSN5
Transferable trust units issued by RBC

Subordinated Notes Trust for the purpose of

raising innovative Tier capital

U.S GAAP

U.S generally accepted accounting principles

Value-at-Risk VaR
generally accepted risk-measurement

concept that uses statistical models based on

historical information to estimate within given

level of confidence the maximum loss in market

value we would experience in our trading

portfolio from an adverse one-day movement in

market rates and prices

Variable interest entity VIE
An entity which either does not have sufficient

equity at risk to finance its activities without

additional subordinated financial support or

where the holders of the equity at risk lack the

characteristics of controlling financial

interest
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Principal subsidiaries

Principal subsidiaries

Royal Bank Mortgage Corporation Toronto Ontario Canada

RBCCapitalTrust Toronto Ontario Canada

RBC Dominion Securities Limited Toronto Ontario Canada 4068
RBC Dominion Securities Inc Toronto Ontario Canada

RBC DS Financial Services Inc Toronto Ontario Canada

RBC Investment Services Asia Limited Hong Kong China

Royal Trust Corporation of Canada Toronto Ontario Canada 541

The Royal Trust Company Montreal Quebec Canada 342

Royal Bank Holding Inc Toronto Ontario Canada 24551
Royal Mutual Funds Inc Toronto Ontario Canada

RBC Insurance Holdings Inc Mississauga Ontario Canada

RBC General Insurance Company Mississauga Ontario Canada

RBC Insurance Company of Canada Mississauga Ontario Canada

RBC Life Insurance Company Mississauga Ontario Canada

RBC Direct Investing Inc Toronto Ontario Canada

RBC Asset Management Inc Toronto Ontario Canada

RBC Phillips Hager North Investment Counsel Inc Toronto Ontario Canada

R.B.C Holdings Bahamas Limited Nassau Bahamas

RBC Caribbean Investments Limited George Town Grand Cayman

Royal Bank of Canada Insurance Company Limited St Michael Barbados

Finance Corporation of Bahamas Limited Nassau Bahamas

Royal Bank of Canada Trust Company Bahamas Limited Nassau Bahamas

Investment Holdings Cayman Limited George Town Grand Cayman

RBC Barbados Funding Ltd St Michael Barbados

Royal Bank of Canada Caribbean Corporation St Michael Barbados

Royal Bank of Canada Trust Company Cayman Limited George Town Grand Cayman

RBC Alternative Asset Management Inc New York New York U.S

RBC Holdings USA Inc New York New York U.S

RBC USA Holdco Corporation New York New York U.S

RBC Capital Markets Holdings USA Inc Minneapolis Minnesota U.S

RBC Capital Markets Corporation New York New York U.S

Prism Financial Corporation Wilmington Delaware U.S

RBC Trust Company Delaware Limited Wilmington Delaware U.S

RBC Insurance Holdings USA Inc Wilmington Delaware U.S

Liberty Life Insurance Company Greenville South Carolina U.S

RBC Capital Markets Arbitrage S.A Luxembourg Luxembourg

Royal Bank of Canada Asia Limited Singapore Singapore

Capital Funding Alberta Limited Calgary Alberta Canada

RBC PHN Holdings Inc Toronto Ontario Canada

RBC Bancorporation USA Raleigh North Carolina U.S 4712
RBC Bank USA Raleigh North Carolina U.S

RBCF L.P Wilmington Delaware U.S 233

Royal Bank of Canada Financial Corporation St Michael Barbados

RBC Finance B.V Amsterdam Netherlands 3426
Royal Bank of Canada Holdings U.K Limited London England

Royal Bank of Canada Europe Limited London England

Royal Bank of Canada Investment Management U.K Limited London England

Royal Bank of Canada Trust Corporation Limited London England

RBC Asset Management UK Limited London England

RBC Holdings Channel Islands Limited Guernsey Channel Islands

Royal Bank of Canada Channel Islands Limited Guernsey Channel Islands

RBC Treasury Services CI Limited lersey Channel Islands

RBC Offshore Fund Managers Limited Guernsey Channel Islands

RBC Fund Services Oersey Limited lersey Channel Islands

RBC Investment Solutions CI Limited Guernsey Channel Islands

RBC Investment Services Limited Jersey Channel Islands

RBC Regent Fund Managers Limited Jersey Channel Islands

RBC Trust Company International Limited lersey Channel Islands

Regent Capital Trust Corporation Limited lersey Channel Islands

RBC Trust Company Oersey Limited
lersey Channel Islands

RBC Trustees Guernsey Limited Guernsey Channel Islands

RBC Regent Tax Consultants Limited lersey Channel Islands

RBC Wealth Planning International Limited lersey Channel Islands

RBC cees Limited
lersey Channel Islands

RBC cees International Limited lersey Channel Islands

RBC cees Fund Managers Jersey Limited lersey Channel Islands

Royal Bank of Canada Trust Company Asia Limited Hong Kong China

RBC Reinsurance Ireland Limited Dublin Ireland

Royal Bank of Canada Suisse SA Geneva Switzerland

Roycan Trust Company S.A Geneva Switzerland

RBC Investment Management Asia Limited Hong Kong China 16

RBC Capital Markets Japan Ltd St Michael Barbados 58

RBC Holdings Barbados Ltd 2849
RBC Financial Caribbean Limited

St Michael Barbados

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 coantry 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 LP 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 8.58% and Prism Financial Corporation owns 1.35% of RBC Bancorporation USA
RBC PHN Holdings Inc has exchangeable shares outstanding that were issaed 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

Principal

office address

Carrying value of

voting shares owned

by the bank

1062

1497
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Shareholder information

Corporate headquarters

Street address

Royal 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 215

Canada

website rbc.com

Transfer Agent and Registrar

Main Agent

Computershare 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

U.S.A

Co-Transfer Agent U.K
Computershare Investor Services

PLC

P.O Box 82 The Pavilions

Bridgwater Road

Bristol BS99 7NH

U.K

Stock exchange listings

Symbol RY

Common shares are listed On

Canada Toronto Stock

Exchange TSX
U.S NewYork Stock

Exchange NYSE
Switzerland Swiss

Exchange SIX

All preferred shares are listed on

the TSX

Valuation Day price

For capital gains 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

service@computershare.com

For other shareholder inquiries

please contact

Shareholder Relations

Royal Bank of Canada

200 Bay Street

9th Floor South Tower

Toronto Ontario M5J 215

Canada

Tel 416955-7806

Fax 416-974-3535

Financial analysts portfolio

managers institutional investors

For financial information

inquiries please contact

Investor Relations

Royal Bank of Canada

200 Bay Street

4th Floor North Tower

Toronto Ontario M5j 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 our Transfer Agent 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

2011 AnnuaL Meeting

The Annual Meeting of Common

Shareholders will be held on

Thursday March 2011 at 900

a.m Eastern Standard Time at

the Metro Toronto Convention

Centre North Building 255 Front

Street West Toronto Ontario

Canada

2011 Quarterly earnings release

dates

First quarter March

Second quarter May27

Third quarter August26

Fourth quarter December

Governance

summary 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 underthe New

York Stock Exchange listing
standards is available on our website at

rbccom/governance

EQUAL EMPLOYMENT OPPORTUNITY As required by our Code of Conduct which applies to all RBC 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 relevant U.S federal legislation

and regulations EEO rules to all employees and applicants
for employment Consistent with this commitment all employment decisions of our U.S subsidiaries are based upon skill und

performance without regurd to race colour national origin or ancestry religion age disability gender sexual orientation status usa veteran or any other factors or characteristics protected by law

Our U.S subsidiaries are Equal Opportunity Employers
and comply with U.S federal state und municipal employment laws including regulations applicuble to federal contractors Disclosure in our

2010 Annual Report to Shureholders about our U.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 foryour information only

Trademarks used in this report
include the LION GLOBE Symbol ROYAL BANK OF CANADA RBC RBC BANK RBC BLUEPRINT FOR DOING BETTER RBC BLUE WATER PROJECT RBC CAPITAL TRUST RBC

COMMUNITY BLUEPRINT RBC DIRECT INVESTING RBC ENVIRONMENTAL BLUEPRINT RBC INSURANCE RBC SUBORDINATED NOTES TRUST RBC TSNs RBC TruCS and RBC WEALTH MANAGEMENT

which are trademarks of Royal Bunk of Canada used by Royal Bank of Canada and/or its subsidiaries under license All other trademarks mentioned in this report which are not the property of Royal

Bank of Canada are owned by their respective
holders RBC Dexia IS and affiliated RBC Dexia IS companies are licensed users of the RBC trademark

Dividend dates for 2011

Subject to approval by the Board of Directors

Ex-dividend Record Payment

dates dates dates

Common and preferred January24 January26 February 24

shares series AA AB AC April21 April 26 May24

AD AE AF AG AH Al AL July 22 July 26 August 24

AN AP AR AT AV and October24 October26 November24
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All paper used in the production of this report is FSC FnreotStewardohip Cooncilz certified acid free and elemental chlorine free This paper

has been certified In meet the environmental and social standards of the Foreot Stewardship Council FSC and comes from responsibly

managed forests and verified recycled 000rceo

This is carbon neutral publication Carbon diooide equivalent emissions associated with the production and distribution of this report

have been neutralized through the purchase and retirement of certified emission reductions CER5 CERs are subjected to rigorous

validation certification registration and issuance process designed to ensure real measurable and verifiable emiooivn reductions that

ore recognized under the
Kyvto Protocol The were acquired through the RBC Capital Markets emissions trodivg group
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