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Management’s Discussion and Analysis 

Who We Are
BMO Financial Group is one of the largest financial services
providers in North America, offering comprehensive retail
banking, wealth management and investment banking products,
services and solutions. 

Canadian clients are served through BMO Bank of Montreal,
our personal and commercial banking business, and BMO
Nesbitt Burns, one of Canada’s leading full-service investment
and wealth management firms. In the United States, clients 
are served through Harris, a major Midwest financial services
organization with a network of community banks in the Chicago
area and wealth management offices across the United States,
as well as Harris Nesbitt, a leading mid-market investment 
and corporate bank. Our financial service professionals can
provide access to any services our customers require across 
the entire enterprise. BMO Financial Group comprises three
client operating groups: Personal and Commercial Client
Group, Private Client Group and Investment Banking Group.

Our Financial Targets
BMO has established an overall governing objective and
medium-term financial objectives as set out in the adjacent chart.
BMO also establishes annual financial targets for certain finan-
cial performance measures, which are also outlined in the chart.
Our success in achieving our overall governing objective of
first-quartile total shareholder return is dependent on achieving
our minimum medium-term financial objectives and on the 
relative performance of our peer group.

Annual financial targets represent checkpoints in the
achievement of our medium-term financial objectives. They
reflect economic conditions prevailing at the time and may 
be influenced by results in base years used for comparison 
purposes. As such, in any particular year they may be higher 
or lower than the medium-term financial objectives.

Our operating philosophy is to increase revenues at higher
rates than general economic growth rates, while limiting expense
growth to achieve productivity improvements of 150 to 200 basis
points per year, over time. In achieving efficiencies in expense
management, we balance current profitability with the need 
to invest for future growth. When possible, expense efficiencies
partially or totally fund the costs of investing for the future. 

In 2004, as in 2003, we achieved all five of our financial targets.
Our targets for 2005 have been established in the context of

our expectations for the economy in the year ahead, as detailed
on page 22, and with regard to the strong results achieved in 2004.

Our Vision
To be the top-performing Canada-U.S. financial services company.

2004 Financial 
Targets

2004 Financial
Performance

Target 
Met

2005 Financial 
Targets

10% to 15% 
EPS growth

EPS growth of
29% to $4.42.
Excluding a 
$170 million
reduction of 
the general
allowance, 
EPS rose 22% 
to $4.21.

�

3% to 8% (1)

EPS growth 
from a base of
$4.21 (excluding
changes in 
the general
allowance)

ROE of 16% 
to 18%

ROE of 19.4%
�

ROE of 17% 
to 18%

Provision for 
credit losses 
of $500 million 
or less

Specific provision
for credit losses of
$67 million. We
also reduced the
general allowance
by $170 million.

�

Specific provision
for credit losses 
of $400 million 
or less

Tier 1 Capital
Ratio of at 
least 8.0%

Tier 1 Capital
Ratio of 9.81% �

Tier 1 Capital
Ratio of at 
least 8.0%

Improve cash 
productivity ratio
by 150 to 
200 bps

Cash productivity
ratio improved 
by 155 bps �

Improve our cash
productivity ratio
by 150 to 
200 bps

Our Governing Objective
To maximize the total return to BMO shareholders and generate, over
time, first-quartile total shareholder return relative to our Canadian and
North American peer groups.

Our Medium-Term Financial Objectives
To increase EPS by a minimum of 10% per year over time; to earn ROE 
of between 18% and 19% over time; and to maintain a strong regulatory
capital position, consistent with our peers.

Regulatory Filings
Our continuous disclosure materials, including our interim filings, annual MD&A and audited consolidated financial statements, our Annual Information Form 
and the Notice of Annual Meeting of Shareholders and Proxy Circular are available on our web site at www.bmo.com, on the Canadian Securities Administrators’
web site at www.sedar.com and on the EDGAR section of the SEC’s web site at www.sec.gov. BMO’s CEO and CFO each certify the appropriateness and fairness 
of BMO’s annual and interim filings of continuous disclosure materials.

(1) The EPS growth target in 2005 is lower due to our expectation that provisions for credit losses
will return to more normalized levels.
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Caution Regarding Forward-Looking Statements
Bank of Montreal’s public communications often include written or oral forward-looking statements. Statements of this type are included in this Annual
Report, and may be included in filings with Canadian securities regulators or the U.S. Securities and Exchange Commission, or in other communications. 
All such statements are made pursuant to the “safe harbor” provisions of the United States Private Securities Litigation Reform Act of 1995. Forward-looking
statements may involve, but are not limited to, comments with respect to our objectives for 2005 and beyond, our strategies or future actions, our targets,
expectations for our financial condition or share price, and the results of or outlook for our operations or for the Canadian and U.S. economies. 

By their nature, forward-looking statements require us to make assumptions and are subject to inherent risks and uncertainties. There is significant risk 
that predictions and other forward-looking statements will not prove to be accurate. We caution readers of this document not to place undue reliance on 
our forward-looking statements as a number of factors could cause actual future results, conditions, actions or events to differ materially from the targets,
expectations, estimates or intentions expressed in the forward-looking statements. 

The future outcomes that relate to forward-looking statements may be influenced by many factors, including but not limited to: global capital market
activities; interest rate and currency value fluctuations; the effects of war or terrorist activities; the effects of disease or illness on local, national or international
economies; the effects of disruptions to public infrastructure, such as transportation, communications, power or water supply; industry and worldwide
economic and political conditions; regulatory and statutory developments; the effects of competition in the geographic and business areas in which 
we operate; management actions; and technological changes. We caution that the foregoing list of factors is not exhaustive and that when relying on
forward-looking statements to make decisions with respect to Bank of Montreal, investors and others should carefully consider these factors, as well as 
other uncertainties and potential events, and the inherent uncertainty of forward-looking statements. Bank of Montreal does not undertake to update 
any forward-looking statement, whether written or oral, that may be made, from time to time, by the organization or on its behalf.
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The Introduction provides a brief overview of BMO Financial Group and explains the link between 
our annual targets and our overall vision.

Financial Performance and Condition at a Glance provides an at-a-glance snapshot of our results
on 11 key financial performance and condition measures used by management to monitor performance
relative to our peer groups.

Enterprise-Wide Strategy and Economic Developments outlines our major strategy at the 
enterprise level together with progress in relation to our 2004 strategic priorities. It also includes 
commentary on the impact of economic developments on our businesses in 2004 and expectations 
for the economy in 2005.

Value Measures reviews financial performance on the four key measures that assess or most directly
influence shareholder return.

Enterprise-Wide Financial Performance Review provides a detailed review of BMO’s consolidated
financial performance by major income statement category. It also includes explanations of the use 
of non-GAAP measures and the impacts of changes in foreign exchange rates and acquired businesses.

Operating Group Financial Performance Review outlines the vision, strategies and major business 
risks facing our operating groups, and the strengths and competencies that help them execute their
strategies in support of their visions. It also includes a summary of their achievements in 2004, priorities
for 2005 and a review of their financial performance for the year. 

Financial Condition Review discusses our assets and liabilities by major balance sheet category. 
It reviews our capital adequacy and our approach to ensuring we optimize our capital position 
to support our business strategies and maximize returns to shareholders. It also discusses off-balance
sheet arrangements and financial instruments.

Accounting Estimates and Policies reviews critical accounting estimates and changes in accounting
policies in 2004 and 2005. 

Enterprise-Wide Risk Management outlines our approach to managing the key financial and related
risks we face.

Supplemental Information presents many useful financial tables and provides more historical detail.
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21 Enterprise-Wide Strategy
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67 Quarterly Earnings Trends and 
Review of Fourth Quarter Performance

70 Supplemental Information

Reading the MD&A

BMO’s President and Chief Executive Officer and Chief Financial Officer 
have both signed a statement outlining management’s responsibility for financial
information in this Annual Report. The statement, which can be found on 
page 82, also explains the roles of the Audit Committee and Board of Directors
in respect of financial information in the Annual Report.

Management’s Discussion and Analysis comments on BMO’s operations and
financial condition for the years ended October 31, 2004 and 2003. The com-
mentary is as of November 23, 2004, except for peer group comparisons, which
are as of December 2, 2004. Unless otherwise indicated, all amounts are in
Canadian dollars and have been derived from financial statements prepared in
accordance with Canadian generally accepted accounting principles (GAAP).
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Continue to focus on revenue growth and improving operational
efficiency, while building our distribution capabilities, in order 
to drive improvements in productivity. We set a target to
improve our cash productivity ratio by 150 to 200 bps in 2004.
• Revenue grew 1.5% and cash productivity improved by 

90 bps. Revenue was reduced by a $65 million adjustment to
credit card fees associated with rising reward redemption
rates in our customer loyalty rewards program. Excluding
that adjustment, revenue would have increased 3.1% 
and cash productivity would have improved by 190 bps. 

• Revenue growth was affected by lower margins, driven by
the low interest rate environment and competitive pres-
sures. However, our focus on increasing revenues resulted 
in strong balance sheet growth. Loans and acceptances,
after adding back the effects of securitizations, increased
$6.6 billion or 7.0% from 2003 and personal and com-
mercial deposits grew $3.4 billion or 9.1%.

Improve customer loyalty in both the personal and 
commercial banking segments.
• Our customer loyalty scores, as measured by independent

research firms, improved in personal banking but were
unchanged in commercial banking in 2004 after improving

2004 Objectives and Achievements
steadily since 1999. Our service teams are now better able
to consistently address customer needs across all channels.
This was accomplished with the help of our customer 
relationship management capabilities and Optimizer, 
the leading-edge workflow management tool we released
to our personal banking sales and service staff in 2004.

Increase our business banking market share at a higher rate
than our major competitors and reduce the gap relative to the
market leader.(1)

• We continued to rank second in business banking market
share for business loans less than $5 million. However, 
our business banking market share decreased 45 bps 
to 19.15% and the gap relative to the leader increased. 
This is an important business that we are focused on 
continuing to develop. 

Increase our personal banking market share relative to our
major competitors.(1)

• Personal banking market share decreased 20 bps to 13.19%.
This was primarily due to a decline in market share in our
personal loan segment, despite 7.8% loan growth.*

(1) Year-over-year comparisons have been affected by competitor reclassifications in 2004.

*Includes securitized loans.

Deposits and Deposit Growth
in Canada

34.5

37.3

40.7

21.4

8.1 9.1

Growth (%)
Deposits ($ billions)

2002 2003 2004

Loans and Loan Growth 
in Canada*

87.7

93.6

100.2

7.6

6.7
7.0

Growth (%)
Loans ($ billions) 

200420032002

P&C Canada Cash Productivity 
Ratio and Revenue Growth

62.3

61.0

60.1
2.6

7.1

1.5

Revenue growth (%)
Cash productivity ratio (%)

200420032002

P&C Canada Net Income Growth 
and Return on Equity (ROE)

26.8

29.1
28.4

3.4

17.3

5.9

Net income growth (%)
ROE (%)

200420032002

There was continued strong growth 
in deposits.

Loan growth was solid and consistent.

*Includes acceptances and securitized loans

There were further productivity 
improvements as revenue increased 
and expenses were contained.

Net income growth was solid, with
consistently strong ROE.

What’s Next? Priorities for 2005
• Continue to focus on revenue growth while building our

distribution capabilities.
• Improve our cash productivity ratio by at least 150 bps. 
• Improve customer loyalty in both the personal and 

commercial banking segments.

During the year we created and enhanced various products: 
• A number of simple and easy-to-purchase insurance 

offerings, including accident and sickness, term life and 
commercial loan life insurance.

• A new Canadian Tire®9 Commercial MasterCard for 
commercial customers.

• Our Homeowner ReadiLine personal line of credit that
provides customers with easier access to credit.

• The attractiveness of our personal banking and credit card
offerings with the introduction of our Mosaik WestJet Air
Miles MasterCard. Gold card customers can deduct their
$70 annual fee from their personal banking service charges.

• A redesigned, fully integrated online banking web site to
make online banking easier and faster for our customers.
The new site provides a single point of entry and one 
convenient menu that lets customers conduct transactions,
obtain product and rate information and access all our
other online services.

• Maintain our personal banking market share and 
increase our business banking market share relative 
to our major competitors.

• Introduce further enhancements to our sales and service
delivery model to better meet the needs of our customers. 

Other Achievements
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Management’s Discussion and Analysis

Personal and Commercial Client Group – Canada

Group Description
Personal and Commercial Client Group (P&C), working together with BMO’s other
businesses, assists more than seven and a half million Canadians with their finan-
cial services needs. We offer a full range of products and services through almost 
1,000 BMO Bank of Montreal traditional and instore branches, telephone banking, online
banking at bmo.com, and our network of 2,000 automated banking machines.

Our personal and commercial banking business is among the five largest in Canada,
operating in a business environment that is increasingly competitive, particularly 
with the recent growth in the number of small players operating in niche segments. 

Vision
Our goal is to be the only financial services provider our personal and commercial 
customers will ever need. We will reach this goal by providing exceptional transactional
sales and service, and by delivering a buying experience that is proactive and 
advice-based. Our comprehensive and customized products and services will help 
our customers better manage all aspects of their financial affairs.

Strategies
• Continue to improve customer loyalty in both the personal and 

commercial segments by proactively providing value-added products 
and services to customers. 

• Maintain market share in the increasingly competitive personal segment
by providing competitive products and pricing, enhanced distribution
capabilities and exceptional customer service.

• Be a leading provider of financial services to the commercial market-
place by providing a full suite of products and services tailored to 
customer needs. 

• Further improve the alignment and capability of sales and service 
resources to better meet customers’ needs.

• Continue to simplify sales and fulfilment processes to improve our 
customer experience, increase frontline capacity, and improve operational
and sales effectiveness.

Commercial Banking includes both business and commercial
mid-market clients. We provide our business clients – inde-
pendent businesses, small and medium-sized enterprises, and
lower mid-market banking clients – with a full range of banking 
products and services. These include cash management, loans
and deposits provided through our branches and direct banking
channels. For our commercial mid-market clients, our special-
ized sales force delivers a full suite of integrated commercial
and capital markets products and financial advisory services.
Through Moneris Solutions, we provide merchants with credit
and debit card transaction processing services.

Challenges

• Customer alternatives are expanding due to a growing num-
ber of competitors and easier access to competitors’ products.

• Traditional competitors are refocusing their strategies 
on personal and commercial banking.

• Pressure on margins is increasing due to heightened 
price-based competition.

• Regulatory bodies are introducing new governance require-
ments that place greater demands on our resources.

Our Lines of Business
Personal Banking provides solutions for customers’ every-
day banking, financing, investing and insurance needs. 
We serve more than 20% of Canadian households. 
Our national, fully coordinated, multi-channel distribution 
system offers customers convenience and choice in where,
when and how they do their banking. We offer a full array 
of services at competitive prices and an exclusive Air Miles
rewards program.

Strengths

• Top-tier organizational effectiveness supported by our sales
and service delivery model, with competitive multi-channel
distribution capabilities.

• Solid customer data management capabilities and tailored
offerings, including strong referrals both within the group and
to Private Client Group and Investment Banking Group.

• Sound technology platform facilitating efficient sales and
service across all channels. 

• Ability to adapt to a challenging competitive environment
through competitive pricing and continuous improvement 
to our services.

• Strong employee engagement, with a large and effective sales
force and disciplined sales and service management processes.

• Superior risk management capabilities that utilize a consis-
tent approach in all economic conditions.

Key Performance Drivers (%) 2004 2003 2002

Deposit growth 9.1 8.1 21.4
Loan growth* 7.0 6.7 7.6
Cash productivity ratio 60.1 61.0 62.3
Revenue growth 1.5 7.1 2.6

*Includes acceptances and securitized loans

Robert W. Pearce
President and Chief Executive Officer, 
Personal and Commercial Client Group – Canada

Lead executive

Description,
vision and 
strategy

Achievements

Supporting 
information 
and data


