
Note 27: Related Party Transactions
Related parties include directors, executives and their affiliates, along
with joint ventures and equity-accounted investees.

Directors, Executives and Their Affiliates
Effective September 1, 1999, new loans and mortgages to executives
were no longer available at preferred rates, other than loans related 
to transfers we initiate. The transferee loan amounts outstanding 
under preferred rate mortgage loan agreements were $68 million and
$70 million at October 31, 2007 and 2006, respectively. The interest
earned on these loans is recorded in interest, dividend and fee income 
in our Consolidated Statement of Income. 

We provide certain banking services to our directors, executives
and their affiliated entities. We offer these services on the same terms
that we offer to our customers. Loans to directors, executives and 
their affiliates totalled $10 million and $8 million at October 31, 2007
and 2006, respectively.

Board of Directors Compensation
Stock Option Plan
In fiscal 2002, we introduced a stock option plan for non-officer directors,
the terms of which are the same as the plan for designated officers 
and employees described in Note 22. During fiscal year 2003, we granted
42,000 stock options at an exercise price of $43.25 per share. The grant-
ing of options under the Non-Officer Director Stock Option Plan was
discontinued effective November 1, 2003.

Stock option expense for this plan is calculated in the same manner
as employee stock option expense. It was included in other expenses 
in our Consolidated Statement of Income and was less than $1 million
for the years ended October 31, 2007, 2006 and 2005.

Deferred Share Units
Members of our Board of Directors are required to take 100% of their
annual retainers and other fees in the form of either our common
shares (purchased on the open market) or deferred share units until
such time as the directors’ shareholdings are greater than six times their
annual retainers as directors. After this threshold is reached, directors
are required to take at least 50% of their annual retainers in this form.

Deferred share units allocated under this deferred share unit 
plan are adjusted to reflect dividends and changes in the market value
of our common shares. The value of these deferred share units will 
be paid upon termination of service as a director. The expense for this
plan was included in other expenses in our Consolidated Statement 
of Income and totalled $5 million, $2 million and $3 million for the years
ended October 31, 2007, 2006 and 2005, respectively.

Joint Ventures and Equity-Accounted Investees
We provide banking services to our joint ventures and equity-accounted
investees on the same terms that we offer to our customers.

We are a 50% joint venture partner for which our common
share investment was $296 million at October 31, 2007 ($275 million
in 2006), which was eliminated upon proportionate consolidation.

Our investment in the entities where we exert significant influence
totalled $962 million as at October 31, 2007 ($937 million in 2006).

Employees
A select suite of customer loan and mortgage products is now offered
to employees at rates normally accorded to preferred customers. 
We also offer employees a fee-based subsidy on annual credit card fees. 
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Note 28: Contingent Liabilities
(a) Legal Proceedings
In the bankruptcy of Adelphia Communications Corporation (“Adelphia”),
the Official Committees of Unsecured Creditors and Equity Security
Holders filed Complaints against Bank of Montreal, its indirect subsidiary
BMO Capital Markets Corp. (previously Harris Nesbitt Corp.) and approx-
imately 380 other financial institutions. The Complaints allege various
federal statutory and common law claims and seek an unspecified
amount of compensatory and punitive damages, along with equitable
relief. The actions have now been withdrawn from the Bankruptcy 
Court and are pending before the United States District Court for the
Southern District of New York. As a result of the confirmation of various
Adelphia plans of reorganization, a special purpose entity, the Adelphia
Recovery Trust (“ART”), has replaced the committees as the plaintiff 
in these actions.

In addition, Bank of Montreal and BMO Capital Markets Corp. 
are two of many financial institutions named in civil actions brought 
by investors in Adelphia securities. Defendants reached a settlement
agreement in connection with the most significant of these actions, 
a consolidated class action brought by Adelphia security holders, 
which settlement was subsequently approved by the District Court. 
The settlement is currently being appealed by certain putative class
members. Unless the appeal of the consolidated class action settlement
is successful, that settlement bars all future civil actions against Bank 
of Montreal and BMO Capital Markets Corp. by Adelphia investors except
for two actions brought by groups of plaintiffs who chose to opt out 
of the consolidated class action settlement. Actions by these two groups
of plaintiffs, seeking unspecified damages, are currently pending 
before the District Court. Since the ART action is brought by Adelphia

and its creditors, as opposed to Adelphia’s investors, it is not affected 
by the class action settlement. 

As these matters remain in various intermediate procedural stages,
we are unable to determine the eventual outcome of these matters, 
but management believes that the Bank and BMO Capital Markets Corp.
have strong defences to these claims and will vigorously defend against
all such actions.

BMO Nesbitt Burns Inc., an indirect subsidiary of Bank of Montreal,
has been named as a defendant in several individual actions and 
proposed class actions in Canada brought on behalf of shareholders 
of Bre-X Minerals Ltd. (“Bre-X”). Two of the proposed class actions 
in Canada have been dismissed as to BMO Nesbitt Burns Inc. A proposed
U.S. class action was dismissed as against BMO Nesbitt Burns Inc. 
in October 2005. BMO Nesbitt Burns Inc., Bank of Montreal and BMO
Capital Markets Corp. (previously Harris Nesbitt Corp.) are also defendants
in an individual action in the United States.

Other defendants named in one or more of the actions referred to
above include Bre-X, officers and directors of Bre-X, a mining consulting
firm retained by Bre-X, Bre-X’s financial advisor, brokerage firms 
which sold Bre-X common stock and a major gold production company.
These actions are largely based on allegations of negligence and 
negligent and/or fraudulent misrepresentation in connection with 
the sale of Bre-X securities. 

As these matters are all in the early stages, we are unable to
determine the eventual outcome of these matters, but management
believes that BMO Nesbitt Burns Inc., the Bank and BMO Capital 
Markets Corp. have strong defences to these claims and will vigorously
defend against all such actions.



Following our disclosures of mark-to-market losses in our 
commodities trading businesses on April 27, 2007 and May 17, 2007
aggregating $680 million (pre-tax) as of April 30, 2007, the Bank 
has received inquiries, requests for documents or subpoenas pertaining
to those trading losses from securities, commodities, banking and 
law enforcement authorities. The Bank is cooperating with all of these
authorities.

The Bank and its subsidiaries are party to other legal proceedings,
including regulatory investigations, in the ordinary course of their 
businesses. While there is inherent difficulty in predicting the outcome
of these proceedings, management does not expect the outcome of 
any of these other proceedings, individually or in the aggregate, to have
a material adverse effect on the consolidated financial position or results
of the Bank’s operations.

(b) Pledged Assets 
In the normal course of our business, we pledge assets as security 
for various liabilities that we incur. The following tables summarize 
our pledged assets, to whom they are pledged and in relation to 
what activity:

(Canadian $ in millions) 2007 2006 

Cash resources $ 65 $ 9
Securities

Issued or guaranteed by Canada 8,758 5,999
Issued or guaranteed by a Canadian province,

municipality or school corporation 3,648 2,234
Other securities 17,441 17,724

Securities borrowed or purchased
under resale agreements and other 25,475 25,436

Total assets pledged $ 55,387 $ 51,402 

Excludes restricted cash resources disclosed in Note 2. 

(Canadian $ in millions) 2007 2006 

Assets pledged to: (1)

Clearing systems, payment systems and depositories $ 1,371 $ 1,351
Bank of Canada 1,768 1,734
Foreign governments and central banks 1,381 3,247
Assets pledged in relation to:
Obligations related to securities lent

or sold under repurchase agreements 24,837 28,477
Securities borrowing and lending 19,435 11,709 
Derivatives transactions 3,959 2,010 
Other 2,636 2,874

Total $ 55,387 $ 51,402

Certain comparative figures have been reclassified to conform with the current
year’s presentation.

Excludes cash pledged with central banks disclosed as restricted cash in Note 2.

(1) Includes assets pledged in order to participate in clearing and payment systems and
depositories or to have access to the facilities of central banks in foreign jurisdictions.
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Note 29: Fair Value of Financial Instruments
We record trading assets and liabilities, derivatives, available-for-sale
securities and securities sold but not yet purchased at market values and
other non-trading assets and liabilities at their original amortized cost
less allowances or write-downs for impairment. Fair value is subjective
in nature, requiring a variety of valuation techniques and assumptions.
The values are based upon the estimated amounts for individual assets
and liabilities and do not include an estimate of the fair value of any of
the legal entities or underlying operations that comprise our business.

Fair value amounts disclosed represent point-in-time estimates that
may change in subsequent reporting periods due to market conditions
or other factors. Fair value represents our estimate of the amounts for
which we could exchange the financial instruments with willing third
parties who were interested in acquiring the instruments. In most cases,
however, the financial instruments are not typically exchangeable 
or exchanged and therefore it is difficult to determine their fair value. 
In those cases, we have estimated fair value taking into account 
only changes in interest rates and credit risk that have occurred since
we acquired them or entered into the underlying contract. These 
calculations represent management’s best estimates based on a range
of methodologies and assumptions; since they involve uncertainties, 
the fair values may not be realized in an actual sale or immediate 
settlement of the instruments.

Interest rate changes are the main cause of changes in the fair
value of our financial instruments.

Items that are not financial instruments, such as premises and
equipment, goodwill and intangible assets, have been excluded from
our estimate of fair value. The assets excluded totalled $3,244 million 
as at October 31, 2007 ($3,297 million in 2006).

Financial Instruments Whose Book Value 
Approximates Fair Value 
Fair value is assumed to equal book value for acceptance-related assets
and liabilities and securities lent or sold under repurchase agreements,
due to the short-term nature of these assets and liabilities. Fair value is
also assumed to equal book value for our cash resources, certain other
assets and certain other liabilities.

Loans
In determining the fair value of our loans, we incorporate the following
assumptions:

• For fixed rate performing loans, we discount the remaining contractual
cash flows, adjusted for estimated prepayment, at market interest
rates currently offered for loans with similar terms.

• For floating rate performing loans, changes in interest rates have 
minimal impact on fair value since loans reprice to market frequently.
On that basis, fair value is assumed to equal carrying value.

The value of our loan balances determined using the above assumptions
is further reduced by the allowance for credit losses to determine the
fair value of our loan portfolio.

Securities
The fair value of our securities, both trading and available-for-sale, 
by instrument type and the methods used to determine fair value are
provided in Note 3.

Derivative Instruments
The methods used to determine the fair value of derivative instruments
are provided in Note 9. 

Deposits
In determining the fair value of our deposits, we incorporate the 
following assumptions:

• For fixed rate, fixed maturity deposits, we discount the remaining
contractual cash flows for these deposits, adjusted for expected
redemptions, at market interest rates currently offered for deposits
with similar terms and risks.

• For floating rate, fixed maturity deposits, changes in interest rates
have minimal impact on fair value since deposits reprice to market
frequently. On that basis, fair value is assumed to equal book value.

• For deposits with no defined maturities, we consider fair value 
to equal book value based on book value being equivalent to the
amount payable on the reporting date.
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