Note 4: Loans, Customers’ Liability under Acceptances and Allowance for Credit Losses

Change in Accounting Policy

Loan origination costs are included in our loan balances and are
recognized in interest, dividend and fee income, loans, over the life of
the resulting loan. Prior to November 1, 2006, an equal amount of loan
origination costs was recognized in each year over the life of the result-
ing loan. The new rules require that we use the effective interest method
to recognize loan origination costs, whereby the amount recognized
varies over the life of the loan based on the principal outstanding.

As at November 1, 2006, we adjusted our deferred loan origina-
tion costs to reflect the balance that would have resulted if we had
always used the effective interest method to recognize loan origination
costs. The impact was a decrease in loans, residential mortgages of
$87 million, a decrease in future income tax liability of $30 million and
a decrease in retained earnings of $57 million.

Loans
Loans are recorded at amortized cost using the effective interest method.
This method allocates interest income over the expected term by
applying the effective interest rate to the carrying amount of the loan.
The effective interest rate is defined as the rate that exactly discounts
estimated future cash receipts through the expected life of the loan.
The treatment of interest income for impaired loans is described below.
Securities borrowed or purchased under resale agreements rep-
resent the amounts we will receive as a result of our commitment to
resell securities that we have purchased back to the original seller,
on a specified date at a specified price. We account for these instruments
as loans.

Loan Fees

The accounting treatment for loan fees varies depending on the
transaction. Loan origination, restructuring and renegotiation fees are
recorded as interest income over the term of the loan. Commitment
fees are recorded as interest income over the term of the loan, unless
we believe the loan commitment will not be used. In the latter case,
commitment fees are recorded as lending fees over the commitment
period. Loan syndication fees are included in lending fees as the
syndication is completed, unless the yield on any loans we retain is less
than that of other comparable lenders involved in the financing. In the
latter case, an appropriate portion of the syndication fee is recorded as
interest income over the term of the loan.

Customers’ Liability under Acceptances
Acceptances represent a form of negotiable short-term debt that is
issued by our customers and which we guarantee for a fee. We have
offsetting claims, equal to the amount of the acceptances, against
our customers in the event of a call on these commitments. The
amount due under acceptances is recorded in other liabilities and
our corresponding claim is recorded as a loan in our Consolidated
Balance Sheet.

Fees earned are recorded in lending fees in our Consolidated
Statement of Income.

Impaired Loans

We classify residential mortgages as impaired when payment is
contractually 90 days past due, or one year past due if guaranteed by
the Government of Canada. Credit card loans are classified as impaired
and immediately written off when principal or interest payments

are 180 days past due. Consumer instalment and other personal loans
are classified as impaired when principal or interest payments are

90 days past due, and are normally written off when they are one year
past due.

Corporate and commercial loans are classified as impaired when
we are no longer reasonably assured that principal or interest will be
collected on a timely basis, or when payments are 90 days past due,
or for fully secured loans, when payments are 180 days past due.

We do not accrue interest income on loans classified as impaired,
and any interest income that is accrued and unpaid is reversed against
interest income.

Payments received on corporate and commercial loans that
have been classified as impaired are applied first to the recovery
of collection costs, principal and any previous write-offs or allowances,
and then as interest income. Payments received on impaired consumer
instalment loans are applied first to outstanding interest and then
to the remaining principal.

A loan will be reclassified back to performing status when it
is determined that there is reasonable assurance of full and timely
repayment of interest and principal in accordance with the terms
and conditions of the loan, and that none of the criteria for classification
of the loan as impaired continue to apply.

From time to time we will restructure a loan due to the poor
financial condition of the borrower. If no longer considered impaired,
interest on these restructured loans is recorded on an accrual basis.

Allowance for Credit Losses
The allowance for credit losses recorded in our Consolidated Balance
Sheet is maintained at a level which we consider adequate to absorb
credit-related losses on our loans, customers’ liability under acceptances
and other credit instruments (as discussed in Note 5). The portion
related to other credit instruments is recorded in other liabilities in
our Consolidated Balance Sheet.

The allowance comprises the following two components:

Specific Allowances

These allowances are recorded for specific loans to reduce their

book value to the amount we expect to recover. We review our loans
and acceptances on an ongoing basis to assess whether any loans
should be classified as impaired and whether an allowance or write-off
should be recorded (other than consumer instalment and credit card
loans, which are written off when certain conditions exist, as discussed
under impaired loans). Our review of problem loans is conducted

at least quarterly by our account managers, who assess the ultimate
collectibility and estimated recoveries on a specific loan based on

all events and conditions that the manager believes are relevant to the
condition of the loan. This assessment is then reviewed and concurred
with by an independent credit officer.

To determine the amount we expect to recover from an impaired
loan, we use the value of the estimated future cash flows discounted
at the effective rate inherent in the loan. When the amounts and timing
of future cash flows cannot be estimated with reasonable reliability,
the expected recovery amount is estimated using either the fair value
of any security underlying the loan, net of expected costs of realization
and any amounts legally required to be paid to the borrower, or an
observable market price for the loan. Security can vary by type of loan
and may include cash, securities, real property, accounts receivable,
guarantees, inventory or other capital assets.

General Allowance

We maintain a general allowance in order to cover any impairment

in the existing portfolio that cannot yet be associated with specific loans.
Our approach to establishing and maintaining the general allowance

is based on the guideline issued by our regulator, the Superintendent

of Financial Institutions Canada.

The general allowance is reviewed on a quarterly basis. A number
of factors are considered when determining the appropriate level of the
general allowance, including a general allowance model that applies
historical expected and unexpected loss rates to current balances with
sensitivity to risk ratings, industry sectors and credit products. Model
results are then considered along with the level of the existing allow-
ance, as well as management’s judgment regarding portfolio quality,
business mix, and economic and credit market conditions.
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Notes to Consolidated Financial Statements

Provision for Credit Losses Foreclosed Assets

Changes in the value of our loan portfolio due to credit-related losses Property or other assets that we have received from borrowers to satisfy
or recoveries of amounts previously provided for or written off are their loan commitments are recorded at fair value and are classified as
included in the provision for credit losses in our Consolidated Statement either held for use or held for sale according to management’s intention.
of Income. Fair value is determined based on market prices where available. Other-

wise, fair value is determined using other methods, such as analysis
of discounted cash flows or market prices for similar assets.

Loans, including customers” liability under acceptances and allowance for credit losses by category, are as follows:

(Canadian $ in millions) Gross amount Specific allowance General allowance Net amount
2007 2006 2007 2006 2007 2006 2007 2006

Residential mortgages $ 52,429 $ 63,321 $ 14 $ 5 $ 1 $ 23 § 52,404 S 63,293
Credit card, consumer instalment

and other personal loans 37,682 34,049 1 1 327 340 37,354 33,708
Business and government loans 62,650 56,030 142 147 517 506 61,991 55,377
Securities borrowed or purchased

under resale agreements 37,093 31,429 - - - - 37,093 31,429
Subtotal 189,854 184,829 157 153 855 869 188,842 183,807
Customers” liability under acceptances 12,389 7,223 - - 43 36 12,346 7,187
Total $ 202,243 $ 192,052 $ 157 $153 $ 898 $905 $201,188  $ 190,994
By geographic region (1):

Canada $ 145,765 $ 139,223 $ 105 $ 9 $ 587 $555 $145,073  $ 138,572

United States 51,634 50,227 51 53 311 350 51,272 49,824

Other countries 4,844 2,602 1 4 - - 4,843 2,598
Total $ 202,243 $ 192,052 $ 157 $153 $ 898 $905 $201,188  $ 190,994
(1) Geographic region is based upon the country of ultimate risk. Included in loans as at October 31, 2007 are $56,356 million ($53,750 million in 2006) of loans

Restructured loans of $3 million were classified as performing during the year ended _denominated_ in US. dol_lars and $1,909 million ($1,101 million in 2006) of loans denominated
October 31, 2007 ($nil in 2006). No restructured loans were written off in the years in other foreign currencies.
ended October 31, 2007 and 2006.

Impaired loans, including customers’ liability under acceptances and the related allowances, are as follows:

(Canadian $ in millions) Gross impaired amount Specific allowance Net of specific allowance
2007 2006 2007 2006 2007 2006

Residential mortgages $ 126 $ 115 $ 14 $ 5 $ 112 $ 110
Consumer instalment and other personal loans 55 48 1 1 54 47
Business and government loans 539 503 142 147 397 356
Total $ 720 $ 666 $ 157 $153 $ 563 $513
By geographic region (1):

Canada $ 454 $ 391 $ 105 $ 96 $ 349 $ 295

United States 262 260 51 53 211 207

Other countries 4 15 1 4 3 11
Total $ 720 $ 666 $ 157 $153 $ 563 $513
(1) Geographic region is based upon the country of ultimate risk. Fully secured loans with past due amounts between 90 and 180 days that we have not classified

as impaired totalled $58 million and $47 million as at October 31, 2007 and 2006, respectively.

No impaired loans were foreclosed during the years ended October 31, During the years ended October 31, 2007, 2006 and 2005, we

2007 and 2006. would have recorded additional interest income of $43 million, $45 mil-
Our average gross impaired loans and acceptances were $677 mil- lion and $65 million, respectively, if we had not classified any loans

lion for the year ended October 31, 2007 (5729 million in 2006). Our as impaired. Cash interest income on impaired loans of $nil was

average impaired loans, net of the specific allowance, were $516 million recognized during each of the years ended October 31, 2007, 2006

for the year ended October 31, 2007 (5552 million in 2006). and 2005.
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Concentration of Credit Risk to meet their contractual obligations could be affected similarly

We are exposed to credit risk from the possibility that counterparties by changes in economic, political or other conditions. Concentrations
may default on their financial obligations to us. Credit risk arises of credit risk indicate a related sensitivity of our performance
predominantly with respect to loans, over-the-counter derivatives to developments affecting a particular counterparty, industry or
and other credit instruments. geographic location.

Concentrations of credit risk exist if a number of clients are Information about our credit risk exposure is provided above
engaged in similar activities, are located in the same geographic in the classification of our loan assets both by type of loan and
region or have similar economic characteristics such that their ability by geographic region.

A continuity of our allowance for credit losses is as follows:

(Canadian $ in millions) Specific allowance General allowance Total

2007 2006 2005 2007 2006 2005 2007 2006 2005
Balance at beginning of year $ 153 $ 169 $ 298 $ 905 $ 959 $1,010 $1,058 $1,128 $1,308
Provision for credit losses 303 211 219 50 (35) (40) 353 176 179
Recoveries 91 112 67 - - - 91 112 67
Write-offs (391) (338) (419) - - - (391) (338) (419)
Foreign exchange and other 1 (1) 4 (57) (19) 11) (56) (20) 7)

Balance at end of year $ 157 $ 153 $ 169 $ 898 $ 905 $ 959 $ 1,055 $ 1,058 $1,128





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 100
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 144
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 1.30
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 1.30
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 300
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e5c4f5e55663e793a3001901a8fc775355b5090ae4ef653d190014ee553ca901a8fc756e072797f5153d15e03300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc87a25e55986f793a3001901a904e96fb5b5090f54ef650b390014ee553ca57287db2969b7db28def4e0a767c5e03300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ENU (Use these settings to create Adobe PDF documents best suited for on-screen display, e-mail, and the Internet.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020d654ba740020d45cc2dc002c0020c804c7900020ba54c77c002c0020c778d130b137c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor weergave op een beeldscherm, e-mail en internet. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo true
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName (sRGB IEC61966-2.1)
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing false
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice




