Notes

Note 9: Variable Interest Entities

Variable interest entities (“VIEs”) include entities where the equity

is considered insufficient to finance the entity’s activities or for

which the equity holders do not have a controlling financial interest.
We are required to consolidate VIEs if the investments we hold in these
entities and/or the relationships we have with them result in us

being exposed to the majority of their expected losses, being able

to benefit from a majority of their expected residual returns, or both,
based on a qualitative estimation process involving estimating the
future cash flows and performance of the VIE.

Canadian Customer Securitization Vehicles

Customer securitization vehicles (also referred to as bank-sponsored
multi-seller conduits) assist our customers with the securitization of
their assets to provide them with alternate sources of funding. These
vehicles provide clients with access to financing in the commercial
paper markets by allowing them to sell their assets into these vehicles,
which then issue commercial paper to investors to fund the purchases.

In almost all cases, the seller continues to service the transferred assets.

If there are losses on the assets, the seller is the first to take the loss.
We do not sell assets to or service the assets held by these customer
securitization vehicles. We earn fees for providing services related to the
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securitizations, including liquidity, distribution and financial arrangement
fees for supporting the ongoing operations of the vehicles.

Assets held by our unconsolidated Canadian customer securiti-
zation vehicles amounted to $11,106 million as at October 31, 2008
($17,536 million in 2007). In general, investors in the commercial paper
have recourse only to the assets of the related VIE and do not have
recourse to us. Our exposure to losses relates to our investment in
commercial paper issued by the vehicles, derivative contracts we have
entered into with the vehicles and the liquidity support we provide
through backstop liquidity facilities. We use our credit adjudication
process in deciding whether to enter into these agreements just as
we do when extending credit in the form of a loan. To the extent that
we have purchased commercial paper, our exposure under the liquidity
facilities is reduced by an equal amount. As at October 31, 2008,
we had an exposure of $2,139 million from commercial paper held
(85,564 million in 2007) classified as trading securities.

During the year ended October 31, 2007, we changed the nature
of the liquidity lines offered to certain of our Canadian customer
securitization vehicles to global style liquidity lines, which have objective
criteria for determining when they can be drawn upon. Previously,
we offered market disruption liquidity lines, which had more subjective



criteria for when they could be drawn upon. The total undrawn
backstop liquidity facilities was $11,040 million as at October 31, 2008
(520,756 million in 2007). No amounts have been drawn against the
facilities as at October 31, 2008 and 2007.

Derivative contracts entered into with these vehicles enable the
vehicles to manage their exposures to interest and foreign exchange rate
fluctuations. The fair value of derivatives outstanding with these VIEs
was recorded in our Consolidated Balance Sheet as a derivative asset
of $55 million as at October 31, 2008 (derivative liability of $20 million
in 2007).

Our ownership of asset-backed commercial paper (“ABCP”) in two
of the vehicles caused us to be exposed to the majority of the expected
losses and they have been consolidated. Included in our Consolidated
Balance Sheet as at October 31, 2008 were assets of $265 million classi-
fied as other assets, and commercial paper of $nil classified as a deposit
liability ($311 million and $65 million, respectively, in 2007).

U.S. Customer Securitization Vehicle

Assets held by our unconsolidated U.S. customer securitization vehicle
amounted to $7,993 million as at October 31, 2008 ($7,929 million in 2007).
Our exposure to losses in our U.S. customer securitization vehicle relates
to liquidity support we provide through backstop liquidity facilities.

We use our credit adjudication process in deciding whether to enter into
these agreements just as we do when extending credit in the form of a
loan. As at October 31, 2008, our exposure related to undrawn backstop
liquidity facilities amounted to $10,015 million ($10,719 million in 2007).
As at October 31, 2008, we have provided funding of US$851 million in
accordance with the terms of these liquidity facilities (Snil in 2007). We
are not required to consolidate our U.S. customer securitization vehicle.
The fair value of derivative contracts we have outstanding with our

U.S. customer securitization vehicle was recorded on our Consolidated
Balance Sheet as a derivative asset of $1 million as at October 31, 2008
($nil in 2007).

Bank Securitization Vehicles

We use bank securitization vehicles to securitize our Canadian mortgage
loans and Canadian credit card loans to obtain alternate sources of
funding. The structure of these vehicles limits the types of activities
they can undertake and the types of assets they can hold, and they have
limited decision-making authority. These vehicles issue commercial paper
to fund their activities. Total assets held by these vehicles amounted

to $9,719 million as at October 31, 2008 ($6,552 million in 2007), all

of which relate to assets in Canada. We are not required to consolidate
our bank securitization vehicles. More information on our investments,
rights and obligations related to these vehicles can be found in Note 8.
In addition to the interests described in Note 8, we also provide
liquidity support to our Canadian mortgage bank securitization vehicles
for the face value of the commercial paper outstanding.

During the year ended October 31, 2007, we changed the nature of
the liquidity lines offered to bank securitization vehicles to global style
liquidity lines, which have objective criteria for determining when they
can be drawn upon. We use our credit adjudication process in deciding
whether to enter into these agreements just as we do when extending
credit in the form of a loan. The total contract amount of the liquidity
support was $5,100 million as at October 31, 2008 and 2007. No amounts
were drawn as at October 31, 2008 and 2007. As at October 31, 2008,
we held $509 million of the commercial paper issued by these vehicles
(5367 million in 2007), which was classified as trading securities.

Derivative contracts entered into with these vehicles enable the
vehicles to manage their exposure to interest rate fluctuations. The fair
value of derivatives outstanding with these vehicles was recorded
in our Consolidated Balance Sheet as a derivative asset of $121 million
as at October 31, 2008 (derivative liability of $52 million in 2007).

Credit Protection Vehicle

We sponsor Apex Trust (“Apex”) (formerly Apex/Sitka Trusts), a VIE
that provides credit protection to investors on investments in corporate
debt portfolios through credit default swaps. Assets held by Apex
were $2,794 million as at October 31, 2008 ($2,012 million in 2007).

A senior funding facility of $1,130 million is available to Apex, of which
we provide $1,030 million. As at October 31, 2008, $553 million had
been drawn against our facility. Under the terms of the restructuring,
we also entered into credit default swaps with swap counterparties
and offsetting swaps with Apex.

In May 2008, upon the restructuring of Apex, we purchased
mid-term notes (“MTNs”) with a face value of $815 million which are
classified as available-for-sale securities. As at October 31, 2008, we
had recorded the MTNs at a fair value of $625 million. A third party
holds its exposure to Apex through a total return swap with us on
$600 million of MTNs. The total return swap and underlying MTNs are
classified as trading instruments.

We do not consider the May 2008 purchase of the Apex MTNs des-
cribed above to imply or indicate our intent to provide support to other
mid-term noteholders or provide additional subordinated support to Apex.
Instead, the purchase was a one-time, isolated event related to the
restructuring of Apex. We do not intend to purchase additional MTNs of
Apex nor do we intend to reimburse any other mid-term noteholder for
any loss they may incur. We are not required to consolidate Apex.

Structured Finance Vehicles

We facilitate development of investment products by third parties,
including mutual funds, unit investment trusts and other investment
funds that are sold to retail investors. We enter into derivatives with
these funds to provide the investors their desired exposure and hedge
our exposure related to these derivatives by investing in other funds.
We consolidate those VIEs where our interests expose us to a majority
of the expected losses or residual returns, or both. Total assets and
our exposure to losses in these consolidated VIEs were $450 million
as at October 31, 2008 (5440 million in 2007). Assets held by the VIEs
in which we have a significant variable interest but which we do

not consolidate totalled $132 million as at October 31, 2008 ($353 million
in 2007). Our exposure to loss from non-consolidated VIEs is limited

to the amount of our investment, which totalled $40 million as at
October 31, 2008 ($99 million in 2007).

Structured Investment Vehicles
Structured investment vehicles (“SIVs”) provide investment opportunities
in customized, diversified debt portfolios in a variety of asset and
rating classes. We hold interests in two SIVs and act as asset manager.
Assets held by these SIVs totalled $9,291 million as at October 31, 2008,
including cash of $nil (total assets of $22,754 million in 2007, including
cash of $697 million).

Our exposure to loss relates to our investments in these vehicles,
derivative contracts we have entered into with the vehicles and
senior funding we provide through a liquidity facility in order to fund
the repayment of senior notes. Our investment in the capital notes
of the SIVs is recorded in available-for-sale securities in our Consolidated
Balance Sheet, and was $nil as at October 31, 2008 ($53 million in
2007), net of write-downs of $57 million for the year ended Octo-
ber 31, 2008 ($13 million in 2007). Amounts drawn on the liquidity
facility provided to the SIVs totalled $5,208 million as at October 31, 2008
(5350 million in 2007). Our exposure includes undrawn facilities of
$5,063 million as at October 31, 2008 (51,158 million in 2007). The fair
value of the derivative contracts we have outstanding with the SIVs
was recorded in our Consolidated Balance Sheet as a derivative asset of
$57 million as at October 31, 2008 (derivative liability of $11 million in
2007). We are not required to consolidate these VIEs.

Capital and Funding Trusts

BMO Covered Bond Trust (the “CB Trust”) was created in 2007 to
guarantee payments due to the bondholders in respect of €1 billion
BMO Covered Bonds we issued in 2008. We sold assets to the (B Trust in
exchange for a promissory note. The assets of the (B Trust have been
pledged to secure payment of the bonds we issued. The CB Trust is a VIE
which we are required to consolidate as we are exposed to the majority
of its expected losses and residual returns. Total assets in the vehicle

as at October 31, 2008 were $6.0 billion. Our exposure includes drawn
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facilities of $5,849 million and undrawn facilities of $5,151 million as at
October 31, 2008. The fair value of derivative contracts outstanding with
the CB Trust was a derivative asset of $112 million as at October 31, 2008.

BMO Subordinated Notes Trust (“SN Trust”) was created in 2007 to
issue $800 million of BMO Trust Subordinated Notes — Series A. SN Trust
used the proceeds of the offering to purchase a senior deposit note from
the Bank. We are not required to consolidate SN Trust. See Note 18 for
further information related to SN Trust.

We also provide liquidity support amounting to $30 million to
SN Trust. As at October 31, 2008, $5 million of the amount provided had
been drawn ($5 million in 2007).

BMO Capital Trust (the “Trust”) was created to issue BMO Capital
Trust Securities (“BOaTS”). As at October 31, 2008, the Trust had assets
of $3,187 million ($3,140 million in 2007). The Trust is a VIE which we are
required to consolidate. Securities of $2.2 billion issued by the Trust are
reported as either non-controlling interest or capital trust securities in our
Consolidated Balance Sheet. Refer to Note 19 for more details on BOaTS.

Compensation Trusts

We have established trusts in order to administer our employee
share ownership plan. Under this plan, we match 50% of employees’
contributions when they choose to contribute a portion of their gross

salary toward the purchase of our common shares. Our matching
contributions are paid into trusts, which purchase our shares on the
open market for payment to employees once employees are entitled

to the shares under the terms of the plan. Total assets held by our
compensation trusts amounted to $618 million as at October 31, 2008
(5825 million in 2007). We are not required to consolidate these compen-
sation trusts and we have no exposure to loss related to these trusts.

Other VIEs

We are involved with other entities that may potentially be VIEs.

This involvement can include, for example, acting as a derivatives
counterparty, liquidity provider, investor, fund manager or trustee.
These activities do not cause us to be exposed to a majority of the
expected losses of these VIEs or allow us to benefit from a majority

of their expected residual returns. As a result, we are not required

to consolidate these VIEs. Transactions with these VIEs are conducted
at market rates, and individual credit or investment decisions are based
upon the analysis of the specific VIE, taking into consideration the
quality of underlying assets. We record and report these transactions
in the same manner as other transactions. For example, derivative
contracts are recorded in accordance with our derivatives accounting
policy as outlined in Note 10. Liquidity facilities are described in Note 7.




<<
  /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 true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /CMYK
  /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 true
  /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 (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /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 0.76
    /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 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /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 <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 7.0 and later.)
  >>
  /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
    >>
    <<
      /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
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName (sRGB IEC61966-2.1)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements true
      /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 /DocumentCMYK
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /UseDocumentProfile
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice




