


Bank of Montreal has been present in Ottauxl since 1842. The current 
Onawn Main Branch, v i m d  herefrom thegrounds of Parliament, was opened in 1931. 

During the opening ceremonx Sir Charles Gordon, then President of Bank of 
Montreal said "Our endeawur has been to mct a building which will not only enhance 

the appearance of the Capiral but which will refect both now and for many years 
the strength and solidity of thefinancial structure of our count$ 
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For the Year Ended October 31 
-- 

(6 in millions except per common share amounts) Increase 
(Decrease) 

1985 1986 % 

Earnings Information 
Net income 
Dividends 

Common shares 
Preferred shares 

Balance Sheet Intormation 
Total assets 
Liquid assets 
Loans (net of loan reserves) 
Loan reserves 
Deposits 
Capital and contingency reserves 

Common Share Information 
Number of common shares 77,425,769 81264.666 
Number of common shareholders 99,065 91,225 
Net income per common share 

Basic $ 3.75 $ 3.70 
Fully diluted 3.64 3.59 

Dividends declared per common share 1.96 l.% 
Book value per common share 33.77 34.91 
Conmbution to thareholders' eqiun from 

Sharellolder Divlhmd Reinvcsm~ent 
and Equity Purchase Plans 172 122 (29) 

-- 

Other Information 
Number of branches 1,220 1.220 - 
Number of employees 33,281 32.988 (1) 



On the pages that follow, we report on the business of the Bank in the year just past. But, a bank 
is more than a business. 

Banks serve vital economic and social purposes in society. They provide the reliable machinery, 
at an affordable cost, which is required to carry out d o n s  of individual transactions each day. 
They provide a secure depository for the savings of the public, and they are a source of funds for 
credit-worthy borrowers in the pursuit of their personal and business affairs. Furthermore, banks, 
through consistent and even-handed application of sound credit standards, play an important 
role in the efficient and equitable allocation of a scarce resource - the savings of the community 

So, every bank operates on the basis of unique powers granted to it through Parliament by 
society. Our business rests, more than most other businesses, on public confidence, not just in our 
financial stability but also in our integrity and fairness and in our ability and willingness to 
perform the roles which society expects of us. The preservation of a bank as a healthy, growing 
institution and its capacity to serve the interests of its shareholders, customers and employees 
depends greatly upon the preservation of thls supportive consensus. Without this confidence, the 
political consensus from which the grant of powers to financial institutions sterns will erode. 

The most important discipline in any bank, however, comes from within - from the integrity 
of the people who carry out the business of the bank, from their commitment to basic ethical 
and equitable principles and from their understanding and acceptance of their responsibilities. 

This sense of responsibility is what disciphes a bank and guides it constantly in the service of 
both the specific and the broader purposes expected of it, a dscipline as it were on the more 
impersonal disciplines of the market. 

These observations are prompted by two related series of events of the past year which may be 
expected to cast their shadow well into the future. 

One is the sea change in public and official t b g  about Canada's place in the world economy 
and the role to be played by the financial industry in securing that place. 

We have entered a period when banks and other financial institutions are llkely to be granted 
extended powers. This approach is essential to securing the continued strength of the Canadm 
financial industry in the face of a world market changing not just by degree but in kind. 
Nevertheless, governments and thoughtful people in the industry are already grappling with the 
complexities of devising a regulatory kamework for financial institutions which, even under 
existing rules, are active in the world markets in an environment characterized by aggressive 
employment of technology, rapidly evolving markets and expanded busiiess powers- without 
impairing the ability of these institutions to compete effectively with their foreign-based peers. 
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That consensus is based on the still widespread feeling that everybody has a stake in our system, 
that some fairly traditional values - like hard work, saving, discipline, etc. - will serve everyone 
because, as cruel as the market can be at times, it gives everyone an equal chance. The market, 
in brief, dispenses a certain rough justice. 

The market does work and, when it is allowed to do so, it works well. It is also at times an 
eloquent messenger, sometimes provoking a response analogous to "shooting the messenger" 

We all know that years of hlgh inflation have distorted values so that it is often cheaper to buy 
than to build. We also know that in recent years whlle money became frighteningly expensive, 
it never became "tight". And, we also know that the cumulative effect of government regulation 
at all levels has been to add enormously to the time, the cost and the risk of building anything. 

These are some of the reasons why we have takeovers that contribute no added value instead 
of more new investment. We can not change the past but we can accept the greater need, imposed 
upon us by the times, for restraint and responsible business conduct. In other words, heed the 
message; don't shoot the messenger. 

It would be shortsighted to tolerate a standard of business conduct which engenders public tymcism 
or creates suspicion that it is possible to benefit from inside information, from tax loopholes, 
from adroit manipulation of the law, from privileged access to other people's money or from 
political and tinancia1 connections. 

Those who build factories and offices, create jobs and income, pay taxes and sustain communities, 
meanwhile, not only receive no encouragement, but are vulnerable to the raider and must live 
with the concern that what they have built may be destroyed. 

Can one reasonably expect to sustain indefinitely political support for government policies that 
allow the market to operate relatively free of intervention under such circumstances? 

I hardly think so. 

We were all saddened by the death during the year of H. Rov Crahtrf~nf Montreal~~his&'d 
year and f$oth year a$p=~~7 -=~xux-~ur ime ima; i,lli)Ug~~~u~~fisproauctive IU~;ROV contrlt)uted-~'- 
greatly to his city and country in the business, social and cultural spheres. As the senior member of 
the Board of Directors, Roy's wise counsel and fine judgment, always offered with warmth and 
humour, were often sought and always valued. We shall miss him as a friend and a colleague. 



Dr. Antonio Gallotti of Rio de Janeiro, Honorary Chairman and a founding member of our 
Brazilian Advisory Board, passed away in December 1986, a sad blow to his friends and associates 
both within and outside the Bank. Dr. Gallotti had a long and distinguished career in business 
and in the world of affairs. His presence wd be missed by all. 

Bruce I. Howe resigned from the Bank's Board on November 30th, 1986 in order to accept 
appointment to the Public Service of Canada as Secretary to the Minister of State for Science and 
Technology. We wish him well in this new endeavour and feel fortunate that, notwithstanding 
our loss, men of his calibre are willing to commit themselves to public service. 

Sir Guy Henderson, a director of Bank of Montreal Bahamas L i t e d  since 1971 and a former 
Chief Justice of the Bahamas, will be retiring during the coming year. Sir Guy has been a pillar 
of strength and a wise counsellor and in his well-earned retirement has our gratitude and best wishes. 

Three directors of the Bank will retire at the forthcoming Annual General Meeting, having 
reached the mandatory retirement age for directors. They are Hon. Sidney Buckwold of Saskatoon 
who has been a director siice 1970; Fred H. McNeil of Granum, Alberta, former Chairman 
and Chef Executive Officer who served the Bank as an executive officer from 1966 unhl his 
retirement and as a director siice 1973 and Lucien G. Rolland of Montreal, who has been a 
director since 1960. Each of these senior members of the Board has served on various committees, 
including the Executive Committee, contributing generously of their time as well as their 
experience and judgment. We face the loss of their mature advice with much regret. 

Your Board is recommending the election of three new directors at the forthcoming Annual General 
Meeting. Eric H. Molson is Deputy Chairman of the Board, The Molson Companies Limited. 
With his election, Mr. Molson will be continuing a family tradition that goes back more than 
160 years. Jeremy H. Reitman, of Montreal, is President of Reitmans (Canada) Limited, one of 
this country's leading retail organizations. Charles N.W. Woodward of Vancouver is Chairman 
of the Board and Chief Executive Officer of Woodward's Limited, a major Canadian retailer. 
Your Board believes that these notable Canadians will make substantial contributions as the 
Bank faces the challenges of the years ahead. 

As a result of these changes, the Board of Directors will be reduced in size to 37 members. 

W&am D. Mulholland 
Chairman of the Board 



P~dence and integrity, profitabiity, customer 
service and efficiency have been the central themes 
emphasized by the Bank during the past year. 
These are by no means new to the Bank; but their 
importance has been heightened by rapidly 
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I he ijink's attentlon to sound prachces aid llitegrlty ' 

has been reflected in many ways. One is the decision 
early last year to revalue our ent'ue energy sector 
loan portfolio using a valuation assumption of 
U.S. $15 per barrel, unescalated, after adjustments to 
recoverable reserves and the deduction of provisions 
~ . ~ s 2 3 ~ ~ ~ ~ * 3 x % z ; ~ ~ z 3 7 ~ & > ~ - > ~ - ~ . s ~ - L ~ 2 -  :.-- -- 

increase in reservations of over $250 d o n .  
Reservations on sovereign loans were also increased 
in keeping with the Inspector General's requirement 
in respect of the level of reserves in 1989. Net new 
reservations on the remainder of the portfolio 
declined in part reflecting the more effective 
system of credit assessment and controls implemented 
in recent years. 

The Bank's liquid assets continued at a hieh level. 

increase in loan loss reservations due to oil. Excludmg 
the impact of oil, reported net income would have 
been about 18% higher than in 1985. Net interest 
income increased by 6%, even though net interest 
margins were down because of foregone interest 
nnpe&~~mrolati:dJeattq J m ~ i n t r r r ~ i o n * !  
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spreads'. U&er operating mcome Increased ZU%. 

Harris Bankcorp, Inc. had an excellent year. Its net 
earnings in 1986 totalled $97 d o n  and, after 
adjustments, contributed 23% of the Bank's total 
reported net income. 

Major initiatives were undertaken during the year 
to improve profitability Among these was an 
extension of the account responsibilities of the 
Commercial B a h g  Group. This will increase 
the focus on commercial lendmg to small and 
medium-sized business in Canada. In addition, 
more effective systems have been developed to 
assess the profitability of our badung relationships 
to weed out activities that do not meet reasonable 
levels of profitabiity and to expand activities that " 

averaging 27% of total assets in 1986. Equity capital do. Pricing policies are being regularly reviewed 
increased $192.4 million in 1986 through earnings and adjusted as appropriate. At the same time, - - 
retention and various shareholder reinvestment 
programs. The ratio of capital and contingency 
reserves (excludmg reservations for loan losses) to 
total assets was 4.2% at year-end, unchanged from 
October 31,1985. 

! !~ ~! : ~ .  
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the Bank's momtoring,~reporting and management 
information systems and in its internal auditing 
systems. Most important of all, perhaps, has been 
the reinforced commitment throughout the Bank 
to sound banking practices. 

A second key priority has been to improve profit- 
ability For the year, reported net income was $353.0 
million, an increase of 4% notwithstanding the 

.. . 

increased attention is bemg focused on tapping new 
sources of stable and relatively cheaper deposits. 

Service to our customers- the thud major priority 
-is fundamental to the Bank's success. The Bank 
established a new Capital Markets Group to provide 

~ ~ . ~ ~ . ! :  - ~ - ~ $ ~ .~ ~ ~ . 
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world. T&s Group, with subsidiaries in London, 
Sydney and Singapore and offices in Toronto, Tokyo 
and New York, wdl continue to provide a high level 
of service to corporate and institutional customers. 

Enhanced services were also introduced during the 
year to various customer groups, as described in 
more detd within this report. Of  particular note 
are the point-of-sale terminals at all company-owned 



&~vererI.~unherr~towmnss Canada:theInstalment 
Lo& Plan for independent bu&eG; Electionic 
Customer Access for corporate cash management 
clients; and an electronically-based system to 
handle documentary credits for importers and 
exporters. 

- tITCsgoa, S-f"OPio\ti&.~~~lijTm*~iifr 

the best service possible. It is important to us that 
their transactions are carried out speedily and 
efiCientl$ The pages that ioiiow re& tom any^ ~~ 

initiatives, including a computerized credit suppor. 
system to help personal lenders faster 

banking machines throughout North America and 
improved hours of service at branches. A separate 
Domestic Operations unit, with its own manage- 
ment and with the sole responsibility of providing 
effective and efficient back-office operations and 
service to all customers in Canada, was established 
this year to carry out our commitment to service. 

The fourth priority is improved productivity and 
efficiency. Heavy investment in mechanization and 
technology reduced costs whde improving service. 
Combined with various other measures to control 
costs, this resulted in a reduction of the ratio of 
non-interest expenses in the Parent Bank to under 
2% -despite an increase in capital taxes and Canada 
Deposit Insurance Corporation (CDIC) premiums 
of 124%. Total Parent Bank non-interest expenses 
in 1986 rose 5.7%, 3.3% if capital taxes and CDIC 
premium increases are excluded. 

At the end of 1986, the Bank's consolidated assets 
totalled $87.2 b i o n -  $4.8 b i o n  or 5.8% greater 
than a year earlier. This increase was largely con- 
centrated in mortgages and personal loans, and in 
liquid assets. Commercial loans remained at about 
the same level as in 1985. On the liabilities side, 
growth occurred mainly in notice and term deposits; 
demand deposits were little changed. 

Su-e up. the Bank's financial results in 1986 
were less favourable than expected a year ago 
primarily due to its decision to face up immediately 
to the full impact of the fall in oil prices on its 
oil-related loans. The figures, however, mask sub- 
stantial improvements in many aspects of the Bank's 
operations: in interest and non-interest earnings, in 
- ~ ~~~ ~~~ -k* , F ~ . ~ .  &ij.&.;-&.A i 
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monitoring and controls, in the focus on more 
profitable activities, in the range of products and 
quaiity of service oireteci co customers, in produc- 
tivity and efficiency, in organizational structure 
and in the Bank's resource base of people, tech- 
L . 2 J ~ ~ ~ ~ ~ - ~ i ~ ~ m d . c - ~ ~ t t l  

These improvements reflect the dedicated work, skill 
and abilities of the Bank's 32,988 employees, 
including 4,834 at Harris. 

At this stage the prospects for 1987 look favourable. 
The Bank's plans call for further improvement in 
its asset mix, reduced funding costs, an improvement 
in loan loss experience and continued strong expense 
control. With the impact of the recent decline in 
oil prices already fully absorbed, and with what 
has been accomplished in 1986 and our strong 
resource base, the Bank looks forward to improved 
results in 1987. The challenge is to continue to 
concentrate on our priorities and to take full 
advantage of our strengths. 

k . ~ .  Reuber 
President and Chief Operating Officer 



Bank of Montreal serves personal, conlmercial, 
institutional and public sector customers in Canada, 
the United States and abroad. The bankmg groups 
described below manage specific aspects of customer 
relationships. Theu responsibilities encompass 
marketing, transaction processing, and development 
and delivery of new banking services with a shared 
focus on q d t y  customer service. They are sup- 
ported by staff groups in credit policy, financial 
reporhng and management mformation, and 
human resources. 

In 1986, the Bank consolidated Domestic Operations 
to handle the processing of virtually all personal 
and commercial banking customers' transactions 
nationwide. 

Personal Banking Group provides deposit, loan and 
card services to some 4 million customers through 
the Bank's domestic branch network. The Group has 
some $25 b i o n  in personal deposits and $14 billion 
in personal loans, includtng residential mortgages. 

Besides some 1,179 Bank branches operating 
"on-LnP' and in "real time", and a growing number 
of Instabank" automated b&g machmes, the 
Bank's Canadian delivery system u~cludes 
MoneyTracTM statement priinters and shared ABM 
networks in Canada and the United States. No 
Canadian bank provides its customers with access 
to more ABMs (some 19,000 at the end of 1986) 
in North America. 

Commercial Banking Group focuses on four sectors 
in Canada- small, medium-sized and agricultural 
businesses, and local government bodies. Account 
~ v - e n ~ o K c e r o  arc b a d  ;1 7.1 Corrmmzr"al 

Banking Units and in "satellite" offices in some 350 
branches across the country. 

Corporate ad G o m m e n t  Banking Group, with 
offim in key business centres, manages the Bank's 
relationships with a client base of national and multi- 
national corporations in Canada, the United States 

and abroad, and with governments and financial 
institutions. Total Group assets were approximately 
$30 biion, primarily in commercial loam. 
Non-credit services play an increasing role; the 
Group has specialwed teams for cash management 
and trade finance services, and it works closely with 
Treasury and Capital Markets Groups. 

Treasury Group, & a h g  and operating in major 
centres in North America, Europe and Asia, provides 
foreign exchange, money market, domestic bond 
underwriting and financial risk management 
services to customers directly and in conjunction 
with the other b a h g  groups. Total trading 
volumes amount to over $13 billion daily. Treasury 
Group also manages the Bank's liquidity reserves; 
wholesale deposits; foreign exchange, domestic 

Credit h t s  by Banking Group 
19bl 



bond, and money market trading; intanational 
payments and international branch network. 

Hmric~tpInc.ofChicagosavessmaland 
mdium-sipd businesseJ thmghout th us. 
Mid- Wst and corporate customers acrm the 
United States with trust and commacia bankiue 
services. Through nine aftiliate banks in chicago" 
and its suburbs, Harris Bvlkcorp is a maior faaor in 
the Chicago retail banking -ka. &iidated 
UamcRankcom 3- were U S 29.7 hillinn at 

~ ~ t r u ? i t ~ t 0 ~  

approximately U.S. $50 biion. 



Personal Banking 
Personal deposits are the primary source of fundig 
for the Bank's Canadian lending activity In 1986, 
personal chequing and savings balances grew to 
$24.3 b ion ,  and represented 73% of the Bank's 
Canadian dollar deposits. Protection of depositors' 
h d s  and confidentiality of customer information 
are of paramount importance. Competitive rates, 
services and customer convenience are the ingredients 
that the Bank emphasizes to maintain this stable 
source of funds. 

For example, the Bank now offers Investment 
Chequing" Accounts in both Canadian and U.S. 
dollars. These provide varying interest rates on 
tiered account balances. Transaction charges were 
eliminated on all Canadian and U.S. dollar personal 
accounts that maintained a specified minimum 
monthly balance. 

Instant tax receipts were introduced early in the 
year to enable Registered Retirement Savings Plan 
customers to file their income tax returns sooner. 
Bank of Montreal was the first major fmancial 
institution to offer this service, and it contributed 
to growth of nearly 21% in RRSP balances 
during 1986. 

Banks, unlike many other financial institutions in 
Canada, are required to maintain interest-free and 
low-interest reserves with the Bank of Canada, 
L A  - -  1 L  - r n .1 - 
Montreal, these reserves average approximately two 
billion dollars. The fact that these reserves earn so 
little income adds significantly to the Bank's cost 
of funds. 

Deposits in Canada of up to $60,000 per customer 
are insured through the Canada Deposit Insurance 
Corporation. In 1986 the premiums paid increased 
164% to $19.8 d o n .  This reflects an increase in 
premium rates legislated by Parliament to replenish 

the resources of the insurance fund which had 
been depleted by claims of depositors in failed 
institutions. 

Thc number of Mastercardm cardholders increased 
by 19%. The more than two and three quarter 
million Canadians who carry Bank of Montreal 
MasterCard accounted for 108 million transactions 
during the year. The number ofmerchants accepting 
MasterCard for customer purchases increased by 
18%. and resulted in a sigdcant increase in 
merchant discount revenue. Bank of Montreal has 
maintained its "no fee" policy on these cards. More 
customers are now using MasterCard Gold Card, 
which includes an extensive package of banking 
services, including a preferred rate line of credit, 
for a single fee. 

The Bank has begun instaulng electronic point-of- 
sale terminals in merchant locations across k a d a  
to improve the purchase authoriition process. 
In addition to improving customer senice, they are 
expected to reduce credit and fraud losses. 

Bank Mastercards and Multi-Branch Banking" 
cards are now used for more than one-thlrd of all 
personal banlung transactions. More than 70 d o n  
transactions were conducted at Instabank automated 
banking machines during the year. There are now 
more than 650 Instabank machines across the country, 
in 49 centres, with units having been added in 1986 
~3.~~~*i&~~~~~~$*L&&..%::?*k~'.".~.zL--J -- 
Bay, the Okanagan Valley and 15 other com- 
munities. Instabank machines can be used to with- 
draw cash, make deposits, pay bids, transfer funds 
between accounts, and display account balances 
(including term deposits, US.  dollar accounts and 
personal loans). They handle up to 10 accounts 
per customer. Instabank machmes are avdable 
virtually 24 hours a day, 7 days a week. 



These are b e q  supplemented by the Bank's 
MoneyTrac statement printers, which provide up- 
to-date printed statements of customed account 
status. 

As a result of connections between Instabank and 
other automated b a n k q  machine networks, Bank 
of Montreal customers now have aa;ess to their 
accounts at more than 19,000 machines in North 
Amaica. T k  networks include CIRRUS", 
Inter& and Circuit@'. No other financial institution 
in Canada offers its customas acwss to as many 
North American locations. 

Lending to personal customers, by means of instal- 
ment loam, demand loans, lines of credit, credit 
card balances and other products, increased by 13%. 

An automated personal credit support system 
Qslgned to help lending officers provide same-day 
response to most loan requests was introduced late 
in the year, National coverage is planned within 
the next two years. 

Lower mortgage rates during 1986 created a 
buoyant real estate market in much of Canada. 
Bank of Montreal responded by offering a broader 
array of mortgage alternatives to customers; 
residential mortgage business increased by 26% to 
$7.4 billion by G&-end. More custom& are 
currently choosii longer-term fixed rate mortgage 
loans, while a new "portable" mortgage allows a 
customer to transfer an existing mortgage to a 
new home. 



Personal investors can choose among a variety of 
Bank instruments that offer competitive rates of 
return. Redeemable term deposits are offered by the 
Bank, and Guaranteed Investment Cerdcates by 
Bank ofMontreal Mortgage Corporation. The First 
Canadian Mortgage Fund, a mortgage-based 
mutual hd managed by Bank ofMontreal, provides 
investors with a superior rate of return and is the 
only mutual fund in Canada with an AAA rating by 
the two major Canadian bond rating services. 
In 1986, the Fund grew by 42%. Besides offering 
personal investors a superior combination of return 
and security, these instruments provide the Bank 
with stability of funding and help to control its 
exposure to interest rate changes which, in turn, 
permits it to offer the same benefit to its borrowing 
customers. 

Despite the increasing popularity of automated 
banking, the prime point of contact with the Bank 
for most customers remains the local branch. 
The full range of personal bankmg services is 
available in the Bank's 1,179 branches in Canada. 
Most of these branches offer extended hours of 
service and over one-thud are open on Saturdays, 
more than any other financial institution. Excellence 
of service to customers remains a high priority. 
Frequent surveys of Bank customers are conducted 
to monitor performance and identlfy areas for 
improvement. 

ABMs Available to Bank of Montreal Customers 

NEW* size 

Transactions 
Available 

Card 

Over GEnlnstabanks: 
across Canada 

-- 

Cash withdrawals, 
dewits, bill payments. 
account balances, all 
from up to 10 accounts: 
Mastercard dlrect cash 
advances. 

Full access with an 
encoded MBB or 
MasterCard card. 
Direct cash advances 
with MasterCard card. 

CIRCUIT INTERAC CIRRUS 

Over 1.000ABMsactoss I Currentiy4.000 ABMs 
Zanada Sncludmng ' K:rossCanada 

Over 14.000 ABMs 
xross?>* +=, ~ 7 ~ 2  

wer 1.000 machines in 
Canada (existing 
Circuit members are 

Instabanksl 

also memben of 
CIRRUS) 

[including lnstabanksl 

Cash withdrawals from primary savings or cheauing accounts up to normal daily 
card limit. MasterCard direct cash advances up to normal daily card limit. Balance 
inquiries available at CIRRUS &Circuit locations. 

Striped MBB or MasterCard card. Direct cash advances with Mastercard 



CPtlPdiPtlCommd~Agriccrl trrrPl  This account provides simplified administration 
Bwhe~8es andfeemwtum,andeliminatestheneedforthe 

Smalla in canada have two basic banking customer to sign a note for each new advance. The 

needs- deposit and payment services, and credit to Instament Loan Plan was introduced this year 
finance operating and capita requirements. As such featuriug fiued interest rates with repayment 
tmimse grow, they also require more s p e c d i d  f l k b i b  

senices,suchasforeignexchange'cash~ Anincreasiugnumberofwmpaniesareusingthe 

through wmmercia banking &cm. Until they 
Bulk's foreign exchange services, with t r d o m  

M o p  sigdcult foreign-based operations, most 
OccUrringinmorethanfif ty~Bankof  
Montreal provides an on-line foreign ex* rate 

Canadh-based wmpanies, including some of quotation senrice in all branchs and 
wdderable size, h d  the.ir senice requirements Bankjng Units. Foreign exchauge trvlsaction 
are best met by the Commercial Baulung Groui. 

processing is also 

Domestic Operations organization, &described on 
page 20, will bring a sharper focus on improved c 

FL) 
.rl&IILingGropp-=b-- 

musaction-processing procedures and standards, 
on responsivemss to customer needs and on 
spec&dmkpr&araa*d.  
Thiswillsaevnlinedocumentprocesringand 
provide on-line infonnatioe to sddealing directly 
with customefs. 

The improvements in the credit process, which 
began in 1982, wntinue to bear h i t .  Faster turn- - 
around time on credit applications was made possible 
by ensuring that decisions on virtuaUy all 
m e d  loans wuld be made at the Commercial 
Banking Unit. Commercial Banking Group profit- 
ability has improved and this trend is + to 
wntinue in the coming year. A wmputer-based 
account managex sup* system, to be installed 
beginning in 1987, will provide on-line account 
history and portfolio infwmation. This will enable 
banken to improve fuaber the quality ofcustomer 
service and turnaround time. 

The cornerstone of the Independent Businesr, 
Program, is the FirstBank openting Account.' 
. -RdmamaMmdmd-  

?@ 



380% growth in automotive dealership financing. 
The Centres also make car loans to dealers'customers 
and provide a major boost to the Bank's consumer 
loan business. Six more Automotive Fiance 
Centres are to be opened in 1987. 

.%-~ .~ wirn tnesubstantiai grdwt'h offranchisimg in <he 
retail sector, the Bank is buildmg long-term 
relationships with franchisors. Special programs 
facilitate borrowing - ~~ and custom-tailor services~to- _ 

.ca~-ri dhts nee& I hese programs also umuae 
such "value-added" services as cash management, 
treasury, disbursement and point-of-sale 
Mastercard service. Such initiatives have resulted 
in signhicant growth in loan volumes to franc& 
customers during the year. 

Specialized Real Estate Units in several parts of the 
country meet the particular needs of this industry. 

The Bank has been, historically, a major participant 
~ . s + & + & ~ ~ ~ r L :  ~o & *sL~:.*~%:*e.$~c;:&~~* . 
m e n t  problems being experienced by this 
industry, the relationship is expected by the Bank 
to continue. The agricultural portfolio is sound. 

in maLg agricultural loans as well as in working 
with small and large farming customers. The Agri- 
Sewices group was strengthened though training 
and recruitment. This d l  help the Bank to 
improve its ability to help individual producers 
overcome short-term difficulties, and to realize on 
the long-term prospects for the industry. 

to manage public funds efficientl; and to protect 
themselves against undue financial risks. The Bank 
& them secure investment vehicles, greater 
interest rate stabiity and improved cash flow 

planning. The range of services includes various 
forms of short- and long-term financing, fixed rate 
loans and specialized services in municipal under- 
writing and bond trading. 

This area of the Bank's operations - because it 
deals with major multinational and foreign-based 
~ s t c l n e r a r . a ~ ~ ~ 1 1 _ ~ ~ b ~ ~ ~ ~ t & ~ i n t ~ m a ' n n ~ ~  

industries- is most sensitive tothe changes in 
international financial and commodity markets. 
These changes continued unabated in 1986. They 
were typified by developments in London, the 
Bank's most important market outside North 
America, where effective elimination of barriers 
between b a h g  and brokerage set off intense 
conlpetition. 

Financial markets were further buffeted by 
imbalances in international trade and payments and 
; ,  . / !  1~~ - -  : ' 

.e. ...- 2 .  . .+. r... "-.-. 
,Y.,"-'.," ". "" 

non- oil commodity prices and, in consequence, sharp 
changes in exchange rates and in interest rates. 
This brought increasing demand for protection from 

--w--- 7 - n ~ E-& - ; -*s*-L &~+?&-&&~m.#~- :: x:<z;-+ : 

-- ~~ 

by corporations, institutions and governments. 
The result was that non-credit services assumed 
increasing importance relative to traditional 
corporate lendng. Both the compression of loan 
spreads and the longer-term trend among major 
corporations to undertake in-house many of the 
activities traditionally provided by the Bank 
affected the profitability of corporate lendmg. 

*G~~~~i~~P*'~~*:&~~P-.~-~- - 
major markets where a comprehensive infi-astrncture . . ~ ~ ~ a F ~ A ~ & z & ~ ~ ~ ~ & ~ ~ ? : : - E ~ E > 2 . ~ ~ &  

whom a badang relationshiP<rovides adequate 
value added for both parties. The Bank consequently 
expanded capital markets and treasury services, 
cash management and other fee-based products, and 
concentrated on relationship management of 



important corporate and institutional accounts in 
the Bank's key markets. 

To strengthen the support of its corporate, govern- 
ment and institutional customer base, the Bank 
established a Capital Markets Group based in 
Toronto and Bank of Montreal Capital Markets 
Limited, headquartered in London. The activities 
of this subsidiary include Eurobonds and Euronotes, 
securitized lending, government bond trading and 
underwriting, and merger and acquisition advice. 
The Capital Markets Group is also active in other 
major financial centres. 

This activity was complemented and redorced 
~.~~~ ~~ ~~~-~~ .~ ~ ;ap@f+&;3L~L~~~ig ,qrh2 <-GL.,s; c&..sz* -<--< & -%+ 

g .-.- 
which is carried out on a 24-hour basis. The strengtk 
of the Bank's foreign exchange dealing was evideni 
in 1986 when a 'Turomoney" magazine survey of 
multinational corporate financial officers ranked 
~ ~~ ~~ ~~~~~~~ . ~ - ~- ~- ~~~ 5 & & ~ ~ ~ ~ , ~ ~ ~  :: :=L%~~X~Z!~~~:E<C*~TB<>:~*~+~~ - 
exchange and, again, the top Canadian bank. In i 
related area, the Bank's U.S. dollar deposit services 
to Canadian customers have been reflected in its 
exceptionally strong market penetration. 

Other services drew on the Bank's technological 
capacity to meet customers'need for fast, accurate 
dormation and advice. A new Market Monitor 
service provides customers with direct electronic 
access to market data and commentary A Risk 
Management Advisory Service helps corporations 
make the best use of such diverse instruments as 
interest andcurrency options, intGGt rate protection 
agreements and swaps. 

Most new corporate lending was to commercial 
and industrial customers in Canada and the United 
Sfa~es-~Herz: t~~~the~Ba&~au-me~seddadirional 
lending activity with new services. In the area of 
trade finance, for example, a new computerized 
v i ~ ~ ~ p i " ~ ~ ~ ; & - d ~ ~ ? & ~ ~ ~ & t s , -  h- cectcris 
a basic financial instrument for facilitating trade. 

This system is unique in Canada. It allows importing 
customers to initiate the preparation of a credit, 
amend a previously issued credit or review directly 
the status of outstanding transactions. Most 
importantly, it has accelerated the credit issuance 
process and virtually elirmnated costly delays 
associated with follow-up instructions and changes. 

In other improvements designed to meet customer 
needs, the DrectLiine@ sy&m was enhanced 
through Electronic Customer Access. This allows 
users to transfer high volume disbursements, such 
as payroll and dividend payments, directly to their 
customer? accounts. It also augments the users' 
existing capacity to get on-line access to account 
- ~ <.& -- -- &m:.&s>y~ 

systems were upgraded in New York and Toronto 
with other ccntres scheduled for upgrading in the 
coming year. These systems allow the rapid, trouble- 
free movement of large payments and fatiitate 
._*_- . .:.~. ~>..~ ,-.- *<+4;--:a:. , h.*. 'I r , , , h . . a ~ i i i i i . i i  

ove~d&" Gances resGg from pre-settlement 
funds transfers amongst banks. 

The Bank's cash management and security custodial 
arrangements for non-bank financial instituh0IIS 
continued to be a sigdcant source of fee income 
and deposit business. A broadened range ofprodua 
for investment dealers led to a substantial increase 
in revenue. Investment dealers were particularly 
responsive to the introduction in 1986 of a Letter 
of Credit to seque borrowings of stocks and bonds. 
an attractive alternative to the traditional use of 
rreasury-iT&s to &c&e such debt. 

Business with the public sector - federal and 
provincial governments in Canada and sovereign 
borrowers abroad- remained important. In 1986, 
tk .Cavemment of-Canada in furtherance of its 
policy of improving the efficiency of Iinancial 
management, "unbundled" its business with 
C ixd iz  ~hztttred bard!s-.Pr&e*s!y, rthp . ... ..... 

Government had placed interest-free deposits with 



banks in exchange for banking services covering 
~ ~ ~ a n ~ ~ n ~ d i ~ h ~ ~ ~ r v . ~ n ? e ~ c . ~ h 1 ~ ~ ~ ~ b ~ ~ ~ l r . - ~ ~ l r ~  
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rendered. This step will promote the more 
productive use of public funds and complements 
other Government actions to reduce the cost of 
its operations. 

0 t h ~ ~  initiatives to make more efficient use of 
banking services by the Government included the 
arceptance of credit cards for licence fees and 
excise duties, and the direct deposit in recipients' 
bank accounts of such entitlements as family 
dowance and old age security payments. 

The Bank provides cheque disbursement, funds 
consolidation, payroll and pension, fiscal agency 
and securities underwriting services to various 
governmental entities. 

A dominant concern internationally for govem- 
mats and banks alike was the effect of oil prices 
on sovereign borrowers. The decline in oil prices 
had &rentid impacts on various countries 
depending on whether they were net importers or 
exporters. Comparable differential impacts were 
felt in Canada and the United States among 
companies and regional economies. 

WCQ, heavily reliant on export earnings for 
foreign exchange to service its foreign debt, was 
particularly hard hit by the price decline. The Bank 
was closely involved in efforts through multilateral " 
organiations and the banking industry to resolve 
the immediate difficulties posed by revenue short- 
&. While these were successful in the short-term, 
thelonger-term problem remains, namely, to restore 
the country to a sound economic position through 
policies which will restore economic growth after 
four years of austerity. 

Brazil, on the other hand, is a net importer of oil 
and benefitted from the price decline, as well as 

hom basic economic reforms which contributed to 
*.L:"~L---~.*L .*.- * ~ ~ . 
sranna naae surp~us. I ne wnenclal etrects ot these 
reforms, however, showed signs of weakening 
toward the end of the year. Brazil's long-term 
prospects are good, assuming that reasonable 
momentum toward economic equilibrium can be 
maintained. 

An important component of the Bank's operations 
in Brazil is conducted through its wholly-owned 
subsidiary, Banco de Montreal Investirnento S.A.- 
Montrealbank (BAMI). BAMI is active in investment 
management and capital markets operations for 
pension funds, indigenous and multinational 
corporations and individuals, as weU as in the 
provision of financial services to commercial and 
personal clients. Credit outstandmgs reached nearly 
Cdn. $550 d o n .  Fundmg comes &om local 
deposits, non-Brazilian liabilities and Brazilian and 
foreign official financing programs. BAMl's 
Treasury operations, whose daily average trading 
volume now exceeds Cdn. 8200 million, are comple- 
mented by foreign exchange services. 

In Asia, the Bank continued to build its relationship 
with the Government of C h a .  In August, an agree- 
ment was signed with the Agricultural Bank of 
C h a  to establish a correspondent b&g 
relationship and to promote joint ventures and the 
exchange of technology between Canada and 
China. The Bank already serves as financial advisor 
to a number of governmental entities and is actively 
engaged in the financial planning of several 
important projects. 



S i  the acquisition of Harris two years ago, it has 
generated record profits. The Bank's wholly-owned 
subsidmy continued to exploit the potential opened 
up by its assodation with Bank ofMontreal. As well, 
Harris continued its strategy to penetrate Chicago's 
growing suburban personal and commercial markets 
through its a a t e  banks, which are proving to 
be both profitable and an important and stable 
funding source. 

of the increased capabilities that result from Ha& 
connection with the Bank. 

Harris' record verformance as0 reflected solid . 
progress in investment management throughout th 
United States, in its commercial banking in the 
American Mid-West and in its personal banking in 
and around Chicago. These markets were genmallj 
buoyant for much of the year, although growth 
was slower than in previous years. 

The subsidiary contined to make plans for improved 
performance in future years, through new and 
. .  .~  for. cmprate customers and - 

+e=c-teEa\I.Of 

international activity and in providing moss-border 

Inde~endent national survevs rated Harris' 
operating capabilities in corporate bankq among 
rhe top two or three in the United Stateoand first 
in theChicago market. Two-thirds of corporate 
customers consider Harris to be a "relationship Hamis &okcmp, ~nc.-lh~r ~netl ., 
bankn- only one other American bank was ( m n u t r v r m r m w ~ - n ~ s ~ w l o n s ~  

considered better in terms of this attribute among 
corporate customers. Harris' master trust and other 
trust operations received comparable recognition. 



services, which the Harris-Bank of Montreal 
partnetship is uniquely situated to do. 

Among the customized products developed by 
Harris was a "lock box" operation designed to 
handle the complex b i g  requirements for a major 
American railroad. Harris also developed a system 

A 

enabling a major oil company to automatically debit 
distributors' accounts and collect and concentrate 

In other joint operations, Harris provided the 
&&ties to clear Bank of Montreal futures trans- . 
rtim. The two banks mwed ahead in efforts to 

provide full securities services in Tokyo as well as 
in London. Harris' 24-hour foreign exchange 
operations - it is one of the few Chicago banks to 
provide around-the-clock trading - continued to 
reinforce Bank of Montreal's strength in this area. 

These joint operations have been increasingly 
important in providmg s e ~ c e s  that might not 
otherwise be available. Other cross-border services 
m comple~enttk-&&g~;a?&-k-: elb*ek 
payments system are under study This service 
allows Canadian companies to make payments 
directly into customer3 and shareholders' accounts 
in the United States and vice versa 

Harris Baukcorp, 1nc.-Total Banking Agetr 
(US t in bYm1 



Technology, primarily computerization and - ~ 

Domestic Operations works closely with the 
Data~piocesslng S~te~GiauPP(-m-Psi; 

comm&cahons, is the basis for advances in 
transaction processing, banlung s e ~ c e s ,  com- 
munications, customer convenience and electronic 
banking. It also provides both more effective 
managerial control over operations and the infor- 
matio~n systems that support - - effective use of Bank 
rwurces. 

In 1986, the Bank took steps, outlined throughout 
this report, to use technology more efficiently to 
serve customers. This involved expanded centralized 
processing and control, and more use of small-stale 
systems across the Bank. O&ce automation, 
sophisticated communication networks, com- 
puterized credit support systems and desk-top 
publishg all enabled Bank personnel to spend 
more time serving customers. 

which manages the computer and telecommuni- 
cations infrastructure of the Bank. Domestically, 
EDPS concentrated on improved customer infor- 
mation; management information; expanded cash 
management, l e n d q  and other banlung products; . . 

.%~i+i?w&L- U . - z h r c < ~ ~ A  
priorities included automated securities procesrjng 
in Canada, upgraded payments processing in New 
York and Toronto, and enhanced operating accouni 
capabilities for correspondent bank accounts 
worldwide. 

To further this effort, the Bank consolidated in 
domestic operations under a dedicated national 
management structure. Domestic Operations is 
responsible for processing most of the banking 
transactions of ~ersonal and commercial customers 
in Canada. It also manages automated facilities, such 
as Instabanks and MoneyTrac statement printers, 
and regional cheque processing centres. 

The objective of the Domestic Operations 
organization is to deliver high quality, cost-effective 
service to all Bank customer groups; to maintain 
processing policies and standards; and to iden* 
automation opportunities and other ways to increase 
efficiency. 

As much intermediate document processing as 
- x + ~ ~ z = a * * ~ g L ~ * ; + z ~ . s c e =  0 ~ ~~ 

plished largely by providmg both personal and 
commercial banlung stafTwith on-line customer 
information and by shifdng transaction entry and 
information retrieval to the point-of-sale. 



The Bank's &st priority is to ensure the safety and 
profitable management of the funds entrusted to it 
by systematically assessing and monitoring risk. 

In addition to the control procedures and systems 
outlined below, the Corporate Audit Department 
conducted regular, independent audits of all areas 
of the Bank's operations. Together with the 
Corporate Security Department, it concentrated on 
prevention of loss or misappropriation of funds. 
Cases of suspected loss were investigated fdy.  
In addition, Corporate Audit monitored all 
operations to ensure their compliance with legal . 
and regulatory requirements. 

The credit-granting system deals with the full 
spectrum of risk-taking activities, ranging from 
am~ltmer lending to complicated currency and 
interest rate swaps, including transactions which 
are not required to be recorded on the Bank's 
balance sheet. The system uses trained, knowledge- 
able lending officers; a &centralizeIi, two-track 
decision process which requires a risk assessment to 
be made independently of line credit approval before 
a credit can be authorized; a sound organizational 
stNcture; and centralired monitoring and control. 
This approach has dramatically reduced controllable 
credit losses. 

Sdtraining and Qualification Panels across the 
country support the quality of lendmg decisions. 
Dudng 1986,1,200 officen attended credit courses, 
while panels of experienced officers reviewed the 
profesiod qdfications of some 1,900 personal 
and cornmerid banken during the year in con- 
nection with the delegation of discretionary 
Lnding authority or appointment to lending 
pobitions. 

Loan & made more than four million credit 
dedsions in 1986 &&g more than three nullion 
h o w a s .  Credit granting for personal borrowers 

was streamlined with help from a computer-based 
personal credit support system. This new system 
enables personal lenders to make more informed 
decisions quickly. Response time to consumer loan 
applications has already shown a dramatic improve- 
ment. The average turnaround time for commercial 
loan applications will s d a r l y  be improved with 
expanded computer support at Commercial 
Banking Units. 

Since 1982, the Bank's loan loss experience ratio, 
excludmg oil and gas price-related losses, has 
improved hom 1.25% of total loans to 0.63%, 
includmg provisions for sovereign risks. 

Approximately 30% of all commercial credit trans- 
actions (including all large applications from new 
customers) and 12% of all personal loan transactions 
were subjected to independent loan reviews con- 
ducted by senior officers. During the year, bver 
200 reviews were conducted to evaluate the credit 
process itselfin various units of the Bank. 

The Corporate Audit Department conducted 1,070 
separate audits during the year, 210 of which 
involved audits of components of the Bank's loan 
portfolio. 

Financial Risks 

Liquidity Risk is the that a bank d be 
unable to meet obligations to repay depositors or 
advance already committed monies to borrowers 
because assets are tied up, or because required 
fundmg cannot be obtained. 

As a matter of policy, the Bank maintains levels of 
highly liquid assets, in Canadian dollars and other 
currencies, well in excess of the reserves required 
by regulatory authorities. At the end of 1986, 27% 
of total assets were in hlghly liquid form. The Bank 
has also long placed a high priority on a stable 
fundmg base. In Canada, core personal and com- 
mercial deposits are more than adequate to meet 



the Bank's current requirements for loan fundmg. 
Internationally, the Bank continued to emphasize 
diversification of funding sources and the main- 
tenance of a substantial pool of liquid assets. 

Mismatch Risk, which arises when the nature of a 
bank's assets and liabilities donot exactly correspond, 
can take several forms. Interest Rate Risk, for 
example, arises when the maturities of Bank assets 
such as fixed rate loans are for a shorter or longer 
period than are the maturities of the deposits used 
to fund these assets. Foreign Exchange Risk generally 
results from open positions in foreign currencies, ' 
usually created in the process of fadtating 
customers' purchases and sales of foreign currencies. 

The Bank has taken numerous steps to minimize 
and control mismatch exposures. Around-the-clock 
tradmg, global monitoring and reporting, and 
automatic position "switchingn from one trading 
location to another, combine active management 
of exposures with donned  and instantaneous 
market contact. The Bank continued to match assets 
and liabilities carefully, taking only controlled 
interest rate and foreign exchange exposures. 
Increasingly, such instruments as swaps and forward 
contracts were used to hedge exposures. 

Other Risks 

The high volume and complexity of business 
transactions around the world contain inherent 
risks of error and of fraud. A system of controls 
is designed to keep these operational risks to a 
minimum. The Bank subjects its computer systems 
to thorough testing and audit concurrence before 
any new system is implemented. Well-documented 
polides and procedures, and independence of 
operations st& from the banlung functions, are 
the foundations of this control. 

The Bank implemented a comprehensive strategy 
to manage such underlying business risks as public 
liability, property loss and fraud in 1986. This was 
especially timely, as the insurance market was 
offering lower amounts of coverage, higher 
deductibles and substantial premium increases. 
In October, the Bank established a new insurance 
subsidiary under professional management to handle 
coverage for in own operations. 

The Bank's approach emphasizes: 
regular assessments of sigdicant potential risks, 
amounts at risk and probability of loss. 
regular review of ~hysical security, operating and 
control ~rocedures to minimize the chance of loss. 
contingency plans to minimize the amount of 
possible loss. 
selection of appropriate insurance. 
close monitoring of all risks, reporting procedures 
and claims activity. v 

Conflict of Interest 

In 1986, the Bank implemented a revised directors' 
and employees' Conflict of Interest policy and 
related procedures, which place heavy emphasis 
upon education, prevention and timely reporting. 



International Advisory Council 

The Bank has established an International Advisory 
Council to advise on economic and social 
trends and events. Members are leaders of broad 
~~%~.~<,s:wz~~+&:&i*~2 d h z -  
of countries. The Council met twice during the 
year under the chairmanship of the Honourable 
Allan J. MacEachen, P.C. 

TIE Council has, in its first year, already made a 
notable contribution. Its basic focus was upon the 
- ~ & ~ w m ! d - t ~ ~ i m t ~ l ; C - b l ~ ~ ~ p o l i i i ~ ~ i i i r y .  
Ism discussed in detail include growth prospects 
in industrialized and developing counmes, changing 
trade patterns and the progress of bilateral and 
multilateral trade negotiations, and the impact of 
international political developments upon individual 
countries and on the world economy 

The Bank Family 

During the year, the Bank issued a formal statement 
reaffirming its commitment to the many people it 
serves - its c u s t o q s ,  ~ l o ~ m .  hrebdenand - - 
~ ~ & . m ~ r F i ~ ~ ~ i ' i : & , i s a ~ m r n i ,  &rh* 
reflects Bank tradition, is reprinted on page 24. 

Fair and competitive compensation is a prerequisite 
for attracting, and retaining, top-notch people. 
Important steps were taken during the year to 
establish a more consistent range of benefits at all 
levels from clerical to senior executive. Pay levels 
were also increased in 1986, and pension benefits * 

were improved. An Employee Assistance Program 
was introduced which provides professional 
counselling for family, &ximarital i d  other personal 
matters. 



A commitment topeopk-customers, empemplqyees, &amwdemandneigbbours- 
bas been a cornerstone of our teputatim since Bank of Montreal opened its door 

as Cat&u&a'sprstpenrwrentpMllCkJ institution in 1817 

We are committed to tbe communities wbere um? live and auorh. 
We bave nuddtionaUy olrrenred tbe mpondbflfties of ani?wm& clibnsbip, 

SUppoHhg charities, CuItumIprograms, ctclvicprolecis, s, and a f i d a d u c a f l o n .  

Oursta~voluntari~ contribute time and talent to conrmunity activities. 

%7 

We are proud of our traditions and ourplace in bZ** 



Training has ken directed to the skills needed to 
serve customers and supervise staff. A new three- 
hked curriculum has been tadored to &st-time 
supervisors, managers and senior managers. New 
courses include professional sales training, produa - - 
training covering personal deposit services and a 
one-week program focusing on sophisticated 
Treasury products. 

Pensions 
Bank of Montreal's pension plans, excluding Harris 
Bankcorp, Inc., cwer 23,310 current employees, and 
pay benefits to 4,226 retirees. Roughly 98% of 
covered employees are members of the Pension 
Fund Society, with the remainder covered by 
separate plans. 

At October 31,1986, total Pension Fund Society 
assets had a market value of $714 million, compared 
withestimatedliabiities of $555 million. Bank policy 
is to maintain the surplus as a buffer against possible 
decreases in asset values and other contingencies. 

Pension activities are o r g d  to ensure sound 
h a n d  control. Investment policy stresses a 
conservative mix of high quality assets. The asset 
mix and funded status of the and the perfor- 
mance of investment managers, are reviewed 
regularly. 

h t s  are carried at market value and accounted for 
in accordance with recently issued guidelines of the 
Canadian htihlte of Chartered Accountants. 
While most awts  are in marketable securities, 
which have a readily determinable value, about 8% 
are in mortgages and 9% in red estate investments. 
Mortgage assets are valued at prevailing market 
yklds, and the value of directly-held red estate 
properties is determined at each year-end based on 
reviews by the Bank's Real Estate Division and 
aaemal consultants. As a further safeguard, 
properties are appraised by external appraisers 
every third year. 

Valuation of plan Liabilities is carried out annually 
by the consulting actuary. A Pension Advisory 
Committee, which includes sii members of the 
Bank's Board, meets semi-annually to advise on plan 
design and on the management of investments. 

The Bank in the Community 

All donations to charitable organizations demand 
prudent consideration. The Bank can often 
simultaneously be a good corporate citizen and 
advance its business objectives. 

The Donations Policy was described in last year's 
annual report. Bank of Montreal gives financial 
support "to eligible and worthy causes, institutions 
or organizations whose work benefits the com- 
munity at the local, regional or national level and 
also in foreign countries where the Bank has sigdcant 
branch offices or subsidiaries? 

u 

The largest portion of the Bank's donations budget 
is devoted to United Way agencies and to community 
service organizations such as Big Brothers, Boy 
Scouts of Canada, Junior Achievement and 
YM/YWCAs. 

In higher education, the Bank contributed to the 
capital funding campaigns of universities across 
Canada. Through its Matching Gi Program, it 
supplemented donations made by staEand directors 

- ~ 

to universities in Canada and the United States. 

Across Canada, the Bank contributed to hospitals 
and to organizations engaged in vital research into 
diabetes, heart disease, cancer and other illnesses. 

The Bank last year participated in "City Shapes", 
a unique celebration of the City of Vancouver's 
centennial by the Sculptors' Society of British 
Columbia. "The Builders", a sculpture by Canadian 
artist B. Joyce McDonald, was the Bank's gh to 
Vancouver. It is now installed in Vancouver's 
Discovery Park. The Bank also co-sponsored a 



competition for the creation of a heroic-size 
sculpture in Calgary's Stampede Park to honor the 
Alberta farm family. The sculpture, which celebrates 
100 yead service to Albertans by the Calgary 
Exhibition and Stampede and by the Bank, will 
be unveiled in 1987. 

The Bank W ~ M W S  to be a supporter of equestrian 
sports, its wntributions helping to raise Canada's 
already high standard of performance which has 
earned international renown. Nations' Cup events 
are the world's most prestigious international 
equestrian events for national teams. There are 
eighteen Nations' Cup events in the world, four of 
which are held in North America. These are all 
sponsoredby Bank ofMont4 :  at Spruce Meadows 
near Calgary, The Royal Agricultural Winter Fair 
in Toronto and, for the first time in 1986, the 
Washington International Horse Show (with Harris 
Bankcorp, Inc.) and the National Horse Show in 
New York. 

The Bank actively supports Caiadian d t i r a i  
institutiom. It was the principal corporate sponsor 
of the Montreal Symphony Orchestra's critically 
acclaimed tour of 10 United States cities last spring. 
In late 1987, the Bank will sponsor a European tour 
by the Orchestra. Such tours allow Canadian 
musical exceUence to be demonstrated worldwide . .. 
while prondmg opp6rt&fy ior to meer 
business leaders in major centres abroad. In 1986 the 
Bank also contributed to the Vancouver Symphony 
Orchestra, the Royal Winnipeg Ballet, the Canadian 
Opera Company, the Toronto Symphony 
Orchestra and the National Ballet of Canada. 
Support was given to such performing am groups 
as H&s Neptune Theatre, Niagara-on-the-Lake's 
Shaw Festival and the Stratford Festival, and to 
major museums and galleries around the country, 
such as the Art Gallery at Harbourfront in Toronto. 

Employees in Canada, the United States and around 
the world support a wide range of charities and 
community activities. They donate their own time, 
money and effort. 

Examples reflect the diversity of Bank staff. Bank 
people are volunteers with hospitals and women's 
shelters, work with youth groups such as local 
amateur hockey and Scouts and donate many hours 
to fund-raising efforts and administration work for 
cultural and w~ntnunity service groups. They orga- 
nize charity drives, and they conmbute generously. 

In all their endeavors, they bring credit to 
themselves and-to the Bank. 

Allocation of Bank Donations 
(X) 

Corporate spotl~~rshi~s and donations are only one 
part of the Bank's contribution to community life. 



"So lofty the Hall, so dim the Light / The  Ceiling is almost out 
of Sight / So still, so calm it is, they say / That at Times the 
Folkfrom across the Way / B y  accident wander in to pray 
-from "Meet Mr:  we^, Banker" by Stephen Leacock* 

Montreal Main Branch and the 4gIise Notre-Dame, each a 
splendid example of classic architecture, face one another across 

historic Place d'Amtes. 



On July 28, I786 John Molson entered into his diary the words "This day 
bought eight bushels of barlq! M y  commencemntl to thegrand stage of the world." 

Thirty-one years latq the Montreal Bank began operations a short distance 
away. O w r  theyears, the oldest brewery in North America and thefirst bank in Canada 

haw been closely related: as banker and client, as competitors and as members 
of the business community supporting thegrowth of this county 

John Molson (1763-1836) was 22 years old 
when he began his brewery in 1786. Forty 
years later he was elected President of Bank 
ofMontrea1. His business acumen was well 
respected throughout Lower and Upper 
Canada. During hisfour-year term, our 
reserve account increased eightfold and 
dividqds were enlarged 

The Molsons had long engaged in banking as an 
adjunct to their main business. They ha4 Jor 

instance, issued their own notes and rurrmcy when 
t j t e~c&&l~auih~n' t i~~susp"d~L~spec ie~mts  

in 1837. John Molson Jc (right)and his brother 
Wlliam resigned as Bank of Montreal dirertors 

when the Molsons Bank was established in 1853. 

The Molsom Bankforuc on safpty andsound- 
ness stood it well for some s m t y  years. 
In January 1925, with 125 branches and 
assets of868 million, it merged with Bank 
ofMontrea1. E W Molson, last President of 
Molsons Bank and a architect ofthe 
mergq in 1927 joined his cousin, 
Col. Herbert Molson (left), on Bank of 
Montreal's board 



The key to our relationship has been people. Members of the Molsonfamily have at various .~ ~~ .~ ~ . ~ . ~ ~  rimes~br~snareno~aer$ ~o~~ceriaiid%EtorJ cifihe BankSCl/ein turn haw been proud to be banker 
to the Molson Companies. From thefirst brewery operations in Montreal to today's 

dimified Molson Companies Limited, the family oflohn Molson have contributedgenerou& 
tfc'aiadian history andlife: in business, in public and community service, in peace and in war: 

We salute the 200th anniversaty ofthis leading Canadian institution. 

In the boardroom of the historic 
Molsons Bank building (now 
a Bank ofMontreal office) in 
Montreal, Bank Chairman 
Wlliam D. Mulholland (centre) 
congratulates Senator Hartland 
de M .  Molson (left) and&ric 
H. Molson (right), Master 
Brewer and Deputy Chaimran 
of the Molson Companies 
Limited, on the orcarion o f  the 
Molsons' bicentennial 

-_ ~, !-I & -- c 9  ~ 

~ 9 .  

~&mnurvru. 1 rrry urr SLuiiuriIg 

beneath a portrait of William 
~:~:~:~$&&~+~ s & o ~ ; : & & & d ? 9 r  

John S t ,  understood the 
importance of strength and 
integrity in banking and in 
business. The  Molsons have 
maintained their involvement 
in banking through to the 
present day: Senator Molson 
wac a director of Bank of 
Montreal for 26 years, and 
Eric Mokon has been nominated 
for election to the board at the 



President Grant L. Reuber (centre) calls on Jean M .  Perreault (left), 
: ir*,.;4;Fer ;~ ~ , 

~~~~ ~~~ ~~~ , i .q~g~q+~g-ee~~-~, - ;T;~&j, , f&~r'f7~i i~ ,E~~~rrD~ J :&:&KCj 

machinery in east-end Montreal. They are joined by Account 
Manager Jean Sislian (right). A Bank customer since 1954, Lefebvre is a 

contractorfor the Bkuncour aluminum smelter in Quebec 
as well as for the province's pulp and paper industry. 



Western Manitoba Broadcasters Limited has been a Bank ofMontreal 
customer since the company wasfounded in 1948. Stuutl Craig (right1 President and 

owner; meets with Account Manager Barry Meadows (left) in the control 
room of C K X  Radio and Television in Brandon. This year the Bankprovidedfinancing 

for the purchase of the companyk foutth television service within Manitoba. 
ME Craig is a member ofthe Bank's Business Advisory Panel. 



The Sen& family b one of many t h o d  who haw taken advrm*lge ofthe Bank's 
Pem'ble, customer-oriented mortgage plans. Ron and Charlotte me talking to Lmi Mkcmitch (I& 

Mortgage Lkvelopmenf O h  as CmEy (1l)and Tam (10)play in front of their new 
home in Burlington, Ontario. The Sen& m o d f r o m  Manitoba urhen Ron took up new 
rrsponcibilities with his company in the T m  a m  The Bank's fast mortgage aplication 

mtdapprol~ipmcessiwrepninrirriyireipfkh ovlrm ,' 



Beam Lumber Compny Limited hns a close relationship with Bank of Montreal, 
as dDeS its parent, the Molcon Companies Limited Molson Prerident and Chief Exenrti'w 
_@kcer~lohn B ~ ~ ~ r i ~ h t ~ ~ t & ' ~ ~ ~ - - % . L :  

VLe-Preri&w George C .  Strachan (centre) are discwin2 a new on-line system instalkd by the Bank 
which allows computer authorization for &it card saks in Beaver Lumber 

stores nationwide, a aswell as the ekchvnic captum of saks tranramanramm. 



C h i -  Wlliam D. M u h l l a d  visits with New York Emes Company Vim- Chairmrm and D i m  
Sydney ~ k w n  &/$Senior Vice Prerident and ChiefFitmcial Q&r DavidL Conham &&from right) and 

Teasurer Denire Fktdrer (n'ght) Bank ojMontreal acts as agent bark for the c o m p q  a major force in 
the comtnuniurh'~~~ industry with holdings including daily and weekly newspapm, magazines, telwkion and 

radio s t a t ~ m  and newsprint mills. Cmrada, the world!! largest exporter ofpulp andpap"pdu~& 
supjdies newsprint for the EM. 



Relationship management is a vital component ofHh BrmkoyL cotpomte 
bankins strategy. Harris C h a i m  and ChiefExenr& O J h B .  Kermeth biku (slandinz) 

and Vice President and Senior Relationship Mamazer Shanvn R mhhm a visit 
to the Kellogg Company's new world headqrrarien in Battk Creek, Midrigmr 

&$--$**&e1-r&*-%7z= ,-,~e* = -~%> ~~ 

~~ ~~ 

~- ~ - ~- ~- . 
--. F. *3---' n.7-r 

and Senior Vice Kesident Finance Lou& R So- (n'ghtj 



George E. Neal (centreJ Capital Markets Group Executive Vice-President, 
and C. Michael Stuart (leftJ Managing Director of Montreal Australia Limited, meet 

with Allan Johnstone, Vice President Finance, C R A  Limited, Australia's 
largest mining, exploration and dewlopment company. During 1986 Bank ofMontreal 

unrc appointed co-lead manager and issuing andpaying agent in the securitization 
ofdebt for the Blair Athol Coal Project. 



Montreal Expos Andrb Dawson hits a home 
run at historic Wn'gley Field in Chicago. When the 

Expos square off  against the Chicago Cubs, 
Bank of Montreal cheersfor both teams. The Bank 

pvih sm'res to the Expos and to the Chicago-based 
Tn'bune Company, which owns the Cubs. 



The Montreal Symphony Orchestra rehearses in the Pglise 
de St. Eustache in Quebec. Bank of Montreal is the principal sponsor 

of this world-renowned syttphonx and in 1986 supported 
the MSO's highly s ~ ~ ~ e ~ Z f u 1  United States tout The church, which 

provides an excellent acoustic environment, is used by the 
M S O  for recording. 
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The purpose of this section is to provide an analysis economic yield on these instruments. There is 
of the major factors that affected the financial no effect on the Bank's net income. The amounts of 
performance of the Bank in 1986. these adjustments in the last five years are: 

For analytical purposes the Bank's results are seg- Year $Millions 

mented to separate the results of the Bank's U.S. 1982 220 
subsidiary, Hams Bankcorp Inc. ("Harris"). Bank of 1983 155 
Montreal excluding the impact of Harris is referred 1984 127 
to throughout this section as the "Parent Bank". 1985 175 

1986 193 
Harris was acquired on September 4,1984 and 
therefore the 1984 results included two months of for Loan Losses 
Harris' income and expenses. Subsequently, 

. 
Loan loss reservations are comprised of s p d c  and 

results 'Ie for a year. Because of the general reservations for possible losses on loans and 
substantial impact of the Harris acquisition, are deducted from loan balances shown on the 
year over year comparisons and longer term balance sheet. They are not included in determining 
analyses show significant variances which are more the equity capital of the Bank. Loan loss reservations 
readily understood by a separate review of the are intended to provide against the possibiliv that 
Parent Bank and Harris results. loan principal will not be repaid. u 

In order to more fully understand the financial results 
of a bank, certain terminology and accounting 
methods need to be explained. In particular, clarifi- 
cation of the concept of the taxable equivalent 
adjmtment and the method of accounting for loan 
losses d assist the reader in understanding 
this section. 

Taxable Equivalent Adjustment 
The taxable equivalent adjustment is made to in- 
crease net interest income and income taxes to 
recognize the tax-exempt nature of interest income 
from small business development bonds, income 
debentures, term preferred shares and similar 
instruments. As a result of holding such tax-exempt 
instruments, both net interest income and the 
provision for income tax of the Bank are less than 
the amounts whlch would result if the income from 
these securities was taxable. The taxable equivalent 
adjustment increases interest income and taxes 
to such greater amounts to more clearly reflect the 

Loan loss experience is the current year's loss 
experience and is comprised of net new reservations 
made during the year less principal recovered on 
loans previously written off. 

Provision for loan losses is the amount deducted born 
income determined in accordance with an averaging 
formula mandated by the Minister of Fiance. 
Essentially it is the average ratio of loan loss expe- 
rience to eligible loans for the most recent five 
years, applied to total eligible loans at September 
30th of the current year. 



Eligibk loans as defined by the Minister of Fiance 
h i d y  includes all loans and securities (other than 
those guaranteed by the government of Canada or 
1pr0ViI~e) as well as customer acceptances, 
guarantees and letters of credit. 

Tbe amount charged to income in respect of loan 
!ma is the provision for loan losses which may be 
pta or less than the actual loan loss experience 
fn the year. 

&ce between the loan loss experience and 
th provision for loan losses is charged or credited, 
athecase may be, directly to the appropriations 

16ucontingencies, one of the capital accounts on the 
fhh~~ sheet of the Bank. 

b a r d  of using the averaging fom~ula &mibed 
he, the reported results of Canadian banks are 
mt comparable over the short term to other 
i h t i o n a l  banks whose juridctions normally 
quire an equivalent to the loan loss experience to 
'be ~huged against earnings. 

The averaging formula tends to smooth the year- 
over-year changes to the provision. As a result the 
Bank's provision for loan losses d ie t s  at times quite 
sigtllficantly &om the actual loan loss experience. To 
e h a t e  thls effect, there is reference in various 
parts of the Management Analysis to income deter- 
mined on the loan loss experience basis which 
represents a restatement of reported net income for 
the year obtained by substituting the actual loan loss 
experience for the provision for loan losses in the 
income statement (and adjusting for any tax effect). 



In 1986 Bank of Montreal reported consolidated net 
income of $353 million compared with $339 million 
in 1985, an increase of 4%. On a loan loss experience 
basis, consolidated net income was $311 d o n ,  
880 d o n  below the 1985 results. 

Of particular sigmficance was the increase in the 
provision for loan losses. During 1986, the Bank set 
aside some $264 d o n  in reservations against loan 
balances whose values have been adversely affected 
by the decline in oil prices. This accounts for almost 
all of the increase in loan loss experience and some 
60% of the increase in the provision for loan losks. 
Other factors were the application of the averaging 
formula and the growth in eligible loans. 

Net interest income increased &om $1,965 d o n  
to 82,081 million, primarily because of a 9% increase 
in average assets. Spreads declined by 7 basis points 
due to foregone interest on petroleum sector loans 
and because assets increased mostly in loans and 
securities whlch carry below average spreads. 

consumer lending process, the success of which can 
be seen from the steady dechne in the Bank's non- 
performing loans since 1983, a process tempordy 
reversed in 1986 due to the problems in the petroleum 
sector. Liquid assets increased by $2.6 b i o n  over 
the year to reach $24.0 billion at October 31,1986. 

The consolidated return on average assets for the 
year was 0.41% as compared with 0.43% last year. 
On a loan loss experience basis the return was 0.3640, 
down from the 0.49% recorded last year due to rhe 
substantial reservations set aside against petroleum 
industry risks. 

Net Income 
IS m ini~~imsi 1w2 1983 1W lss5 I I  

wmd Bask 251 283 ZW 339 

losn Loss wmnce Basis 141 185 289 Sl 111 

Net Income 
IS m millions1 

Other operating income increased by $137 million 
over 1985, about three quarters of which is 
accounted for by the Parent Bank. The major con- 
tributors to this increase were activity fees, foreign 
exchange revenue andMasterCard merchant discounts. 

Non-interest expenses increased by 8148 million or 
8%. The Parent Bank rate of growth was 5% caused 
in large part by events beyond the control of the 
Bank such as the substantial increases in capital 
taxes and deposit insurance premiums. The growth 
in Harris' expenses was for the most part caused 
by increased employee expenses and the expansion 
of Harris' operations, including the acquisition, late 
in fiscal 1985, of First National Bank of Barrington. 

Average assets have increased by 87.3 b i o n .  Loan 
growth was the principal factor with the personal 
seaor showing the k h e s t  increases. The Bank 
continues to place strong emphasis on the enforce- 
ment of credit standards in the commercial and 



Asmentioned in the Introduction, the analysis For 1986, on average, 67% of the cost of the Harris 
which follows segments the results of the Bank acquisition was deemed to have been funded by 
h e e n  the Bank's U.S~&&m~p~~~wmg&&+&9@~~pE~e<&?PA-~-~~~ .~ . .~~ . - ~  ~ ~ . 

. ~' ' 

b. ' 
-n-dv u.L., . ~ d ~ d ~ m i u ~ u e r  01 me ~ a n k  tunds. 'The interest cost imputed to the latter, with 
refened to as the "Parent Bank": 

h order to understand the consolidation of Harris 
d the Parent Bank, the table below shows 
th summary income statement, average assets and 
rehun on average assets for the Parent Bank and 
Harris for 1986 and the adjustments required to 
m~ncile to the reported results on a consolidated 
bPsls 

related tax adjustments, is set off against the earnings 
flow from Harris in determining its net contribution 
to the consolidated earnings of the Bank. 

The remaining components of the combiation 
adjustments reflect the amortization of the amount 
by which the purchase price of the Harris acquisition 
exceeded its net asset value. 

bmajor component of the combination adjust- 
amtr is net interest income which reflects the 
hnputed cost of funding the investment in Harris. 

Relative Contribution of Parent Bank and Harris 
(Loan Loss Experience Basis) 1986 

BanX 01 
Pam COmbnallm Mcnlreal 

IS m mllllrnsl Bank Harts Ad~uslmeoa Consal~aated 

1- 
~ e f  lnlm1 14mf 18415 4Ml 13221 22740 
Lwn Loss Emrlsnce 3 9 0  557 - a d 7  



Net interest income is the difference between interest 
earned on loans and securities and interest paid on 
deposits and debentures. For the purpose of analysis 
it is adjusted to a tax equivalent basis. Net interest 
spread is the net interest income adjusted to a taxable 
equivalent basis divided by the average of month- 
end total assets. The Bank's consolidated tax 
equivalent net interest income in 1986 amounted 
to $2,274 d o n ,  an increase of $134 million &om 
the previous year. 

Parent Bank spread declined from 2.66% to 2.51% 
caused by four main factors. Fist, in common k t h  
=%d* cry-zleYd~,lt ~ , ~ - i ~st?feia%veiu& 
rate have continued to increase. Secondly, the yield 
on the Bank's liquidity portfolio was lower than in 
1985. The first W o f  1985 produced steadily 
declining interest rates in Canada while in the first 
half of 1986, this trend was reversed. As the Bank's 
liquidity portfolio is generally funded by variable 
rate deposits, yields tend to be improved in a 
declining rate environment, thus gains in spread 
during 1985 were not repeated in 1986. Thirdly, 
the increased level of non-performing loans in the 
petroleum sector has meant that approximately 
840 d o n  of loan interest has been foregone. 
Finally, earnings from International Money Market 
Operations were reduced in 1986 due to less 
favourable trading conditions. 

Harris net interest spread increased from 3.25% to 
3.55% due to an increasinp; - - -  proportion - of hgher 

Net Interest Income-Tax Equivalent Bask 
IS In rnillimsl 1&2 1513 1984 1985 1986 

ln* RInk NII e iamnsd 1.370 I 582 1.626 1965 2.081 ~ -~ ~.~ ~~ 

lamWm~blBn1 Wum'ml 220 155 127 115 193 

Nll tax wbm Case 1.590 1.137 1,753 2 .10  2.214 

Net Interest Spread-Talr Equivalent Bask 
I R S P ~ ~ ~ ~ ~ S S B I S I  1982 1983 1984 198s I= 

Hams 269' 325 355 

251 273 263' 269 262 

yielding assets and non-interest bearing deposits. 

To the extent that interest income and expense do 
not respond equally to changes in the interest rates, 
net interest margins are affected. For example, if 
the Bank's loans or securities are less sensitive to a 
rise in interest rates than the liabilities, such as 
customer deposits, which fund those assets, then arise 
in interest rates will reduce margins until the assets 
are renewed at the increased rates. When interest 
rates are falling in such an environment the reverse 
is true; margins will temporarily increase. 

-. " ~ F f ~ I i . ~ & ~ w I F . * f ~  ::- 
matchg  the terms of liabilities and assets within 
approved limits, so that net income will not be 
unduly sensitive to interest rate movements. These 
positions are reviewed regularly by the Bank's Fun& 
Management Committee. 

u 

Net Interest Spread-Tax Equivalent Basis 
I& 8 9b 01 1WPp -Dl 



The Bank's consolidated loan loss experience in 
1986 amounted to-. ~ 

- i n -txze2c-A 

tm d i o n  fmn a Parent ~ a n k ,  loan 
loss experience for the year was $549 d o n ,  an 
increase of $259 million over 1985. 

The primary cause of this increase was the preci- 
pitous decline in petroleum prices and the 
decision to provide new reservations of approxi- 
mately $264 million against petroleum related 
assea, of which $251 million relates to the Parent 
Bank. Without those additional reservations, loan 
luss expineiice~wouid have remained at the level 
achieved in 1985. 

As a result of the increased petroleum provision, 
the Bank's consolidated ratio of loan loss experience 
to ebble loans in 1986 was 98 basis points, up 
40 basis points from 1985. It is important to 
understand that these loan losses are potential losses 
and not realized losses. 

The decline in revenues for oil producers has, in 
many cases, severely restricted operations and 
impaired their ability to service debt commitments. 

The Bank's total petroleum industry outstanding 
loans amount to approximately $5.5 b i o n .  Of this, 
kss than half is in the production sector, which is 
the seaor most directly linked to declining oil 
prices. The service sector, the most troubled industry 
wtor, is less than 2% of the total and the Bank is 

well secured. The remaining 50% of the portfolio 
is in the transmission and large integrated sectors, 
%&~k:rs&~1b3k.k,.+:i.&~a*&a&~, 
petro-chemical sectors, which benefit from lower 
oil prices. 

During the year, the Bank's engineering staff 
reviewed the estimates of economically recoverable 
oil and gas reserves of petroleum industry accounts 
based upon oil prices of U.S. $15 per barrel without 
any provision for escalation. In a number of 
instances, these reviews led to reduction in those 
estimates and, where - - .  amopriate, to increased loan 
reservations. 

Almost all of the Bank's additional petroleum sector 
reservations in 1986 relate to the production sector. 

Loan Lon Experience 
I b a X l o l ~ D a n r )  



At the end of October 1986, oil prices had steadied An important element in the calculation of the 
at around U.S. $15 and this critical assumption was provision is the total of eligible loans at September 
unchanged. The weighted average price of oil for 30th each year. On that date in 1986, the Bank's 
the year is estimated to have been approximately total of eligible loans had reached $62 billion, an 
U.S. $15. increase off  5 billion from 1985. 

The remaining loan loss experience in 1986 for the Eligible Loans 
IS LI MHIHOLII 1982 1983 1984 19B5 1m 

Parent Bank was $298 million, of which almost half ,,, 45.m 46,150 45.772 481- wpr 

consisted of general reservations set aside against 7.229 1.827 

sovereign debt, the balance consisting of specific h k  45.m 45.180 %.mi w~i 6 1 s ~  

reservations in respect of the remainder of the 
Bank's loan portfolio. 

Provision for Loan I.onm 

The effect of the formula prescribed by the Minister 
of Fiance is to average the loan loss experience 

-CWCT&- 7-2 Tkt&- *X%.al?i~t k3m 8f 
changes in loan loss experience is delayed. 

In 1986 the Bank's consolidated loan loss experience u 

was $84.1 million higher than the for Loan Loss Experience &Provision for Loan Losses 
IS m mllansi 

loan losses. 

Loan Losl Experience &Provision for Loan Lo- 
It h 1982 1983 1984 1985 1s 

LOUI 1- mm 5 5 0 s 5 1 m m m  
R w $ i n b b s n m  319 381 315 428 521 



Other operating income consists of service charges, 
charge card income, most loan administration fees, 
,income &om foreign exchange, trust income and all 
other income which is not dividend or interest 
income. 

In 1986 such income on a consolidated basis was ' 

1819 million, an increase of $137 million &om last 
year. The 1986 increase for the Parent Bank was 
$101 million with Harris accounting for the 
remainder. Growth occurred in all major categories. 

Service charge income rose by $50 d i o n  reflecting 
continued increases in the volume of transactions 
processed by the Bank. Similarly, principally due 
to the increasing use of Mastercard and the 
increasing number of merchants accepting the card, 
charge card income increased by $24 d o n .  Also 
contributing to that growth was the expansion 
-ofMasterCard Gold Card introduced in 1985. 
'torn admimstration fees grew by $20 d o n  or 
1% and foreign exchange by $15 million or 19%. 

Other Operating Income 
Rhliml 1982 1983 1984 1985 1586 

Snfcs- 1CB 128 148 185 ZS 
Orrp?Cn 65 65 18 130 151 
U.nbsr 77 93 87 114 134 
h W m e  34 46 W 71 92 
WulMna - - 

- 14 85 106 
- m m  Q -  - 
R'a 65 78 19 91 99 

M Bmh 351 411 499 682 818 

Other Operatine Income 

Trust income, a major activity for Harris, was $105 
miulon in 1986, up $20 million or 24% over the 
previous year. 

The category of "Other" which contains such items 
as safekeeping fees and commissions grew by 
$8 million or 9%, a major factor being the high 
volume of Canada Savings Bond. purchased 
through the Bank. 



Non-interest expense consists of employee costs, 
premises and equipment costs and all other operating 
expenses. In total, these expenses amounted to $1,935 
million in 1986, an increase of $148 million or 8% 
from last year. 

Employee expenses for the Parent Bank were $803 
million, $26 million or 3% higher than last year, 
attributable primarily to salary increases during 
the year. 

Parent Bank premises, equipment and computer 
e m s  ~~~d &om ~$2%~dcn~k1985~te  1FB7 
million in 1986, an increase of 4%. Most of this 
increase is in computer expenses which principally 
comprise depreciation and rental of computer 
equipment and the cost of data communication. 
These expenses do not reflect all technology- 
related expenses of the Bank, some of which are 
included in salaries and in premises and equipment. 

The category of "Other expenses" contains such 
items as travel, advertising. communications, and 
federal and provincial capital taxes. For the Parent 
Bank, this category has increased by $40 million 
or 13% to $342 million. Much of this dispropor- 
tionate increase is attributable to the new federal 
capital tax introduced in 1986 and increased deposit 
insurance premiums. Without those additional 
levies, over whch the Bank has no control, expenses 
in this category would have increased by only 2%. 

Non-In- Expeme 
I$ in m i l m l  1982 1983 1984 1985 I% 

SaBdesMd WMlts 
M J e S  Md aY(m % :2 ;:; E % 

72 74 75 101 121 
243 265 319 426 486 

TMa e& 1.163 1.249 1.384 1.787 1,935 

Non-In- E m  

In aggregate, the Parent Bank non-interest expense 
increased &om 1985 by 6% whereas assets in that 
same period grew by 9%. As a result the Parent 
Bank's ratio of non-interest expense to average 
assets fell below 2% for the first time since 1983. 

Conversely, the ratio of expenses to assets for Harris 
increased to 3.56%. This reflects an emphasis on 
activities (such as the trust business) which generate 
non-interest revenue rather than earning assets. 

The absolute increase in Harris expenses was approxi- 
-mar--l;~li70.mdUio~-Abo&~nfrhisirdu~ to 
employee expense increases and the effd of 
currency translation. One-sixth is attributable to the 
inc~usioh throughout 1986 of Fist National Bank 
of Barringon, acquired in August 1985 with the 
remainder spread through other categories. 



In 1986, the Bank's provision for income taxes was 
586.5 million, a decrease of $1.1 million from 1985. 
Expressed as a percentage of income before taxes 
the provision was 19.5% in 1986, as compared with 
20.3% in 1985. 

This rate is less than the Canadian statutory marginal 
income tax rate of 49.6% applicable in 1986. This 
&renci is primarily attributable to the income 
derived by the Bank from tax-exempt instruments, 
the existence of which reflects Government policy 
initiatives designed to aid various economic groups 
such as small business. In substance, the benefit to 
the Bank arising from the non- taxable status of such 
income is passed on to the issuers of these instruments 
~:-.+.&s&*&&G>A&x-e=FhL- I>. '* +$ 

on these instruments is approximately one-half of 
that which would prevail on taxable obligations. 

eviously explained, the taxable equivalent ad- 
ent increases both net interest income and 

provision for income taxes to the amounts which 
would result if the income from these instru- 
ments were taxable. Restated on this basis, the 
provision for income taxes would have amounted 
to 43.9% of income before taxes in 1986. 

The aggregate tax rate is also affected by the rates 
of foreign tax applicable to the income earned by 
foreign subsidiaries of the Bank. The combined 
eE&ive tax rate on these earnings is lower than 
the Canadian statutory marginal income tax rate. 

Another element of taxation which is not included 
in the provision for income taxes is federal and 
provincial capital taxes which are treated as other 
non-interest expenses. In 1986, the amount of these 
taxes payable by the Bank was $40 million compared 
with $19 million in 1985. 

In addition to direct taxes on income and capital, 
Canadian chartered banks, unlike trust companies 
and other financial institutions with which the 
Bank competes, are required under the Bank Act to 
deposit interest-& reserves with the Bank 
of Canada. The foregone interest on these reserves 
represents a sigdcant cost to the Bank. 

Inmme and Capital Taxes-Tax Equivalent Basis 
It h nMlW 



Liquidity 

It is the policy of the Bank to maintain a consistently 
hgh level of liquid assets in both Canadian and 
U.S. dollars, which it holds in the form of cash 
resources, deposits with banks, liquid -ties and 
day call and short loans. At the end of liscal1986, the 
level of liquid assets had inueased to $24 bion ,  about 
$2.6 b i o n  higher than at the end of last year. Of the 
total, approximately $2 billion must be maintained 
in order to meet Bank of Canada reserve require- 
ments, about half of which is not interest-beanng. 

Liquidity 
Pin Mlloal 1982 1983 1W 1985 19$8 

W 3 m  1.1 1.4 2.0 2.4 2.2 

Oeposw*lthWs 64 6.9 11.3 10.3 12.3 

L W  -la6 2.4 5.7 6.0 7.6 8.3 

aaX callhshm loaM 0.5 0.3 0.6 0.9 1.2 

Told 10.4 14.3 19.9 214 240 

A pomon of the Bank's liquidity is maintained in 
deposits with other banks. These are marketable 
deposit instruments of first tier, internationally 
recogtllzed banks which have the potential to gene- 
rate substantial t r a d q  revenue as well as interest 
income. 

The third element of liquidity is the Bank's holdqs 
of Canadian and U.S. Government Treasury Bills. 
The fourth element, day, call and short loans, mainly 
comprises secured overnight advances to Securities 
dealers. 

Loans 
The Bank's loan portfolio at October 31,1986 
amounted to $9.5 bion .  Loan growth for the 
Parent Bank in 1986 was approximately $3.8 b i o n  
(9%), most of which was Canadian dollar loans. 
Average persod sector loans outstandq grew by 
19% to reach $14.3 b i o n  by the year-&d. 
Particularly strong growth was experienced in the 
home mortgage loan market. Harris' loan growth of 
80.7 billion was the principal source of growth in 
foreign currency loans. 

. .  . 
1%-- -~ I.,. 

loan portfolio is shown in Note 5 to the financial 
statements. 

20 

The Bank's policy is to maintain geographic 
~ e r i t ) r m d m s p r e a d e a d ~ l i o  risk amcq major 

15 sectors of economic activity. 

10 

5 

0 

& $9 & ' &  $9 
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a.at- $i4;9 &iiion were S%&gbr at- - - 

,1986. For the Parent Bank, deposits 
$63.5 biion, an increase of 5%. Almost 

these deposits reprent  personal deposits 
increased by 8% in 1986. The remainder are 

slts gathered to fund the Bank's loans and 
i~ecuriti$m other currencies which are increasingly 
&ing sourced directly rather than through the 
wholesale or interbank markets. 

$%rHarris, deposits increased by 80.7 b i o n  to reach 
E111.4 b ion .  Almost half of the increase was in 

4.4 5.3 7 0  8 9  11.7 
klE8 1 4 0  150 16.0 185 20.2 

h 35.5 35.0 437 440 4.0 

bl 539 55.3 56.7 71.4 14.9 

Bank policy is to match assets and liabilities in the 
57 currencies in which cine E ~ s  business is trans- 
acted. U.S. dollar loans are funded by an approxi- 
mately equal amount of U.S. dollar deposits. 
Outside Canada, these deposits come primarily 
&om commercial customen, governments and non- 
bank financial institutions. 

Average Assets 

The average of the month-end assets increased $7.3 
billion (9%) to $86.8 biion. The Parent Bank's 
average assets increased by $5.9 biion (9%); the 
Harris increase was $1.4 b i o n  (12%). 

Average Assek 
if k~ bllliml 1982 1983 1984 1985 19BB 

Parent Bar* 62.8 631 650 67.8 73.1 
UaniS 109. 1 1 7  111 



Non-performing loans, as defined by the Inspector 
General of Banks. are those loans and loan 
substitution securities which have been placed on 
a non-accrual basis under circumstances outlined in 
the seaion of this report entitled "Sigdcant 
Accounting Policies and Procedures" and those 
loans which have been renegotiated at a reduced 
interest rate. 

Loan loss reservations comprise specific and general 
reservations set aside against the that loan 

-+r~qxd w & T I u ~ ~ T T ~ ; ~ ( ; .  

Non-Performing Loans 

During fiscal 1986 the Bank's level of total non- 
performing loans, net of reservations for losses 
increased from $1.3 b i o n  at yearend 1985 to 
$2.0 billion at the end of 1986. This increase was 
entirely caused by the decision to place some $1.1 
billion of loans in the ~etroleum sector on non- 
accrual status. This measure was a direct result of :~~ .~ . .  . ~ . .  . c-^?< - *T(,rm cmrci~w L, .~ Ta-tt- Irkx*~--~~:~~ ~ ~ ~~ ~- -~ ~ "U.5 "I l,"" * .  . ' . 
and the assumption made by the Bank that prices 
d remain depressed for some time. Excluding 
the impact of the petroleum sector loans, the 
remainder of the Bank's non-performing loans 
continued to decline. 

Rese~ations for Losses 

The Bank continually reviews its loans and securities 
in order to assess whether any reservations for 
potential loan losses are required. 

The Bank's cre&t review process is designed to en- 
sure that recognition of potential losses takes 
  lace at the earliest opportunity. A key indicator or 

the successful implementation of that process 
is the high yield which the Bank achieves on non- 
performing loans. In 1986, the yield (representing 
cash receipts less interest reversals) on non- 
performing loans was 7.6%. This compares with a 
weighted average prime rate on C a n a h  and U.S. 
dollar loan balances during the year of 8.9%. 

In addition to the amounts set aside against normal 
cornmcrcial risks and petroleum risks the Bank has 
continued to set aside general reservations against 
~ ~ 1 ~ r & - ~ t w 3 2 - m n ~ ~ & 5 ~ & @ . ~  
Inspector General of Banks. At October 31,1986, 
the Bank had set aside general and specific reserva- 
tions amounting to 12.8% of all public, private and 
interbank indebtedness at risk in those countries. 
It is the Bank's intention to continue to add to 
these prudential reserves. 

Non-Performing Loans at Year End 
Net of Reservations for Lwses 

1982 1983 1984 1985 1 s  

~ ~ n g  loans if m nillimrl 1.124 1.252 1,593 1.337 1,M 
As a 9iM sloim I m s  2 31 273 2.95 2.35 3.22 

tmmt imme m 
N m - m i w  loans P in millml 25 114 122 127 120 

Non-Performing Loam at Year End 
~ ~ ~ d - ~ . ~ * . ~  

1s m millimr) 



The capital and contingency reserves shown on the 
Statement of Assets and Liabilities comprise funds 
invested by shareholders, retained earnings and 
appropriations for contingencies. Reservations for 
loan losses are not included m either capital or 
- 

--LLA-~ ~c&ivc>. 

It is the Bank's policy to maintain adequate capital 
in support of its asset volumes and as required by 
various regulatory authorities. 

At the end of the fiscal year, capital and contingency 
rese~es were $3.6 bdhon, an increase of $193 . 
million from a year ago. Total capital funds were 
..$s;&&&e.~*$ 43&&&&i~-,+55+&"E 

lugher than the previous year-end. 

The expansion of the Bank's capital base in 1986 
came primarily from retained earnings and proceeds 
born shareholder reinvestment plans. 

>- 

Io addition, on July 23,1986, the Bank issued 
U.S.SZ50 million in Series 10 debentures, the terms 
of which are detailed in Note 9 to the financial 
statements. Subsequently, part of the proceeds were 
used to refund U.S. $100 d o n  (principal amount) 
ofseries 5 floating rate debentures which were called 
by the Bank for redemption on December 22,1986. 

Capitai Fun& 
Ill W n r l  1982 1983 1984 1985 13% 

m$barmms 726 728 1,065 1.1m 1 . 4 ~ 2  

*.-an* - - 37ti --. . i,W6 3 . 4 5 2  3.W 

UalMllllun)r 3.042 3,116 4.011 4,552 5.107 

Gpital Ratios 
W k  1982 1983 1984 1985 1986 

F m d  rrrm mw and canhnpenq 
m%Wmtaslasse(J 373 378 385 419 418 

The Bank's ratio of equity capital and contingency 
reserves to total assets was 4.18% at October 31, 
1986 virtually unchanged &om October 31,1985. 

In the United States, the regulatory definition of 
- - -  ~~ . q i r ~ ~ : s r ~ ~ & e e f e = n c e s  && Inat uses 
Canada. The major difference is that the U.S. 
definition permits the inclusion of provisions for 
credit losses calculated under U.S. regulations. 
In Canada, loan loss reservations are entirely 
excluded. This difference in methodology results 
in a lower capital ratio calculated in accordance 
with Canadian practice than would be the case in 
the United States. 
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As at October 31 ($ in thousands) 

Assets 1985 

,-4L-- 

d n  ana aeposin wlm o m  Y J ~ U  

Deposits with other banks 10,324,791 
Cheques and other items in transit, net 1,474,270 

12,735,897 

Securities Issued or Guaranteed by (note 1) 
Government of Canada 4,991,777 
Provinces and municipal or school corporations 192,807 
Other 5,339,723 

Loans (net of reservations for losses of 
$1,585,5&1; 1985- 51,265,532) 

Day, call and short loans to investment 
dealers and brokers, secured 866,687 1,142,707 

Banks 2,791,942 2,930,653 
Mortgages 7,182,842 8 3 W 3 6  
Other 41,124,746 41,510,461 

51,966,217 54,470,557 

Other 
Customer< liability under acceptances 4,228,273 4.632.601 
Land, buildqs and equipment (note 3) 1,269,283 im'.w 
Other assets (note 4) 1,695,724 1559.626 

7,193,280 7,670,175 

Total Assets $82,419,701 387.179.517 



Liabilities. Capital and Contingency Resemes 1985 1986 

Deposits (note 6) 
Payable on demand $ 8,866,947 s ~ ~ 9 , 4 8 5  
Payable after notice 18,552,738 20,131,834 
Payable on a fixed date 43,968,351 46,015,@77 

71,388,036 74.8763% 

Other 
Acceptances 
Liabilities of subsidiaries, other than deposits (note 7) 
Other Iiabities (note 8) 
Minority interest 

Subordinated Debt 
Bank debentures (note 9) 

Capital a d  Contingency Reserves (note 10) 
Appropriations for contingencies 
Shareholders' equity 

Share capital (note 11) 
Preferred shares 
Common shares 

Retained earnings 

Total Liabilities, Capital and Contingency Reserves $82,419,701 $37,179,517 

Waam D. Mulholland 
Chairman and 
Chief Executive Officer 

Grant L. keube~ 
President and 
Chief Operating Officer 



For the Year Ended October 31 ($ in thousands except per share amounts) 

Interest. Dividend and Fee Income 
Loans 
Lease financing 
Securities 
Deposits with banks 

Interest Expense 
Deposits 
Bank debentures 
Liabilities other than deposits 

Net Interest Income 
Provision for loan losses (note 12) 

Net Interest Income After Provision for Loan Losses 
Other operatiig income 

Net Interest and Other Income 2,218,638 2,379,317 

Non-Interest Expense 
Salaries 
Pension and other staff' benefits 
Premises and equipment 
Other expenses 

Income Before Provision for Income Taxes 
Provision for income taxes (note 13) 

Income Before Minority Interest 
Minority interest 

Net Income $ 339,185 $ 352,950 

Net income per common share (note 14) $3.75 $3.70 



For the Year Ended October 31 ($ in thousands) 

Balance at Beginning of Year 
Tax allowable 
Tax paid 

Chatlges During year 
Loan loss experience for the year (note 12) (329,680) W.682) 
Provision for loan losses based on 

fiveyear average loan loss experience 428,500 520,583 
Tax effect on subsidiaries' portion of loan loss 

experience less provision for loan losses 8,742 6,462 
rransfer from retained earnings 24,600 WJ'J'J 

<2* t5.7 . ., + *#+ 
--- .--- , -- -.--- -- 

Balance at End of Year 
Tax allowable 390,337 317,620 
rax  aid 66,764 141,844 

$457,101 5459.464 



For the Year Ended October 31 ($ in thousands) 

Clasp A Preferred Shares (note 11) 1985 1986 

Balance at beginning and end of year $ 650,079 $ 650,079 

Number of 
GLEZS 

~~ - -- - - - -. - = ,$;*;\757;5';; 
P -- 

i+&a,e at Gct"kr 3i, 

Shareholder dividend reinvestment and 
share purchase plan 

Stock dividend program 
Exercise of Class A Preferred Shares- 

Series 2 Warrants 
Transfer from Contributed Surplus to Common Shares 

Balance at October 31,1985 
Shareholder dividend reinvestment and 

share purchase plan 
Stock dividend program 
Exercise of Class A Preferred Shares- 

Series 2 warrants 
Conversion of Bank of Montreal Mortgage 

Corporation Exchangeable Debentures 

Balance at October 31.1986 

Retained Earnings 1985 1986 

Balance at beginning of year $1,021,610 $1,215,111 
Net income 339,185 352,950 
:*&&iIg~=~:f&Z&z~ ~ ~ ~~ ~ ~ ~~ ~. ~: :{-g?< = ->?+ &mLs~ 

-Preferred shares (57,404) (57.W 
Unrealized gain on translation of net investment in 

foreign operations net of applicable tax 25,580 9,792 
Transfer to appropriations for contingencies (24,600) @%@% 
Income taxes related to the above transfer 59,866 - 
Balance at end of year $1,215,111 51,282,844 



The accounting policies and financial statement 
formats of Canadian banks are prescribed by the 
Bank Act and its regulations. The accounting 
policies followed by the Bank conform in all material 
respects with accounting principles generally 
accepted in Canada, except for the accounting for 
losses on loans, the treatment of gains and losses 
on the disposal of certain debt securities and the 
translation of foreign currencies. 

Unrealid foreign currency translation gains and 
losses on investments in foreign branches, subsidiaries 
and associated corporations are recorded in retained 
earnings net of any offsetting losses and gains after 
providing for applicable income taxes on liabilities 
and foreign exchange contracts used to hedge the 
investments. Such gains and losses are recorded in 
income only when realized. 

The sigdicant accounting policies followed by the 
Bank are described below: 

Bash of Consolidation 
'l'hese consolidated tinancia1 statements include the 
Bank and all its subsidiary corporations. The pur- 
chase method is used to account for all acquisitions. 
The difference between the cost of the investment 
and the fair value of the net assets acquired is 
deferred and amortized over a period not exceedmg 
40 years. 

Investments in affiliated corporations in which the 
Bank owns 20% to 50% of voting shares are ac- 
counted for by the equity method, whereby the 
income of such corporations is recognized based 
on the Bank's proportionate share of the earnings. 

'Ranslation of Foreign Currencies 
Assets and liabilities in foreign currencies are 
translated into Canadian dollars at year-end exchange 
rates . Revenues and expenses are translated at the 
average exchange rates prevahg during the year. 

Reahzed and unrealized gains and losses on f o r e b  
currency assets and liabilities, other than those 
relating to net investments in foreign operations, are 
recorded in Other Operating Income. 

Securities 

The Bank's securities are accounted for on either a 
trading or investment basis. 

. . ~a&=aL~&s~*&*ss%+2-~+3---J.-~ 
value, and gains and losses on d-usgents 
to market value are included in income. 

Investment account securities are accounted for 
as follows: 

Equity securities are carried at cost, and gains 
and losses on sales are included in income when 
realized. 

Debt securities are carried at amortized cost. 
Gains and losses on sale of debt securities are 
deferred and amortized to income over five years, 
except for gains and losses on the sale of Treasury 
bills and similar instruments which are included 
in income when realized. 

Any permanent impairment in the d u e  of 
investment securities is recognized through a 
charge to income in the year of impairment. 

Liquid securities are accounted for on an 
investment basis. 

Securities which are loan substitutes are accorded 
the accounting treatment applicable to loans. 



Loans 

Classification as 
non-accrual 

Interest 

Application of 
subsequent 

Payment= 

Personal Plan and 
Credit Card Loans 

Loans are classdied 
as non-accrual when 
payments are 
contractually past due 
sii months. 

Sovereign Risk Loans All Other Loans 

Loans are classified as non-accrual when: 
1. in the opinion of management there is sigdca 

doubt as to the ultimate collectibility of 
principal, in which case a speclfic reservation is 
estabhhed against the loan, or 

2. payment of interest or principal is conaactuall: 
past due 90 days and there is reasonable doubt 
to ultimate collectibility, or 

3. payment of interest or principal is contramall: 
past due 180 days, or 

4. in the opinion of management it is considered 
prudent or desirable to cease accruing interest, 

. i g e ~ p ~ ~ c o f ~ t b e s t a t u s  of interest or orincioal 
. ~ -...,-- .... . . . . . . . .. . . . . . . 

7 ~ . ~ - - ~  - - 
- - -- - - .  - - .  

Accrued and unpaid interest is deducted from current income when the loan is 
classified as non-accrual. 
Interest is not capitalized if a loan is non-accrual nor is it capitalized to prevent 
placing a loan on a non-accrual basis. 

Personal Plan and 
Credit Card Loans 

Subsequent payments 
are applied first to 
interest, then to 
principal, unless 
directed otherwise by 
the borrower. 

Sovereign Risk Loans 

Subsequent payments 
are applied first to 
interest, then to princi- 
pal, unless directed 
othenvise by the 
borrower. 

All Other Loans 

Subsequent payment 
are recorded in incor 
only if management 
has determined that t 
loans do not require 
reservations, otherwi 
they are recorded as 
reduction of princip: 



Establishment of 
reservation 

Write-offs 

Personal Plan and 
Credit Card Loans 

Credit card loans are 
reviewed at least 
quarterly and fully 
reserved when they are 
sii months in arrears. 
Personal plan loans 
are reviewed quarterly 
and fully reserved 
when they are one year 
in arrears. 

Credit card and per- 
sonal plan loans are 
written off when they 
are fully reserved. 

Sovereign Risk Loans 

Loans are reviewed at 
least quarterly If there 
is sigdcant doubt as 
to the ultimate col- 
lectibility of principal, 
a specific reservation is 
established at a level 
sufficient to provide 
for the estimated 
impairment of loan 
principal. The Bank 
also maintains general 
reservations against 
sovereign risk loans. 
The purpose of these 
general reservations is 
to permit management 
to provide from time 
. . ~. 

s z & ~ A ~ ~ = ~ - ~ ~ ; ; :  .;:;:,- . . 
sibie ioan iosses, &hen 
in its judgment cir- 
cumstances are such as 
to give rise to concern, 
even though events 
may not have occurred 
which would justlfy 
the classification of 
individual loans as non- 
acciuai; Generai 
reservations are 
prudential in nature 
and may be established 
on an allocated or 
unallocated basis. 

All Other Loans 

Loans are reviewed at 
least quarterly If there 
is sigdcant doubt as 
to the ultimate col- 
lectibity of principal, 
a specific reservation 
is established at a level 
sufficient to provide 
for the estimated 
impairment of loan 
principal. 

Loans are written off after all reasonable 
restructulin~coUection activities have taken place 
and the possibility of further recovery is considered 
to be remote. 



Loan Losseo 
Actual loan loss experience comprises net new through transfers from retained earnings. The 
rese~ations for the year less recoveries against loans maximum amount of the appropriations which is tax 
previously written off. deductible is prescribed by the Minister of Finance. 

The provision for loan losses charged to income is 
calculated using an averaging formula, prescribed 
by the Minister of F i c e ,  designed to average the 
loss experience over a five year period. 

The difference between the actual loan loss 
experience and the five year average provision for 
loan losses is recorded in the Appropriations for ' 
Contingencies account. 

ApproPriations for Conti.gencies 
The Bank makes appropriations for contingencies 
with respect to possible unspedied future lows 

Land, Buildings and Equipment 

Land, buildings and equipment are stated at cost 
less an allowance for depreciation and amortization. 
Major Canadian properties are depreciated using 
the sinking fund method, while all other buildmg~ 
and leasehold improvements are depreciated on a 
straight line basis wer their estimated useful lives. 
Equipment is depreciated using the straight line 
method over its estimated useful life. 



1 Seenrities 
As at October 31 1985 1% 

(a in millions) Term to Maturity 

Within 1 to 4 to 6 to Over No 
1 3 5 10 10 speclfic 

Total Total Year Years Years Years Years maturity 
- - - - - - - 

Investment Account 
Liquid securities 
Government of Canada 

Treasury bids $ 4,774 S 4.005 $4,005 
Provincial government 

miritie 177 G ~ G  ~7.2  

U.S. Government Treasury 
bids and bonds 1,760 2.171 2,015 

Other debt securities 1,165 1,555 -- 549 

7,826 8,306 -- 
Loan substitutes 
T m  preferred shares 1,041 %8 156 
Floating rate income 

UCLIC.IIIIIFJ JL-t 7L 

Fixed rate income 
debentures 79 74 

Floating rate small business 
development bonds and 
small business bonds 288 205 

- < 77- . . .. 
. --- - . ... . ~- 
. -.. ~ - -- 

Investment securities 
W V C ' l l l l l C l l l  "1 b,,,ldU 

securities - 21 
Equity securities 186 134 
Debt of foreign issuers 183 286 
Other debt securities 10 3 -- 

379 404 -- 
'Radiag Account 587 437 

1985 data has been restated to conform with the 1986 presentation. Securities of Hams Bankcorp, Inc. having a carrying value of 
$443 million (1985 - $654 million) were pledged, where permitted 

As at Omber 31,1986 the merit value of total m r i t i s  is or required by law, to -re liabilities and public and ~ u s t  deposits. 
&mated to be $10,554 million (1985-$10,541 nullion). 



2 Non-Performing Loans 
As at October 31 

(1) Domestic International Total (1) Domestic International Total 
. . . . .  ;*:- :. ...... : : ...... : . - ..... .- .- -. - . 
p~ ... >--.. p*~:Z, -: ~>z,?--:- ~ 2?.--G~;ry -x- -$~- - y y  

... ,i..si;:,," .", , . -. -- ." - _"_, 
- -++*&s<=: - - . . 

loans (2) = - - - 

Total non-performing loans 
(net of applicable 

reservations) (3) $ 731 $ 606 $ 1,337 

Breakdown of total non- 
:-.-. &,-.---!- ...... - >  7 -  ,. ...... = .I.-..... . - ~~ 

- 
~ ~ 

. : 2 i -  T - ~ ~  .," *? - ,L?! -. 
Other non-performing loans 710 606 1,316 

Total non-performing loans 
(net of applicable 

reservations) (3) $ 731 $ 606 $ 1,337 

Average Non-Performing Loans 
(net of applicable 

reservations) (3) 5 662 $ 677 $ 1,339 $ 1,044 $ 546 $ 1,590 

Interest Recorded as Income 
on Non-Performing Loans (4) 
For the year ended October 31 

M-ir?.thousands) 
* ...~--~<i i-.r-,.mr i i i  -.-- ...- ,<, 

Non-accrual loans $18,333 $107,631 $125,964 $35,594 $84,889 $120,483 
Renegotiated reduced 

rate loans - 641 641 - - - 
- 

Interest income on 
non-perforning loans $18,333 f 108,272 $126,605 $35,594 $84,889 $120,483 

(1) The Domatic reement reuresmts loans and interest booked in 

outridr Canada, again regardlrss ofcurrency or raidency of 
the customer. 

12) Renegotiated reduced rate loans represent loans whcre, due to 
the wakened fmncial condition of the borrower, the raw of 
interest has been renegotiated to a rate less than the 
market. The fmancial dormation provided reprmnts large 

exposures only, that is, where the balance outstanding is in 
excess of 1/10 o i l %  of the Bank's capital. 

(3) Includes both spec& and general reservations. 
(4) Interest income on non-performing loans is reported net of 

previously acrmed interat which has been reverred in dx current 
reporting year. Gross interat income received was $140,024 
in 1986 (1985-$158.210). 

(5) The yield net of interest reversals on net non-performing loans 
in 1986 was 7.6% (1985-9.5%). 



3 Land, Buildings and Equipment 
As at October 31 

($ in thousands) 

Land 
Builhgs 
Equipment 
Leasehold improvements 

Net Book 
Value 

Accumulated Net Book 
Cost Depreciation Value 

$U)1,505 $ - $ 201.505 
706,021 151,136 554,SSS 
680.459 373,415 307,044 

214,514 

Depeclatlon of buildings and equipment and to $111,444 for the year ended October 31, 
amortization of leasehold improvements amounted 1986 (1985 - $99,541). 

4 Other Assets 
As at October 31 1985 1986 

($ in thousands) 
Accrued interest income 
Deferred income taxes 
Goodwill and other valuation intangibles 
Accounts and other receivables 
Other 



5 Geographic Distribution of Awts by Location of Ultimate Risk 
As at September 30,1985 As at September 30,1986 

(currencies in Total Toul 
millions) Cdn. S Cdn. f 

Cdn. S U S .  f Other Currcncia Equiv. Cdn. S US. S 0th C m c i s  Equiv. 

Canada 

United States 

E'-l'e 
United Kingdom 

France 

Other Europe 

Mexico 

Other Latin America 
and Caribbean 

120 SS. 
3 z w + .  

151 14,274 91 & 20,013 300 16,892 73t 
61 DM. 1% DM. 
28 S.F. 43 S.E 
24 Cdn. 6 Equiv. l3Cdn.SEqui 

247 1,368 472 E. 3,162 254 1.W 42.3~ 
145 D.M. 47 DM. 
M S.F. 55 SS. 
38 Cdn. S Equiv. 32 Cdn. S Equiv. 

58 584 ur& 1,027 m w zag 
73 DM. I10 DM. 
45 S.F. 45 S.F. 
37 Cdn. S Equiv. 30 Cdn. S Equiv. 

30 227 I S &  678 41 448 zr 
Y)4 DM. 448 DM. 
67 S.F. 28 S.E 
2 Cdn. S Equiv. -Cdn.fEquiv. 

251 1,250 121 & 2,882 277 1.311 nu 
453 D.M. 349 DM. 
298 S.F. 395 S.F. 
263 Cdn. S Equiv. 148 Cdn. S Equiv. 

326 1,073 - D.M. 1,801 324 1.070 1DM. 

89 1,093 3~ 1,666 98 1,026 -E 
11 D.M. 7 DM. 
6( Cdn. S Equiv. M Cdn. S Equiv. 



As at September 30, 1985 As at September 30,1986 

(currencies in Total T d  
d b ~ )  c;fn 2 -81- t 

r u:s.=*- ~ ~ " u i ~ ~ c u ~ m ~ i a a a a  - q r u r  ;cAii. i ".a. r vmn Lurrmnes aqw. 
-- --- 

Asia. Oceania and 
Australasia 

Japan 46 1,840 i s • ’  3,367 81 2,036 8 E  4,075 
202 D.M. 218 D.M. 
287 S.F. 343 SS. 
475 Cdn. S Equiv. 715 Cdn. S E+v. 

Other Asia, 35 1,059 1 3 ~  1,886 41 987 i 9 t  
34 DM. 19 D.M. 

2,068 
Oceania and 

118 S.F. 
Australasia 

141 S.F. 
280 Cdn. S Equiv. 187 Cdn. S Equiv. 

Africa and 1 171 2 ~ .  254 1 113 z t  174 
Middle East 19 D.M. 9 DM. 

- S.F. 8 S.F. 
5 Cdn. $ Equiv. - Cdn. S EquR. 

-- --- 

Each of the countries noted separately above 
represent an ultimate risk of one percent or more 
of the Bank's aggregate outstanding securities, 
k p s i ~ ~  withother hdcs~custnmer~ li&&ty u&r 
acceptances and loans excluding mortgages. 

Assets are shown net of reservations in source 
currencies and Canadian dollar equivalents. 
Canadian dollar equivalents are also noted for 
sundry foreign currency outstandings. 

r m  
v As at October 31 

Conversion Table 
September 30 1985 1986 

- - 
US. $ 1.3742 1.3876 
Pound Sterling (E) 1.9149 2.0037 
Deutsche Mark (D.M.) ,5119 .6852 
Swiss Franc (S.F.) .6251 .a37 
Cruzado (Cruz.) .00017562 .I0019 
(1985 -Cruzeiro) 
The Cruzado replaced the Cruzeiro at March 1,1986. 
1 Cruzado= 1,000 Cruzeiros 

(f in thousands) 
Deposits by Canada 
Deposits by provinces 
Deposits by banks 
Deposits by individuals 
Other deposits 



7 Liabilities of Subsidiaries, Other than Deposits 
As at October 31 

p&ttn2L ~. 
IMVK dl 

the option of 
the subsidiary 

beginning 
Interest 

Rate 
Date 

Maturing 

Bank of Montreal Mortgage 
Corporation 
Series A debentures 7.75% 
Series B debentures 9.00 
L - ~ ~ - ~ - ~ ~ . ~ + > - ~ ~ o ~ ~ ~ ~ l ~ ! .  - - 12~22 

Bank of l.,",iUCLU I\CIULJ Ylb. 

Seriss I~&knwes 13.625 
Notes 16.75 
Notes 10.75 
Notes 9.50 
Mortgages 
Term debt 

(2) 
(2) 

Bank of Montreal Leasing 
Corporation 
Series G notes, secured 10.50 
Series I notes, secured (3) 
Short term notes, unsecured (4) 

Harris Bankcorp, Inc. 
Notes (5) (2) 

Empresa Tecnica de Organizaeo e 
Participapa S.A. 
Mortgages (2) 

October, 1987 
February, 1989 

r ~ ~ ~ P P & c ~ ~ ~  

October, 1977 
February, 1979 

D ~ m b e r r 2 ~  
March, 1988 

November, 1992 
May, 1996 

(2) 
(2) 

February, 1986 
(3) 
(4) 

October, 1984 

(1) Exchangeable into common shares of the Bank as described 
in note 11. 

(2) At varying rates of interest and MIying t a m s  to maturity 
to 1998. 

(3) At varying rates of inrerest from 9.M% to 13.m and varying 
tams to maturity to 1991. 

(4)At varying rates of interest from 7.25% to 10.75% and varying 
t m  to maturity. 

(5) Denominated in US. I. 

The aggregate d i n g  fund requiremenu and maturities u at 
October 31,1986 are as follows: 

(Sin thousands) 

1987 S186.W 
1988 123,833 
1989 84,748 
1990 22,459 
1991 110.071 
Thereafter 251,610 



As at October 31 
-- - 

&&.&DJL~)OA=\ 

Accrued interfft payable $ 850,633 $ 860,441 
Accounts payable and accrued expenses 703,390 828.706 
Deferred loan fees 33,242 %980 

$1,587,265 $1,728,127 

Included m lnwme from Loans IS $25,736 (1985 - $20,287) of 
nnomzation of deferred loan fees. 

9 Bank Debentures As at October 31 

(S in thousands) Redeemable at the 
Interest Date option of the Denominated 

Rate Maturing Bank beginning in US. f 1985 1% 

Series A 
Series C 
Series 3 
Series 4 
Series 5 (1) 
Series 6 
Series 7 
Series 8 
Series 9 
Series 10 

April, 1992 
February, 1987 

April, 1989 
August, 1991 

December, 1990 
October, 1991 

December, 1991 
July, 1994 

April, 19% 
July, 1998 

April, 1986 
February, 1983 

April, 1984 
August, 1984 

December, 1985 
October, 1988 

December, 1987 
- 

April, 1989 
July, 1991 

'floanngravdeboltures mrernr ntcrucld rsarar Octoher 31, 1986 Sent- 5 - 5 25% 
Mnunum ram of mvrm on the floamp. rare n o w  arc x follow (me h - 5 25% - 
Series 3 -No minimum rate 
Series4-n 

All debentures are direct unrrmred ohlieations of the Bank and are 
suborduud m right of paymrnr ro th;clam\ of dqmuron md 
u r u m  othff credrton. In mordancr mth the formula ~rrmkd 
in the Bank Act, the Bank has the capacity, ar of ~ o & i b e r  1, 
1986, to iaue an additional $131.2 million of dcbenrurrs. 

The "ggregate sinking fund ohbtions and maturities of the Bank's 
debentures as at October 31.1986 are ar follows: 

kies9-5% 
Series 10- 6.05% 

(I in thousands) 

(1) The Bvlk has giwn notice of its intention to r e d m  all of the in debentures marurine in 1991 with a correrpondmg in- in 
ouatari&Q FioiqKTteUhbenturk, k i e i  5 on Ik&ba 22, debentures manuing in 1987. Additionally, the Bank's debt 
1986. iswing capacity would be inaeavd to $270.3 million of 

If effected, the [rwaction would cause a reduction of $139,080 debenrum. 



- - 

10 Changes in Capital and Coatingency Reserves 
For the year ended October 31 

The following table provides a summary of the 
increase in the Bank's Capital and Contingency 
Reserves. 

($ in thousands) 
Balance at beginning of year 
Increases due to: 

Net income 
Unrealized gain on translation of net investme.nt 

in foreign operations net of applicable tax 
Reduction of income taxes due to transfer fiom Retained 

Earnings to Appropriations for Contingencies 
Excess (deficiency) of Provision for Loan Losses charged 

to income over Loan Loss Experience for the year 
Tax effect on subsidiaries' portion of above excess 

(deficiency) 
Shareholder dlvidend reinvestment and share purchase plan 
Stock dividend program 
Exercise of Class A Preferred Shares- Series 2 Warrants 
Conversion of Bank of Montreal Mortgage Corporation 

Exchangeable Debentures 

Deduct: 
Dividends - Common shares 

-Preferred shares 

Balance at end o t  year 

Share Capital 
As at October 31 

Authorized 

200,000,000 Common Shares without par value. 12,500,000 Class B Preferred Shares without par 
The aggregate consideration for aU value, issuable in series. The aggregate 
common shares shall not exceed consideration for all Class B shares shall 
$5.5 b i o n .  not exceed $250 million. These shares 

may be issued in foreign currencies. 
50,000,000 Class A Preferred Shares without par 

value, issuable in series. The aggregate 
consideration for all Class A shares 
shall not exceed f 1 biion. 



(3) Annual minimum cumulative dividend of $2.125 per h e .  
Afm February 23,1989 each Series 3 Preferred Share is 
entirled toa minimum q u m l y  dividend equal to thegreater of 
$0.53125 per share or one quarter of 75% of the Bank's average 
prime rate (as defined) times $25.00. The Series 3 preferred 
shares are redeemable from F e w  1,1989 to January 31, 
190 a $26.00 per share, and th~eafter at & h g  price. 

(4) Includes $922144 of Contributed Surplus transferred to 
Common Shares on March 7.1985. 

(5) The holders of the $95,656 exchangeable debentures (see note 7) 
of Bank of Monud  Mortgage Corporation due Septemba 8, 
1991 m d y  have the right to exchange the debentures for 
common rhars of the Bank at a price of 83.00 per common 
share. S i  September 8,1986, Bank of Monueal Mortgage 
Carporation has had the right to redeem the debennus at 
M i  premium, und maturity If prior to September 8. 
1991 the Bankls common h a  have traded at a weghted 
avenge price at or in excess of 134.65 for a period of 20 
conxcutive uading days, the Bank has the right m exchange 
the debentures for common s h e s  of the Eka& at $31.35 per 
common share. 

As at October 31,1986, Common Shares were 
reserved for possible issuance in respect of the 
following: 

Number 
of Shares 

Shareholder Dividend Reinvestment and Share 
Purchase Plan and Stock Dividend Program 

Convertible Class A Preferred Shares Series 1 
Exercise of Common Share Purchase Warrants 

attached to Class A Preferred Shares Series 2 
Bank of Montreal Mortgage Corporation 

Exchangeable Debentures 

12 Loan Losses For the year ended October 31 
(d in thousands) 

The provision for loan losses of $520,583 prescribed by the Minister of Finance. Actual 
(1985- 8428,500) in the Consolidated Statement loan loss experience of $604,682 (1985 - $329,680) 
of Income is based on the five year averaging formula is charged to Appropriations for Contingencies. 



13 Income Taxes 
For the year ended October 31 

- - -- - ~p 

The Provision for Income Taxes recorded in the and losses on liabilities and forward exchange 
Consolidated Statement of Income represents taxes contracts used to hedge the investments in foreign 
applicable to the income reported therein. The branches, subsidiaries and associated corporations. 
credit for Income Taxes recorded in Retained These items are recorded directly in retained 
Earnings represents the income tax effect of gains earnings. 

1985 

(Sin thousands) 
Provision for Income Taxes 

Statement of Income 
Current 
Deferred 

Statement of Retained Earnings 
-- .&'- . ..--. ........... 

Deferred taxes result &om timige differences in the 
~ 

~~ ~~ 

1985 1986 
~~~ -~ 

~ ~ 
~~~~ ~ - -  

1*>*-rmrrin_s%5;rr;rr; et.2 r.%L-X.--- PZr~ XZY 2!!5 
. . - . .  . . 7 

.. ~. . --- * : * ..... .-..... .-!L 
- . - - - - . $(iz,y,q &rence~and the &stfeci ofeach were as fonows: b* 56337) 

Other 20,731 7 3 3  
- 

$(102,168) t 1.026 
. . . . .  ............ ? . .  = . ~-~ - ~~ . . . . .  

, < ~  .*+ce.e *- >: ~ : '>--L~:L:, .... 
E<e2 *:s.p*y-e- L--4-*- .- %-=-- z ~ a E ~ ; ~ ~ ~ ~ > 2 : ~ z * ~ * ~ L - ~ . : ~ + : : = ~ = ~ . ~  .x:.y- 

Collsolidated Statement of Income 2 lower than tht income is exempt from tax or G i n c o m e  is 
amounts that would be computed by applying the taxed at other than the combined Canadian Federal 
combined Canadian Federal and Provincial statutory and Provincial statutory income tax rate. 
income tax rate. 



Combined Canadian Federal and Provincial statutory 
income tax rate 

Increase (Decrease) in rate resulting from: 
Tax-exempt income from Canadian securities, 

primarily income debentures, preferred shares and 
small business development bonds 

Lower income tax rate applicable to income of 
foreign subsidiaries 

Other 

Net income per common share has been calculated 
using the dady average of common shares out- 
standing. For the year ended October 31, 1986 
this average was 79,981,715 (1985-75,193,290). 
Fully diluted net income per common share was 
$3.59 (1985-$3.64) and has been calculated as if: 
(a) all outstanding Class A Convertible Preferred 
Shares- Series 1 had been converted into common 
shares at the beginning of the year, (b) all outstandmg 

Class A Preferred Shares- Series 2 had been 
converted into common shares at the beginning 
of the year with the exercise of a Warrant, (c) all 
the remaining Series 2 Warrants had been exercised 
for common shares, and (d) assets at the current 
rate of leverage had been generated from the 
foregoing conversions, upon which earnings were 
imputed using the current rate of return on 
total assets. 

15 Commitments and Contingencies 
As at October 31 

- - - p~ - -- 

In the normal course of business, there are credit and guarantees, the amounts of which are 
various outstanding commitments and contingent disclosed below. In the opinion of management, 
liabilities such as commitments to extend credit, there are no material commitments or contingencies 
foreign exchange contracts and financial futures which represent unusual risk and no material losses 
contracts which properly are not reflected in the are anticipated as a result of these transactions. 
financial statements. These also include letters of 

($ in thousands) 
Guarantees 
Letters of credit 



16 Pension Funds For the year ended October 31 
($ in thousands) 

The Pension Fund Society of Bank of Montreal is 
the Bank's principal pension plan in Canada, while 
a number of smaller plans provide pensions to 
executives and to other employees in other parts 
of the world. These plans are generally non- 
contributory, with the Bank responsible for 
contributions to adequately fund the plans. The 
Bank has established the Pension Advisory 
Committee of the Board of Directors to provide 
.~~&~~>*q~.~~eses&ac~~*~,<~@A&2+&&.~"z-&5 
- . - -  ~ ~ 

....~~2 - L  ~ ~ ~~ ~ .... .... ,.. ! :._-..: ---.- .,. . ,.. .~ .... .!.., . .. . . ..... . . . .. . , .... .... .. . .. . .. . . ~ ~ 

In the Pension Fund Society of Bank of Montreal 
the Bank uses the accrued benefit actuarial 
method and best estimate assumptions in valuing 
pension obligations. Pension plan assets are valued 

17 Lease Commitments 
As at October 31 

at market values. Based on the most recent actuarial 
valuations dated October 31,1985, pension plan 
assets were $638,517 and contractual pension plan 
obligations were $498,200. Experience gains/losses 
and amounts arising as a result of changes in 
assumptions and plan initiation or amendments are 
amortiid over the expected remaining service life 
of the employee group. 

i&*&&. Lq:cacaTK-3:eI &~i&m3:$;*:p5~+~i7~f..~ - . - . -  . . . . . .. . . .  p~ 
,pg &?><B,j z:zpA&-> y; zG&.:: -e----L--% 

u 
.... ,...-...,. 

of experience gainsAosses and amounts arising 
as a result of assumptions and plan changes, currenr 
service cost, interest revenue/expense on plan assets 
and pension obligations and Bank contributions to 
the Canada and Quebec Pension Plans. 

Annual contractual rental commitments of more Annual 
than $25,000 on leased buildings and equipment ($ in thousands) Commitments 
are as follows: 

1987 $ 75,762 
1988 68,304 

18 Legal proceedings 
As at October 31 

Management considers that the aggregate liability outstanding against the Bank and its subsidiaries 
w h j c h m a y r d f h  ~ ~ j w l p g ~ I p z m ~ e d ~ s  ?dnot&m2&~2.? 



DomertidInternational Segmented Data 19 Domestic operations represents the E u s i n e s s  
booked in Canada as transacted in a variety of 
currencies regardless of the residency of the 
customer. International Operations represents 

c ~ ~ ~ e - e ~ c . c . c c ~ ~ a 1 i i i - r 4 ~ ~ ~ ~ - ~ ~ ~  - 
- . ~  -=..  ~~~~ -~ 

less of Mency or residency of the Gtomer. 
However, transactions on international money 
markets are deemed to be International even if 
booked in Canada. 

In order to segment Domestic and International 
results, it is neceaary to make certain allocations. 
The capital funds of the Bank are allocated based 
upon relative average assets. Any remaining excess 
or s h o d  of assets in comparison with liabilities 
aat8&dfim&&md4d as-tom 
funded by the other s e t  at the marw cost o i  
funds. Corporate expenses are allocated based upon 
the relative amounts of non-interest expellses of 
each segment. 

Domestic International Total 

($ in millions) 
Net interest income S 1,190 
Provision for loan loses 231 

959 
Other income 431 - 

1,390 
Non-interest expense 1,216 

174 
Income taxes 24 

150 
Minority interest 4 

Net income S 146 S 137 f 193 S 216 $ 339 S 353 

Aver* total assets $40,427 $45,239 639,037 541,522 $79,464 $06,761 

Return on average 
total assea 0.36% 0.304, 0.4% 0.52% 0.43% 0.41% 

The only foreign country from which more than income was Cdn. S 1,671 in 1986 (1985- Cdn. 
10% of the Bank's consolidated interest income S 1,849). 
was derived was the United States, where interest 



The consolidated statements of Bank of Montreal 
have been prepared by, and are the responsibility 
of, the Bank's management. The presentation and 
information provided therein have been prepared 
in accordance with the provisions of the Bank Act 
and related regulations and rules issued by the 
Inspeaor General of Banks, which correspond to 
generally accepted accounting principles except 
as noted within the annual financial statements. 
The financial statements necffsanly include amounts 
based on informed judgements and estimates of the 
expected effects of current events and transactions 
with appropriate consideration to materiality. 
The financial information presented elsewhere in 
the Annual Report is consistent with that in the 
financial statements. 

In meeting its responsibility for the reliability of 
financial data, management relies on comprehensive 
internal accounting, operating and system controls. 
The Bank's overall controls include an organizational 

accountability for assets, and that assets are safe- 
guarded against unauthorized use or disposition. 

The Board of Directors oversees management's 
responsibilities for financial statements through the 
Audit Committee, which is composed solely of 
directors who are not otlicers or employees of the 
Bank. 

The Shareholders' Auditors and the Bank's Chief 
Auditor have full and free access to the Audit 
Committee to discuss audit, financial reporting and 
related matters. - W i a m  D. MulhoUand 

Chairman and - 
-n-? 

-. .. .. 
~~~ -~ - - 

respo-nscbhes, delegation of authority and personal 
accountabilitv. written communication of uolicies , , . 
and procedures of corporate conduct throughout 
the Bank, and careful selection and training of 
personnel; the regular updating and application 
of written accounting and administrative policies 
and procedures necessary to ensure adequate internal 
control over transactions, assets and records; as 
well as a continued program of extensive internal 
audit covering all aspects of the Bank's operations. 
These controls are designed to provide reasonable 
assurance that financial records are reliable for 
preparing financial statements and maintaining 

Grant L. Reuber 
President and 
Chief Operating OAicer 

Keith 0 .  Dorricott 
Executive Vice-president and 
Chief Financial Officer 

November 25,1986 



We have examined the consolidated statement of In our opinion, these consolidated financial 
~ ~~~ -..- - * = . = ~ ~ ~  = ~~~ -~ - ~ = , - ~  ~ ~~~~~ ~ - ~ . ~~~ 

as*& and habut~es of  am o r ~ o n i i e ; ~  as at stat~etnerits preSenrfartlytiieimanna~ pusinvn-v; 
October 31,1986 and the consolidated statements Bank of Montreal as at October 31,1986 and the 
of income, appropriations for conhngencies and results of its operations for the year then ended 
changes in shareholders' equity for the year then in accordance with prescribed accounting principles 
ended. Our examination was made in accordance applied on a basis consistent with that of the 
with generally accepted auditing standards, and preceding year. 
accordingly included such tests and other procedures 
as we considered necessary in the circumstances. 

Peat, Marwick, Mitchell & Co. 
Chartered Accountants 

Touche Ross & Co. 
Chartered Accountants 

Montreal, November 25,1986 



Capital Stock Stock Prices 

At October 31,1986, the Bank had four types of The following table sets forth the high and low 
shares outstanding: Class A Convertible Preferred closing sale prices on the Toronto Stock Exchange 
Shares Series 1, Class A Preferred Shares Series 2, of the common shares of the Bank for the 
Class A Preferred Shares Series 3, and common periods indicated: 
shares. The Class A Preferred Shares Series 1 pay 
cumulative preferred dividends at an annual rate of Year High Low Volume 

$2.85 per share and are convertible at the option 1982 26.75 17.00 10,990,400 
of the holder at any time prior to May 26,1991 1983 33.625 24.75 12,373,774 
on a one-for-one basis (subject to adjustment for 19&1 28.375 21.375 16,740,700 
certain events). The Class A Preferred Shares 1985 31.50 23.25 21,758,400 
Series 2 pay cumulative preferred d i v i d e n ~ a ~ , ~ a n _ _ _ ~ _ ~ ~ 2 a ~ E 3 ~ = ~ ~ ~ ~ ~ r ~ ~ ~ ~ z ~ ~ ~ z ~ - - = 2 ' . = ? ! ~ ? = ~ :  

- - ~  - - - .  -~ -~ - - . , . ~ ~  ,F~&$+*~: <>;~=?::;-;~ : :+: .?%: .- ::: r:.:zrL:=~-?L &= . . rm.-- ~~ ~ ----.. 

issue of the Class A Preferred Shares Series 2, the 
Bank issued common share purchase warrants 
entitling the holders to purchase common shares at 
@3imyt.r shxe up ru-"ece~& t.T5,1gK %, 

~~ 

Class A Preferred Shares Series 3 pay cumulative 
preferred dividends at an annual rate of $2.125 until 
February 23,1989, thereafter, the quarterly dividend 
shaU be the greater of $0.53125 per share or an 
amount determined by applying one quarter of 
75% of the Bank's average Prime Rate for stated 
periods to $25. 

Listing of Stock 

The common shares of the Bank are listed on the 
Montreal, Toronto, Winnipeg, Alberta and 
Vancouver stock exchanges in Canada and The 
Stock Exchange, London, England. The shares list 
under the following stock symbols on Canadian 
exchanges: "BMO" for the common stock, 
"BMOU" for the Convertible Class A Preferred 
Shares Series 1, "RMOX" for the Class A Preferred 
Shares Series 2, and "BMOC" for the Class A 
Preferred Shares Series 3. 

Transfer Agent and Registrar 
The principal transfer agent for both the common 
adarG&&h~~ &ba .&&is Tke&qdTrsr 
Company at its principal offim in Halifax, 
Montreal, Toronto, W i p e g ,  Regina, Calgary and 
Vancouver. The Royal Trust Company also acts 
as registrar for these shares. 

Dividends 
Dividends paid on the common shares of the Bank 
over the past five years are shown in the fouowing 
table: 

Year Ended Oct. 31 
1982 1983 1984 1985 1986 

Dividends paid per 
common share $1.95 $1.96 $1.96 $1.96 $1.96 

Dividend Options 
Shareholders of Bank of Montreal may choose &om 
several dividend options includmg: 

Shareholder Dividend Reinvestment 
and Share Purchase Plan 

Stock Dividend Program 
Electronic Funds Transfer Service 



Shareholder Dividend Reinvestment and Share 
Purchase Plan 
The Shareholder Dividend Reinvestment and Share 
Purchase Plan provides a means for holders of 
record ofcommon shares or Class A Preferred Shares 
Series 1, Series 2 or Series 3, resident in Canada, 
to reinvest cash dividends in new common shares 
of the Bank at a purchase price of 95% of the 
average market price, without the payment of any 
commissions or service charges. Shareholders may 
also purchase additional common shares of the Bank 
at 100% of the average market price by making 
optional cash payments of up to $40,000 per annuk, 
whether or not dividends on shares are being 
~~~ - . -. . . . .- . -. . . .~. . . . 

- ~ - 

Stock Dividend Program 
The Stock Dividend Program provides a means 
for holders of record of at least 100 common shares 
or 100 Class A Preferred Shares Series 1, Series 2 or 
Series 3 to acquire common shares of the Bank at 
95% of the average market price by electing that 
dividends be paid by the issue of common shares 
of the Bank having a value substantially equivalent 
to the cash dividend otherwise payable. 

Electronic Funds Trader Service 

Shareholders not wishing to participate in the 
Shareholder Dividend Reinvestment and Share 
Purchase Plan or the Stock Dividend Program may 
choose to have dividends deposited directly to an 
account in any financial institution which provides 
&*~~2~&3&&42&1x-  

Details of the dividend options and enrolment 
~ ~ ~~ ~ 

- - *b:m'--~y~ae oDtmm'=~- ma y c o n t a e  1 nc nuya 
Trust Company, Corporate Trust Division, 
630 Dorchester Boulevard West, Montreal, 

~r.--v.-.c.~-.7.~ &&& =>= :==. - 

Restraints on Bank Shares Under the 1980 Bank Act 

The Bank Act contains restrictions on the ownership 
of shares of the Bank. These restrictions limit 
ownership of shares by all non-residents to a 
maximum of 25% of any class of shares. These 
restrictions also do not allow any individual to own 
more than 10% of any class of shares and prohibit 
ownership of the Bank's shares by Canadian or 
foreign governments. 

Distribution of Shareholders 
The following table indicates the distribution of 
common shareholders by country of residence at 
October 31,1986: 

Shareholders . . 
. - Shareholders 

Canada 98.2% 
United States 0.8 
Other 1 .O 

Copies of A n n d  Report 

Additional copies of this Annual Report may be 
obtained by contacting the Bank's Public Affairs 
Department, P.O. Box 6002, Place d ' h e s ,  
Montreal, Quebec H2Y 3S8, or to Public mairs, 
1 First Canadian Place, Toronto, Ontario M5X MI; 
or to the divisional headquarters nearest you. 

For other shareholder information, please write to 
the Secretary of the Bank, Head OAice, P.O. Box 
6432. Place d!Armes. Montreal. Ouebec H2Y 3S8. 
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