NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 25: Commitments, Guarantees, Pledged Assets, Provisions and Contingent Liabilities
In the normal course of business, we enter into a variety of contracts under which we may be required to make payments to reimburse a
counterparty for a loss if a third party does not perform according to the terms of a contract or does not make payments when due under the terms
of a debt instrument, and contracts under which we provide indirect guarantees of the indebtedness of another party, all of which are considered
guarantees.
Guarantees that qualify as derivatives are accounted for in accordance with the policy for derivative instruments (see Note 8). For guarantees
that do not qualify as derivatives, the liability is initially recorded at fair value, which is generally the fee received. Subsequently, guarantees are
recorded at the higher of the initial fair value, less amortization to recognize any fee income earned over the period, and the best estimate of the
amount required to settle the obligation. Any change in the liability is reported in our Consolidated Statement of Income.
We enter into a variety of commitments, including off-balance sheet credit instruments such as backstop liquidity facilities, securities lending,
letters of credit, credit default swaps and commitments to extend credit, as a method of meeting the financial needs of our customers. These
commitments include contracts where we may be required to make payments to a counterparty, based on changes in the value of an asset, liability
or equity security that the counterparty holds, due to changes in an underlying interest rate, foreign exchange rate or other variable. The contractual
amount of our commitments represents our maximum undiscounted potential exposure, before possible recoveries under recourse and collateral
provisions. Collateral requirements for these instruments are consistent with collateral requirements for loans.
A large majority of these commitments expire without being drawn upon. As a result, the total contractual amounts may not be representative of
the funding likely to be required for these commitments.
We strive to limit credit risk by dealing only with counterparties that we believe are creditworthy, and we manage our credit risk for these
instruments using the same credit risk process that is applied to loans and other credit assets.
The maximum amount payable related to our various commitments is as follows:
(Canadian $ in millions)

Financial Guarantees
Standby letters of credit
Credit default swaps (1)
Other Credit Instruments
Backstop liquidity facilities
Securities lending
Documentary and commercial letters of credit
Commitments to extend credit (2)
Other commitments
Total

2017

2016

18,126
448

16,853
981

5,044
5,336
1,030
122,881
4,329

5,776
6,022
1,135
121,499
4,379

157,194

156,645

(1) The fair value of the related derivatives included in our Consolidated Balance Sheet was $6 million as at October 31, 2017 ($7 million in 2016).
(2) Commitments to extend credit exclude personal lines of credit and credit cards that are unconditionally cancellable at our discretion.

Financial Guarantees
Standby letters of credit represent our obligation to make payments to third parties on behalf of customers if they are unable to make the required
payments or meet other contractual requirements. The majority have a term of one year or less. Collateral requirements for standby letters of credit
and guarantees are consistent with our collateral requirements for loans. Standby letters of credit and guarantees include our guarantee of a
subsidiary’s debt directly provided to a third party.
Written credit default swaps require us to compensate a counterparty following the occurrence of a credit event in relation to a specified
reference obligation, such as a bond or a loan. The terms of these contracts range from less than one year to 10 years. Refer to Note 8 for details.

Notes

Other Credit Instruments
Backstop liquidity facilities are provided to asset-backed commercial paper (“ABCP”) programs administered by either us or third parties as an
alternative source of financing in the event that such programs are unable to access ABCP markets or when predetermined performance measures of
the financial assets held by these programs are not met. The terms of the backstop liquidity facilities do not require us to advance money to these
programs in the event of insolvency of the borrower. The facilities’ terms are generally no longer than one year, but can be several years.
We lend eligible customers’ securities to third-party borrowers who have been evaluated for credit risk using the same credit risk process that is
applied to loans and other credit assets. In connection with these activities, we may provide indemnification to clients against losses resulting from
the failure of the borrower to return loaned securities when due. All borrowings are fully collateralized with cash or marketable securities. As
securities are loaned, we require borrowers to maintain collateral which is equal to or in excess of 100% of the fair value of the securities borrowed.
The collateral is revalued on a daily basis.
Documentary and commercial letters of credit represent our agreement to honour drafts presented by a third party upon completion of specific
activities.
Commitments to extend credit represent our commitment to our customers to grant them credit in the form of loans or other financings for
specific amounts and maturities, subject to their meeting certain conditions.
As a participant in merchant banking activities, we enter into commitments to fund external private equity funds and investments in equity and
debt securities at market value at the time the commitments are drawn. In addition, we act as underwriter for certain new issuances under which we,
alone or together with a syndicate of financial institutions, purchase the new issue for resale to investors.

Indemnification Agreements
In the normal course of operations, we enter into various agreements that provide general indemnifications. These indemnifications typically occur in
connection with sales of assets, securities offerings, service contracts, membership agreements, clearing arrangements, derivative contracts and
leasing transactions. Based on historical experience, we expect the risk of loss to be remote.
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Exchange and Clearinghouse Guarantees
We are a member of several securities and futures exchanges and central counterparties. Membership in certain of these organizations may require
us to pay a pro rata share of the losses incurred by the organization in the event of default of another member. It is difficult to estimate our
maximum exposure under these membership agreements, since this would require an assessment of future claims that may be made against us that
have not yet occurred. Based on historical experience, we expect the risk of loss to be remote.

Pledged Assets
In the normal course of business, we pledge assets as security for various liabilities that we incur.
The following tables summarize our pledged assets and collateral, and the activities to which they relate:
(Canadian $ in millions)

Bank Assets
Cash and securities (1)
Issued or guaranteed by the Government of Canada
Issued or guaranteed by a Canadian province, municipality or school corporation
Other
Mortgages, securities borrowed or purchased under resale agreements and other

(Canadian $ in millions)

Assets pledged in relation to:
Central counterparties, payment systems and depositories
Foreign governments and central banks
Obligations related to securities sold under repurchase agreements
Securities borrowing and lending
Derivatives transactions
Securitization
Covered bonds
Other
Total pledged assets and collateral (1)

2017

2016

7,440
6,170
51,848
99,474

7,502
6,018
52,164
82,667

164,932

148,351

2017

2016

1,757
3
42,450
51,120
2,471
27,632
24,983
14,516

1,518
3
29,014
49,218
7,818
26,530
20,285
13,965

164,932

148,351

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

Collateral
When entering into trading activities such as purchases under resale agreements, securities borrowing and lending activities or financing for certain
derivative transactions, we require our counterparties to provide us with collateral that will protect us from losses in the event of their default.
Collateral transactions (received or pledged) are typically conducted under terms that are usual and customary in standard trading activities. If there is
no default, the securities or their equivalents must be returned to or returned by the counterparty at the end of the contract.
The fair value of counterparty collateral that we are permitted to sell or repledge (in the absence of default by the owner of the collateral) was
$118,324 million as at October 31, 2017 ($115,895 million as at October 31, 2016). The fair value of collateral that we have sold or repledged was
$76,909 million as at October 31, 2017 ($67,917 million as at October 31, 2016).

Lease Commitments
We have entered into a number of non-cancellable leases for premises and equipment. Our computer and software leases are typically fixed for one
term and our premises leases have various renewal options and rights. Our total contractual rental commitments as at October 31, 2017 were
$2,433 million. The commitments for each of the next five years and thereafter are $360 million for 2018, $329 million for 2019, $291 million for
2020, $232 million for 2021, $189 million for 2022 and $1,032 million thereafter. Included in these amounts are commitments related to 1,045
leased branch locations as at October 31, 2017.

Provisions and Contingent Liabilities
Provisions are recognized when we have a legal or constructive obligation as a result of past events, such as contractual commitments, legal or other
obligations where we can reliably estimate the obligation, and it is probable we will be required to settle the obligation. We recognize as a provision
the best estimate of the amount required to settle the obligations as of the balance sheet date, taking into account the risks and uncertainties
surrounding the obligations.
Changes in the provision balance during the year were as follows:
(Canadian $ in millions)

Balance at end of year (1)

2017

2016

268
153
(172)
(75)
(4)

211
274
(185)
(34)
2

170

268

(1) Balance included severance obligations, restructuring charges and legal provisions.

Contingent liabilities are potential obligations arising from past events, the existence of which will only be confirmed by the occurrence or nonoccurrence of one or more future events not wholly within our control and are not included in the table above.
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Notes

Balance at beginning of year
Additional provisions/increase in provisions
Provisions utilized
Amounts reversed
Exchange differences and other movements

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Legal Proceedings
The bank and its subsidiaries are party to legal proceedings, including regulatory investigations, in the ordinary course of business. While there is
inherent difficulty in predicting the outcome of these proceedings, management does not expect the outcome of any of these proceedings,
individually or in the aggregate, to have a material adverse effect on the consolidated financial position or the results of operations of the bank.
BMO Nesbitt Burns Inc., an indirect subsidiary of the bank, has been named as a defendant in several individual actions and proposed class
actions in Canada and the United States brought on behalf of shareholders of Bre-X Minerals Ltd. Many of the actions have been resolved as to BMO
Nesbitt Burns Inc., including two during the year ended October 31, 2010. Management believes that there are strong defences to the remaining
claims and will vigorously defend them.

Note 26: Operating and Geographic Segmentation
Operating Groups
We conduct our business through three operating groups, each of which has a distinct mandate. We determine our operating groups based on our
management structure and therefore these groups, and the results attributed to them, may not be comparable with those of other financial services
companies. We evaluate the performance of our groups using reported and adjusted measures such as net income, revenue growth, return on equity,
and non-interest expense-to-revenue (productivity) ratio, as well as operating leverage.

Personal and Commercial Banking
Personal and Commercial Banking (“P&C”) is comprised of two operating segments: Canadian Personal and Commercial Banking and U.S. Personal and
Commercial Banking.

Canadian Personal and Commercial Banking
Canadian Personal and Commercial Banking (“Canadian P&C”) provides a full range of financial products and services to eight million customers.
Personal Banking provides financial solutions for everyday banking, financing, investing, credit card and creditor insurance needs. Commercial Banking
provides our small business and commercial banking customers with a broad suite of integrated commercial and capital markets products, as well as
financial advisory services.
U.S. Personal and Commercial Banking
U.S. Personal and Commercial Banking (“U.S. P&C”) offers a broad range of products and services. Our retail and small and mid-sized business banking
customers are served through our branches, contact centres, online and mobile banking platforms and automated banking machines across eight
states. Our commercial banking customers are offered in-depth specific industry knowledge, as well as strategic capital markets solutions.

Wealth Management
BMO’s group of wealth management businesses serves a full range of client segments from mainstream to ultra high net worth and institutional,
with a broad offering of wealth management products and services, including insurance products. Wealth Management (“WM”) is a global business
with an active presence in markets across Canada, the United States, Europe and Asia.

BMO Capital Markets
BMO Capital Markets (“BMO CM”) is a North American-based financial services provider offering a complete range of products and services to
corporate, institutional and government clients. Through our Investment and Corporate Banking and Trading Products lines of business, we operate in
30 locations around the world, including 16 offices in North America.

Notes

Corporate Services
Corporate Services consists of Corporate Support Areas (“CSAs”), including Technology and Operations (“T&O”). CSAs provide enterprise-wide expertise
and governance support in a variety of areas, including strategic planning, risk management, finance, legal and regulatory compliance, marketing,
communications and human resources. T&O manages, maintains and provides governance over information technology, operations services, real
estate and procurement for the bank.
The costs of these CSAs and T&O services are largely transferred to the three client operating groups (P&C, WM and BMO CM), with remaining
related amounts retained in Corporate Services results. As such, Corporate Services operating results largely reflect the impact of residual treasury and
asset liability management activities, the elimination of taxable equivalent adjustments, the results from certain impaired real estate secured assets,
certain purchased loan accounting impacts, residual unallocated expenses, certain acquisition integration costs, restructuring costs and adjustments to
the collective allowance for credit losses.
Corporate Services results prior to 2016 reflected certain items in respect of the loan portfolio purchased in 2011, including recognition of the
reduction in the credit mark that is reflected in net interest income over the term of the purchased loans and provisions and recoveries of credit
losses on the purchased loan portfolio. Beginning in the first quarter of 2016, the reduction in the credit mark that is reflected in net interest income
and the provision for credit losses on the purchased performing loan portfolio are being recognized in U.S. P&C, consistent with the accounting for the
acquisition of BMO TF, and given that these amounts have reduced substantially in size. Results for prior periods have not been reclassified.
Recoveries or provisions on the purchased credit impaired loan portfolio acquired in 2011 continue to be recognized in Corporate Services. Purchased
loan accounting impacts related to BMO TF are recognized in U.S. P&C. Also effective in the first quarter of 2016, income from equity investments has
been reclassified from net interest income to non-interest revenue in Canadian P&C, Wealth Management and Corporate Services, and results from
prior periods have been reclassified.

Basis of Presentation
The results of these operating groups are based on our internal financial reporting systems. The accounting policies used in these segments are
generally consistent with those followed in the preparation of our consolidated financial statements, as disclosed in Note 1 and throughout the
consolidated financial statements. Income taxes presented below may not be reflective of taxes paid in each jurisdiction where we operate. Income
taxes are generally applied to each segment based on a statutory tax rate and may be adjusted for items and activities specific to each segment. A
notable accounting measurement difference is the taxable equivalent basis adjustment as described below.
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