NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For performing loans with revolving terms, the incurred and future credit marks are amortized into net interest income on a straight-line basis
over the contractual terms of the loans. The impact on net interest income of such amortization for the year ended October 31, 2017 was $4 million
($5 million in 2016 and $15 million in 2015).
As performing loans are repaid, the related unamortized credit mark remaining is recorded as net interest income during the period in which the
payments are received. The impact on net interest income of such repayments for the year ended October 31, 2017 was $39 million ($41 million in
2016 and $62 million in 2015).
For all performing loans, the interest rate premium is amortized into net interest income over the expected life of the loan using the effective
interest rate method. The impact to net interest income of amortization and repayments for the year ended October 31, 2017 was an expense of
$40 million ($53 million in 2016 and $51 million in 2015).
Actual specific provisions for credit losses related to these performing loans are recorded as they arise in a manner that is consistent with our
policy for loans we originate. The total specific provision for credit losses for purchased performing loans for the year ended October 31, 2017 was
$72 million ($32 million in 2016 and $5 million in 2015).
As at October 31, 2017, the amount of purchased performing loans remaining on the balance sheet was $5,973 million ($9,415 million in 2016).
As at October 31, 2017, the credit mark remaining on performing term loans and revolving loans was $151 million and $45 million, respectively
($226 million and $57 million in 2016). Of the total credit mark for performing loans of $196 million, $110 million represents the credit mark that will
be amortized over the remaining life of the portfolio. The remaining balance of $86 million represents the incurred credit mark and will be
remeasured each reporting period.
Purchased Credit Impaired Loans
Subsequent to the acquisition date, we regularly re-evaluate the cash flows we expect to collect on the PCI loans. Increases in expected cash flows
result in a recovery in the specific provision for credit losses and either a reduction in any previously recorded allowance for credit losses or, if no
allowance exists, an increase in the current carrying value of the PCI loans. Decreases in expected cash flows will result in a charge to the specific
provision for credit losses and an increase in the allowance for credit losses. The impact of these evaluations for the year ended October 31, 2017
was a $1 million recovery in the specific provision for credit losses ($58 million recovery in 2016 and $86 million recovery in 2015).
As at October 31, 2017, the amount of PCI loans remaining on the balance sheet was $187 million ($275 million in 2016). As at October 31,
2017, the remaining credit mark related to PCI loans was $nil ($3 million in 2016).

FDIC Covered Loans
Certain acquired loans are subject to a loss share agreement with the Federal Deposit Insurance Corporation (“FDIC”). Under this agreement, the FDIC
reimburses us for 80% of the net losses we incur on the covered loans.
We recorded net provisions of $2 million for the year ended October 31, 2017 (net recoveries of $25 million in 2016 and net provisions of
$36 million in 2015). These amounts are net of the amounts expected to be reimbursed by the FDIC.

Note 5: Risk Management
We have an enterprise-wide approach to the identification, measurement, monitoring and control of risks faced across our organization. The key risks
related to our financial instruments are classified as credit and counterparty, market, and liquidity and funding risk.

Credit and Counterparty Risk
Credit and counterparty risk is the potential for loss due to the failure of a borrower, endorser, guarantor or counterparty to repay a loan or honour
another predetermined financial obligation. Credit risk arises predominantly with respect to loans, over-the-counter and centrally cleared derivatives
and other credit instruments. This is the most significant measurable risk that we face.
Our risk management practices and key measures are disclosed in the text and tables presented in a blue-tinted font in the Enterprise-Wide Risk
Management section of Management’s Discussion and Analysis on pages 86 to 90 of this report. Additional information on credit risk related to loans
and derivatives is disclosed in Notes 4 and 8, respectively.

Market Risk
Market risk is the potential for adverse changes in the value of our assets and liabilities resulting from changes in market variables such as interest
rates, foreign exchange rates, equity and commodity prices and their implied volatilities, and credit spreads, and includes the risk of credit migration
and default in our trading book. We incur market risk in our trading and underwriting activities and in the management of structural market risk in our
banking and insurance activities.
Our market risk management practices and key measures are disclosed in the text and tables presented in a blue-tinted font in the EnterpriseWide Risk Management section of Management’s Discussion and Analysis on pages 94 to 98 of this report.

Notes

Liquidity and Funding Risk
Liquidity and funding risk is the potential for loss if we are unable to meet our financial commitments in a timely manner at reasonable prices as they
become due. It is our policy to ensure that sufficient liquid assets and funding capacity are available to meet financial commitments, including
liabilities to depositors and suppliers, and lending, investment and pledging commitments, even in times of stress. Managing liquidity and funding
risk is essential to maintaining a safe and sound enterprise, depositor confidence and earnings stability.
Our liquidity and funding risk management practices and key measures are disclosed in the text presented in a blue-tinted font in the EnterpriseWide Risk Management section of Management’s Discussion and Analysis on pages 99 to 103 of this report.
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