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Operating results up,
affected by specified items

HIGHLIGHTS FOR
“THE FIRST QUARTER OF 2009:

— Netincome of $69 million in the first quarter of 2009, compared to net
income of $255 million in the first quarter of 2008

— Diluted earnings per share of $0.36 in the first quarter, as against
diluted earnings per share of $1.58 in the correspondmg quarter of
2008

- Asset-backed commercial paper (ABCP) restructuring plan completed on
January 21,2009

~ An after-tax charge related to holding ABCP of $98 million

— An after-tax charge related to commitments to extend credit to clients
holding ABCP of $86 million

— Tier 1 capital ratio of 10.0% as at)anuary 31, 2009, compared to 9 4%
as at October 31,2008

(1) The financial reporting method is explained in detail on page 3.
A

MONTREAL, February 26, 2009 - National Bank today announced netincome
of $69 million for the first quarter of fiscal 2009, compared to net income of
$255 million in the first quarter of 2008. Diluted earnings per share stood
at $0.36, as against diluted earnings per share of $1.58 for the corresponding
quarter of 2008. Operating results were higher than in the first quarter of
2008, but charges attributable to the impact of ABCP affected net income.
These charges comprise the after-tax cost of holding ABCP of $98 million and
the after-tax loss related to commitments to extend credit to clients holding
ABCP of $86 million. In the first quarter of 2008, the Bank had recorded
an after-tax charge related to holding ABCP of $14 million and a gain of
$32 million on the sale of its subsidiary in Nassau. Excluding specified items,
netincome for the first quarterwas $253 million, up 7% from $237 million in
the first quarter of 2008, while diluted earnings per share were $1.51, up 3%
from the $1.46 in the corresponding quarter of 2008.
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HIGHLIGHTS EXCLUDING SPECIFIED ITEMS FOR
THE FIRST QUARTER OF 2009();

- Netincome of $253 million in the first quarter of 2009 up 7% from the
same period of 2008

-— Diluted earnings per share of $1.51 in the first quarter of 2009, up 3%

from $1.46 in the corresponding quarter of 2008
~ ' Return on equity of 19.3%

SUPP|

“The operating results for the first quarter of 2009 were up from the
corresponding quarter of 2008, primarily due to the good performance of
the Personal and Commercial and Financial Markets segments. The relatively
good performance of the Wealth Management segment is also worth noting,
given the current economic environment. In addition, the efforts with regard
to the ABCP restructuring have finally paid off, with the issuance of new
notes. This success is one of the few positive restructuring events in the
context of a global financial CI’ISIS,” stated Louis Vachon, President and
Chief Executive Offlcer

Financial Indicators

| Results excluding '
Results specified
(AN D Q1 2009 items(®
v 4 .
‘Growth in diluted earnings per share d\ (7N% - 3%
Return on common shareholders’ equity v 4.6 % 19.3%
- Tier 1 capital ratio 10.0 % 10.0%

Dividend payout ratio

43%

» (1) See “Financial Reporting Method” on page 3.




CAPITALMANAGEMENT

- Two series of first preferred shares were |ssued for total proceeds
of $315 million.

ADDITIONAL INFORMATION

Onilanuary‘ 21, 2‘00'9' 1l e Pan- Cana‘dién'anes'torS Committee for -

Third-Party Structured ABCP fi nalrzed the |mplementatlon ofits ABCP
restructurmg pla )
longer-term floating rate notes
tied to the maturities ofthe underlying assets. The Bank is currently
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: completmg the final steps to offer lmproved credrt fa
i Vcommercral and corporate’ chents holdmgt rd party ABCP

The.. ffected ABCP- was replaced by new,: ,
th maturities that are more closely, i

|

;

- Tier 1 capital ratio and total capitéﬁl ratio stood at 10.0%and 14.0%,

respectively, as at January 31, 2009, compared to 9.4% and 13.2%
as at October 31; 2008, under Basel ll.
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FINANCIAL
REPORTING METHOD

The Bank uses certain measurements that do not comply with generally accepted accounting principles (GAAP) to assess results. Securities regulators
require companies to caution readers that net earnings and any other measurements adjusted using non-GAAP criteria are not standard under GAAP
and cannot be easily compared with similar measurements used by other companies.

Financial Information

(unaudited) (millions of dollars) -
Notes Quarter ended

January 31,2009  January 31, 2008 %
Personal and Commercial : i 140 133 5
Wealth Management : : 32 39 (18)
Financial Markets . - 73 72 1
Other ’ : (176) . 11
Net income ' _ . : 69 255 73)
Plus: Charges related to holding ABCP 1 98 14
Plus: Charge related to commitments to extend credit to clients holding ABCP 2 86 -
Net income excluding the impact of ABCP . : 253 - 269 ©
Less: Gain on the sale of the Bank’s subsidiary in Nassau 3 = (32)
Net income excluding specified items . . 253 237 7
Diluted earnings per common share ‘ -1 036 $ . 1.58 7
Plus: Charges related to holding ABCP ' ' 1 0.61 0.08
Plus: Charge related to commitments to extend credit to clients holding ABCP : ) 2 0.54 -
Diluted earnings per common share excluding the impact of ABCP - i ] 1.51 $ 1.66 ©
Less: Gain on the sale of the Bank’s subsidiary in Nassau ' 3 ' - 0.20) ‘
Diluted earnings per common share excluding specified items - i $ 151§ 1.46 3
Return on common shareholders’ equity -

Including specified items 4.6% 22.9% °
Excluding specified items . 19.3% 21.3%

(1) During the quarter ended January 31, 2009, the following items, net of income taxes, were recognized related to ABCP: a loss on available for sale securities related to ABCP
of $129 million (2008: nil), a loss on economic hedge transactions of $1 million (2008: nil), interest received or receivable on ABCP held of $41 million (2008: nil), ABCP
financing costs of $7 million (2008: $13 million) and professional fees related to the ABCP file of $2 million (2008: $1 million).

(2) During the quarter ended January 31, 2009, an after tax provision for credit losses related to commitments to extend credit to clients holdmg ABCP of $86 million was
recorded (2008: nil).

(3) During the quarter ended January 31, 2008, the Bank recorded a net gain of $32 million on the sale of its sub5|dlary in Nassau, Bahamas
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Caution Regarding Forward-Looking Statements

From time to time, National Bank of Canada (the “Bank”) makes written and oral forward-looking statements, such as those contained in the “Major
Economic Trends and Challenges” section and under the heading “Medium-term objectives” in the “Overview” section of the 2008 Annual Report, in other
filings with Canadian securities regulators and in other communications, for the purpose of describing the economic environment in which the Bank will
operate during fiscal 2009 and the objectives it has set for itself for that period. All such statements are made pursuant to the “safe harbour” provisions of
Canadian and U.S. securities legislation. These forward-looking statements include, among others, statements with respect to the economy (particularly
the Canadian and American economies), market changes, observations regarding the Bank’s objectives and its strategies for achieving them, Bank
projected financial returns and certain risks faced by the Bank. These forward-looking statements are typically identified by future or conditional verbs or
“words such as “outlook,” “believe,” “anticipate,” “estimate,” “project,” expect,” “intend,” “plan,” and words and expressions of similar import.

By their very nature, such forward-looking statements require us to make assumptions and involve inherent risks and uncertainties, both general and
specific. Assumptions about the performance of the Canadian and U.S. economies in 2009 and how that will affect the Bank’s business are matenal factors
considered in setting the Bank’s strategic priorities and objectives, and in determining its financial targets, including provisions for credit losses. With
the financial and credit crisis currently underway, fiscal 2009 could be characterized by an overall slowdown in the world economy, which could affect the
United States, Canada’s largest trading partner. The financial crisis may result in lower levels of activity on financial markets and a higher cost of funds
for financial institutions. There is a strong possibility that personal and commercial bankrupfcies could increase in coming quarters. In determining its

expectations for economic growth, both broadly and in the financial services sector, the Bank primarily considers historical economic data provided by ‘

the Canadian and U.S. governments and their agencies. Tax laws in the countries in which the Bank operates, primarily Canada and the United States,
are material factors it considers when establishing its sustainable effective tax rate. There is significant risk that express or implied projections contained
in such statements will not materialize or will not be accurate. A number of factors could cause actual future results, conditions, actions or events to
differ materially from the targets, expectations, estimates or intentions expressed in the forward-looking statements. Such differences may be caused
by factors, many of which are beyond the Bank’s control, which include, but are not limited to, the management of credit, market and liquidity risks;
the strength of the Canadian and United States economies and the economies of the countries in which the Bank conducts business; the impact of the
movement of the Canadian dollar relative to other currencies, particularly the U.S. dollar; the effects of changes in monetary policy, including changes in
interest rate policies of the Bank of Canada and the U.S. Federal Reserve; the effects of competition in the markets in which the Bank operates; the impact
of changes in the laws and regulations regulating financial services and enforcement thereof (including banking, insurance and securities); judicial or

regulatory judgments and legal proceedings; developments with respect to asset-backed commercial paper (ABCP) and liquidity in the ABCP market; the’

Bank’s ability to obtain accurate and complete information from or on behalf of its clients or counterparties; the Bank’s ability to successfully realign its
organization, resources and processes; its ability to complete strategic acquisitions and integrate them successfully; changes in the accounting policies
and methods the Bank uses to report its financial condition, including uncertainties associated with critical accounting assumptions and estimates; the
Bank’s ability to recruit and retain key officers; operational risks, including risks related to the Bank’s reliance on third parties'to provide components
of the Bank’s business infrastructure as well as other factors that may affect future results, including changes in trade policies, timely development of
new products and services, changes in estimates relating to reserves, changes in tax laws, technological changes, unexpected changes in consumer
spending and saving habits; natural disasters; the possible impact on the business from public health emergencies, conflicts, other international events
and other developments, including those relating to the war on terrorism; and the Bank’s success in anticipating and managing the foregoing risks.
A substantial amount of the Bank’s business involves making loans or otherwise committing resources to specific companies, industries or countries.
Unforeseen events affecting such borrowers, industries or countries could -have a material adverse effect on the Bank’s fi nanc:al results, businesses,
financial condition or liquidity. -

The foregoing list of risk factors is not exhaustive. Additional information about these factors can be found under “Risk quégement” and “Factors That

. Could Affect Future Results” in the 2008 Annual Report. Investors and others who base themselves on the Bank’s forward-looking statements should
carefully consider the above factors as well as the uncertainties they represent and the risk they entail. The Bank also cautions readers not to place undue
reliance on these forward-looking statements. Except as required by law, the Bank does not undertake to update any forward-looking statements, whether
written or oral, that may be made from time to time, by it or on its behalf.

The forward looking mformatlon contained in this document is presented for the purpose of interpreting the information contamed herein and may not
be appropriate for other purposes. :

For more Patricia Curadeau-Grou Jean Dagenais - Denis Dubé Héléne Baril

information: Chief Financial Officer and - Senior Vice-President Senior Director Senior Director
Executive Vice-President Finance, Taxation and Public Relations Investor Relations
Finance, Risk and Treasury Investor Relations 514-394-8644 514-394-0296
514-394-6619 .- 514-394-6233
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HIGHLIGHTS -

(unaudited) (millions of dollars)

Quarter ended . ' January 31,2009 January 31, 2008 % Change
Operating results
Total revenues » S 876 |$ 929 6)
Total revenues adjusted for non-controlling interest® : ’ 886 991 a1
Net income . , 69 255 (73)
Return on common shareholders’ equity ’ - 4.6 %| - 22.9 %
Per common share (dollars): )
Earnings - basic =~ - S 036 |$ 1.58
Earnings — diluted : . 0.36 1.58
EXCLUDING SPECIFIED ITEMS®
Operating results : B _
Total revenues $ 1,019 |$ 916 C11
Total revenues adjusted for non-controlling interest(® : 1,029 | 978 5
Net income ' 253 - 237 7
Return on common shareholders’ equity 193 % 213 %
Per common share (dollars) . , _
Earnings - basic _ , S 151 | $ 1.47
Earnings — diluted . _ 1.51 1.46
Per common share (dollars) . : :
Dividends declared v $ 062 |$ 0.62
Book value ' ' ’ 30.52 28.13
Stock trading range i ) :

High - : ‘ . 4595 54.25

Low : . ) 25.62 45.15

Close . : : - 34.22 50.53

January 31,2009  |October 31, 2008 % Change

Financial position : ' '
Total assets - ' - $ 136,989 |$ 129,332 . 6
Loans and acceptances : 56,223 56,015 -
Deposits ‘ ' . 79,575 76,022 5
Subordinated debentures and shareholders’ equity . 8,313 7,764 7
Capital ratios — BIS under Basel Il ) :

Tier 1 , 10.0 % 9.4 %

Total ' - _ 14.0 % S 13.2%
Capital ratios — BIS under Basel | : _ .

Tier1 i 10.8 %| 10.1 %

Total » . , . 148 % - 141 %

" Impaired loans, net of specific and general allowances (153) - (162)

as a % of loans and acceptances . ‘ : 0.3)% 0.3)%
Assets under administration/management : . 189,082 204,998
Total personal savings | ) 98,238 - 95,893
Interest coverage ) 4.09 5.21
Asset coverage ] : 3.65 3.89
Other information v
Number of employees : . ' 17,199 | .17,146 -
Number of branches in Canada 448 446 -

Number of banking machines . 857 857 -

(1) Adjusted for gains or losses mainly attributable to third parties using the innocap platform
(2) See “Financial Reporting Method” on page 3.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

FINANCIAL CONDITION
AND OPERATING RESULTS

February 25, 2009 - The following text presents Management’s discussion
and analysis of the Bank’s financial condition and operating results.
This analysis was prepared in. accordance with the requirements set out
in Multilateral Instrument 51-102 respecting Continuous Disclosure
-Obligations of the Canadian Securities Administrators and is based on
the unaudited interim consolidated financial statements for the first quarter
of 2009. Additional information about National Bank of Canada, including
the Annual Information Form, can be obtained from the SEDAR website at
www.sedar.com and the Bank’s website at www.nbc.ca.

Analysis of Results

CONSOLIDATED RESULTS
- National Bank reported net income of $69 million for the first quarter of

fiscal 2009, compared to net income of $255 million in the first quarter -

of 2008. Diluted earnings per share stood at $0.36, as against diluted
earnings per share of $1.58 for the corresponding quarter of 2008. The
results for the quarter included charges attributable to the impact of asset-
backed commercial paper (ABCP). These charges comprise the after-tax cost
of holding ABCP of $98 million, which consisted of a net loss on available for.
sale securities related to ABCP of $129 million, financing costs, professional
fees and the cost of economic hedge transactions totalling $10 million
and interest income on ABCP further to the restructuring of $41 million. In
addition, an after-tax loss related to commitments to extend credit to clients
holding ABCP of $86 million was recorded in the first quarter of 2009. In
the first quarter of 2008, the Bank had recorded after-tax charges related

to holding ABCP of $14 million, as well as a gain of $32 million on the sale

- of its subsidiary in Nassau. Excluding specified items, net income for the
first quarter was $253 million, up 7% from $237 million in the first quarter
of 2008, while diluted earnings per share were $1.51, up 3% from the $1.46
in the corresponding quarter of 2008.

Return on common shareholders’ equity was 4.6% in the first quarter
of 2009, compared to 22.9% for the same period of 2008. Excluding
specified items, return on common shareholders’ equity was 19.3% for
the first quarter of 2009, compared to 21.3% for the corresponding quarter
of 2008. '

Total revenues

The Bank’s total revenues were $876 million in the first quarter of 2009,
compared to $929 million in the first quarter of 2008. Taking into
account non-controlling interest, total revenues for the first quarter were
$886 million, compared to $991 million for the year-earlier period. The
decline was primarily attributable to the adjustment in the value of ABCP
recorded in the first quarter of 2009, as well as the gain on the sale of the
Bank’s subsidiary in Nassau, recorded in the first quarter of 2008.

Netinterestincome for the quarter totalled $491 million, versus $428 million
forthe first quarter of 2008. Net interest income at Personat and Commercial
advanced $14 million to $358 million forthe quarter. The growth stemmed

from the solid increase in loan volumes, especially consumer loans and ’

business loans in Quebec. This increase was tempered by the narrower net
interest margin, which was 2.59% in the first quarter of 2009, compared
to 2.69% in the same quarter of 2008. Net interest income at Wealth

Management rose $13 million owing to the volume and net interest
margin for the CashPerformer account. Trading revenues recorded in net .
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interest income fell $46 million from the first quarter of 2008 to reach
$188 million. The increase in net interest income in the Other heading was

mainly attributable to arrears of interest received and receivable on ABCP

further to the implementation of the restructuring plan.

Other income for the first quarter totalled $385 million, as against
$501 million for the same period of 2008. Trading revenues were $16 mitlion
in the first quarter of 2009, compared to lo?sses of $68 million in the
first quarter of 2008. Net losses on available for sale securities reached

$177 million, as against net gains of $31 million for the year-earlier period.

This change largely resulted from the charge attributable to the adjustment
in the value of ABCP recorded during the first quarter of 2009.

Underwriting and advisory fees totalled $82 mitlion for the quarter, down
from $95 million for the same period in 2008, while securities brokerage
commissions declined $6 million to $53 million. These decreases were the
result of market conditions which continued to be affected by the financjal
crisis. Securitization revenues totalled $98 million, versus $46 million for

the first quarter of 2008, owing to the higher volume of new securitizations.

Trust service and mutual fund fees were down $4 mitlion to $75 million, due

to the decrease in value of assets under management and administration.

Lastly, other income declined $20 million to $65 million. This decrease
was mainly attributable to the gain on the sale of a subsidiary in Nassau
in the first quarter of-2008.

Operating expenses

In the first quarter of 2009, operating expenses increased $13 million
or 2% from the year-earlier period to $645 million. This increase was mainly
attributable to salaries, including variable compensation, occupancy costs
and the capital tax. :

Provision for credit losses )

In the first quarter of 2009, the Bank recordedéprovisions for credit losses
of $164 million, including an allowance for credit facilities related to clients
holding ABCP of $126 million. Excluding this s'pecified item, the provision

for credit losses rose $6 million to $38 million'in the first quarter of 2009.

This increase was largely attributable to the $6 million rise in credit losses
for credit card receivables at Personal and Commercial, tempered by lower
losses on credit granted to businesses. A $4 million credit loss was recorded
by Corporate Banking for fiscal 2009, whereas no loss had been recorded
for fiscal 2008.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT.)

As at January 31, 2009, gross impaired loans amounted to $322 million,
an increase of $15 million from October 31, 2008, mainly due to loans at
Corporate Banking. As at January 31, 2009, allowances for credit losses
exceeded gross impaired loans by $153 million, versus $162 million as at
October 31, 2008.

Income taxes .

The income tax recovery for the first quarter of 2009 was $7 million, as
against an income tax expense of $67' million in the year-earlier period.
Excluding specified items, the effective tax rate for the first quarter of 2009
was 22%, compared to 23% in 2008.

Results by Segm.ent_

Personal and Commercial . .

Personal and Commercial contributed $250 million in the first quarter
0f 2009, an increase of 4% compared to the corresponding quarter of 2008.
Net income for the quarter grew 5% to $140 million. The segment’s total
revenues advanced $16 million, or 3%, to $571 million. Loan volumes
at Personal and Commercial increased 8% from the first quarter of 2008
to the first quarter of 2009. This growth was tempered by the narrowing
of the net interest margin, which was mainly due to the decrease in the
spread on deposits.

Total revenues at Personal Banking rose $5 million to $382 million. Loan and
deposit volumes posted strong growth owing to the $2.7 billion increase
in average assets stemming from the rise in consumer loans. The narrower
net interest margin on deposits was partially offset by the wider net interest
margin on credit products, especially credit cards. At Commercial Banking,
totalrevenues rose by $11 million, as growth in business loan and deposit
volumes was partially offset by the narrower net interest margin. The

increase in foreign exchange revenues also contributed to the increase .

in total revenues.

Operating expenses for Personal and Commercial were $321 million in the
first quarter of 2009, up $7 million from the corresponding quarter of 2008.
This slight increase, combined with growth in total revenues, translated
into an improved efficiency ratio of 56% for the quarter, versus-57% for
the year-earlier period. The segment’s provision for credit losses was up
$1 million to $45 million, due mainly to higher credit losses for credit card
receivables, tempered by lower losses on credit granted.to businesses.

Wealth Management

Netincome for Wealth Management totalled $32 million in the first quarter
of 2009, compared to $39 million for the corresponding quarter of 2008, a
decrease of $7 million. The segment’s total revenues were $195 million, as
against $214 million in the year-earlier period. The decrease was primarily
attributable to unrelenting poor financial market conditions, which resulted
in a slowdown in brokerage activities and a decline in value of assets under
management and administration. Operating expenses were down $7 million
to $146 million in the first quarter of 2009, primarily owing to a decrease
‘in variable compensation. The efficiency ratio was 75% in the first quarter
of 2009, versus 71% in the first quarter of 2008.

Financial Markets :
Financial Markets posted net income of $73 million in the first quarter
of 2009, up $1 million from the corresponding quarter of 2008. Total
revenues for the segment were $259 million, as against $216 million in the
first quarter of 2008. Taking into account non-controlling interest, revenues
for the quarter were $269 million, compared to $278 million for the same
quarter of 2008, Trading revenues reached $134 million in the first quarter
0f 2009, an increase of $10 million from the first quarter of 2008, primarily
due to the increase in revenues from equity securities, partly offset by
the decrease in revenues from fixed-income securities and commodity
and foreign exchange transactions. Financial market fees and gains on
available for sale securities were down $31 million from the first quarter
of 2008. These declines were attributable to a slowdown in activities due
to more difficult market conditions. Operating expenses for the quarter
were $167 million, down $2 million from the year-earlier period, due to a
decrease in technology expenses. A $4 million credit loss was recorded in
the first quarter of 2009 at Corporate Banking.

Financial Market Revenues
(taxable equivalent basis()
(millions of dollars)

Q1 Q1
2009 2008
Trading activity revenues _
Equity 44 13)
Fixed income 58 95
Commodity and foreign exchange 32 42
134 124
Financial market fees 55 72
Gains on available for sale securities, net 9 23
Banking services 54 49
Other 17 10
Total® 269 278

(1) See “Financial Reporting Method” on page 3.
(2) Excluding non-controlling interest
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MANAGEMENT'S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT.}

Other

The Other heading of segment results posted a net loss of $176 million
in the first quarter of 2009, compared to net income of $11 million in
the corresponding quarter of 2008. The results for the quarter take into
account charges related to the impact of ABCP. These charges comprised
the after-tax cost of holding ABCP of $98 million, which consisted of a
net loss on available for sale securities related to ABCP of $129 million,
financing costs, professional fees and the cost of economic hedge
transactions totalling $10 million and interest income on ABCP further to
the restructuring of $41 million. In addition, an after-tax loss related to
commitments to extend credit to clients holding ABCP of $86 million was
recorded in the first quarter of 2009. In the first quarter of 2008, the Bank
had recorded a $32 million gain on the sale of its subsidiary in Nassau,
Bahamas. in addition, the Bank had recorded a $14 million after-tax charge
related to the cost of financing ABCP held. Excluding specified items, total
revenues for the Other heading of segment results for the first quarter
of 2009 increased $63 million compared to the first quarter of 2008. This
increase was mainly attributable to securitization revenues of $98 million
for the quarter ended January 31, 2009, compared to $46 million for the
corresponding quarter of 2008.

Cash Flows

Due to the nature of the Bank’s business, most of its revenues and expenses
are cash items. Moreover, certain activities, such as trading activities,
generate significant cash flow movement, which can have an impact on
several assets and liabilities, such as held for trading securities, securities
sold short or securities sold under repurchase agreements.

For the first quarter of 2009, cash and cash equivalents were down
$2.1 billion, compared to an increase of $1.2 billion in the first quarter
of 2008. As at January 31, 2009, cash and cash equivalents totalled
$1.4 billion, versus $4.2 billion one year earlier.

Operating activities required $1.8 billion in cash flows, owing chiefly to the
$2.7 billion increase in held for trading securities, offset by the increase
in amounts due to clients, dealers and brokers of $0.5 billion. For the first
quarter of 2008, operating activities required cash flows of $4.6 billion, due
mainly to the $5.6 billion increase in held for trading securities.

Financing activities generated cash flows of $6.2 billion as a result of the

'$3.6 billion increase in deposits and the $2.5 billion increase in securities

sold under repurchase agreements. For the first quarter of 2008, financing
activities generated cash flows of $6.3 billion, mainly as a result of the
$2.3 billion increase in deposits, the $2.1 billion increase in obligations
related to securities sold short and the $1.1 billion increase in securities

sold under repurchase agreements.
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L'astly, investing activities required cash flows of $6.4 billion in the first
quarter of 2009, owing to the $5.0 billion increase in available for sale

securities and the $0.9 billion increase in securities purchased under reverse -

repurchase agreements. For the corresponding period of 2008, investing
activities required cash flows of $0.5 billion, mainly due to the $2.9 billion
increase in securities purchased under reverse repurchase agreements,
offset by the $1.9 billion decrease in available:for sale securities.

Balante Sheet

Asat Jariuary 31, 2009, the Bank had total assets.of $137.0 billion, compared
to $129.3 billion as at October 31, 2008. Loans and acceptances were up
$0.2 billion despite the increase in securitized loans. in addition, securities

" were up $7.5 billion owing to the increase of securities issued by the

Government of Canada. The table below presents the main portfolios:

Average Monthly Volumes
(millions of dollars)

January 2009  October 2008 . January 2008 v
Loans and acceptances®
Residential mortgages 23,198 23,124 22,978
Consumer loans 13,822 13,189 11,314
Credit card receivables 1,856 1,846 1,835
SME loans 15,485 15,267 14,194
Corporate loans 7,782 7,098 6,285
) 62,143 60,524 56,606
‘Deposits
Personal (balance) 34,676 33,098 31,522
Off-balance sheet personal :
savings (balance) 63,562 62,795 66,931
Business 15,015 13,472 12,176

(1) Including securitized assets

Loansand acceptances were up $1.6 billion, or!3%, from October 31, 2008,
for total volumes of $62.1 billion as at ]anuary 31, 2009. This increase
was mainly attributable to the increase in cons'umer loans, which rose 5%
from October 31, 2008 to $13.8 billion due to! h|gher volumes of secured
home equity lines of credit. Corporate loans cpntmued to grow, reaching
$7.8 billion as at January 31, 2009, an increae!e of 10% from October 31,
2008. Compared to one year earlier, r_esidential mortgage loan volumes
increased 1% to $23.2 billion as at January 31,.2009. Consumer loan
volumes grew 22% from January 31, 2008, and SME loan volumes increased
$1.3 billion or 9% year over year to $15.5 billion as at January 31, 2009.
Corporate loans were up 24% from the corresponding period last year.




MANAGEMENT'S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT.)

Personal deposits amounted to $34.7 billion as at January 31, 2009, up

"~ $1.6 billion, or 5%, from October 31, 2008. Off-balance sheet personal
savings administered by the Bank totalled $63.6 billion as at the end of the

_ first quarter of 2009, for an increase of $0.8 billion from October 31, 2008.
Business deposits also grew, reaching $15.0 billion-as at January 31, 2009,
up 11%. Year over year, personal deposits increased $3.2 billion, or 10%,
while off-balance sheet personal savings administered by the Bank were
down $3.4 billion. The decrease was mainly attributable to the decline in the
fairvalue of assets under management and administration and the transfer
of assets to traditional banking products. Moreover, business deposits
advanced 23% year over year.

As at January 31, 2009, the Bank’s shafeholders’ equity was $6.0 billion,
" compared to $5.5 billion as at October 31, 2008. This increase was
explained by the issuance of First Preferred Shares Series 24 and 26 for
an amount of $315 million. Moreover, accumulated other comprehensive
income amounted to $97 million as at Jgnuary 31, 2009, as against a loss
of $62 million as at October 31, 2008. This.change was attributable to gains
on.derivative financial instruments designated as cash flow hedges.

Shares and stock options as at January 31, 2009

Number
of shares S

First Preferred Shares
Series 15 8,000,000 200
Series 16 8,000,000 200
Series 20 6,900,000 173
Series 21 8,050,000 - 201
Series 24 6,800,000 170
Series 26 5,800,000 145 -

43,550,000 1,089
Common shares 159,678,951 1,662
Stock options 8,792,946

(1) As at February 20, 2009, 159,916,751 common shares and 8,792,946 stock
options were outstanding.

ASSET-BACKED COMMERCIAL PAPER

On August 20, 2007, the Bank announced a number of measures to relieve
its clients from the uncertainties related to the liquidity problem in the
asset-backed commercial paper (ABCP) market. During the fourth quarter
of 2007, the Bank purchased $2,138 million of ABCP, issued by 26 trusts,
including $1,084 million from mutual funds and $559 million from pooled
funds administered by the Bank, as well as the ABCP held by its individual
retail clients and certain other clients. This amount was in addition to the
$156 million of ABCP already held by the Bank.

On December 23, 2007, the Pan-Canadian Investors Committee for Third-
Party Structured ABCP approved an agreement in principle to restructure
the affected series of ABCP issued by 20 trusts. On December 24, 2008, an
agreement was reached with all key stakeholders, including the governments
of Canada, Quebec, Ontario and Alberta, regarding the restructuring of
$32 billion of third-party ABCP. The restructuring plan (the “Plan”) was
implemented on January 21, 2009.

Restructuring plan

In accordance with the Plan, the affected ABCP has been replaced with new
longer-term floating rate notes with maturities designed to more closely
match the maturities of the underlying assets. The Plan also provides,
in certain circumstances, for the pooling of certain assets as well as the

establishment of new margin funding facilities to support any collateral

calls that may occur in the future.

The series of affected ABCP supported in whole or in part by synthetic assets
have been pooled into the Master Asset Vehicles (1 and 2) as follows:

- Master Asset Vehicle 1 (MAV1) is a newly formed vehicle for investors
who have elected to commit their pro rata share of a margin funding
facility associated with their underlying assets;-

- Master Asset Vehicle 2 (MAV2) is a newly formed vehicle for investors
who have elected to commit less than, or none of their pro rata share
of a margin funding facitity, in which-case third parties will fund the
remaining portion. :

The margin funding facilities in MAV1 and MAV2 are provided by third
party lenders, including Canadian banks, asset providers, noteholders
and the governments of Canada, Quebec, Ontario and Alberta. The facilities
provided by the governments rank senior to all other margin funding
facilities and, in the event of margin calls, they would be the last in and
the first out. These facilities are designed to reduce the risk that the newly
formed vehicles will not be able to meet margin calls if future circumstances
warrant them. The Bank committed to contribute $911 million to these
margin funding facilities. '

The key parties to the restructuring have also agreed to enhance the
transaction by including a moratorium which prevents collateral calls for
a period of 18 months.

In connection with the contribution to MAV1 or MAV2 of assets supported by
the margin funding facility, investors have received a mix of ClassA-1, Class
A-2, Class B and Class C notes with an expected maturity in December 2016.
Class A-1 and Class A-2 notes have received a final rating of “A”. Ineligible
assets in MAV1 and MAV2 have been segregated, and noteholders holding
series of ABCP secured in part by ineligible assets have received IA tracking
notes that will track the performance of the underlying individual asset.

A newly formed vehicle, which silos each series secured exclusively by
traditional assets or by 100% ineligible assets, has been created under a
third Master Asset Vehicle 3 (MAV3). Two main types of notes are created
in MAV3: TA tracking notes for traditional assets and |A tracking notes for
ineligible assets. All tracking notes are tied to the net return and maturities
of their respective underlying assets.

National Bank of Canada | Report To Shareholders, First Quarter 2009
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MANAGEMENT’S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT.)

As at January 31, 2009, the face value of the ABCP held by the Bank was
$2,163 million of which $1,765 million was designated as Held for trading
securities under the fair value option and $398 million was classified in
Available for sale securities. The underlying assets as part of the Plan were
as follows:

Type of underlying assets

Face value of ABCP

Synthetic assets or hybrid assets

Class A-1 726

Class A-2 649

Class B 111

Class C 46
Total synthetic assets or hybrid assets ' 1,532
Traditional assets(? 182
Ineligible assets 296
ABCP not included in the Pan-Canadian

restructuring plan 153
Total underlying assets? 2,163

(1) Includes series secured exclusively by traditional assets

(2) The underlying assets of third-party ABCP held by the Bank are comprised
of 54% leveraged super senior exposures, 21% fully funded collateralized debt
obligations, 16% traditional assets and 9% cash. '

Establishing fair value
OnJanuary 21, 2009, the Bank assessed the fairvalue of the ABCP mcluded
in the Plan to determine the carrying value of the new notes. On that date,

the carrying value of the previous notes was removed from the balance -
sheet and replaced with the new nhotes at fair value. The notes held in
an investment portfolio with one or more embedded derivatives were’’

designated as Held for trading securities under the fair value option and
the others were classified in Available for sale securities. On January 31,
2009, the Bank also established the fair value of the ABCP that it held.

To determine the value of the ABCP it held on both dates, the Bank
established ranges of estimated fair value. The carrying value of the ABCP
held in an investment portfolio as at January 31, 2009, designated as Held
fortrading securities, was $1,140 million, and $233 million was classified
in Available for sale securities. A loss of $190 million was recorded in the
first quarter of 2009 in Gains (losses) on available for sale securities in the
Consolidated Statement of Income. This loss was due to the wider credit
spreads as at.January 21, 2009 compared to October 31, 2008 and the
downgrade from the provisional rating of “AA” to the final rating of “A”.

In establishing the fair value of the ABCP included in the Plan and excluding
ineligible assets, the Bank considered the quality of the underlying assets.
As the Plan has been completed, the Bank determined the fair value solely
usinga discounted cash flow analysis. As at October 31, 2008, a proportion
of the value was based on the probability assigned to an unsuccessful
restructuring.
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The discount rate was based 80% on the CDX.IG index tranches and 20%
on a basket of securities backed by assets such as credit card receivables,
Residential Mortgage-Backed Securities (RMBS), Commercial Mortgage-
Backed Securities (CMBS) and automobile loans. Credit ratings, coupons
and maturities were based-on the terms provided for in the Plan. The value of )
the margin funding facility was determined in reference to other comparable
financial instruments.

For ineligible assets, the fair value of the tracking notes was based on
an analysis of the underlying assets and the market value of comparable:
instruments. For RMBS, fair values were based on the ABX index; for CMBS,
CMBS indices, including the CMBX index, were chosen. As for derivative
financial instruments, the Bank used valuation models which are commonly
used by market participants with inputs that are based on factors observable
in the markets: CDX.IG indices, correlation and interest rates.

The Bank’s valuation was based on its assessment of the conditions
prevailing as at January 21 and 31, 2009, which:may change in subsequent
periods. The most important assumptions to determine the fair value of
the notes are the observable discount rates and the credit ratings of the
notes. Fair value sensitivities to these assumptions as at January 31, 2009
were as follows: '

— A change of 10 basis points in the discount rate would result in a
$10 million decrease or increase in the fairvalue; '

— Adecrease in the credit rating of one letter grade would result in a
decrease in the fair value between arange of-$70 miltion and
$90 million; and

—- Anincrease in the credit rating of one letter grade would result in an
increase in the fair value between a range of $60 million and
$80 million.

Determining the fair value of ABCP is complex and involves an extensive
process that includes the use of quantltatlve modelling and relevant
assumptions. Possible changes that could ha\?e a material effect on the
future value of the ABCP include (1) changes in the value of the underlying
assets, (2) developments related to the liquidity of the ABCP market,
and (3) the impacts of a severe and prolonged economic slowdown in
North America.

Interest arrears

Between August 20, 2007 and October 31, 2(508 the Bank recorded no

interest income related to the notes that are part of the Plan. Further to the

Plan’s implementation, the Bank recorded $59 |million for the first quarter
‘of 2009 as iInterest income in the Consolidated 'Statement of Income.




MANAGEMENT'S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT))

Credit facilities to clients holding ABCP :
As the Plan has been implemented, the Bank offer commercial and corporate
clients of the Bank holding third-party ABCP improved credit facilities for
their liquidity needs. These credit facilities will cover up to 75% of the value
of the notes. The credit agreements will also provide for an option in favour
ofthe borrower allowing the borrower to assign to the Bank, on or after the
- maturity date of the credit facility, the restructured notes in payment of the
principal of the credit facility. These credit facilities will be made available
for a period of two to three years with the possibility of being extended
by the Bank if borrowers maintain a normal banking relatlonshlp with the
Bank dunng the period of the credit facility.

During the first quarter of 2009, the Bank recorded a provision for credit
losses of $126 million related to these new credit facilities. This amount was
recorded in Other Liabilities in the Consolidated Balance Sheet. A general
allowance for credit risk for ABCP-secured loans of $23 million was recorded
during fiscal 2008. These provisions are based on the Bank’s assessment
of the value of the collateral at the maturity date of the loans and are mainly
due to the credit facilities related to notes backed by ineligible assets.

As at January 31, 2009, the outstanding new credit facilities were
$105 million. In total, the collateral related to the credit facilities offered
to clients was estimated as follows:

Credit facilities

Credit facilities related to
related to ) other notes
. notes backed  included in the
Face value byineligible - - restructuring
Collateral of the notes assets® plan®@
Synthetic assets or
hybrid assets
Class A-1 423 - 339
Class A-2 405 - .. 322
Class B _ . 74 - — . 59
Class C 28 - 22
Total synthetic assets or
hybrid assets 930 i - 742
Traditional assets 127 - 92
Ineligible assets 324 247 -
Total 1,381 247 834

(1) These credit facilities represent 75% of the nominal value of the notes and are
guaranteed by the notes.

(2) These credit facilities represent 75% of the nominal value of the notes of
which 30% are fult recourse to the borrower and 45% guaranteed by the notes.

The Bank has also provided credit facilities to borrowers for their
liquidity needs until the new credit facilities-are made available. As at
January 31, 2009, the outstanding credit facilities represented $292 million
with recourse to the borrowers.

Off-Balance Sheet Arrangements

In the normal course of business, the Bank is party to various financial
arrangements that, under Canadian generally accepted accounting

‘principles (GAAP), are not required to be recorded on the Consolidated

Balance Sheet or are recorded under amounts other than their notional
or contractual values. These arrangements include, among others, assets
under administration and- assets under management, variable interest
entities (VIEs), derivative financial instruments, letters of guarantee and

credit agreements. Fora complete analysis of these types of arrangements, .

including their nature, business purpose and importance, see pages 46 t0 49
of the 2008 Annual Report. For further information on the VIEs in which the
Bank holds a significant variable interest but is not the primary beneficiary
as defined in Accounting Guideline No. 15 Consolidation of Variable Interest
Entities (AcG-15), see Note 13 to the 2008 audited consolidated financial
statements. For more information on the guarantees and a description of
obligations under certain indemnification agreements, refer to Note 28 to
the 2008 audited consolidated financial instruments and to Note 11 for
securitization activities.

Duringthe first quarter ended January 31, 2009, aside from new securitization
activities described in Note 8 to the unaudited interim consolidated financial
statements and the $911 million margin funding facility that the Bank has
committed to contribute as part of the ABCP restructuring plan completed on
January 21, 2009, the Bank did not enter into any significant arrangements
with VIEs that are not consolidated by the Bank. The ABCP restructuring plan
provides for a moratorium on margin calls for a period of 18 months.

, Additional/Disclbsure -

Financial Stability Forum

The Superintendent of Financial Institutions has asked Canadian banks
to apply certain Financial Stability Forum recommendations published in
April 2008. The recommendations were issued to enhance transparency
and valuation with respect to certain exposures, in particular special
purpose entities, subprime and Alt-A exposures, synthetic collateralized
debt obligations, residential and commercial mortgage-backed securities,
and leveraged financing structures.

The Bank does not market any specific mortgage financing program to
subprime or Alt-A clients. Subprime loans are generally defined as loans
granted to borrowers with a higher credit risk profile than prime borrowers,
and the Bank does not grant this type of loan. Alt-A loans are granted to
borrowers who cannot provide standard proof of income. The Bank’s Alt-A
loan volume was $111 million as at January 31, 2009.

Credit derivative positions in collateralized debt obligations are provided
in Table 5 in the Additional Financial Information section, at the end of
Management’s Discussion and Analysis. The Bank does not have any
significant direct position |n residential and commercial mortgage-
backed securities.

National Bank of Canada / ReportTo éhareholders, First Quarter 2009
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MANAGEMENT'S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT.)

Leveraged finance loans are defined by the Bank as loans to large corporate
and finaricial sponsor-backed companies that are typically non-investment
grade with much higher levels of debt relative to the industry in which they
operate. Leveraged finance is commonly employed to achieve a specific
objective, for example to make an acquisition, to complete a buy-out or
to repurchase shares. Leveraged finance risk exposure takes the form of
both funded and unfunded commitments. As at January 31, 2009, total
commitments for this type of loan stood at $206 million.

Details concerning other exposures are provided in Table 9 in the Additional
Financial Information section at the end of Management’s Discussion
and Analysis.

Risk Management

Over the last few months of 2008, the economic slowdown initially feared
for the United States spread around the world. Canada cannot remain
completely immune to the major successive shocks that have hit the global
economy. At this start of fiscal 2009, the next quarters will be more difficult.

The Bank’s objective is to maintain its financial performance by staying the -

course with prudent management and a sound balance between return and
therisks assumed. The Bankviews riskas an integral part of its development
and the diversification of its activities.

In order to manage the current financial and credit crisis, the Bank is
taking additional steps to more closely monitor its liquidities and funding.
In October 2008, the Bank of Canada announced that it was temporarily
allowing participants in the Large Value Transfer System (LVTS) to substitute
their non-mortgage loan portfolios (in Canadian dollars) for current LVTS
collateral, which is composed of marketable securities that may be used as
collateral for other purposes. In order to benefit from this initiative, the Bank,
as a participant in the LVTS, has granted the Bank of Canada a movable
hypothec on the portfolio of non-mortgage loans to Canadian residents
denominated in Canadian dollars. Since the beginning of fiscal 2009, the
Bank has substituted this portfolio for LVTS collateral. .

The Bank has enhanced control of its exposure to counterparty risk with
certain U.S. and international entities most affected by the crisis by taking
an overall prudent approach when extending credit facilities. Management
of the credit portfolio also involves more frequent monitoring and updates.
For more details, please refer to the Risk Management section of the 2008
Annual Report on pages 57 to 65, as-well as to Note 5 to the consolidated
financial statements concerning the management of risks associated with
the financial instruments presented on pages 106 to 115 of the 2008 Annual
Report.

Information about risk management is presented in Tables 1 to 8 of the
Additional Financial Information section at the end of this Management’s

_ Discussion and Analysis and Note 7 to the unaudited interim consolidated

financial statements concerning the management of risks associated
with loans. S
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The first table below illustrates the VaR distribution of trading portfolios by
risk category, as well as the diversification effect. The second table presents
the potential before-tax impact of an immediate and sustained 100-basis-
point and 200-basis-point increase or decrease in interest rates on net
interest income and on the economic value of shareholders’ equity of
non-trading portfolios, assuming no further hedging is undertaken.

Global VaR by Risk Category®

. ] "January 31, October 31,
Quarter ended R 2009 2008

Period Period

Low High Average end end
Interest rate (8.8) (14.7) (12.3) (12.2) 9.8)
Foreign exchange 1.00 (.00 (2.5 @G.1) (1.3)
Equity 3.2) (.5 (40 (37 G.8)
Commodity 072 (.5 (1.3} (1.6 (1.1)
‘Correlation effect® -~ n.s. ns.: 8.0 9.1 5.7
Global VaR 9.7) 8) (12.1) (10.3)

(11.5)

n.s. — Computation of a correlation effect for the high and low is not significant as highs
and lows may occur on different days and be attributable to different types of risk.

(1) Amounts are presented on a pre-tax basis and represent one-day VaR.
(2) The correlation effect is the result of the diversification of types of risks.

Interest rate sensitivity — non-trading (before ﬁax)

As at January 31 ’ : 2009 12008
100-ba$is-point—increase in the interest rate
Impact on net interest income .
(for the next 12 months) | ) (5)
_Impact on shareholders’ equity : . @®81) (76)

200-basis-point increase in the interest rate -
Impact on net interest income
(for the next 12 months) 4 @4

Impact on shareholders’ equity (168) (153)
100-basis-point decrease in the interestrate
Impact on net interest income ' .
{(for the next 12 months) ) (5
Impact on shareholders’ equity 35 49

200-basis-point decrease in the interest rate -
Impact on net interest income
(for the next 12 months) 37~ (30

Impact on shareholders’ equity i117i (1)




MANAGEMENT'S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT.}

Daily Trading Revenues® ‘ .

Daily trading revenues were positive more than 82% of the days in the
quarter ended January 31, 2009. Net daily trading losses in excess of
$1 million were recorded on only 7 days, despite the volatility of markets
during the quarter. None of these losses exceeded the VaR limit.

Quarter ended January 31, 2009
(unaudited) (millions of dollars)

W Trading Revenues e VAR

154
10

(5) 1
(10) -
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Nov 30, 08
Dec 31,08
Jan31,09

(1) Excluding the impact of economic hedge transactions undertaken to protect the
ABCP portfolio

Accounting Policies and Estimates

The unaudited interim consolidated financial statements have been
prepared in accordance with Canadian GAAP. The reader is referred to
Note 1 to the 2008 audited annual consolidated financial statements for
more information on the significant accounting policies used to prepare
the consolidated financial statements. Certain of these accounting policies
are considered critical because they are important to the presentation of
the Bank’s financial position and operating results and require difficult,

subjective and.complex judgments and estimates because they relate to

matters that are inherently uncertain. The key assumptions and bases for
estimates made by Management in accordance with GAAP are described
in the 2008 Annual Report. :

There have not been any changes to the Bank’s significant accounting
policies affecting fiscal 2009, other than those described in Note 2A to
the unaudited interim consolidated financial statements.

Details of significant future changes in accounting standards are presented
in Note 2B to the unaudited interim consolidated financial statements.

Disclosure on Internal Controls
over Financial Reporting

Duringthe first quarter of 2009, no changes were made to the Bank’s internal
control over financial reporting policies, procedures and other processes
that have materially affected, or are reasonably likely to materially affect,
the Bank’s internal control over financial reporting.

Capit.al

Tier 1 and total capital ratios, according to the rules of the Bank for
International Settlements (BIS) — Basel Il, stood at 10.0% and 14.0%,
respectively, as at January 31, 2009, compared to 9.4% and 13.2% as
at October 31, 2008. The increase in Tier 1 and total capital ratios is
attributable to the issuance of two series of First Preferred Shares during
the quarter for total proceeds of $315 million. If these ratios had been
calculated using the old BIS rules — Basel [, they would have been 10.8%
and 14.8%, respectively, as at January 31, 2009.

As at January 31, 2009, risk-weighted assets calculated under the
rules of Basel Il were $57.3 billion, compared te $58.1 billion as at
October 31, 2008, down slightly by 1%. Risk-weighted assets calculated
under Basel | would have been $54.4 billion as at January 31, 2009.

Other information on capital is provided in the following tables.

Capital Adequacy under Basel Ii

(unaudited) (millions of dollars)

Risk-weighted assets

As at january 31, As at October 31,
2009 2008
Approaches for credit risk .
Retail residential mortgages 3,791 3,997
Other retail ' 7,168 6,915
Corporate 26,581 27,065
Bank v - 1,564 1,582
Trading book 3,133 2,826
Securitization 509 115
42,746 42,500
Equity securities 1,019 975
Other assets 2,128 2,034
Total - Credit risk 45,893 45,509
Approaches for market risk
Standardized approach 4,070 5,084
~ Advanced measurement.approach 1,549 1,539
Total — Market risk 5,619 6,623
Approaches for operational risk : 5,800 5,937
Total capital requirements for risk 57,312 58,069
Tier 1 capital ratio 10.0% 9.4%
Total capital ratio 14.0% 13.2% -

National Bank of Canada / Report To Shareholders, First Quarter 2009
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MANAGEMENT'S DISCUSSION AND ANALYSIS
FINANCIAL CONDITION AND OPERATING RESULTS (CONT.)

Regulatory Capital under Basel If
(unaudited) (millions of-dollars)

As at January 31, 2009 As at October 31, 2008
Tier 1 Capital
Common shares 1,662 1,656
Contributed surplus 37 31
Retained earnings 3,080 3,110
Unrealized foreign exchange gains and losses, :
net of hedging activities and after tax, included in
Accumulated other comprehensive income (62) (71)
Accumulated net after-tax unrealized losses on )
available for sale equity securities included in
Accumulated other comprehensive income - (97) (88)
Non:-cumulative permanent preferred shares 1,089 774
Innovative instruments® 880 828.
Non-controlling interest® 19 18
Gross Tier 1 Capital 6,608 6,258
Goodwill (741) (740)
Net Tier 1 Capital 5,867 5,518
Gains on sales recorded upon securitization 37 (38)
Investments in companies subject to significant influence - (121) -
~ Adjusted Net Tier 1 Capital 5,709 5,480
Tier 2 Capital
Subordinated debentures 2,153 2,153
Eligible general allowance for credit risk 331 331
Accumulated net after-tax unrealized gains on
available for sale equity securities inctuded in
Accumulated other comprehensive income - -
Excess Tier 1 qualifying innovative instruments® 95 147
Other deductions (254) (432
Adjusted Tier 2 Capital 2,325 2,199
Total Capital 8,034 7,679

(1) 400,000 NBC Cap$ Il - Series 1 and 350,000 NBC Cap$ Il - Series 2 issued by NBC Asset Trust presented in Non-controlling interest and the $225 mllllon deposit from NBC

Capital Trust.

(2) Excluding 400,000 NBC CapS Ii - Series 1 and 350,000 NBC CapS Il - Series 2 issued by NBC Asset Trust, mutual funds and other entmeé consolidated pursuant to the

application of AcG-15.

Subsequent Event |

On February 16, 2009, the Bank announced its intention to redeem for
cancellation on April 16, 2009 subordinated debentures with a total value
of $250 million maturing on April 16, 2014.
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Dividends

The Board of Directors declared regular dividerfmds on the various classes
and series of preferred shares and a dividend oq $0.62 per common share,
payable on May 1, 2009 to shareholders of recqlprd on March 26, 2009.




MANAGEMENT'S DISCUSSION AND ANALYSIS

ADDITIONAL

FINANCIAL INFORMATION

QUARTERLY INFORMATION
(unaudited) (millions of dollars except per share amounts)
2009 2008 2007 2008 2007
Q- Q4 Q3 Q2 Q1 Q4 Q3 Q2 Total Total
Total revenues $ 876 !$ 765 $ 1,056 $ 887 $ 929 $ 399 $ 1,008 $ 1,021 $ 3,637 - $ 3,417
Net income (loss) 69 70 286 165 255 (175) 243 233 776 541
Earnings (loss) per
common share
Basic 0.36 0.37 1.73 1.01 1.58 (1.14) 1.49 1.42 4.69 3.25
Diluted 0.36 0.37 1.73 1.00 1.58 (1.14) 1.48 1.40 4.67 - 3.22
Dividends '
per common share 0.62 0.62 0.62 0.62 0.62 0.60 0.60 0.54 2.48 2.28
Return on common ’
shareholders’ equity 4.6% 5.0% 23.7% 14.3% 22.9% (16.0)% 20.6% 20.3% 16.4% 11.5%
Total assets - $136,989 ($129,332 $121,931 $123,608 $120,124 [$113,085 $123,353 $135,172
Impaired loans, net 178 169 142 134 140 129 110 110
Per common share
Book value 30.52 29.70 . 29.44 28.76 28.13 26.85 28.70 128.92
Stock trading range ) . . :
High 45.95 53.66 54.63 53.73 54.25 60.28 66.14 65.87
__Low 25.62 42.25 45.75 44.39 45.15 50.50 . 60.61 61.96

.

TABLE1 - DISTRIBUTEON OF GROSS LOANS AND IMPAIRED LOANS BY BORROWER CATEGORY

(unaudited) (millions of dollars}

As at January 31, 2009

Qﬁarter ended January 31, 2009

Specific

Gross Impaired Specific provision for
loans . loans Il 1 credit losses Write-offs
Personal® 16,361 43 18 22 33
Residential mortgage 14,704 30 3 - 1
Non-residential mortgage 1,330 16 -5 - 2
Agricultural, fishing and trapping 1,895 43 18 - 2
Financial institutions : 3,095 2 - - -
Manufacturing 2,215 44 19 7 1
Construction and real estate 1,540 14 9 1 2
Transportation and communications 782 3 1 - -
Mines, quarries and energy 1,381 1 1 - 4
Forestry 122 4 ‘3 - -
Government 1,506 - - - -
Wholesale 515 7 4 2 1
Retail 1,425 40 27 5 -
Services 2,986 54 15 1 -
Other 2,397 21 21 - 2
Total — Business and government 21,189 - 249 123 16 14

Total 38

(1) Including consumer loans, credit card receivables and other personal loans

52,254

National Bank of Canada / Report To Shareholders, First Quarter 2009
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MANAGEMENT’S DISCUSSION AND ANALYSIS
ADDITIONAL FINANCIAL INFORMATION (CONT.)

TABLE 2 — GEOGRAPHIC DISTRIBUTION OF LOANS

As at January 31, 2009
(unaudited) {millions of dollars)

Gross : Impaired Specific
loans . loans [ e
Canada :
Residential mortgage ) » 14,632 30 3
Personal and credit card . 16,162 43 18
Business and government 19,937 - 249 123
50,731 322 144
United States .
Residential mortgage 72 Co- -~
Personal and credit card . 3 . - -
Business and government 1,2500 - ) = ] -
: ) 1,325 - -
Other

Residential mortgage : ' - v - -
Personal and credit card
Business and government

(1) Includes $677 million of guaranteed loans to financial institutions

TABLE 3 — CREDIT RISK MITIGATION

As at January 31, 2009
(unaudited) (mitlions of dollars)

Total exposure covered by

Eligible
financial : Credit
i} | Gu derivatives
Balance sheet exposures

Securities purchased under reverse repurchase agreements ’ .
and securities sold under repurchase agreements ‘ 9,961 - -

Loans . . n
Residential mortgage - - 8,766 ’ -
Personal and credit card 328 . 753 -
Business and government v ' 116 1,282 - 47

Derivative financial instruments — OTC 780 - -
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MANAGEMENT’S DISCUSSION AND ANALYSIS
ADDITIONAL FINANCIAL INFORMATION (CONT.)

TABLE 4 — BREAKDOWN OF CREDIT RISK BY DERIVATIVE FINANCIAL INSTRUMENT PORTFOLIO - OTC

As at January 31, 2009
(unaudited) (millions of dollars)

Replacement Credit Risk-weighted
cost equivalent amount
Interest rate contracts 4,718 5,523 1,289
Foreign exchange contracts 1,332 2,426 880
Equity contracts 1,472 2,975 1,697
Commodity contracts 959 969 821
Credit derivative contracts 1,410 3,688 717
: ) . 9,891 15,581 5,404
Impact of master netting agreements (6,341) (8,089) - (1,946)
. ' 3,550 7,492 3,458
Impact of collateral held = (780) (186)
3,550 6,712 3,272
TABLE 5 — CREDIT DERIVATIVE POSITIONS (NOTIONAL AMOUNTS)
As at January 31, 2009 .
(unaudited) (millions of dollars)

. Credit portfolio® Trading
Protection Protection Protection Protection
purchased sold purchased sold

Credit default swaps
Indices and single names 119 72 11,751 11,363
- Tranches on indices ' - - 2,172 2,054
Collateralized debt obligations - - 37 37
Total return swap - - - 13

(1) Protection sold is éolely for the purpose of reduéing protection purchased

TABLE 6 — RESIDUAL CONTRACTUAL MATUR!TY BREAKDOWN OF THE CREDIT PORTFOLIO

As atJanuary 31, 2009
" (unaudited) (millionis of doltars)

Within 1 year 1to 5years Over 5 years Total
Deposits with financial institutions . 1,610 - - 1,610
Available for sale securities
Securities issued and guaranteed by }
~ Canada 10,546 1,375 1,375 13,296 |
Provinces 190 883 787 | 1,860
Municipalities and school boards - 31 1 32
U.S. Treasury and other U.S. agencies 10 50 - 60
_Other debt securities 358 286 362 1,006
Total available for sale securities™ 11,104 2,625 2,525 16,254
Securities purchased under reverse repurchase agreements 8,774 - - 8,774
Loans
Residential mortgage 7,061 7,087 553 14,701
Personal and credit card 15,350 870 123 16,343
Business and government 18,270 2,329 136 20,735
Total loans 40,681 10,286 812 51,779
- Derivative financial mstruments OTC 2,190 5,167 2,534 9,891

(1) Available for sale securities except equities
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MANAGEMENT’S DISCUSSION AND ANALYSIS
ADDITIONAL FINANCIAL INFORMATION (CONT.)

TABLE 7 — CREDIT RISK EXPOSURE®™ UNDER BASEL ASSET CATEGORIES AND BY R!SK WEIGHT®@

As at January 31, 2009
(unaudited) (millions of dollars)

. | Risk Weights

0% 20% 35% 50% 75% 100% 150% Total
Retail residential mortgages 8,768 - 10,832 - - - - | 19,600
Other retail 1,081 - - - 9,558 - - | 10,639
Corporate 2,729 109 - - - 26,559 - | 29,397
Sovereign 25,088 - - - - - - | 25,088
Bank 8,731 7,820 - - - - - | 16,551
Total 46,397 7,929 10,832 - 9,558 : - 101,275

(1)  Excluding the Trading book and Securitization
(2). Exposure amounts are net of all specific allowances for credit losses and reflect the risk weights of the guarantors, where applicable.

TABLE 8 - MAXIMUM CREDIT RISK EXPOSURE

The amounts shown in the table below represent the Bank’s maximum exposure to credit risk as at the balance sheet date w1thout taking into account
any collateral held or any other credit enhancements.

As at January 31, 2009

(unaudited) (millions of dollars)
Maximum exposure to credit risk under Basel asset categories

. Other

Undrawn Repo-style oTC off:balance
Drawn®  commitments®® transactions® derivatives sheet items® Total
Retail residential mortgages 19,600 5,414 - - - 25,014
Other retail 10,639 5,482 - - .- 16,121
Corporate ) ’ 22,519 13,234 1,452 80 . 1,602 38,887
Sovereign 16,073 1,557 8,335 42 117 26,124
Bank ) ) 6,378 1,542 - 8,637 401 ) 808 17,766
Trading book - - - 6,189 , - 6,189
Securitization 23 - - - . 30 | . 53

Total — Credit risk 75,232 27,229 18,424 6,712 12,557 130,154

(1) The amounts drawn represent certain deposits with financial institutions, available for sale securities except equity securities, gross loans, customers’ liability under
acceptances and certain other assets.

(2) Undrawn commitments represent unused portions of authorized credit facilities in the form of loans, acceptances letters of guarantee and documentary letters of credit.

(3) Represents securities purchased under reverse repurchase agreements and sold under repurchase agreements.

(4) Letters of guarantee and credit that represent the Bank’s commitment to make payments in the event that a client cannot meet its financial oblligations to third parties.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
ADDITIONAL FINANCIAL INFORMATION (CONT.)

TABLE 9 ~ SPECIAL PURPOSE ENTITIES

Special purpose entities are not operating entities; they do.not generally have any employees and they can include variable interest entities (VIEs) as
defined in Accounting Guideline No.15 entitled Consolidation of variable interest entities (AcG-15). AcG-15 requires the consolidation of a VIE by its
primary beneficiary, defined as the party that absorbs the majority of the entity’s expected losses, receives the majority of the entity’s expected residual
returns, or both. The Bank has concluded interest rate swaps with some entities.

As at january 31,2009

(unaudited) (millions of dollars)
Bank’s exposure

Undrawn
liquidity,
Investments margin funding Total special
and other facilities purpose entity
N Notes assets and others : assets
NON-CONSOLIDATED SPECIAL PURPOSE ENTITIES
VIEs in which the Bank has a significant variable interest
Securitization entity for the Bank’s credit card . : : -
receivables (qualifying special purpose entity) 1 - 60 N/A 1,685
Multi-seller asset-backed commercial paper conduit administered
by the Bank v 2 410 _ 88 641
Otherasset-backed commercial paper conduits 3 1,373 941 -
NBC Capital Trust o 4 2 ) N/A - 170
Private capital funds and investments 5 145 N/A 2,202
1,990 , 4,698
CONSOLIDATED SPECIAL PURPOSE ENTITIES 6
VIEs
National Bank hedge fund managed accounts (Innocap platform) 7 1,147 N/A - 1,628
Mutual funds_ 8 207 N/A 273
Building . 9 95 N/A 95
Private investments 10 : 14 N/A 31
Other ‘ ’
NBC Asset Trust 11 263 N/A 1,017
. ' i - 1,726 3,044
3,716 7,742

N/A - Not applicable ' -

(1) The Bank’s exposure represents the retained interest in the future excess interest, as well as certain securities issued by the entity and acquired by the Bank.

(2) The main underlying assets are residential and commercial mortgages, leases, consumer loans and other receivables. The underlying assets are located in Canada, As at
January 31, 2009, the amount of the global-style liquidity facility totalled $498 million, representing the total amount of commercial paper outstanding. As at January 31, 2009,
the Bank held $410 million of the commercial paper and, consequently, the maximum potential amount of future payments as at January 31, 2009 was $88 million.

(3) Refertothe “Asset-backed commercial paper” section on pages 9 to 11 of Management’s Discussion and Analysis. The total amount of commercial paper outstanding totalled
$36 billion as at January 31, 2009.

(4) - Referto Note 17 to the 2008 audited consolidated financial statements. 3

(5) The underlying assets are private investments. The disclosed amount of total assets of the special purpose entities are those of the most recent available period.

(6) For the consolidated special purpose entities, the Bank’s exposure is net of the non-controlling interest.

(7) The underlying assets are various financial instruments (trading portfolio). The total assets of the Innocap platform are presented on a net asset basis.

(8) The underlying assets are various financial instruments and are presented on a net asset basis. Certain mutual funds are in a trading portfolio.

(9) The underlying asset is a building located in Canada. ) ' '

(10) The investments are presented on an equity basis.

(11) Refer to Note 21 to the 2008 audited consolidated financial statements. The average maturity of the underlying assets in 4 years.
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CONSOLIDATED FINANCIAL STATEMENTS |
CONSOLIDATED BALANCE SHEET

(unaudited) (millions of dollars)

January 31, 2009

October 31, 2008

January 31, 2008

ASSETS

National Bank of Canada / Report To Shareholders, First Quarter 2009

Cash 244 254 262
Deposits with financial institutions 1,610 3,406 4,115
Securities (Notes 5 and 6)
Available for sale 17,161 12,322 6,634
Held for trading 36,529 33,863 36,396
. : 53,690 46,185 43,030
Securities purchased under reverse repurchase agreements 8,774 7,868 8,855
Loans (Notes 7 and 8)
Residential mortgage 14,704 15,366 15,044
Personal and credit card 16,361 15,695 13,784
Business and government 21,189 21,149 19,151
52,254 52,210 47,979
Allowance for credit losses - (475) (469) (417)
51,779 51,741 47,562
Other
Customers' liability under acceptances 4,444 4,274 4,533
Fair value of derivative financial instruments 10,899 19,814 4,233
Premises and equipment 457 ! 460 433
Goodwill 741 740 702
" Intangible assets 182 . 183 168
Due from clients, dealers and brokers 2,258 2,273 4,650
Other assets 1,911 2,134 1,581
20,892 19,878 16,300
136,989 129,332 120,124
LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits »
Personal " 34,676 33,098 31,522
Business and government 35,389 36,872 35,285
Deposit-taking institutions 9,285 5,827 6,090 -
Deposit from NBC Capital Trust - 225 225 225
79,575 76,022 73,122
Other P
Acceptances , 4,444 14,274 4,533
Obligations related to securities sold short 16,066 15,829 18,355
Securities sold under repurchase agreements 9,650 7,151 3,193
Fair value of derivative financial instruments 9,547 8,588 3,307
Due to clients, dealers and brokers 2,854 12,389 4,404
Other liabilities 5,226 5,286 5,041
47,787 43,517 38,833
Subordinated debentures 2,348 12,255 1,656
Non-controlling interest (Note 10) 1,314 2,029 1,664
Shareholders' equity (Notes 11 and 13) B .
Preferred shares 1,089 774 400
Common shares 1,662 1,656 1,590
Contributed surplus 37 31 33
Retained earnings . 3,080 3,110 2,941
Accumulated other comprehensive income (loss) 97 (62) (115)
5,965 5,509 4,849
136,989 129,332 120,124




CONSOLIDATED FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF INCOME

(unaudited) (millions of dollars)

Quarter ended January 31,2009  October31,2008 January 31, 2008
Interest income .
Loans - 635 737 762
Securities available for sale 146 . 37 58
Securities held for trading 188 220 234
Deposits with financial institutions 2 9 93
971 - 1,003 1,147
Interest expense
Deposits 325 186 537 -
Subordinated debentures 23 30 20
"Other 132 164 162
480 380 . 719
" Net interest income 491 623 : 428
Other income )
Underwriting and advisory fees’ 82 : 49 95
Securities brokerage commissions 53 60 59
Deposit and payment service charges 57 . 58 . 56
Trading revenues (losses) (Note 4) 16 (228) © (68)
Gains (losses) on available for sale securities, net 177) (210) 31
Card service revenues 8 9 10
Lending fees 25 : 27 27
Insurance revenues 30 32 34
Revenues from acceptances, letters of credit and guarantee 23 22 18
", Securitization revenues (Note 8) 98 62 46
Foreign exchange revenues 30 34 ‘ 29
Trust services and mutual funds 75 85 79
Other 65 142 85
- 385 142 501
Total revenues 876 765 . 929
Provision for credit losses 164 49 32
712 716 897
- Operating expenses ’ :
Salaries and staff benefits 378 349 374
Occupancy 44 45 41
Technology - 96 153 98
Communications 20 22 - 19
Professional fees 41 | 59 45
Restructuring charges (Note 14) - 66 -
Other ) . 66 76 . 55
645 770 632
Income (loss) before income taxes (recovery) and non-controlling interest 67 (54) 265
Income taxes (recovery) @ (23) 67
i 74 (31) 198
Non-controlling interest 5 (101) (57)
Net income 69 70 255
Dividends on preferred shares 12 ) 11 - 5
Net income available to common shareholders 57 59 250
Number of common shares outstanding (thousands) :
Average - basic 159,758 159,382 158,001
Average — diluted 159,901 159,818 158,731
End of period 159,679 159,447 158,141
Earnings per common share (dollars) (Note 15) .
Basic o 0.36 0.37 1.58
Diluted 0.36 0.37 1.58
Dividends per common share (dollars) 0.62 0.62 0.62
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CONSOLIDATED FINANCIAL STATEMENTS
- CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

{unaudited) (millions of dollars)

Quarter ended ‘ ' January 31,2009 October 31,2008 January 31, 2008

Net income 69 -70 255

Other comprehensive income, net of income taxes

Net unrealized gains (losses) on translating financial statements

of self-sustaining foreign operations . 39 367 - T 101
Impact of hedging net foreign currency translation gains or losses " (30) (294) (79)
‘Nét change in unrealized foreign currency translation gains and losses, .

net of hedging activities 9 | 73 22
Net unrealized gains (losses) on available for sale financial assets 8 (136) a7
Reclassification to net income of (gains) losses on available for .

sale financial assets 1. . 34 (15)
Net change in unrealized gains and losses on available for sale financial

assets, net of fair value hedge transactions 9 -(102) (32)

Net gains (losses) on derivative financial instruments designated as

cash flow hedges ' 147 126 54
Reclassification to net income of (gains) losses on derivative financial

instruments designated as cash flow hedges . : (6) 6) 4
Net change in gains and losses on derivative financial instruments ] . ‘

designated as cash flow hedges 141 120 58
Total other comprehensive income, net of income taxes > 159 91 48
Comprehensive income ’ 228 161 303

INCOME TAXES — OTHER COMPREHENSIVE INCOME

The income tax charge or recovery for each component of other comprehensive income is presented in the following table:

Quai'ter ended . January 31,2009 October 31,2008 January 31, 2008
Net unrealized gains (losses) on translating financial statements of ‘
self-sustaining foreign operations . : 1 10 3
Impact of hedgjng net foreign currency translation gains or losses (11) - (110) (33)
Net unrealized gains (losses) on available for sale financial assets - 2 ~ (60) ® -
Reclassification to net income of (gains) losses on available for sale . .
financial assets » ' 3 14 6)
Net gains (losses) on derivative financial instruments designated as
-cash flow hedges - 66 i 57 25
Reclassification to net income of (gains) losses on derivative financial |
instruments designated as cash flow hedges- . (3) 2) 2
Total income taxes (recovery) . 58 - (91) (17)
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CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

{unaudited) (millions of dollars)

2008

T Quarter ended January 31 L T . 2009
Preferred shares at beginning 774 400
Issuance of preferred shares, Series 24 and 26 (Note 11) : 315 -
Preferred shares at end S 1,089 . 400
Common shares at beginning
Issuance of common shares : 1,656 . 1,575
Dividend Reinvestment and Share Purchase Plan : 4 4
Stock Option Plan 2 11
_Common shares at end . : 1,662 1,590
Contributed surplus at beginning ’ 31 32
Stock option expense (Note 13) ) 2 2
Stock options exercised . - )
Other R . 4 -
Contributed surplus at end ' ' 37 33
Retained earnings at begmnmg - 3,110 2,793
Net income o ’ . 69 255
Dividends : ‘ , )
Preferred shares ' C (12) O]
Common shares : , (99) 98)
Share issuance expenses and others, net of income taxes ) 12 @)
Retained earnings at end ) 3,080 2,941
Accumulated other comprehensive income (loss) at beginning, net of income taxes : (62) (163)
Net change in unrealized foreign currency translation gains.(losses), net of hedging activities . . 9 22
Net change in unrealized gains (losses) on available for sale financial assets, .
net of fair value hedge transactions _ 9 (2
Net change in gains (losses) on derivative financial instruments designated as cash flow hedges 141 58
Accumulated other comprehensive income (loss) at end, net of income taxes B 97 (115)
Shareholders’ équity : ' : 5,965 4,849
RETAINED EARNINGS AND ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS), NET OF INCOME TAXES
As at January 31 ‘ . 2009 2008
Retained earnings ’ : ' : 3,080 2,941
Accumulated other comprehensive income (loss), net of income taxes ) . -
Unrealized foreign currency translation gains and losses, net of hedging activities (62) (158)
Unrealized gains and losses on available for sale financial assets, )
net of fair value hedge transactions - (130) 36
Gains and losses on derivative financial instruments designated as cash flow hedges . ‘ 289 7
I 97 (115
Total 3,177 2,826
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CONSOLIDATED FINANCIAL STATEMENTS |

CONSOLIDATED STATEMENT OF CASH FLOWS

(unaudited) (millions of dollars)

National Bank of Canada / Report To Shareholders, First Quarter 2009

Quarter ended January 31 2009 2008
Cash flows from operating activities
Net income 69 255
Adjustments for:
Provision for credit losses 164 32
Amortization of premises and equipment 23 20
Future income taxes 9 1)
Translation adjustment on foreign currency subordinated debentures 1 3
L