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Recommendation: BUY
Target Price (1 Year): C$66.00
Prior: C$61.00
Total Return (1 Year): 13.8%
Risk: Low

Market Data

Current Price $59.75
52-Wk Range $48.85-62.89
Mkt. Cap. (mm) $86,300
Dividend $2.00
Yield 3.3%

Financial Data

Fiscal Y/E October 31
Shares O/S (mm) 1,426
BVPS $24.75
P/BVPS 2.4x
Capital Ratio Tier 1 13.2%
Total Assets (bill) $721.1
Adj. Cash ROE Annual 20.0%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS Cash $3.70 $4.75 $5.20
Prior EPS Cash - $4.30 -

Valuations

Year 2010A 2011E 2012E
P/E Mult. Cash 16.1x 12.5x 11.5x

RBC Financial Corp.

Chart Courtesy Big Charts

Robin Cornwell
416-910-7985
rcornwell@catalystresearch.ca

Notes:  
All figures in Canadian dollars, unless otherwise specified.
* Under Review

Please see the final pages of this document for important 
disclosure information.

RBC FINANCIAL GROUP
(RY - TSX    $59.75)

Q1/11 Earnings Exceed Expectations by a Wide Margin
Loan Losses Lower Than Expected – U.S. Turns a Profit

RY Remains Well Positioned to Become a Global Powerhouse

Conclusion:  BUY – 12-Month Target Increased to $66.00
RBC Financial Group (RY) reported Q1/11 cash EPS of $1.26 for a Y/Y increase of 22%.  Excluding 
the Items of Note below, the adjusted cash EPS was $1.22 or a gain of 18% Y/Y.  The adjusted earnings 
exceeded our estimate and consensus by $0.22 per share or 20%.  Overall, it was a strong quarter with all 
sectors performing well including the U.S. banking group which reported a profit this quarter.  The Tier 
1 capital ratio increased in the quarter to 13.2% from 13.0% last quarter.  Adjusted ROE was 20.0%, up 
from 14.0% last quarter and an adjusted 17.1% in the same quarter last year. 

Domestic banking earnings in the quarter were very solid increasing 14% Y/Y.  Wealth Manage-
ment net income was up only 2% Y/Y but well up from last quarter.  Assets Under Management (AUM) 
increased 23% Y/Y driven by the BlueBay acquisition during the quarter.  Capital Markets reported a 7% 
Y/Y increase in net income driven by solid trading revenues and very strong underwriting and advisory 
fees.  U.S. Banking reported a profit for the first quarter in over two years driven by lower loan losses.  
RY’s Provision for Credit Loss (PCL) was about 20% lower than we expected and accounted for some 
$0.05 per share in our earnings forecast shortfall. 

For 2011, we have increased our EPS estimate to $4.75 from $4.30 to account for the lower PCL go-
ing forward and higher than expected revenue growth.  We expect the Capital Markets contribution to 
stabilize with continued solid growth in Domestic banking and Wealth Management.  

For fiscal 2012, we have increased our EPS estimate to $5.20 from $4.95.  The current dividend is 
not expected to change over the next 6 months, however, dividend increases are a real possibility later 
in fiscal 2011 based on payout ratios of 42% and 38% on our 2011 and 2012 EPS estimates respectively.  
Theses payout ratios are now at the lower end of management’s targeted payout range of 40%-50%.

RY continues to be one of our favoured choices in the Canadian banking sector and this quarter’s 
earnings performance validated our thesis.  The Bank has a very solid capital base that, in our view, 
will allow the Bank to build on its strengths and position it as one of the top banks globally.  Capital 
Markets is expected to play a big role in RY’s performance going forward and that includes participating 
in the European sovereign debt market where volumes are expected to be increasing.  Management also 
appears intent on expanding its Wealth Management business which is a strategy that we highly endorse.  
We do not expect to see much in the way of U.S. acquisition activity in the banking sector but do expect 
more selective acquisitions in Wealth Management and Capital Markets.  We have increased our share 
price target to $66.00 from $61.00.  We are maintaining our Buy recommendation.

Valuation
The Bank has clearly demonstrated that it can generate exceptional returns over the long-term.  
Our share price target of $66.00 implies a 12.7x multiple on our 2012 EPS forecast which is a small 
premium to the Canadian bank average. 

Items of Note:  Positive $59 Million After-tax Impact or $0.04 Per Share
• Positive accounting, litigation & other adjustments of $31 million after-tax or $0.02 per 

share.
• Positive settlement impact of MBIA of $49 million after-tax or $0.03 per share.
• Negative impact of impairment of U.S. student loan ARS of $21 million after-tax of $(0.01) 

per share.
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Basel III Capital Rule Impact
Under the current Basel II capital rules, RY’s Tangible Common Ratio is 9.9% and its Tier 1 Capital Ratio is 13.2%.  Management estimates that the Tier 1 
Common Equity Ratio under Basel III (2019 rules) currently meets the 7.0% minimum required by 2019.  

Management also indicated that it expects to manage its transition to the new Basel III rules without making use of the regulatory event redemption clause to 
redeem capital instruments.  Certain capital instruments beginning January 1, 2013 may no longer qualify as capital and will be subject to a 10% phase-out 
per year beginning 2013.  These non-common capital instruments include preferred shares, trust capital securities and subordinated debentures.  Based on 
the current situation, RY does not intend to invoke the clause to effect early redemption of these instruments.

Other Quarterly Highlights
• Reported operating cash income of $1,879 million for the quarter, up 22% Y/Y and 45% sequentially.  Earnings last quarter exclude a $116 million 

loss on the sale of Liberty Life.  Revenue was up 1% Y/Y while non-interest expenses increased 9% Y/Y for negative operating leverage of 8%. 
• Canadian Personal and Business Banking (P&B) reported net income of $882 million, up 14% Y/Y and 15% sequentially.  Interest margins 

decreased 2 bps on a Y/Y basis reflecting the continued low interest rate environment and narrower Prime/BA spreads as well as lower credit card 
spreads from promotional pricing and new card regulations.  Margins increased 3 bps sequentially.  Revenue increased by 5% Y/Y while expenses 
increased 8% Y/Y for a decrease in operating leverage of 3% in the quarter.  The higher expenses reflected higher compensation expenses to accom-
modate branch expansion and extended banking hours.  Volume growth remained good, up 6% Y/Y.  Domestic PCL was reported at $257 million, 
down 19% Y/Y and 10% sequentially.  ROE for this group was 36%, down slightly Y/Y. 

• Wealth Management reported cash net income of $236 million, up 2% Y/Y and 26% sequentially.  Fee-based revenue was up 15% Y/Y driven by a 
23% increase in client assets which included for the first time the BlueBay acquisition.  Mutual fund revenue increased 11% Y/Y.  Canadian revenue 
was up 18% Y/Y.  U.S. Wealth Management revenue increased by 2% Y/Y, however, on a constant currency basis, revenue was up 6% Y/Y.  Global 
Asset Management revenue increased 28% Y/Y and included a performance fee earned in BlueBay.  RY reported total AUM of $305 billion.  The 
adjusted ROE was 19.5% versus 21.8% in the same period last year.  

• Insurance cash net income was reported at $145 million, up 22% Y/Y and 1% sequentially which excludes the loss of $116 million incurred on the 
sale of Liberty Life Insurance last quarter.  Earnings were driven by lower reinsurance and disability claims costs and favourable life policyholder 
experience offset in part by lower investment gains.  The adjusted ROE was about 32%

• U.S. & International was much stronger reporting a profit of $48 million versus a loss of $32 million last year and a loss of $132 million last quar-
ter.   Banking revenue was up 18% Y/Y in constant currency terms due largely to a loss on AFS securities reported in last year’s results.  RBC Dexia 
IS reported revenues up 10% Y/Y.  PCL decreased 25% Y/Y to $131 million from $175 million last year and $191 million last quarter.  Overall, 
the lower Y/Y losses were driven by lower reserves required in the U.S. and Caribbean commercial portfolios reflecting asset stabilization and an 
improvement in commercial property values.

• RBC Capital Markets reported cash net income of $613 million, up 7% Y/Y but well up from very weak revenue last quarter of $373 million.  
Adjusted to exclude the MBIA gains and other small items, trading revenue was lower Y/Y by 14% (last year was a very strong quarter) but was up 
45% over that of the prior quarter.  Underwriting and advisory fees were up 59% Y/Y and 47% sequentially.  PCL had a net recovery of $27 million 
in the quarter which was a good improvement over PCL provisions of $30 million last year.  The adjusted ROE was 25%, down from 26% in the 
same period last year. 

• PCL was reported at $342 million, down 31% Y/Y and 20% sequentially.  Overall, PCL came in 20% below our expectations of $450 million 
(the difference being about $0.05 per share).  PCL as a percent of average loans decreased to 45 bps from 57 bps last quarter and was down from 
the last 4 quarter average of 63 bps.  PCL in Canada declined due to fewer business loan losses.  The largest decrease was in the U.S. and Caribbean 
commercial sectors.  Capital Markets reported a recovery of $27 million in the quarter.  For fiscal 2011, we are lowering our PCL estimate to $1.6 
billion from $1.8 billion which would represent a decrease of 11% from 2010.  For 2012, we estimate the PCL to remain near $1.6 billion.

• Gross Impaired Loans in the quarter amounted to $4.7 billion which was down 6% sequentially and down 8% from $5.1 billion in the same 
quarter last year.  Overall, this level was 5% below our expectations.  New impaired loan formations in the quarter decreased to $0.7 billion versus 
$1.0 billion in the prior quarter.   Although we continue to expect GIL to remain elevated for some time, we have lowered our fiscal 2011 target to 
$4.6 billion from $4.9 billion and expect the 2012 GIL to decrease marginally to $4.4 billion.

• Tier 1 capital was 13.2% versus 13.0% last quarter based on the Basel II rules.  

Recent Events
On December 17, 2010, RY announced that it completed the acquisition of BlueRay Asset Management (BlueRay) based in the U.K. with AUM of $40 
billion for $1.6 billion in cash.

• BlueRay is a fixed income manager with 60% of AUM institutional and 40% High Net Worth.
• BlueRay is one of the largest fixed income managers in Europe and has had very strong growth over the last 12 months (AUM up almost 20% and 

performance fees up 50%).
• BlueRay was a public company in the U.K. listed on the London Stock Exchange.  The purchase price of 485 pence per share represents a premium 

of almost 60% to the 90-day moving average share price of BlueRay.
• BlueRay is expected to retain its independence after the transaction is completed.
• This was a cash transaction and is expected to lower RY’s Tier 1 capital ratio by about 55 bps.
• The transaction is not expected to have any material impact on RY’s near-term earnings.
• At 3.9% of AUM, RY paid a considerable premium for a fixed income and largely institutional based asset manager.  In February, 2008, RY paid 

$1.4 billion or about 2% of AUM for PH&N whose $70 billion of AUM included mutual fund AUM of almost $20 billion (generally mutual fund 
AUM attract higher valuations closer to 5% to 8% of AUM).  However, PH&N had institutional representing about 80% of total AUM.
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Definition of Risk Rankings
Low:  Low financial and operational risk, high predictability of financial results with stronger than average balance sheet and strong free cash flows.  Company may 
pay substantial dividends or have an active share repurchase program. 
Medium:  Moderate financial and operational risk, moderate predictability of financial results, positive free cash flows and may or may not pay a dividend.
High:  High financial and/or operational risk, low predictability of financial results.  Limited financial history, negative free cash flows, adequate working capital and 
no dividends.

Definition of Research Ratings
The Catalyst research recommendation structure consists of the following categories:
Buy:  The stock’s total return, including dividends paid, is expected to exceed a minimum of 15% on a risk-adjusted basis, over the next 12 months.
Hold:  The stock’s total return, including dividends paid, is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months.
Sell:  The stock’s total return, including dividends paid, is expected to be negative over the next 12 months.
Speculative:  The stock’s total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with the investment that 
could result in significant loss.
Note:  Analysts have discretion within 500 basis points of the upper and lower limit of each rating to maintain the recommendation.

Analyst Certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities or issuers.  No 
part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by the responsible analyst(s) in this report.

 
The information contained in this report has been compiled by Catalyst Equity Research Inc. (“Catalyst”) from sources believed to be reliable, but no representation 
or warranty, express or implied, is made by Catalyst, its affiliates or any other person as to its accuracy, completeness or correctness.  All opinions and estimates con-
tained in this report represent Catalyst’s judgment as of the date of this report and are subject to change without notice and are provided in good faith but without legal 
responsibility.  This report is not an offer to sell or a solicitation to buy any securities.  Catalyst and its affiliates may have a relationship or may receive compensation 
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