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Recommendation: BUY
Target Price (1 Year): C$93.00
Prior: C$91.00
Total Return (1 Year): 13.9%
Risk: Low

Market Data

Current Price $84.02
52-Wk Range $67.63-86.82
Mkt. Cap. (mm) $74,400
Dividend $2.64
Yield 3.1%

Financial Data

Fiscal Y/E October 31
Shares O/S (mm) 886.1
BVPS $42.81
P/BVPS 2.0x
Capital Ratio Tier 1 12.7%
Total Assets (bill) $629.9
Adj. Cash ROE Annual 15.3%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS Cash $5.77 $6.75 $7.35
Prior EPS Cash - $6.75 $7.35

Valuations

Year 2010A 2011E 2012E
P/E Mult. Cash 14.6x 12.4x 11.4x

TD Bank Financial Group

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.

TD BANK FINANCIAL GROUP
(TD - TSX    $84.02)

Q2/11 Operating Results – Slightly Below Expectations
Loan Losses Decrease More Than Expected
Canadian Operations Deliver Slower Growth

Conclusion:  BUY – 12-Month Target Increased to $93.00
TD Bank Financial (TD) reported EPS of $1.46 for Q2/11.  Adjusted cash EPS, excluding the Items 
of Note below, was $1.59, a gain of 17% Y/Y.  The adjusted results were $0.02 per share below our 
estimate and $0.20 per share above consensus.  Adjusted operating cash ROE for TD decreased to 15.3% 
from 16.0% last quarter.  The Tier 1 capital ratio was unchanged at 12.7%. 

Canadian Retail (TD Canada Trust) delivered a good performance this quarter, albeit at a slower 
growth than prior quarters, as net income rose 11% Y/Y.  A 20% decrease in the Provision for Credit 
Loss (PCL) had a positive impact on earnings from this group offset by lower interest margins.  Wealth 
Management net income was very strong increasing by 24% Y/Y and 14% sequentially.  TD Ameritrade 
reported improved earnings in the quarter.  Wholesale Banking (Capital Markets) reported an uninspiring 
quarter as trading revenue weakened.  U.S. Personal and Commercial (US P&C) reported a 30% increase 
in net income on a Y/Y basis.  The improvement was largely the result of lower PCL and the inclusion of 
South Financial acquisition.  The US P&C ROE remains depressed at 7.4%.  

We continue to view the TD as primarily a retail bank and of higher earnings quality with almost 
65% derived from the TD Canada Trust and Wealth Management groups.  However, competition 
in Canada is increasing and maintaining market share may be more difficult for TD Canada Trust go-
ing forward.  With regard to the U.S., we believe that TD’s risk level is increasing driven by increased 
regulation, uncertainties overhanging the economic recovery and a very competitive retail banking envi-
ronment.  We are becoming more uncertain as to whether the U.S. retail & commercial banking returns 
will improve as quickly as we had hoped and that they could remain a drag on earnings for many years.  
Overall, economic return on invested capital has averaged only 4%-8% in the U.S. versus returns in 
Canada of 25%-30%.  However, having said that, the Canadian Retail and Wealth Management opera-
tions continue to perform very well.  

For fiscal 2011, our EPS estimate has been maintained at $6.75 which reflects the strong earnings 
growth in Canada.  Our EPS estimate for fiscal 2012 has been maintained at $7.35.  These estimates 
imply a dividend payout ratio of 39% and 41% on 2011 and 2012 earnings respectively, both of which 
are at the mid-range of management’s target of 35% to 45%.  Investors should expect a dividend increase 
early in fiscal 2012.

We have increased our 12-month target for TD to $93.00 from $91.00.  We continue to recommend 
the bank as a Buy.  

Valuation
We view the TD as primarily a retail bank with good earnings quality in Canada, however, the 
U.S. economic and regulatory environment is of increasing concern to us which could restrain improved 
U.S. earnings.  We continue to caution investors to be aware that TD could lose some of its premium 
P/E multiple with respect to the average of the other major Canadian banks particularly if the regulatory 
environment deteriorates and/or competition in the U.S. banking sector intensifies.  However, based on 
the exceptional earnings performance demonstrated to date, we have increased our 12-month share price 
target higher to $93.00 which implies a P/E multiple of 12.6X our 2012 EPS forecast which is slightly 
above the average of the major Canadian banks.  
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Items of Note in Q2/11 Amount to Negative $0.13 Per Share
• Change in the fair value of derivatives for hedging of positive $6 million after-tax or $0.01 per share.  
• Change in the fair value of credit default swaps hedging the corporate loan book of positive $2 million after-tax or nil per share.  
• Amortization of intangibles of negative $108 million after-tax or negative $0.12 per share.
• Integration & restructuring charges to the U.S. P&C bank of negative $16 million after-tax or negative $0.02 per share. 
• Integration & restructuring charges to the acquisition of Chrysler Financial of negative $3 million after-tax or negative nil per share.

Other Quarterly Highlights
• TD reported adjusted cash net income of $1,451 million in Q2/11, up 18% Y/Y but lower by 9% sequentially.  Revenue increased 7% Y/Y 

while expenses increased 8% Y/Y for a negative operating leverage of 1%.  The increase in non-interest expense was largely driven by higher busi-
ness investment related expenses and project-related costs in the Canadian P&C operations.  Management indicated that negative operating leverage 
would persist through the next quarter but be positive for 2011 as a whole.  As noted below, PCL declined 28% Y/Y and came in 20% below our 
expectations. 

• TD Canada Trust net income was $847 million, up 11% Y/Y but down 6% sequentially.  PCL was a major factor in the higher earnings this 
quarter as it declined 20% Y/Y (excluding segment transfers) and 10% sequentially.  Net interest margins decreased by 14 bps Y/Y and 4 bps se-
quentially due to segment transfers and increased pricing competition.  Revenue growth was up 4% Y/Y (excluding segment transfers) driven by 
good mortgage and commercial loan growth, up 7% and 8% on a Y/Y basis respectively.  Credit card balances increased 6% Y/Y.  Net insurance 
revenue declined 10% Y/Y and was negatively impacted by severe weather in the quarter.  Further losses are expected in Q3/11 related to the Slave 
Lake fire.  Expenses increased 4% Y/Y which provided no increase in operating leverage.  On a sequential basis, operating leverage was a negative 
4%.  Management indicated that negative operating leverage would persist through the next quarter but be positive for 2011 and overall will begin 
to narrow (the positive operating leverage has been a big driver of earnings for this group over the last few years).

• Global Wealth Management had a very strong quarter.  Net income was reported at $207 million, up 24% Y/Y and 14% sequentially.  
Excluding TD Ameritrade, net income was up 35% Y/Y and 13% sequentially.  Revenues increased by 15% Y/Y.  Expenses increased 10% Y/Y 
allowing for a positive increase in operating leverage.  Mutual fund revenue increased 10% Y/Y driven by improved equity markets.  Assets Under 
Management (AUM) of $190 billion were up 9% Y/Y and included the AUM at South Financial.  Assets Under Administration (AUA) increased 
16% Y/Y.  TD Ameritrade (46% owned) reported an improved quarter contributing $57 million (equity contribution), up 2% Y/Y and 19% sequen-
tially.  The latter was driven by higher sequential trading volumes.

• U.S. Personal & Commercial (US P&C) net income was up 30% Y/Y to $319 million.  This was down from the $333 million reported last quarter 
and included the South Financial acquisition.  In total, the US P&C represented $0.36 per TD share or 23% of TD’s adjusted earnings this quarter.  
The quarter was helped by a favourable tax adjustment.  PCL increased 9% Y/Y but declined 13% sequentially to $176 million.  Net interest margins 
improved by 9 bps Y/Y but declined 8 bps sequentially.  Gross Impaired Loans (GIL), excluding debt securities, were unchanged at $1.4 billion.  
Debt securities classified as loans were unchanged at $1.7 billion.  The increase in GIL excluding the debt securities was in line with expectations.  
ROE was unchanged at 7.4%.  Management was cautious about the major U.S. banks becoming more aggressive in price competition.    

• Wholesale Operations (TD Securities) reported a poor quarter with net income of $180 million, down 18% Y/Y and 24% sequentially.  Trading 
revenue declined 25% Y/Y and 17% sequentially.  Underwriting and advisory revenue was up 19% Y/Y but declined 9% sequentially.  PCL was $7 
million versus a loss of $10 million in the same quarter last year.  Return on capital remained good at 23%.

• Provision for Credit Loss (PCL) decreased 28% Y/Y to $303 million.  Sequentially PCL declined by 13% and came in almost 20% below our 
expectations.  The Canadian PCL loss ratio to average loans declined to 41 bps from 58 bps last year while the ratio for the U.S. P&C group declined 
to 89 bps form 128 bps last year and 94 bps last quarter.  For fiscal 2011, we have lowered our PCL forecast to $1.3 billion from $1.5 billion.  For 
fiscal 2012, we are forecasting PCL to remain elevated near $1.3 billion.

• Gross impaired loans were in line with expectations at $3.9 billion in the quarter, up 30% Y/Y and flat sequentially.  The increase included ac-
quisitions.  Formations decreased in the quarter to $695 million from $776 million last quarter.  We have maintained our GIL forecast for fiscal 2011 
at $4.0 billion and expect the GIL to remain elevated throughout 2012 near the $3.7 billion level.

• Security gains were $25 million in the quarter.  Security gains in the previous quarter were $60 million versus a gain of $47 million in the same 
quarter last year.  Unrealized gains decreased to $194 million from $215 million as at the end of last quarter.

Recent Events
On April 1, 2011, TD Bank Financial (TD Bank) acquired Chrysler Financial (Chrysler) from Cerberus Capital Management, L.P. (Cerberus) for 
US$6.3 billion in cash.

• The purchase is comprised of net assets of US$5.9 billion and approximately US$400 million in goodwill.  
• Chrysler is based in Farmington Hills, MI.  
• No impact on earnings outlook for 2011.  Management expects the transaction to be accretive on fiscal 2012 by about $0.11 per share.  
• This transaction was basically the acquisition of Chrysler’s US$7.5 billion of assets, management team and operating systems.
• Negative impact on TD Bank’s Tier 1 Basel II capital ratio by 50 bps. 
• TD Bank to record US$400 billion of goodwill. 
• Adds over 5,000 dealer relationships in North America and expands the lending footprint in the U.S. quite significantly.
• The margin on the auto business is expected to produce a net interest margin closer to 400 bps which is much higher relative to TD Bank’s mainline 

banking business.
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Definition of Risk Rankings
Low:  Low financial and operaional 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.
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