
 
 
 
 

 

eResearch Corporation 
100 Adelaide Street West, Suite 407    Toronto, Ontario    M5H 1S3 

Telephone: 416-703-6258    Toll-Free: 1-877-856-0765   www.eresearch.ca 

 
 

CANADIAN IMPERIAL BANK OF COMMERCE 
(TSX: CM) 

 
 
eResearch Corporation ( eResearch) and Catalyst Equity Research Inc. (Catalyst) have reached 
an agreement whereby eResearch will distribute all reports provided by Catalyst to eResearch 
throughout its extensive electronic distribution network. 
 
eResearch and Catalyst share a common mission: to provide quality investment research analysis, by 
ensuring that the research is a credible resource that investors can rely on.  
 
eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. Our 
various research packages allow corporate management to choose the form of research coverage that best 
meets their company’s needs.  
 
Catalyst, which was founded in 2003, is Canada’s sole independent equity research company 
specializing exclusively in the financial services sector. Headed by Robin Cornwell, who has more than 
30 years of experience in research and investment analysis of financial companies, Catalyst provides 
comprehensive investment research and advisory services to the investment community. 
 
eResearch Corporation is pleased to provide a Catalyst Q1/12 Results report for the CANADIAN 
IMPERIAL BANK OF COMMERCE. 
 
 
 
Bob Weir, CFA 
Director of Research  
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 Third Party Research:  Catalyst Research April 13, 2012  

Note: Information and opinions expressed in Catalyst Equity Research Inc. reports and presented on the 
eResearch Corporation web-site are those of the contributing author and are provided in good faith and 
without legal responsibility. No representations, express or implied, are made by eResearch Corporation as 
to the accuracy, completeness, or correctness of this research. Such information and opinions expressed 
are as of the date of publication, and are subject to change without notice. Neither eResearch Corporation 
nor Catalyst Equity Research Inc. accepts any liability whatsoever for any direct or indirect loss resulting 
from any use of the research or the information it contains. Further, eResearch Corporation offers no 
opinion, express or implied, on the commentary herein, nor does it endorse the views and opinions 
expressed in this research report, which are those of Catalyst Equity Research Inc. only. 



Catalyst
Equity Research Company Update

March 09, 2012

Catalyst Equity Research Inc.  99A Walmer Road, Toronto, ON Canada M5R 2X6
Tel:  (416) 910-7985     www.catalystresearch.ca

Recommendation: BUY
Target Price (1 Year): C$81.00
Prior: C$81.00
Total Return (1 Year): 11.3%
Risk: Low

Market Data

Current Price $76.04
52-Wk Range $67.32-85.56
Mkt. Cap. (mm) $30,600
Dividend $3.60
Yield 4.7%

Financial Data

Fiscal Y/E October 31
Shares O/S (mm) 403
BVPS $34.31
P/BVPS 2.2x
Capital Ratio Tier 1 14.3%
Total Assets (bill) $391.4
Adj. Cash ROE Annual 23.0%

Estimates (f.d.)

Year 2011A 2012E 2013E
EPS Cash $7.49 $7.90 $8.45
Prior EPS Cash - $8.25 $8.90

Valuations

Year 2011A 2012E 2013E
P/E Mult. Cash 10.2x 9.6x 9.0x

Canadian Imperial Bank of Commerce

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.

CIBC
(CM - TSX    $76.04)

Q1/12 Earnings in Line With Expectations
Capital Markets Reported a Stronger Quarter

Outlook Positive For a Small Dividend Increase

Conclusion:  BUY – Target Maintained at $81.00
Canadian Imperial Bank of Commerce (CM) reported net income of $1.93 per share.  Adjusted 
cash net income was $1.97 per share or flat on a Y/Y basis.  These earnings were slightly below our 
expectations but $0.05 per share above consensus.  The adjusted EPS excludes $0.04 of Items of Note 
below.  Adjusted cash ROE was 23.0% in the quarter versus 20.4% last quarter.  The Tier 1 capital ratio 
decreased to 14.3% from 14.7% last quarter (IFRS basis).  Management indicated that it intends to divest 
the Bank of its low margin, FirstLine mortgage brokerage platform.  

The quarter was driven by strong Capital Market revenues which included a strong recovery in fixed 
income trading.  The Canadian retail and business banking group reported a solid 5% Y/Y increase in 
earnings while Wealth Management posted flat earnings Y/Y.  Provisions for Credit Losses (PCL) were 
higher than our expectations by about 15%.  

For fiscal 2012, we have lowered our EPS estimate to $7.90 from $8.25 which would imply a gain of 
5% over 2011.  For 2013, we have lowered our EPS outlook to $8.45 from our preliminary estimate of 
$8.90.  Our forecast now assumes higher PCL, lower loan growth and stable domestic interest margins. 

Management gave guidance that in the near-term, it would focus on using retained earnings to 
repurchase non-qualifying capital instruments such as preferred shares.  Fully implemented, this action is 
expected to be $0.09 accretive annually to EPS.  However, in light of this, we would expect only a small 
dividend increase of 3% to 5% over the next 12 months.  The payout ratios of 46% and 43% on our fiscal 
2012 and 2013 EPS forecasts respectively are at the mid-range of management’s target payout ratio of 
40% to 50%.

We have maintained our BUY recommendation.  Our 12-month share price target has been main-
tained at our previously lowered target of $81.00.

Valuation
Management has been very successful in reducing risk.  We also acknowledge that management has 
refocused the bank on its Retail and Wealth Management operations and has successfully increased prof-
itability.  Although we continue to expect future growth to be challenging, the Bank’s risk profile has 
been lowered dramatically.  Our share price target supports a valuation of 9.6x on our 2013 EPS forecast 
which represents a 5% discount to the bank average.  We continue to caution that the Canadian banks, 
generally, will face strong headwinds with higher risks associated with Eurozone uncertainties and the 
U.S. regulatory environment.   

Q1/12 Items of Note – Net Negative $0.04 Per Share
• Loss of $26 million after-tax or $0.06 per share on structured credit run-off activities.
• Amortization of intangibles of a negative $7 million after-tax of $0.02 per share.
• Charge of $18 million after-tax or $0.05 per share regarding the premium paid on the redemp-

tion of preferred shares.
• Gain on an equity-accounted investment of $48 million after-tax or $0.09 per share.

Canadian Housing Exposure
Management discussed the potential impact of a general decline in Canadian housing prices.  From 
our analysis, we conclude that the impact would approximate 2% to 4% of 2012 estimated EPS.  Other 
details are outlined below:
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• We estimate the non-securitized residential mortgage portfolio approximates $100 billion of which 79% were insured.  
• The average loan-to-value ratio was about 48%.  

Other Quarterly Highlights
• Retail and Business banking reported adjusted net income of $569 million, up 5% Y/Y.  The gain was driven by a 5% Y/Y increase in mortgage 

loans and an 11% increase for business loans.  Credit card and personal loans were unchanged Y/Y.  Credit card activity remained good but balances 
declined over the quarter.  Revenues increased 1% Y/Y.  Non-interest expenses decreased by 1% Y/Y which allowed for an increase in operating 
leverage of 2%.  Net interest margins declined 21 bps Y/Y and 1 bp sequentially as mortgage lending spreads deteriorated further.  PCL increased 
3% Y/Y and 6% sequentially.   

• Wealth Management net income decreased 1% Y/Y and 7% sequentially.  Net income this quarter excludes the equity-accounted investment 
gain noted above.  Retail brokerage revenues declined 11% Y/Y and 3% sequentially as market conditions resulted in lower trading volumes.  Asset 
management revenue increased 14% Y/Y and was higher by 11% sequentially.  Private wealth management revenue was essentially flat.  Mutual 
fund revenues rose by 2% Y/Y and Assets Under Management (AUM) increased by 6% Y/Y.  

• Wholesale banking reported adjusted net income of $159 million, excluding the Items of Note.  This was down 16% Y/Y but up 24% sequen-
tially.  Underwriting and advisory fees were reported at $107 million, down 34% Y/Y but up 14% sequentially.  Capital Markets reported revenues 
of $307 million which was down 3% Y/Y but higher by 27% sequentially.  Capital Markets revenue was higher sequentially due to a 39% increase in 
trading revenue.  The latter was driven by higher fixed income trading revenue and increased activity in new debt financings offset in part by lower 
foreign exchange trading revenues. 

• PCL in Q1/12 increased 5% sequentially to $341 million.  PCL was higher than expected by about 15%.  Management attributed the increase to 
higher U.S. real estate losses and a change in procedures in the Caribbean.  Management also gave guidance that PCL would likely trend lower over 
the balance of the year.  Credit card losses increased 4% Y/Y and 7% sequentially to about 5.8% of average loans versus 5.3% last quarter.  CM 
currently has one of the largest credit card portfolios of the Canadian banks.  Credit card losses represent about 60% of the total losses at the Bank.  
We have increased our PCL estimate for 2012 to $1.3 billion.  For fiscal 2013, we expect that PCL will stall out near $1.3 billion. 

• Gross impaired loans (GIL) were unchanged Y/Y but increased 3% sequentially to $1.98 billion.  This reported level was about 5% above our 
forecast.  New impaired loan formations were $554 million, down slightly from last quarter.  We have increased our GIL forecast for fiscal 2012 to 
$2.0 billion from $1.7 billion.  For fiscal 2013, we expect GIL to remain near $2.0 billion. 

• Securities gains were higher this quarter at $52 million or $0.10 per share versus $238 million or $0.45 per share in the prior quarter, the latter 
included large Merchant Banking gains.  This quarter, securities gains were about 15%, down from Q1/11.  The securities surplus increased to $568 
million from $518 million last quarter.

Basel III Capital Rules – CM exceeds 2019 Rules
Management expressed that the Bank currently supports an 8.3% ratio under the Basel III equity requirements which exceeds the requirements for 2019.  
Tier I capital decreased to 14.3% in the quarter from 14.7% last quarter driven by IFRS accounting.  The total tangible common equity ratio increased to 
10.8% from 11.4% last quarter.   

Sovereign Debt Exposure – GIIPS – Very Small
The Bank indicated that it has no direct sovereign exposure to GIIPS countries and that it has loans and deposits of $10 million to banks (all Ireland).  The 
bank has $1.2 billion in gross exposure to the total Eurozone.

Recent Events
• CM announced that it has initiated the sale of its First Line mortgage broker unit.  This sale is only of the origination platform not the mortgage 

portfolio that it has generated.
• CM completed the acquisition of a 41% equity interest in American Century Investments (“ACI”), a major U.S. asset management company 

with US$112 billion in Assets Under Management (“AUM”) for US$848 million in cash.  ACI is expected to be accretive to 2012 EPS by about 
$0.15.  Synergies seem to be small, but earnings will become more diversified.
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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.

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 
for services with some or all of the issuers mentioned.  Catalyst or its affiliates or officers, directors, representatives, associates may have a position in the securities 
mentioned herein, and may make purchases or sales of these securities from time to time in the open market or otherwise.  The securities discussed may not be eligible 
for sale in all jurisdictions.  To the full extent permitted by law neither Catalyst nor any of its affiliates, nor any other person, accepts any liability whatsoever for any 
direct or consequential loss arising from any use of this report or the information contained herein.  No matter contained in this document may be reproduced or copied 
by any means without the prior consent of Catalyst.  This report is not for distribution in the United States of America.
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