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$55.00
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$46.90

52-Week Range
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% Below High

-35.6%
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2.0%

Shares O/S
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Market Cap

$23 billion

Average Daily Volume 

2,632,000
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C$ EPS & Mult

2006a $5.64 8.3x
2007e $5.10 9.2x
2008e $5.65 8.3x
Book Value $28.64 1.6x

 Amount Yield

Dividend $2.80  6.0%

Analysts

Robin Cornwell

Q1/08 EARNINGS MUCH WEAKER THAN EXPECTED 
LOAN LOSS EXPECTATION TRIPLED 

ADDITIONAL WRITE-DOWNS EXPECTED + A POSSIBLE 
EQUITY ISSUE

CONCLUSION:    HOLD  - 12 MONTH TARGET LOWERED TO $55.00
BMO Financial Group (BMO) announced cash EPS for Q1/08 of $0.49 including 
the $0.72 of write-downs and additional reserves.  When adjusted to exclude 
numerous non-operating items detailed separately below, operating EPS was 
$1.21 which was $0.14 lower than we expected and down 8% Y/Y.  The quarter 
was hurt by a tripling of loan loss provisions and weaker than expected domestic 
retail banking.  Adjusted ROE in the quarter was 17.0% down from 19.8% last 
quarter.  The Tier 1 capital ratio under Basil II was stable at 9.5%.

Management gave a distinctly more negative outlook for fi scal 2008 than it had 
at the end of last year including a more negative view on the Bank’s operating 
environment.  We believe that investors should watch several developing 
issues:
1. Of concern is the size of liquidity support offered to SIV’s of $10 billion.  

Although the assets are still AA rated, for the most part, the position is 
material as the market for these assets remains very uncertain. 

2. A further write-down on the Apex of $500 is material and could increase 
by $1.0 billion due to litigation.

3. The tripling of new impaired loan formations and the increase in expected 
loan losses for 2008 is substantial and impacts our 2008 EPS estimate by 
almost $0.35.
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We had previously lowered our 2008 EPS estimate from $5.95 to $5.75 however we believe it 
necessary to lower our estimate further to $5.10.  For 2009, we have reduced the EPS estimate to 
$5.65 from $6.30.  We had expected dividend increases over the next 12 months of 7% to 10%, 
however given the uncertainty over future write-downs we do not expect a dividend increase for 
at least 12 months.  We believe the current dividend rate is safe and investors should continue to 
receive a premium yield of over 6.0% versus the banking average of 4.8%.   We have maintained 
our recommendation as a Hold and our target price has been lowered to $55.00 from $70.00.  

Valuation
Based on our revise 2008 EPS and our new $55.00 target price in 12 months time, this would 
imply a multiple on 2008 EPS of 10.7 times which is 30% below the average for RY, BNS & TD 
and 20% below the banking average P/E multiple overall.  We believe this is reasonable given the 
challenges facing management.

Adjustments For The Quarter Had A Negative EPS Impact Of $0.72   
The adjustments are summarized below.  In total they amount to a negative $5481 million or $362 
million after-tax  ($0.72 per share).
• ACA Financial Charge of $158 MM.  Charge to eliminate the hedge protection from the 

monoline insurer.  BMO has no further exposure to this insurer.
• Trading Charge of $177MM.  Loss on its trading, structured credit-related positions, preferred 

shares, third party conduits and other securities.  Last year BMO took a charge of $853 
million on its trading positions held in natural gas commodities.

• Apex/Sitka Trust Charge of $130MM.   Further charge (in addition to that taken last quarter 
of $80 MM on this structured fi nance vehicle).  BMO indicated that if this vehicle is not 
successfully restructured it could incur an additional charge equivalent to its remaining 
interest of $495 million. 

• SIV Write-Downs of $23MM.  Further write-down in addition to the $15 million write-down 
in Q1/08 relating to capital notes in the Links Finance and Parkland Finance SIV’s.  BMO 
also announced that it will increase its participation in these SIV’s (liquidity support) of up 
to a maximum of $11 billion and almost $2 billion respectively. 

• Increased General Allowance of $60MM.  Increase in its general allowance to refl ect the 
higher level of loans issued as well as a risk assessment

Other Quarterly Highlights
• P&C earnings in Canada increased to $302 million up 1% Y/Y as expenses increased and 

interest margins decreased.  Continued good loan growth (personal loans & commercial 
loans up 17% and 11% Y/Y respectively) was offset by a 2bp drop in interest margins Q/Q 
and a drop of 19bp Y/Y.  BMO experienced a negative operating leverage of over 4% Y/Y.  
Securitization revenues were $80 million vs $87 million last year. 

• P&C U.S. (Harris) cash earnings decreased 6% Y/Y to $33 million from $35 million last year. 
Interest margins continued under pressure and declined 43bp Y/Y and 37bp Q/Q.  Revenue 
declined by 6% while expenses were tightly monitored and actually decreased by 5% for a 
small increase in operating leverage. 

• Wealth Management Group (Private Client) earnings were good as the group reported net 
income of $99 million up 8% Y/Y.  Mutual Fund revenue increased 12% Y/Y to $154 million 
and AUM were $97.1 billion for a Y/Y decrease of 13% due to a decline in institutional 
AUM.  

• BMO Capital Markets earnings were strong at $290 million (excluding the above items) 
up 32% Y/Y driven by higher corporate banking assets and some tax recoveries.  Trading 
revenue was good (excluding commodity losses) at $171 million fl at Q/Q but down 15% 
Y/Y.  Underwriting revenue was $92 million down 15% from last quarter and Y/Y. 
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• Security gains other than trading were only $21 million or $0.03 per share down from $0.21 
per share last quarter including MasterCard gain down from $0.06 per share in Q1/07.  

• Provision For Credit Losses (PCL) in the quarter were $170 million (ex reserve increase 
of $60 million) up from $101 million last quarter and triple the $52 million in the same 
quarter last year.   This represented 0.40% of average loans, up from 0.29% last quarter.  The 
increase refl ected higher volumes and a more diffi cult credit environment.  For 2007 total 
PLC amounted to $353 million or 0.17% of average loans up from $176 million or 0.09% 
in 2006.  Our estimate for 2008 has been increased to $750 million from $500 million.  
Managements targeted PLC was increased from $475 million or less to $680 million.

• Gross impaired loan formations tripled to $708 million up from $238 million last quarter 
and $113 million in the same quarter last year.  One single loan accounted for $459 million 
of the increase.  Net impaired loan formations increased to $729 million versus $219 million 
in the previous quarter.

• Tier 1 capital ratio was 9.5% (under Basil II) up from 9.5% last quarter but down from 9.8% 
a year earlier.  

• Management Changes:  BMO announced several management changes including Tom 
Flynn as the new Chief Risk Offi cer and Russ Robertson as the new Interim Chief Financial 
Offi cer.


