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Recommendation

Hold

Risk

Low

Target Price

$57.00

Price

$50.73

52-Week Range

$44.51 - $66.50

% Below High

-23.7%

% Above Low

14.0%

Shares O/S

158 million

Market Cap

$8 billion

Average Daily Volume 

567,000

Year-End 

October 31

C$ EPS & Mult

2007a $5.65  9.0x
2008a $5.50 9.2x
2009e $6.10 8.3x
Book Value $26.85 1.8x

 Amount Yield

Dividend $2.48 4.9%

Analysts

Robin Cornwell

Q1/08 EARNINGS IN LINE WITH EXPECTATIONS

BUT GROWTH RATE TEMPERED 
AS NA STILL HIGHLY DEPENDENT ON FINANCIAL MARKET REVENUES

CONCLUSION:   HOLD - 12 MONTH TARGET MAINTAINED AT $57.00
Operating cash EPS (fd) was reported at $1.36 down 3% Y/Y (these results exclude 
a $0.20 per share gain on the sale of a subsidiary).  These results were basically 
in line with our expectations.  However, management indicated that the quarter 
included fi nancing and professional expenses of $14 million after-tax ($0.08 
per share) associated with maintaining the $2.25 billion position of non-bank 
Asset Backed Commercial Paper (ABCP).  Excluding the latter operating EPS 
would have been closer to $1.44.  The quarter was helped by strong trading and 
security gains in Financial Markets.  Wealth Management was weaker with net 
income down 7% Y/Y.  Personal & Commercial (P&C) saw a spread contraction 
which limited net income to a gain of 6% Y/Y.  Cash adjusted ROE was 20.1% 
up from 19.9% last quarter. 

Financial Markets represented an estimated 43% of total net income in 2007 
and we believe that this level of contribution to overall net income may not be 
sustainable.  We are maintaining our recently revised 2008 EPS forecast of $5.50 
which refl ects a 2% decline from 2007 and have introduced our 2009 EPS estimate 
at $6.10 representing a gain over 2008 of 10%.  Our 2008 estimate could be 
revised higher if the non-bank ABCP situation is successfully re-negotiated and 
the bank has some interest recapture.  Investors should now expect to see slower 
dividend growth.  We expect the dividend payout ratio to now average 44% in 
2008 which means investors could expect to see a further dividend increase over 
the next 12-months to the $2.58 to $2.62 per share level for an increase of 3% 
to 5% or well below that of the bank average of 12%+.  We have maintained our 
recommendation as a Hold.
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Valuation
NA is largely dependent on the domestic economy and will not benefi t from foreign earnings growth.  
Our real concern remains to be that the Bank’s current earnings growth is benefi ting from a higher 
than average dependency on the Financial & Capital Markets group for revenues and that this is 
expected to deteriorate into 2008.  There is still a risk of further ABCP write-downs on the ABCP 
portfolio which presents an added element of uncertainty.  We are maintaining our 12-month share 
price target of $57.00 which we previously lowered from $64.00.  This new target represents a 
discount to the bank average of 20%.

Other Quarterly Highlights 
• Total net cash operating income for the bank in Q1/08 was reported at $255 million up 6% 

Y/Y.  Excluding the gain on the sale of the Nassau subsidiary net income would have been 
$223 million or down 7% Y/Y.  Revenue was $976 million down 7% Y/Y while expenses 
decreased by 3% Y/Y for a negative operating leverage of 4%.

• The Personal and Commercial group reported a good quarter with net income of $130 million 
up 6% from last year.   Revenues increased by 1% while expenses decreased by 1% for 
no real increase in operating leverage.  Loan growth increased 8% Y/Y.  Overall margins 
decreased by 22bp Y/Y and 8bp Q/Q. 

• Wealth Management reported net income of $41 million fl at from last quarter but down 7% 
Y/Y.  Total revenues declined 2% Y/Y but expenses dropped by 2% generating no operating 
leverage improvement.  Mutual fund revenue was up only 3% Y/Y.  Total AUM decreased 
to $104 billion from $106 billion last quarter. 

• Financial & Capital Markets reported net income of $73 million down 12% Y/Y and down 
19% from last quarter and about 35% of total earnings this quarter.  Underwriting and advisory 
revenue declined to $95 million a Y/Y decrease of 3%.  Trading revenues were strong at 
$135 million up 20% Y/Y and up signifi cantly from $112 million last quarter.  Trading in 
fi xed income and commodities were very strong while equities had a loss of $13 million.  
Security gains were $30 million or about $0.13 per share down from $29 million last year 
and $33 million in the previous quarter.

• Provision for Credit Loss (PCL) was reported at $32 million up from $29 million last quarter 
and up Y/Y from $28 million in Q1/07.  Gross impaired loans increased to $249 million fl at 
Q/Q.  Net new impaired loan formations were $43 million up from $22 million last year and 
fl at Q/Q.  We now forecast PCL to increase to $135 million in 2008 up from $125 million 
previously.
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