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RBC FINANCIAL GROUP
(RY - $50.39)

RBC ACQUIRES PH&N FOR $1.36 BILLION

A ‘ROYAL’ PURCHASE AS PH&N IS CONSIDERED A GEM

TRANSACTION NOT AS CHEAP AS IT LOOKS

RBC ONE YEAR TARGET MAINTAINED AT $63.00 - BUY

EVENT:  RBC Financial Group (RBC) announced yesterday that has entered into an agreement to acquire Phillips, 
Hagar & North Investment Management Ltd. (PH&N).  The transaction is subject to regulatory approval.
• RBC to issue 27 million shares to PH&N shareholders for a value of about $1.36 billion.
• PH&N has about $69 billion in Assets Under Management (AUM) with $20 billion in mutual funds, an 

estimated $6 billion in high net worth, $10 billion in pooled funds and some $33 billion in pension funds. 
• Expected to close about April 30, 2008.

CONCLUSION:  PH&N has always been viewed as a prize with a long history of being conservative and extremely 
well managed but yet demonstrating excellent growth.  However, in our view, it did not come cheap.
• RBC to pay about 2% of AUM which appears at fi rst glance low, however, a large portion of the AUM are 

pension related and attract much lower valuations.  We expect that the valuation is closer to 1% of the pension 
AUM and almost 4% for the private client and mutual fund AUM which is more in line with recent transactions.  
We expect RBC could have upwards of 15 times EBITDA or over 20 times net income.

• Wealth management AUM increases to $160 billion for RBC.  
• RBC mutual fund AUM increases to slightly over $100 billion only $3 billion short of the #1 player IGM 

Financial.
• RBC becomes one of the top fi ve managers in the Canadian institutional market for defi ned benefi t and defi ned 

contribution pension plans.
• RBC gains a signifi cant foothold in the private client business in Western Canada.

We have not changed EPS estimates of $4.50 and $5.30 for fi scal 2008 and 2009 respectively as we conclude that this 
transaction will likely not be accretive to earnings in either year.  We are maintaining our Buy recommendation and 
our one year target of $63.00 per share.  RBC continues to remain one of our top choices in the Canadian banking 
sector as it appears intent on expanding its wealth management business both inside and outside of Canada, a strategy 
we highly endorse.
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