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Q1/08 EARNINGS SOMEWHAT DISAPPOINTING

PARTLY DUE TO CURRENCY BUT ALSO HIGHER CREDIT LOSSES

NO DIVIDEND INCREASE – THE START OF A MORE CAUTIOUS TREND?

CONCLUSION:  BUY - 12 MONTH TARGET MAINTAINED AT $63.00
RBC Financial Group (RY) adjusted Q1/08 EPS was somewhat disappointing 
coming in at about $0.06 per share or 7% below our estimate and below that of 
consensus.  The Bank reported adjusted cash Q1/08 EPS (fd) of $1.12 excluding 
2 non-operating items (i) a $288 million sub-prime write-down ($0.10 per share) 
and (ii) a $142 million ($0.05 per share) loss on U.S. asset backed paper for a 
decrease of 5% Y/Y.

The net income this quarter was impacted by higher provision for credit losses 
(PCL) up 73% Y/Y, largely the result of higher credit card losses and continued 
losses in the U.S.  Domestic banking overall was solid up 8% Y/Y but was 
dragged down by poorer insurance earnings.  Wealth Management (down 14% 
Y/Y) was weaker due to the strong C$ vs US$, lower transaction revenues and a 
strong Q1/07.  Otherwise the underlying growth in Wealth Management remained 
remarkably strong given the recent market volatility.  Capital Markets overall had 
strong trading revenues but experienced a 25% decline in underwriting revenues.  
U.S. Banking was disappointing with a signifi cant increase in credit losses from 
U.S. Residential Builder Finance and currency translation.  Cash adjusted ROE in 
the period continued very strong at 24.8%.  Of note is the absence of an increase 
in RY’s dividend this quarter (management had been making increases every six 
months for many years and missed this quarter). 

We recently lowered our 2008 EPS estimate to $4.50 from $4.65, with the 
new estimate representing a Y/Y increase of 6%.  Our estimate is now below 
management’s target growth of 7%-10% for fi scal 2008.  Our initial EPS estimate 
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of $5.30 for 2009 has been lowered to $5.00 to refl ect slower anticipated revenue growth and a 
higher PCL’s.  We expect Wealth Management to continue good but slow with the market volatility.  
We expect continued weakness in the U.S. Banking and slower Capital Market revenue growth 
into 2008.  We have lowered our expected dividend increase over the next 12 months to the $2.20 
to $2.25 per share level, which now represents an increase of 10% to 12% down from the 12% to 
15% range.  

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.

Valuation
Although we have scaled back our earnings projections and our expectations for dividend growth, 
we continue to place RY at the top of all the Canadian banks.  The Bank has clearly demonstrated 
that it can generate exceptional returns.  We have applied a 14.0x multiple to the 2008 EPS forecast 
for RY which is a premium to the average of the other majors but in line with BNS & TD.  On this 
basis we have maintained our target share price of $63.00.  RY remains a BUY.  Total 12-month 
expected return is 31.5%.  

Update On Sub-Prime Risk Exposure – Appears Manageable 
Management indicated that the Bank’s gross exposure to U.S. subprime mortgages is US$2.2 billion 
and US$2.8 billion of CDO’s (no sub-prime). Net $600 million which includes MBIA insurance. 

Other Quarterly Highlights
• Total revenue growth was fl at Y/Y at $5.6 billion.  Domestic Personal & Business revenues 

(excluding insurance) increased by 5% Y/Y, Wealth Management decreased by 4% Y/Y, 
U.S. & International revenues were up 9% Y/Y and Capital Markets revenue decreased by 
8% Y/Y. 

• Net income for the quarter was $1,432 million (excluding the write-downs of $187 million 
after-tax), down 4% Y/Y as Q1/07 was a particularly strong quarter.

• Canadian Personal and Business Banking (P&B) reported net income of $762 million down 
1% Y/Y.  Banking-related net income was $673 million up 8% Y/Y while global insurance 
net income was $89 million down 52% Y/Y.  The quarter was in line with expectations as 
interest margins narrowed by 11bp on a Y/Y basis and 2bp sequentially.  Revenue (excluding 
insurance) increased by 5% Y/Y while expenses increased by 4% for an increase in operating 
leverage of 1%.    Domestic provision for Credit Losses (PCL) increased to $214 million 
up 18% Y/Y but fl at over the previous quarter.  The Y/Y increase was largely the result of 
higher provisions in the credit card (up 33% Y/Y) and personal loans (up 21% Y/Y) but also 
generally refl ected the 13% growth Y/Y in the loan portfolio.  ROE for this group remained 
strong at 37.6%.  Return on risk capital (RORC – excludes goodwill & intangible assets) 
was 51.2%.

• Wealth Management revenue declined 4% Y/Y due largely to lower transaction base revenues.  
Fee based revenue increased by 7% Y/Y driven by good volume growth particularly in mutual 
funds.  Net income was reported at $186 million down 14% Y/Y.  U.S. Wealth Management 
revenue decreased by 12% Y/Y but increased 2% in constant currency while Canadian 
revenue increased by 2% Y/Y.  Global Asset Management revenue increased in the quarter 
on a Y/Y basis by 14%.  Total AUM was up over 13% Y/Y and RY reported total AUM of 
$161.2 billion up 13% Y/Y.  The ROE increased to 35.5% up from 31.7% in Q4/07 last year.  
RORC in the quarter was 76.7%, the highest of all reporting groups.
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• U.S. & International (excludes wealth management) was very weak reporting revenue of 
$485 million up 9% Y/Y and cash net income of $47 million down from $80 million last 
year.  PLC increased sharply to $71 million driven by losses relating to U.S. Residential 
Builder Finance.  ROE is still low at 3.5%.  RORC was 6.4%.

• RBC Capital Markets reported net income of $493 million (excluding the sub-prime and CDO 
charge mentioned above) up 24% Y/Y.  Trading revenue was good at $461 million down 
from a record in Q1/07 but in line with the 8 quarter average of $488 million.  Underwriting 
and advisory fees decreased Y/Y by over 25% sequentially and Y/Y.

• Overall PCL was reported at $281 million up from $250 million last quarter and up 73% 
Y/Y.  PCL as a % of average loans increased to 44bp from 29bp last quarter but still in line 
with management’s target of 40 to 50bp.  For fi scal 2007, PCL was $782.  For 2008 we have 
increased our PCL estimate to $1.1 billion up from $925 million previously.   For 2009 we 
have increased our estimated PCL to $1.3 billion up 25% from our previous estimate of 
slightly over $1.0 billion. 

• New Impaired loan formations were up in the quarter to $715 million from $589 million in 
the previous quarter, however of note, is that real estate gross impaired increased to $597 
million up from $345 million in Q1/08 and up from $187 million in Q3/07 and $95 million 
in Q1/07.  Most of this increase was U.S. related in the capital markets portfolio which has 
escalated much faster than we expected and could result in higher PCL’s going forward.

• Gross impaired loans increased in the quarter to $1,494 million up from $1,140 million last 
quarter and up from $876 million last year.  

• Tier 1 capital was 9.8% under the new Basil II guidelines up from 9.4% last quarter based 
on the old OSFI guidelines under Basil I.

Recent Events 
RY To Acquire Phillips, Hagar & North Investment Management Ltd. (PH&N)
RY announced on February 21, 2008 that had 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.
• 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.

• 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. 

• 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.
• Expected to close about April 30, 2008.
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RBC Centura Completes Acquisition of Alabama National
RBC announced on February 25, 2008 that RBC Centura completed the acquisition of Alabama 
National Bancorporation (ABN) barent bank of 10 subsidiary banks in the states of Alabama, 
Florida and Georgia.  RBC paid $1.6 billon consisting of 50% cash and the balance RBC share.  
This acquisition doubles the banks’s presence in Alabama and Florida and adds 13 branches in 
Georgia and adds almost $8 billion in assets.  RBC Centura now has about 430 banking centres in 
south-western U.S.

RY To Acquire Ferris, Baker Watts, Inc. 
RBC announced on February 14, 2008 that it signed a defi nitive agreement to acquire Ferris, Baker 
Watts Inc, (FBW) through its subsidiary RBC Dain Rauscher Inc.  Details were not disclosed.  
FBW is privately held full-service broker and investment banking fi rm with 42 branches and 15 
Capital Markets offi ces in 10 states and the District of Clombia with approximately 330 fi nancial 
consultants and about $18.5 billion in assets under administration.

RY Reaches Agreement To Acquire RBTT Financial Group
RY announced on October 3, 2007 that it had reached an agreement to acquire RBTT Financial 
Group (RBTT) based in the Caribbean for $2.2 billion.  The deal will make the RBC the 4th largest 
bank in the Caribbean with proforma $13.6 billion of assets (130 branches) just behind 3rd place 
Scotiabank at $16.1 billion.  The deal will be paid 40% in RBC Shares and 60% in cash.  RY to pay 
14.2x trailing 2007 RBTT earnings and 3.05x book value.  Expected to close in Mid-2008.
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