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Recommendation

BUY

Risk

Low

Target Price

$86.00

Price

$67.06

52-Week Range

$61.00 - $77.10

% Below High

-13.0%

% Above Low

9.9%

Shares O/S

719 million

Market Cap

$48 billion

Average Daily Volume 

2,135,000

Year-End 

October 31

C$ EPS & Mult

2007a $5.75 11.7x
2008a $6.05 11.1x
2009e $6.65 10.1x
Book Value $30.69 2.2x

 Amount Yield

Dividend $2.36 3.5%

Analysts

Robin Cornwell

Q1/08 BEATS OUR EXPECTATIONS BUT BELOW CONSENSUS

DIVIDEND INCREASED BY 4%
ASSET QUALITY & RISK MANAGEMENT VIEWED TO BE THE BEST

CONCLUSION:   BUY - 12 MONTH TARGET MAINTAINED AT $86.00
TD Bank Financial (TD) reported a solid performance last quarter in line with our 
expectations but below consensus estimates by 2%. Adjusted cash EPS was $1.45 
excluding amortization of intangibles, a provision for insurance claims (-$0.03) 
and two other items (which offset each other) for a Y/Y gain of 5%.  Canadian 
Retail (TD Canada Trust) delivered a steady performance and benefi ted from 
strong retail loan growth and higher operating leverage.  Wealth Management 
slowed considerably and will present challenges over the next several quarters, 
however TD Ameritrade (AMTD) delivered strong earnings again up 39% Y/Y.  
TD Banknorth reported slightly better earnings sequentially however ROE was 
still only 5.7%. Total U.S. sourced earnings represented 20% of the TD earnings 
this quarter.  Dividend was increased by 4% to $2.36 per share annually from 
$2.28 per share.  Adjusted operating cash ROE for TD was better at 19.7% in 
the quarter.  

Earnings were up in most areas Y/Y and were of high quality with management 
strategically avoiding the balance sheet risks experienced by the other majors.  
We consider TD to have the lowest asset risk of all the Canadian majors with 
no direct exposure to sub-prime lending, 3rd party ABCP’s, or bank sponsored 
SIV’s.  Although the exceptional Canadian retail performance is expected to 
moderate as interest spreads tighten and the provision for credit losses (PCL) 
increases, it should continue to be the mainstay of earnings.  The Commerce 
Bancorp acquisition is expected to close at the end of March and will present 
many challenges, however we believe long-term it will prove to be a valid strategy, 
however near-term the U.S. consumer banking industry still struggles with stiff 
competition and low interest spreads.
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Our EPS estimate for 2008 was previously lowered to $6.05 from $6.30 which we believe to be 
justifi ed and represents an increase of 5% over 2007, slightly below management’s guidance of 
closer to 7%.  We forecast fi scal 2009 EPS of $6.65 a gain of 10%, the higher end of management’s 
long-term expectations.  Based on our assumed 41% payout ratio, we expect further dividend 
increases to the $2.50 level by the end of fi scal 2008, a gain of 10% Y/Y.  Over the next 18 months 
we expect dividends to approach the $2.65 level.   

Valuation
We view the TD as just plain superior to its peers.  We have concluded that the TD’s risk level and 
solid earnings performance deserves at least a 5% premium to our other two top recommendations 
namely, RY and BNS.  On this basis we have maintained our 12 month target share price for TD 
Bank of $86.00.  Total 12-month expected return is 31.7% and we continue to recommend the 
bank as a Buy.  

TD Banknorth Still A Drag…  But A Modest Improvement Sequentially
TD Banknorth (U.S. Personal & Commercial) continued to drag down TD’s overall performance.  
TD Banknorth contributed $127 million (12% of the bank total or about $0.18 per TD share) up 
from $124 million ($0.17 per TD share) last quarter and up from $64 million ($0.09 per TD share) 
in Q1/07.  ROE improved slightly to 5.7% up from 5.1% last quarter and 4.3% in Q1/07.  Margins 
were down 12 bp sequentially and down 7 bp Y/Y due to intense competition for both loans and 
deposits.  PCL declined modestly to US$26 million in the quarter from US$34 million in Q4/07 
and $30 million in Q1/07.  Net impaired loans were down 4% Q/Q.

Other Quarterly Highlights
• TD reported adjusted net income of $1,060 million up from $1,009 million in Q1/07 a gain 

of 5% Y/Y.  All business sectors in Canada had better sequential earnings performances up 
4% in what management expressed as diffi cult market conditions.

• TD Canada Trust (personal & commercial) net income was very strong at $598 million up 
10% Y/Y.  Net interest margins declined sequentially and Y/Y by 5bp.  Operating leverage 
was very strong at 4% as adjusted revenues increased by 7% and expenses increased by 
only 3% Y/Y.  Management indicated that if operating conditions become more diffi cult it 
will have room to cut expenses.

• Canadian Wealth Management had a good quarter reporting net income of $128 million 
up 5% Y/Y.  Revenues declined sequentially due to lower commissions per trade (TD 
Waterhouse recently lowered commission rates).  Wealth management AUM increased to 
$170 billion a 8% Y/Y increase.  Management cautioned that current market volatility will 
create challenges for this group over the next few quarters. 

• Wholesale Operations (TD Securities) reported a decent quarter with net income of $163 
million up from $157 million in Q4/07 but down Y/Y by 17% from $179 million.   Capital 
markets income was up 14% Y/Y but fl at sequentially.  PCL increased to $56 million over 
double Y/Y.

• Provision for Credit Loss (PCL) increased to $255 million or 0.57% of loans up from $199 
million last quarter and up 50% Y/Y.  TD Canada Trust PCL increased 24% Y/Y but were 
down modestly Q/Q.  We expect the trend in PCL to move higher increasing to about $850 
million in 2008 including Commerce Bancorp.

• AMTD (U.S. Wealth Management business) had a very strong quarter contributing earnings 
of C$88 million (8.3% of TD’s earnings) or $0.12 per TD share up over 39% Y/Y.  Earnings 
were driven by record trading volumes up 35% Y/Y.  This level of income refl ects TD’s 
equity share (39.9%) of AMTD’s earnings.  On a constant currency basis AMTD net income 
rose over 60% to US$90 million.
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• Security gains increased to $152 million from $60 million in the previous quarter and from $70 
million in Q1/07.  This quarter was above the 8 quarter average of $98 million.  Unrealized 
gains declined to slightly over $0.9 billion from $1.1 billion as at the end of last quarter.

• Tier 1 capital ratio increased to 10.9% under the new Basil II measurement up from from 
10.3% last quarter under the old Basil I measurements.

Commerce Bancorp Update
On February 6, 2008, the TD announced that the shareholders of Commerce Bancorp Inc. (CBI) 
had approved the proposed acquisition of CBI by TD.  The transaction is expected to close by the 
end of March 31, 2008 and is subject to regulatory approval.  TD management expects that its Tier 
1 capital ratio under Basil II will decline to the 9.0% level from 10.9%.

This deal is expected to position TD Bank for strong U.S. organic growth as Commerce has 
experienced higher deposit growth than most U.S. banks through aggressive marketing (“The 
Power of WOW!”) and promotions.  After this deal TD Bank will derive 85% of its business in 
the retail sector reinforcing the TD Bank’s retail bank strategy.  The impact on the TD Bank is 
modestly negative until the end of its 2009 fi scal year on earnings, ROE and capital but will provide 
a substantial base for future organic growth in the retail banking sector in North America.

• TD Bank’s Tier 1 capital ratio to decline to 9.0% from 10.9% on closing.
• Commerce has nearly 460 locations throughout New Jersey, New York, Connecticut, 

Pennsylvania, Washington DC, Virginia, Delaware, Maryland and Southeast Florida.
• US$48 billion in assets of which US$16 billion are loans (no subprime mortgages) and about 

US$28 billion in securities.  Management intends to reduce the size and composition of its 
securities position and limit its exposure to changes in interest rates.

• Total TD branches on a combined basis would be 2,102, 7th largest in N.A.


