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Event 
■ We are releasing our full report titled "Canada's Dividend Culture - Caught 

in the Crossfire; Dividend Reset". 
■ The main risk currently to the Canadian banking industry and bank 

valuation is "regulatory" in terms of over-regulation and mis-regulation. Our 
concern about regulatory risk has been heightened with the recent release of 
the Basel consultative documents.  

Implications 
■ We are particularly concerned about the potential impact to Canada's 

dividend culture, where Canadian bank dividend levels may increase in 
volatility, reducing predictability, or banks may have to lower dividend 
payout ratios longer term, freezing or reducing dividend increases in the 
near term in order to manage prudently under the Basel rules.  

Recommendation 
■ We remain market weight as we need regulatory clarity, especially on 

capital and bank dividend policy, before bank valuations can expand further. 
Bank valuation may contract modestly in the near term under the 
uncertainty. 

■ NA and RY should have the highest dividend growth or flexibility to 
increase dividends over the next two or three years.
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Universe of Coverage 

 Price Rating Risk 1-Yr ROR 2-Yr ROR 

BMO C$53.38 1-SO Low $65.00 27.0% $70.00 41.6% 
BNS C$45.15 2-SP Low $55.00 26.2% $62.00 46.2% 
CM C$64.50 3-SU Low $75.00 21.7% $80.00 34.8% 
CWB C$20.72 2-SP Medium $26.00 27.7% $30.00 49.2% 
LB C$39.50 2-SP Medium $50.00 30.3% $54.00 44.2% 
NA C$57.00 2-SP Low $75.00 36.0% $80.00 49.2% 
RY C$53.37 1-SO Low $75.00 44.4% $82.00 61.3% 
TD C$62.60 2-SP Low $80.00 31.8% $85.00 43.8% 
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Canada's Dividend Culture 
■ The following are excerpts from our full report titled "Canada's Dividend Culture". 
■ The main risk currently, in our opinion, to the Canadian banking industry and bank valuation is 

“regulatory” in terms of over-regulation and mis-regulation. The major uncertainty is what 
operating and financial constraints will be placed on banks by the regulator. We believe that 
the regulator will likely require excessive deleveraging in the near to medium term before 
adopting a more balanced approach to capital.   

■ Our concern about regulatory risk has been heightened with the recent release of the Basel 
consultative documents. We are particularly concerned about the potential impact to 
Canada's dividend culture, where Canadian bank dividend levels may increase in volatility, 
reducing predictability, or banks may have to lower dividend payout ratios longer term, 
freezing or reducing dividend increases in the near term in order to manage prudently under 
the Basel rules. This report focuses on Tier 1 common, potential capital buffers, and the 
maximum distributions, particularly dividends, to be prescribed by the regulators. Basel has 
not calibrated its capital conservation rules, but the tone and nature of the document has 
potential risk particularly for Canada given the bank group's dividend history and culture, not 
to mention the maintenance of healthy dividends through the recent financial crisis.  

■ If Canadian banks' dividend policies change, valuations will likely be impacted, and the risk 
is to the downside. We remain market weight as, in our opinion, we need regulatory clarity, 
especially on capital and bank dividend policy, before bank valuations can expand further. In 
fact, bank valuation may contract modestly in the near term under the uncertainty. 

■ The Bank for International Settlements (BIS) recently released (December 17, 2009) two 
consultative documents: (1) Strengthening the Resilience of the Banking Sector; (2) 
International Framework for Liquidity Risk Measurement, Standards and Monitoring. These 
documents were issued for comment by April 16, 2010.   

■ “As requested by the G20, the standards will be phased in as financial conditions improve 
and the economy recovery is assured, with an aim of implementation by end-2012. As part of 
this phase in process, the Committee will consider appropriate transitional and 
grandfathering arrangements.” (Strengthening the Resilience of the Banking Sector) 

■ It is generally believed that a number of proposals will be modified and others subject to 
country-by-country consideration. We expect that local regulators will have some discretion, 
with blanket global adoption unlikely. 

■ The two Basel documents are very detailed, technical, and are consultative, with no 
minimum capital levels indicated. It seems that Basel’s main focus in terms of capital ratios 
is on Tier 1 Common. The status of hybrid capital is questionable, especially Innovative Tier 
1. We have fine-tuned our pro forma Tier 1 common ratios from our preliminary calculations 
published December 18 and December 21, 2009 (Canadian Banks Quarterly Overview, 
Daily Edge, “Banks – Fourth Quarter Overview,” respectively), extending the pro forma 
ratios to 2012.  

■ “The fully calibrated set of standards will be developed by the end of 2010 (calendar) to be 
phased in with implementation by end 2012 (calendar).” (Strengthening the Resilience of the 
Banking Sector) 

■ We expect Canadian banks’ capital levels to remain among the highest on a global basis. 
S&P calculated risk-adjusted capital (RAC) ratios for 40 global banks using detailed 
information provided by the banks (some non-public). S&P’s RAC ratios were released on 
November 23, 2009, as at June 30, 2009. S&P RAC ratios are relatively conservative, using 
stricter definitions of capital and higher risk weights. For the 40 global banks S&P calculated 
an average 6.7% RAC ratio, with Canadian banks in the high end of the range at 7.8%-8.3%. 
Thus, it is reasonable to expect Canadian banks to maintain their relative strength under the 
new Basel proposals.  

■ We expect that Canadian banks would be able to comfortably meet the Tier 1 common 
capital ratios stemming from these Basel proposals. However, the single biggest concern for 
Canadian banks from the Basel proposal, we believe, is the potential impact on dividends 
from the section titled “Capital conservation best practice” (Strengthening the Resilience of 
the Banking Sector). In our opinion, capital conservation best practices, depending on 
calibration, could unfairly threaten Canada’s dividend culture. In essence, Canadian banks 
are caught in the crossfire of regulators, central bankers, and politicians (populist agenda), 
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mainly from the United States and the U.K. Thus, in our view, Canadian banks may have to 
maintain inefficient and uneconomical capital levels to be able to sustain dividends near their 
historical payout ratios or significantly change their dividend payout policy or be prepared to 
issue equity at likely a very inopportune time in the market. Global banks, at the same time, 
that have cut or eliminated their dividends would be able to operate with lower Tier 1 
common ratios as they have lower capital buffer requirements given their low level of 
dividend distribution. 

Caught in the Crossfire 
■ The Basel proposal to place banks in a straight jacket with respect to dividends and regulate 

dividend payments based on capital cushions we believe is very harsh. This particular 
proposal could be very disruptive to Canada’s dividend culture. This proposal could result in 
significant changes to Canadian banks’ dividend payout targets and significantly impact 
dividend growth, certainly in the near to medium term, and/or result in equity issues, with 
Canadian banks forced to carry much lower leverage to sustain their healthy dividend 
payouts, or cause dividend cuts and lower dividend predictability. The Basel proposal in 
essence favours stock buybacks (likely at market peaks) over dividend increases. 

■ Canada’s major banks have a long history of superior dividend growth (Exhibit 10), as well 
as maintaining dividend levels even through severe economic downturns, setting Canada 
apart from many countries. Canadian bank shares are widely held in Canada by institutions 
including pension funds and individuals including pensioners who have come to rely on the 
stability and predictability of bank dividends. Many Canadians rely on bank dividends as a 
source of income. Canadian banks have the enviable track record of increasing their 
dividends at a CAGR of 10% over the past 42 years, with none of the large five Canadian 
banks ever cutting their dividend. 

■ A major attraction for investors to Canadian bank stocks has been their dividends. So the BIS 
proposal may put Canada’s dividend history/culture in jeopardy. We believe the BIS proposals 
in essence attack Canada’s bank culture of reliable steady dividend growth or at least may cause 
a major reset in the banks dividend payout ratio. Most of the major global banks have 
significantly reduced or eliminated their common dividend (Exhibit 9), so for them they can 
operate with much higher leverage with no impact to the current dividend situation. However, 
for Canadian banks they will have to operate with significantly lower leverage. Thus the BIS 
proposal in essence penalizes banks that have weathered the financial crisis with solid earnings, 
capital, and their dividends intact.  

■ Canadian banks may ultimately be forced to reduce their payout ratios over time so they can 
be more leveraged and/or provide more capital management flexibility. Canadian banks 
would have to maintain significant capital buffers to maintain their dividends at historical 
payout ratios with even moderate earnings cyclicality or issue equity at likely depressed 
prices or reduce dividends. So in every down cycle, in the absence of huge capital buffers, 
we believe banks must slash dividends and/or employee compensation, or issue common 
equity (to restore capital buffers).  

■ The unintended consequences may be increased volatility in bank share prices and perhaps 
lower valuations, thus reducing investor confidence and increasing bank cost of capital. In 
addition, overall confidence in the financial system may be lowered due to increased 
volatility, which is what the rules are intended to guard against. Major acquisitions that the 
banks may contemplate de facto must be done primarily with equity or with a reduction to 
the dividend to maintain the buffer.  

■ Also, a bank supervisor in charge of a bank’s capital plan (which seems intrusive in itself) 
may allow the bank to make an aggressive acquisition issuing equity, diluting shareholders, 
and/or reducing the dividend versus returning funds to shareholders through higher 
dividends. So the importance of the maintenance of dividends diminishes and substantially 
reduces the predictability of equity issuances. Thus the ideology of the current and future 
bank supervisor becomes important, introducing another layer of uncertainty for capital 
providers to the banking industry. Uncertainty generally pushes up costs and lowers 
valuation. We understand that the primary goal is to protect the depositor, but we don’t 
believe you have to disregard the interests of the capital providers in this pursuit. 
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■ The four elements of distribution are common dividends, discretionary bonuses, 
discretionary payments on Tier 1 (non cumulative preferred dividends), and share buybacks. 
The two material elements subject to restriction that we are most concerned about are 
dividends and discretionary bonuses, which we believe could impact the valuation of the 
common shares and the operating businesses. Non-cumulative preferred dividends are 
modest and share buybacks are very discretionary with no real expectations, thus this 
constraint is not expected to be significant. 

■ The distribution constraint on discretionary bonuses may result in banks increasing base 
salaries and reducing bonuses, which has already occurred to some degree with a number of 
global banks. Thus an unintended consequence may be a cost mix shift for the banks towards 
fixed costs versus variable costs. 

■ We expect bank dividend payout ratio targets (Exhibit 5) to be reviewed, with payout ratios 
likely reduced or reset certainly in the near-to-medium term. In determining potential 
dividend increases between now and the end of 2012, we use the midpoint of the banks’ 
dividend payout target range. At the very least, the banks may start targeting the low end of 
the range as opposed to the high end.  

■ Dividend increase potential (Exhibit 5) in our view favours NA, RY, TD, and BMO, as we 
estimate they could increase their dividends by 40%, 36%, 17%, and 8%, respectively, using 
the midpoint of their targets while remaining below the maximum common dividend 
distribution, including a cushion for earnings cyclicality. On the other hand, CM and BNS 
have no dividend increase potential at the midpoint of their target payout range and would 
theoretically have to cut their dividends 21% and 9% to remain below the maximum 
common distribution including the cushion for earnings cyclicality. However, this is 
theoretical as they could easily issue common equity to allow a higher distribution, and the 
earnings cyclicality cushion does not apply until needed in perhaps 2020, which gives them 
plenty of time to build up this cushion through internally generated capital. 

■ The conclusion is NA and RY should have the highest dividend growth or flexibility to 
increase dividends over the next two or three years.  

■ It would seem from a distribution flexibility point of view a Tier 1 common ratio of 7% and 
8% is very important, certainly under both Basel illustration and Scotia Capital calibration. 
Our pro forma Tier 1 calculations indicate that only BNS and CM fall below the 7% Tier 1 
common level and would have to issue $2.8 billion and $1.0 billion in equity (Exhibit 6), 
respectively, to achieve these levels. To achieve an 8% minimum, Canadian banks would 
have to issue $11.3 billion in equity (Exhibit 6, row 12). RY is the only Canadian bank that 
would not have to issue equity as its pro forma Tier 1 common is 8.2%.  

■ Canadian banks’ pro forma return on equity would decline to 17.3% with a minimum Tier 1 
common of 8% led by RY at 19.8%, with TD and BMO a low of 13.9% and 15.4%, 
respectively. 

Investment Returns & Dividends 
■ Historically dividends have been the most significant contributor to total equity returns. 

According to Research Affiliates, LLC, dividends represented 53% of total equity returns 
from 1817 to 2009 (Exhibit 8). However, through the 1990s bull market (1989-2000), 
dividends declined to 18% of total return, recovering modestly to 32% of total returns from 
2001 to 2009. Dividend growth has been a very solid predictor of share price performance 
historically. Dividends have also been more stable and predictable than earnings, EBITDA, 
or sales. The recent Basel documents are expected to increase dividend risk in terms of 
predictability and magnitude, thus potentially hurting long-term value and raising the cost of 
capital.  

■ We believe that banks will continue to generate superior profitability versus the market, but 
clarity on dividends is needed to expand valuation. A period of reset where dividend payout 
ratios decline in the near-to-medium term will likely mute growth through this period and 
thus mute valuation and performance. However, once dividend resets occur, we believe 
growth should return to more normal long-term rates.  
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Recommendation 
■ We downgraded the Canadian banks to market weight from overweight (December 11, 

2009) due to their strong absolute and relative share price performance in 2009 and increased 
regulatory/political risk. Bank stocks doubled off their 2009 lows and were up 59% in 2009, 
outperforming the TSX by 26% in 2009.  

■ Canadian bank stocks are expected to remain long-term outperformers, with some 
consolidation expected in the first half of 2010. We believe we are in a consolidation phase, 
with a stalled bank rally in the near term. Thus rapid appreciation from these levels is 
difficult to see given the magnitude of the 2009 rally and the fact that banks appear to have 
been placed on hold with respect to capital management pending clarity from the regulator. 
In addition, a sharp acceleration in earnings is not expected until the later part of 2010. 

■ We have 1-Sector Outperform ratings on RY and BMO, with 2-Sector Perform ratings on 
BNS, CWB, LB, TD, and NA, and a 3-Sector Underperform rating on CM. Our order of 
preference is RY, BMO, NA, CWB, LB, TD, BNS, and CM. 
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Exhibit 1  
Pro Forma Tier 1 & Tier 1 Common Ratios
Fiscal Year Ended 2010E New Capital Rules*

BMO BNS CM NA RY TD BNK Minimum Buffer
(1) Tier 1 Capital Ratio - Oct 31/09 12.2% 10.7% 12.1% 10.7% 13.0% 11.3% 11.8% 8% 10%-12%

(2) Earnings  (1) 1.6% 1.8% 2.0% 1.8% 2.8% 2.6% 2.2%

(3) Dividends (2) -0.9% -0.9% -1.1% -0.7% -1.2% -1.1% -1.0%
(4) Net Earnings 0.7% 0.9% 0.9% 1.1% 1.6% 1.5% 1.1%

(5) Pro Forma 1 - Tier 1 12.9% 11.5% 12.9% 11.8% 14.6% 12.8% 12.9%

(6) Off-Balance Sheet Consolidation (3) -1.2% -0.4% -0.7% -0.4% -1.0% -0.6% -0.7%

(7) Market at Risk - 2x (4) -0.4% -0.5% -0.1% -0.7% -1.1% -0.2% -0.6%

(8) Deduct Net Deferred Tax Asset -0.1% -0.9% -1.3% 0.1% -0.6% 0.1% -0.5%

(9) Pro Form a 2 - Tier 1 11.2% 9.7% 10.8% 10.8% 11.9% 12.1% 11.1%

(10) Market at Risk - 3x (5) -0.4% -0.4% -0.1% -0.6% -0.9% -0.2% -0.5%

(11) 50/50 Deduction Adjus tm ent (6) -0.3% -0.8% -0.2% -0.2% -0.4% -2.0% -0.7%

(12) Deduct Inves tm ent in Insurance Subs idiaries -0.2% -0.2% -0.1% -0.1% -1.2% -0.6% -0.5%

(13) Pro Forma 2 - Tier 1 10.4% 8.3% 10.3% 9.8% 9.4% 9.3% 9.4% 8% 10%-12%

(14) Deduct Hybrid Capital -2.8% -2.8% -4.2% -3.0% -2.8% -3.8% -3.2%

(15) Deduct Minority Interes t 0.0% -0.2% -0.1% 0.0% -0.1% 0.0% -0.1%

(16) Deduct Intangibles -0.2% -0.1% -0.2% -0.4% -0.4% -0.5% -0.3%

(17) Deduct Pens ion Fund Assets -0.7% -0.5% -1.0% -0.9% -0.3% -0.6% -0.6%

(18) Pro Forma 3 - Tier 1 Common - 2010E 6.7% 4.6% 4.8% 5.5% 5.7% 4.4% 5.3% 4% 6%-8%

(19) Add Back Hybrid Capital - Exis ting 2.8% 2.8% 4.2% 3.0% 2.8% 3.8% 3.2%

(20) Pro Forma 4 - Tier 1 - 2010E 9.5% 7.4% 9.0% 8.5% 8.5% 8.2% 8.4%

(1) 2010E.  (2) Annual indicated dividend.  (3) Unconsolidated assets at 50% risk-w eighting.  (4) Assumes market at risk risk-w eighting doubles.
(5) Assumes market at risk risk-w eighting triples.
(6) Estimated impact f rom Basel proposal (Dec 2009) if  adopted the 50:50 deduction replaced by applying a 1250% risk-w eighting.  *SC guesstimate

Source: Company reports; Scotia Capital estimates.  

 

Exhibit 2 

Pro Forma Tier 1 Common 2012E
New Capital Rules*

BMO BNS CM NA RY TD BNK Minimum Buffer

(1) Pro Forma Tier 1 Common 2010E 6.7% 4.6% 4.8% 5.5% 5.7% 4.4% 5.3%

Assuming 0% Risk-weighted asset growth

(2) Net Earnings 2011E Impact 0.8% 1.0% 1.1% 1.1% 1.6% 1.7% 1.2%
(3) Pro Forma Tier 1 Common 2011E 7.5% 5.6% 5.9% 6.6% 7.3% 6.1% 6.5%
(4) Net Earnings 2012E Impact 0.9% 1.2% 1.3% 1.2% 1.9% 2.0% 1.5%

(5) Pro Forma Tier 1 Common 2012E(1) 8.4% 6.7% 7.1% 7.8% 9.1% 8.0% 8.0%

Assuming 5% Risk-weighted asset growth

(6) Risk-weighted asset growth 5% (2010E) -0.6% -0.5% -0.6% -0.5% -0.6% -0.5% -0.6%
(7) Net Earnings 2011E Impact, net RWA growth 0.2% 0.5% 0.5% 0.6% 1.0% 1.2% 0.7%
(8) Pro Forma Tier 1 Common 2011E, net RWA growth 6.3% 4.6% 4.7% 5.6% 6.1% 5.0% 5.4%
(8) Net Earnings 2012E Impact, net RWA growth 0.3% 0.6% 0.7% 0.7% 1.2% 1.4% 0.9%

(9) Pro Forma Tier 1 Common 2012E(2) 6.7% 5.2% 5.4% 6.3% 7.3% 6.4% 6.3%

(10) Pro Forma Tier 1 Common 2011E(3) 6.9% 5.1% 5.3% 6.1% 6.7% 5.5% 6.0%

(11) Pro Forma Tier 1 Common 2012E(3) 7.5% 6.0% 6.3% 7.1% 8.2% 7.2% 7.2% 4% 6%-8%

(12) Pro Forma Tier 1 Ratio 2012E(1) 12.1% 10.4% 12.6% 12.1% 12.8% 12.9% 12.1% 8% 10%-12%

(13) Pro Forma Tier 1 Ratio 2012E(2) 10.3% 8.9% 10.9% 10.6% 11.0% 11.3% 10.4%

(1) 0% RWA grow th.  (2) 5% RWA grow th.  (3) midpoint betw een 0%-5% RWA grow th.  * Scotia Capital guesstimate

Source: Company reports; Scotia Capital estimates.  
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Exhibit 3 

 
Basel Consultative Document
Minimum Capital Conservation Standards
Maximum Distribution

Scotia Capital Proposal 

Row 
#

Tier 1 Common 

Minimum 4%1,2

(1)

Maximum 

Distribution2,3,4

(2)

Minimum Capital 

Conservation Ratio2,4

(3)

Maximum 

Distribution3,4

(4)

Minimum Capital 

Conservation Ratio4

(5)

(1) 4% - 5% 0% 100% 20% 80%

(2) 5% - 6% 20% 80% 40% 60%

(3) 6% - 7% 40% 60% 60% 40%

(4) 7% - 8% 60% 40% 80% 20%

(5) Above 8% 100% 0% 100% 0%
1 SC guesstimate; no f igures/levels contained in Basel document
2 Basel Consultative Document, Section 258, numbers are illustrative and do not represent a proposed calibration level
3 Basel Consultative Document, Section 259, Point 3; Elements subject to the restriction on distributions: Items considered to be distributions

w ould include ordinary dividends and share buybacks, discretionary payments on other Tier 1 capital instruments and discretionary 

bonus payments to staff.
4 Basel Consultative Document, Section 259, Point 4; def inition of earnings: To be consistent this would be distributable profits calculated 

prior to the deduction of elements subject to the restriction on distributions. Expressed as % of earnings.

Source: Bank f or International Settlements; Company reports; Scotia Capital estimates  

 

Exhibit 4  

Pro Forma Tier 1 Common
Maximum Distribution/Dividend Payout Ratios

Pro Forma Maximum Distribution4

Max. Common Dividend 

Including Earnings Cyclicality6

Tier 1 Common

20121 Bonus2

Non-Cumulative 

Pref. Dividends3
Common 
Dividends Total4

Dividend 

Payout Ratio5
Dividend 

Distribution
Dividend Payout 

Ratio
(1) (2) (3) (4) (5) (6) (7) (8)

BMO 7.5% 26% 3% 52% 80% 72% 38% 53%

BNS 6.0% 15% 3% 42% 60% 51% 31% 37%

CM 6.3% 17% 4% 39% 60% 49% 28% 36%

NA 7.1% 27% 3% 50% 80% 71% 36% 52%

RY 8.2% 27% 2% 71% 100% 100% 53% 74%

TD 7.2% 18% 2% 60% 80% 75% 44% 55%

BNK 7.2% 22% 3% 56% 80% 75% 41% 55%

1 Using midpoint between RWA growth 0% and 5% (Exhibit 2, column 11).  2 Based on 5 year average variable compensation f iscal 2004-2009.
3 Based on year end non-cumulative preferreds outstanding dividends deduction.
4 Based on SC Proposed Calibration Level (Exhibit 3, column 4). Maximum distribution may be less if actual distribution drops Tier 1 Common ratio into

lower distribution levels (calibration dependent).  5 Dividend distribution (column 4) converted to traditional payout ratio calculation.  
6 Assumes earnings cyclicality (25% decline) with bonuses absorbing 25% decline.

Source: Company reports; Scotia Capital estimates.  
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Exhibit 5 

Dividend Increase Potential
Based on Target Payout Ratio & Distribution Constraints

Dividend Increase Potential

2012 Pro Forma Target Dividend Increase Potential Based on Target Payout Ratio3

Dividend Dividend Dividend Maximum Common Dividend Payout Target Payout Ratio Incl. Cushion for Earnings Cylicality
4

Distribution1 Payout2 Payout3 No Cyclicality Incl. Cyclicality4
$ Per Share % Div. Level $ Per Share %

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)

BMO 33% 46% 50% 72% 53% $124 $0.23 8% $3.03 $124 $0.23 8%

BNS 34% 41% 40% 51% 37% $0 $0.00 0% $1.96 -$172 -$0.17 -9%

CM 36% 45% 45% 49% 36% $0 $0.00 0% $3.48 -$280 -$0.73 -21%

NA 22% 32% 45% 71% 52% $159 $0.99 40% $3.47 $159 $0.99 40%

RY 24% 33% 45% 100% 74% $1,024 $0.72 36% $2.72 $1,024 $0.72 36%

TD 27% 34% 40% 75% 55% $361 $0.42 17% $2.86 $361 $0.42 17%

BNK 28% 38% 44% 75% 55% $1,668 16% $1,216 12%

1 Based on current dividend assuming bonus (%) and non-cumulative preferred dividend ($) distribution are constant.  2 Dividend Payout Ratio based on current dividend
3 Midpoint of target payout ratios: BNS & TD 35%-45%; CM, NA & RY 40%-50%; BMO 45%-55%.  4 Assumes earnings cyclicality (25% decline) with bonuses absorbing 25% decline

Source: Company reports; Scotia Capital estimates.

Exhibit 6  

Equity Issues Based on Tier 1 Common at 7% and 8%
Pro Forma Return on Equity, ROE & EPS Dilution

BMO BNS CM NA RY TD BNK

(1) ROE 2010E 14.7% 18.0% 20.3% 18.2% 20.2% 13.5% 17.5%
(2) ROE 2011E 15.7% 18.8% 21.1% 17.9% 20.5% 14.2% 18.1%
(3) ROE 2012E 15.8% 18.5% 20.7% 17.5% 19.8% 14.2% 17.8%

(4) Share Price (January 21, 2010) $52.65 $44.70 $64.71 $57.41 $54.70 $62.27 20,543

(5) Pro Forma Tier 1 Common 2012E
1

7.5% 6.0% 6.3% 7.1% 8.2% 7.2% 7.2%

Equity Issue: Minimum 7% Tier 1 Common
1

(6) ($) Million $0 $2,821 $1,000 $0 $0 $0 $3,821
(7) Share Issue 0.0 63.1 15.5 0.0 0.0 0.0
(8) Share Issue % o/s 0.0% 6.2% 4.0% 0.0% 0.0% 0.0%
(9) 2012E EPS Dilution 0.0% 3.1% 2.2% 0.0% 0.0% 0.0%
(10) 2012E ROE Dilution 0.0% 0.9% 0.7% 0.0% 0.0% 0.0% 0.2%
(11) 2012E ROE 15.8% 17.6% 20.0% 17.5% 19.8% 14.2% 17.6%

Equity Issue: Minimum 8% Tier 1 Common1

(12) ($) Million $985 $5,529 $2,366 $695 $0 $1,703 $11,278
(13) Share Issue (millions) 18.7 123.7 36.6 12.1 0.0 27.4
(14) Share Issue % o/s 3.4% 12.1% 9.5% 7.5% 0.0% 3.2%
(15) 2012E EPS Dilution 1.9% 5.7% 5.0% 4.4% 0.0% 1.7%
(16) 2012E ROE Dilution 0.4% 1.7% 1.6% 0.9% 0.0% 0.3% 0.5%
(17) 2012E ROE 15.4% 16.8% 19.1% 16.6% 19.8% 13.9% 17.3%

Equity Issue: Every 100 bp of Tier 1 Common
1

(18) ($) Million $2,122 $2,709 $1,365 $737 $3,342 $2,219 $12,494
(19) Share Issue (millions) 40.3 60.6 21.1 12.8 61.1 35.6
(20) Share Issue % o/s 7.3% 5.9% 5.5% 8.0% 4.3% 4.2%
(21) 2012E EPS Dilution 3.8% 3.0% 3.0% 4.6% 2.3% 2.2%
(22) 2012E ROE Dilution 0.8% 0.9% 1.0% 1.0% 0.7% 0.4% 0.7%
(23) 2012E ROE 15.0% 17.6% 19.7% 16.5% 19.0% 13.8% 17.1%

1 RWA growth midpoint between 0%-5% (Exhibit 2, line 11)
Source: Company reports; Scotia Capital estimates.  
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Exhibit 7  

Banks Reported Dividend Payout Ratio 
1956 - 2009
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Tier 1 Common 7-8%
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Exhibit 8  

Total Return 
1871-2009

Inflation + Dividends + Stock Price Change

-1.0%

4.0%

9.0%

1871-1910 1910-1929 1929-1989 1989-2009 1871-2009

Inflation Dividends Stock Price Change

1989-2009  
Dividends account 
for 25% of the total 
return of the market.

1871-2009  
Dividends 

account for 
53% of the 

total return of 
the market.

Source:  Research Aff iliates, LLC based on the Robert Shiller online equity data set.
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Exhibit 9  

Global Bank Dividend Cuts
2008 - 2009
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Exhibit 10  

 Bank Dividend Compound Annual Growth Rates

as at October 31, 2009

Period BMO BNS CM RY TD BNK TSX
1-year 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% -5.1%
3-year 7.4% 7.9% 7.8% 9.6% 9.9% 8.5% 9.8%
5-year 12.0% 12.2% 9.6% 14.6% 12.4% 12.2% 12.2%
10-year 11.5% 16.2% 11.2% 15.6% 13.0% 13.5% 9.6%
20-year 8.7% 11.6% 9.0% 10.4% 10.1% 10.0% 3.8%
30-year 7.4% 10.3% 7.5% 9.4% 11.3% 9.2% 4.7%
42-year (since 1967) 7.6% 11.0% 8.1% 9.9% 12.0% 9.7% 5.2%
53-year (since 1956) 6.9% 9.6% 7.3% 8.6% 10.5% 8.6% 5.1%
1984 - 1994 2.0% 5.5% 2.4% 1.5% 7.6% 3.8% 1.2%

Note: Based on declared dividends; BNK average excluding NA.

Source: Scotia Capital; Company Reports; Bloomberg.  
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Exhibit 11 - Canadian Banks - Pertinent Stock Information 

Price    52 -Week Dividends Payout Recent MV Reported EPS Percentage Change
01/26/10 High Low Ind Yield RBY Ratio BV /BV 2008A 2009A 2008A 2009A LTM 2010E 2011E 07/08 08/09 09/10E 10E/11E

 (1) (2) (3) (4)   (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20)

BMO $53.38 $56.24 $24.05 $2.80 5.2% 156% 58% $31.95 167% $3.83 $3.14 $4.70 $4.20 $4.20 $4.80 $5.50 -18.0% -10.6% 14.3% 14.6%

BNS $45.15 $49.93 $23.99 $1.96 4.3% 129% 52% $20.55 220% $3.09 $3.38 $3.93 $3.66 $3.66 $3.80 $4.35 -2.7% -6.9% 3.8% 14.5%
CM $64.50 $71.48 $36.51 $3.48 5.4% 161% 57% $28.96 223% ($6.15) $2.73 $6.85 $5.88 $5.88 $6.10 $7.00 -22.9% -14.2% 3.7% 14.8%

NA $57.00 $64.70 $30.40 $2.48 4.4% 130% 39% $33.43 171% $4.68 $4.94 $5.75 $6.22 $6.22 $6.40 $7.00 1.8% 8.2% 2.9% 9.4%
RY $53.37 $58.66 $25.52 $2.00 3.7% 112% 42% $22.67 235% $3.48 $3.39 $4.30 $4.45 $4.45 $4.80 $5.50 1.4% 3.5% 7.9% 14.6%
TD $62.60 $70.00 $32.37 $2.44 3.9% 116% 43% $41.13 152% $5.29 $4.03 $5.42 $5.35 $5.35 $5.70 $6.50 -5.6% -1.3% 6.5% 14.0%

LB $39.50 $44.00 $23.90 $1.44 3.6% 109% 34% $40.26 98% $3.80 $4.22 $4.06 $3.75 $3.75 $4.20 $4.70 34.0% -7.6% 12.0% 11.9%
CWB $20.72 $24.00 $7.52 $0.44 2.1% 63% 27% $12.16 170% $1.58 $1.47 $1.60 $1.47 $1.47 $1.65 $1.85 9.6% -8.1% 12.2% 12.1%

 BNK 20,470 22,071 10,516 874 4.3% 127% 47% 10,179 201% 1,601 1,539 1,850 1,795 1,795 1,918 2,190 -5.7% -3.0% 6.9% 14.2%
 

P/E Rel to Target Invest- Shares Market Mkt. Tier 1
RRWA Cash Return on Equity P/E Ratios (x) Bank Group P/E Rel to Mkt/ Share Total ment O/S Capital Wts. Capital
2010E 2009 2010E 2011E LTM 2010E 2011E LTM 2010E 2011E 2010E Bnk Grp Book Price ROR Opinion M $B % Ratio
(21) (22) (23) (24) (25) (26) (27) (28) (29) (30) (31) (32) (33) (34) (35) (36) (37) (38) (39) (40)

BMO 1.56% 13.5% 14.7% 15.7% 12.7 11.1 9.7 108% 100% 100% 13.5 94% 191% $65 27% 1 551.7 $29.5 2.30 12.2%
BNS 1.74% 20.7% 18.0% 18.8% 12.3 11.9 10.4 105% 109% 109% 14.5 102% 247% $55 26% 2 1025.0 $46.3 3.66 10.7%

CM 1.97% 20.6% 20.3% 21.1% 11.0 10.6 9.2 92% 95% 94% 12.3 85% 237% $75 22% 3 384.0 $24.8 1.96 12.1%
NA 1.73% 20.0% 18.2% 17.9% 9.2 8.9 8.1 77% 80% 83% 11.7 81% 201% $75 36% 2 161.2 $9.2 0.73 10.7%

RY 2.75% 20.7% 20.2% 20.5% 12.0 11.1 9.7 102% 100% 100% 15.6 114% 296% $75 44% 1 1417.6 $75.7 6.00 13.0%
TD 2.55% 13.3% 13.5% 14.2% 11.7 11.0 9.6 98% 99% 99% 14.0 98% 181% $80 32% 2 858.8 $53.8 4.25 11.3%

LB 1.04% 11.8% 10.1% 10.6% 10.5 9.4 8.4 89% 85% 87% 11.9 83% 116% $50 30% 2 23.9 $0.9 0.08 11.0%
CWB 1.10% 13.2% 13.5% 13.7% 14.1 12.6 11.2 119% 113% 115% 15.8 110% 195% $26 28% 2 63.9 $1.3 0.10 11.2%

 BNK 2.24% 18.2% 17.5% 18.1% 11.9 11.1 9.7 14.3 238% 27,000 33% MKT $241.4 19.08 11.8%

Bank P/E Relative:   Major U.S. Banks (10E) 74% ROE/PE Canada              United States

U.S. Regionals (10E) 57% 2009 2010E 2008 2009 YTD   10Yr Bond Yield 3.36% 10Yr Bond Yield 3.63%

Cdn Lifecos (10E) 103% BMO 1.06 1.32 -45% 79% -4%   3M T-Bill 0.16% 3M T-Bill 0.07%

Pipes & Utilities (LTM) 59% BNS 1.68 1.51 -34% 48% -8%   Yield Curve 3.20% Yield Curve 3.56%
S&P/TSX (LTM) 69% CM 1.88 1.92 -28% 33% -5%   Prime Rate 2.25% Prime Rate 3.25%

S&P/TSX (2010E) 73% NA 2.19 2.05 -40% 92% -5%   S&P/TSX Div Yield 2.38% S&P500 Div Yield 2.14%

Bank Earnings Yield Rel to 10Yr Govt Bd Yield (10E) 3.07 RY 1.72 1.82 -29% 56% -5%   GDP (2010E) 2.7% GDP (2010E) 3.3%

Bank Dividend Yield Relative to S&P/TSX Yield 1.79 TD 1.13 1.23 -37% 52% -5%   RBY - Bank Div Yield Rel to 10-Yr Bond Yield (Mean 55%, + /-1SD 68/41%)

BV - Book Value Per Share,  MV - Market Value Per Share LB 1.12 1.07 4% 24% -8%   Dividend Payout Ratio Based on Cash 2010E (Mean 38%, + /- 1 SD 43%/33%)

RRWA - Return on Risk Weighted Assets CWB 0.94 1.08 -61% 77% -6%   Bank Earnings Yield Rel to 10-Yr Bond Yield (Mean 1.35, + /-1 SD 1.63/1.08)

  Source:  Reuters; Company reports; Scotia Capital estimates; BNK 1.53 1.58 -34% 54% -6%   Investment Opinion: 1-Sector Outperform, 2-Sector Perform, 

   IBES est imates for U.S. Bank Index. S&P/TSX -35% 31% -3%   3-Sector Underperform, MKT -  market weight.

Price Performance

Cash Operating EPS

 

 

 
SC Online Analyst Link 
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Appendix A: Important Disclosures 

Company Ticker Disclosures* 
Bank of Montreal BMO H, H3, S, U 
Bank of Nova Scotia BNS H, H3, S1, S7, U 
Canadian Imperial Bank of Commerce CM H, H3, S, U 
Laurentian Bank of Canada LB S 
National Bank NA S 
Royal Bank of Canada RY H, H3, S, U, UKO 
Toronto-Dominion Bank TD H, H3, S, U, UKO 
   

I, Kevin Choquette, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze accurately reflect my 
personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed by me in this report. 

The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall 
profitability of Scotia Capital and the revenues generated from its various departments, including investment banking. Furthermore, the research 
analyst's compensation is charged as an expense to various Scotia Capital departments, including investment banking. Research Analysts may 
not receive compensation from the companies they cover. 

Scotia Capital Inc. and/or its affiliates: expects to receive or intends to seek compensation for investment banking services from issuers 
covered in this report within the next three months; and has or seeks a business relationship with the issuers referred to herein which 
involves providing services, other than securities underwriting or advisory services, for which compensation is or may be received. These 
may include services relating to lending, cash management, foreign exchange, securities trading, derivatives, structured finance or precious 
metals. 

Not intended for distribution in the United States.  

For Scotia Capital Research analyst standards and disclosure policies, please visit http://www.scotiacapital.com/disclosures 

 

* Legend 

H The Fundamental Research Analyst/Associate, in his/her own account or in a related account, owns securities of this issuer under 
his/her coverage. 

H3 The Head of Equity Research/Supervisory Analyst, in his/her own account or in a related account, owns securities of this issuer. 

S Scotia Capital Inc. and its affiliates collectively beneficially own in excess of 1% of one or more classes of the issued and outstanding 
equity securities of this issuer. 

S1 The Bank of Nova Scotia (“the Bank”) is the parent company of Scotia Capital Inc.  (“SCI”).  This Report includes comparative 
information regarding a substantial number of competitors of the Bank where such comparable information is known or ascertainable 
by SCI and in equal prominence to the information in respect of the Bank. 

S7 The Bank of Nova Scotia is a Related Issuer of Scotia Capital Inc. 

U Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to equity or 
debt securities of, or have provided advice for a fee with respect to, this issuer. 

UKO This issuer owns 5% or more of the total issued share capital of the Bank of Nova Scotia. 

  

http://www.scotiacapital.com/disclosures�
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Definition of Scotia Capital Equity Research Ratings & Risk Rankings 
We have a three-tiered rating system, with ratings of 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform. Each analyst
assigns a rating that is relative to his or her coverage universe. 

Our risk ranking system provides transparency as to the underlying financial and operational risk of each stock covered.  Statistical and
judgmental factors considered are: historical financial results, share price volatility, liquidity of the shares, credit ratings, analyst forecasts,
consistency and predictability of earnings, EPS growth, dividends, cash flow from operations, and strength of balance sheet. The Director of
Research and the Supervisory Analyst jointly make the final determination of all risk rankings. 

Ratings 

1-Sector Outperform 
The stock is expected to outperform the average total return of the 
analyst’s coverage universe by sector over the next  12 months. 

2-Sector Perform 
The stock is expected to perform approximately in line with the 
average total return of the analyst’s coverage universe by sector 
over the next 12 months. 

3-Sector Underperform 
The stock is expected to underperform the average total return of 
the analyst’s coverage universe by sector over the next 12 months. 

Other Ratings 
Tender – Investors are guided to tender to the terms of the 
takeover offer.  

Under Review – The rating has been temporarily placed under 
review, until sufficient information has been received and 
assessed by the analyst. 

Risk Rankings 

Low  
Low financial and operational risk, high predictability of financial 
results, low stock volatility. 

Medium  
Moderate financial and operational risk, moderate predictability of 
financial results, moderate stock volatility. 

High  
High financial and/or operational risk, low predictability of financial 
results, high stock volatility. 

Caution Warranted  
Exceptionally high financial and/or operational risk, exceptionally low 
predictability of financial results, exceptionally high stock volatility. For risk-
tolerant investors only. 

Venture  
Risk and return consistent with Venture Capital. For risk-tolerant 
investors only.  

Scotia Capital Equity Research Ratings Distribution* 

Distribution by Ratings and Equity and Equity-Related Financings* 

Percentage of companies covered by Scotia Capital Equity 
Research within each rating category. 

Percentage of companies within each rating category for which 
Scotia Capital has undertaken an underwriting liability or has 
provided advice for a fee within the last 12 months. 

Source: Scotia Capital. 

For the purposes of the ratings distribution disclosure the NASD requires members who use a ratings system with terms different than “buy,” 
“hold/neutral” and “sell,” to equate their own ratings into these categories. Our 1-Sector Outperform, 2-Sector Perform, and 3-Sector 
Underperform ratings are based on the criteria above, but for this purpose could be equated to buy, neutral and sell ratings, respectively. 
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Disclaimer 
This report has been prepared by SCOTIA CAPITAL INC. (SCI), a subsidiary of the Bank of Nova Scotia. Opinions, estimates and projections 
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein 
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their 
accuracy or completeness. Neither SCI nor its affiliates accepts any liability whatsoever for any loss arising from any use of this report or its 
contents. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer to buy any securities and/or commodity 
futures contracts. The securities mentioned in this report may not be suitable for all investors nor eligible for sale in some jurisdictions. This 
research and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be reproduced in 
whole or in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to 
without the prior express consent of SCI. SCI is regulated by FSA for conduct of investment business in the UK. U.S. Residents: This report is  
being distributed by Scotia Capital Inc. directly to U.S. persons who are Major Institutional Investors only. Any U.S. institutional investor 
wishing further information or to effect transactions in any security discussed in this report should contact Scotia Capital (USA) Inc., a broker-
dealer registered with the SEC and FINRA and a member of SPIC, at 1-800-262-5363. 
 

 
 


