RBC Dominion Securities

Canadian Banks - Risks, Longer Term Outlook

and Dividend Sustainability

PORTFOLIO ADVISORY GROUP

Tuesday, March 10, 2009

Canadian bank stocks remain under pressure in the face of a rapidly deteriorating economic environment and the relentless flow
of negative headlines surrounding the global financial system. While our banks remain well positioned to navigate through
stormy waters given their strong capital positions and the more conservative nature of their businesses, the worsening credit
environment and volatile capital markets represents significant headwinds for the group and the timing of an earnings recovery
is difficult to predict. We provide below a quick summary of our short and longer-term outlook for the sector and discuss the
possibility of dividend cuts, a key concern for many shareholders.

Short-Term View: Expect Continued Volatility

While bank stocks have already experienced a significant correction, near-term visibility remains murky due to the high level of
economic and capital markets uncertainty. In the coming months, the health of the global financial system and the success of
government interventions are likely to dictate the direction of Canadian bank stocks. The key concern for banks during
recessionary periods is an increase in loan losses. The length and the severity of the current economic downturn will dictate the
extent of the losses the banks will incur this time around. In previous credit cycles, leading economic indicators have proven to
be the best advance indicator of loan losses and bank share performance. The prudent approach for investors would be to wait
for a stabilization of these indicators before buying bank stocks.

Bank Stocks vs. Leading Economic Indicators
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Longer Term View: Bank Stocks Could Double Over the Next Two Years

Patient, long-term investors who can tolerate short-term volatility will want to focus on the upside potential for bank stocks once
we emerge from the current economic crisis. Assuming the core earnings power of the banks is not significantly impaired by
dilutive capital raises, long-term normalized valuations and profitability levels suggest potential upside of 50% to 150% from
current levels (based on RBC CM estimates). The timing of an economic recovery will determine when bank stocks return to
these normalized valuation levels. The key risk would be a prolonged downturn (no recovery in 2010) that could force the banks
to issue additional equity, diluting the earnings base for existing shareholders.

Dividends Sustainable and Likely to be Maintained in the Near-Term

The Canadian banks have an impressive long-term track record of delivering above average returns and consistent dividend
growth. In fact, none of the big five Canadian banks have cut their dividends since the Second World War (National Bank cut its
dividend twice, in 1982 and 1992). In the near term, banks appear unlikely to announce cuts in order to maintain their long
standing record of paying dividends. Based on current capital ratios, the banks should be able to sustain loan losses consistent
with the levels experienced in the downturn of the early 1990s while maintaining current payouts. Evidence of a prolonged
recession (no signs that a recovery will take place in 2010 and beyond) may however lead to expectations of higher losses,
which could in turn bring the banks to review their dividend policies.

Historical Payout Ratios
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What Should Investors do if Banks cut their Dividends?

While dividends appear to be sustainable for now, bank boards could decide to be conservative and announce a temporary
reduction or suspension of dividends. Markets are likely to react negatively to such an announcement, at least initially, since the
decision may be perceived as a sign that the banks expect further weakness, and income-focused investors may sell their
shares. In our view, investors should prepare for the possibility of a dividend suspension and consider the longer-term benefits
that such a decision could have for shareholders. A temporary dividend suspension would materially increase internal capital
generation and thereby reduce the need for banks to raise capital if loan losses and writedowns prove greater than in the early
1990s. Suspending dividends would also reduce the banks’ risk profile, which could in turn lower its cost of funds. That being
said, investors who rely heavily on bank dividends for their income needs should know that there is a possibility that dividends
could be cut, and may want to consider switching some of their bank holdings into a more diversified income-oriented portfolio.
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Are Preferred Dividends at Risk?

The likelihood of a Canadian bank cutting its preferred dividend appears remote at this point. However, the consequences of a
potential suspension of common stock dividends on the preferred market may be a concern to some investors. A common
dividend cut should, at least in theory, be good news for preferred shareholders. The decision would lower the risk profile of the
bank and leave more cash to service the preferreds. In reality, the announcement of a common dividend reduction would likely
cause sentiment to deteriorate and could trigger a sell-off in preferreds on concern that the shares are next in line should the
banks need to further shore up their capital position. A temporary reduction of common dividends rather than a complete
suspension would likely be a more favourable outcome for preferred shares, leaving investors with a sense of confidence that
their dividends will be maintained.

Bottom Line:

Canadian bank stocks would offer significant upside potential in the event of an economic recovery. However, a prolonged
downturn (no economic recovery in 2010) would likely lead to significant loan losses and could force banks to raise additional
equity, which would be dilutive to existing shareholders and would compromise the recovery potential. The prudent approach for
investors would be to wait for signs of an economic recovery before adding to positions. Existing shareholders who rely heavily
on bank dividends for income should be aware that dividend cuts, though unlikely at the moment, remain a possibility in the
future and may actually hold longer-term benefits for shareholders. These investors should consider alternate strategies for
income-generation, including a switch to a more diversified portfolio of dividend paying stocks.
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Explanation of RBC Capital Markets Rating System

Required Disclosures

An analyst's "sector" is the universe of companies for which the analyst provides research coverage. Accordingly, the rating
assigned to a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative
to the analyst's sector.

Ratings:

Top Pick (TP): Represents best in Outperform category; analyst's best ideas; expected to significantly outperform the sector
over 12 months; provides best risk-reward ratio; approximately 10% of analyst's recommendations.

Outperform (O): Expected to materially outperform sector average over 12 months.

Sector Perform (SP): Returns expected to be in line with sector average over 12 months.

Underperform (U): Returns expected to be materially below sector average over 12 months.

Risk Qualifiers (any of the following criteria may be present):

Average Risk (Avg): Volatility and risk expected to be comparable to sector; average revenue and earnings predictability; no
significant cash flow/financing concerns over coming 12-24 months; fairly liquid.

Above Average Risk (AA): Volatility and risk expected to be above sector; below average revenue and earnings predictability;
may not be suitable for a significant class of individual equity investors; may have negative cash flow; low market cap or float.
Speculative (Spec): Risk consistent with venture capital; low public float; potential balance sheet concerns; risk of being
delisted.

Distribution of Ratings, Firmwide

For purposes of disclosing ratings distributions, regulatory rules require member firms to assign all rated stocks to one of three
rating categories—Buy, Hold/Neutral, or Sell-regardless of a firm's own rating categories. Although RBC Capital Markets' stock
ratings of Top Pick/Outperform, Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell,
respectively, the meanings are not the same because our ratings are determined on a relative basis (as described above).

Distribution of Ratings
RBC Capital Markets

Investment Banking
Sery./ Past 12 Mos.

Rating Count  Percent Count  Percent
BUY [TP/O] 479 43.82 104 21.71
HOLD [5P] 510 46.66 80 15.60
SELL [U] 104 Q.52 12 11.54

In the event that this is a compendium report (covers six or more subject companies), RBC Dominion Securities may choose to
provide specific disclosures for the subject companies by reference. To access current disclosures, clients should refer to:
http://www7.rbccm.com/GL Disclosure/PublicWeb/DisclosureLookup.aspx?EntitylD=1 or send a request to RBC Dominion
Securities, Attention; Manager, Portfolio Advisory Group, P.O. Box 7500, 77 King Street West, Toronto, Ontario M5W 1P9.

Dissemination of Research

RBC Capital Markets endeavours to make all reasonable efforts to provide research simultaneously to all eligible clients. RBC
Capital Markets' equity research is posted to our proprietary websites to ensure eligible clients receive coverage initiations and
changes in rating, targets and opinions in a timely manner. Additional distribution may be done by the sales personnel via email,
fax or regular mail. Clients may also receive our research via third party vendors. Please contact your investment advisor or
institutional salesper

Important Disclosures

The author(s) of this report are employed by RBC Dominion Securities Inc., a securities broker-dealer with principal offices
located in Toronto, Canada.
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RBC Dominion Securities Inc.* and Royal Bank of Canada are separate corporate entities which are affiliated. “Member CIPF.
®Registered trademark of Royal Bank of Canada. Used under licence. ©Copyright 2006. All rights reserved.

The information contained in this report has been compiled by RBC Dominion Securities Inc. (‘RBCDS-Canada”) from sources
believed by it to be reliable, but no representations or warranty, express or implied, is made by RBCDS-Canada or any other
person as to it accuracy, completeness or correctness. All opinions and estimates contained in this report constitute RBCDS-
Canada’s judgment as of the date of this report, are subject to change without notice and are provided in good faith but without
legal responsibility. This report is not an offer to sell or a solicitation of an offer to buy any securities. RBCDS-Canada and its
affiliates may have an investment banking or other relationship with some of all of the issuers mentioned herein and may trade
in any of the securities mentioned herein either for their own account or the accounts of their customers. RBCDS-Canada and
its affiliates also may issue options on securities mentioned herein and may trade in options issued by others. Accordingly,
RBC-DS Canada or its affiliates may at any time have a long or short position in any such security or option thereon. The
securities discussed in this report may not be eligible for sale in some states or in some countries. Neither RBCDS-Canada or
any of its affiliates, nor any other person, accepts any liability whatsoever for any direct or consequential loss arising from any
use of this report or the information contained herein. Any U.S. recipient of this report that is not a registered broker-dealer or a
bank acting in a broker or dealer capacity and that wishes further information regarding, or to effect any transaction in, any of
the securities discussed in this report, should contact and place orders with RBC Capital Markets Corporation, a U. S. registered
broker-dealer affiliate of RBC-DS Canada, at (212) 361-2619, which without in any way limiting the foregoing, accepts
responsibility (within the meaning, and for the purposes, of Rule 15a-6, under the U. S. Securities Exchange Act of 1934), for
this report and its dissemination in the United States. This report may not be reproduced, distributed or published by any
recipient hereof for any purpose.
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