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Given these hypotheses are reasonable the stock should not be invested in. But assuming that 

no recession will happen due to the aforementioned issues, we conducted a fully detailed 

financial analysis arriving at the conclusion that it’s marginally convenient to buy TD’s stock.   

 

Executive Summary 
 

Headquartered in Toronto, TD bank is one of the most important banks of North America which 

offers a full range of financial products through numerous business lines. The financial strength 

of the bank is reinforced by the extremely high ratings in key areas and the price of its stock in 

the last months. However, on December 2018, the stock suddenly plummeted before rising to 

the pre-fall value. This reflected a sector wide phenomenon of investors pulling back from the 

stock market and specifically banking stocks.  

A detailed research attributed this event primarily to some investors’ feeling affecting factors 

such as the fear of a new recession, serious future growth issues and housing market 

slowdown.  
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Stock Report Introduction 

Rationale 
 

We selected this particular stock due to the representative nature of the company for the 

Canadian banking industry, and due to its dual listed status and large size there is 

comprehensive availability of information. The financial statements, analysis coverage, and 

information of peer banks will be utilized in this report.  

TD Bank Background 
 

Headquartered in Toronto (ON), the Toronto-Dominion Bank, commonly known as TD bank, 

is a chartered Canadian multinational banking and financial services corporation subject to 

the provisions of the Bank Act. Created in 1955 through the merger of the Bank of Toronto 

and the Dominion Bank, from 2017 it is considered the largest bank in Canada by total 

assets, the second largest by market capitalization, a top-10 bank in North America and the 

26th largest bank in the world by AUM.  

TD also ranks among the world’s leading online financial services firms with more than 12 

million active online and mobile customers. It has 84 383 full time employees and multiple 

classes of shares with 1.83 billion common shares issued, as of writing, on the TSX and 

NYSE.  

It offers a full range of financial products and services to more than 25 million customers 

worldwide through three key business lines: Canadian retail, US retail and Wholesale 

Banking.  



The first category includes, among the others, TD Canada Trust, Business Banking, TD Auto 

Finance (Canada), TD Wealth (Canada), TD Direct Investing and TD Insurance 

US retails are TD Bank, America’s Most Convenient Bank, TD Auto Finance (U.S.), TD 

Wealth (U.S.) and TD’s investment in TD Ameritrade (41.61% of voting shares) banking 

incorporates TD securities. 

TD Financial Statements Evaluation 

(As of January 31st, 2019 in CAD, see Appendix B) 

Balance Sheet   
 

Assets totaled 1.32 trillion dollars with 1.24 trillion dollars of liability and a nominal shareholder equity of 

81.67 billion dollars. There were no materially significant mergers, acquisitions or dispositions during 

the preceding financial year. There were no significant extraordinary losses or gains reported. 

Cash Flow 
 

The company maintains a healthy cash position with 4.7 billion dollars available at the beginning of the 

quarter and a 4.38 billion dollars position at the end. As typical of a bank, there are very significant 

cash flows in its daily operating activities from bank deposits, withdrawals, trading, etc. The cash 

position is up compared to the same quarter of 2018 with 3.9 billion dollars of cash available. This is in 

line with the growth in AUM and revenues that the bank has experienced. 
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Income Statement 
 

Net income attributable to common shareholders for the quarter ending January 31st was 2.3 billion 

dollars, this is a slight gain from the 2.28 billion dollars of the same quarter in 2018. Diluted earnings 

per share was 1.27 dollars with a 0.67 dollars dividend. 

Total comprehensive income for the quarter attributable to common shareholders was 3.37 billion 

dollars. Due to the nature of the accounting that causes dramatic fluctuations, this is a very significant 

increase over the same quarter of the previous year, which had a 1.15 billion dollars comprehensive 

loss. This reflects net increases in the market value of various securities positions that TD Bank is 

holding. 

Recent Trends 

What emerges from the analysis of its ratings is that the bank has a stable outlook in each 

functional area considered which is also reflected by the consistently high stock price 

valuation of last months.  

However, in December 2018 the value of TD’s stock fell dramatically before rising up to the 

prior levels. This was attributed to some temporary factors deeply influencing investors’ 

feelings. 

The first one is for sure the fear of a new recession. Although it didn’t occur last year, there 

were some clear signals which led them to figure out a new one: the contemporary stock price 

fall of the most influencing banks of North America, the slowdown of housing sales and the 

growth of interest rates. Banks stocks like TD are more influenced than other kinds of 



companies by future expectations about broader economic conditions because they cannot 

give up their dependency upon homebuyers and businesses taking out loans.  

Another factor was the perception of serious limiting growth issues of the major Canadian 

financial institutions. 

Even if It is true that collectively these banks are at market saturation, meaning that there are 

few opportunities to grow beyond expanding with the economy, it is important to underline 

how such assessment is inaccurate for TD: in fact, it still has a huge presence in US and its 

US retail business is almost as large as its Canadian counterpart.  

Another important aspect to be considered is the recent Canadian housing market slowdown: 

in November 2018 it has been estimated of 12.5% and of higher proportions in bigger centers 

like Vancouver (around 46%). Should this slowdown continue, this would represent a huge 

issue for TD Bank due to its big dependence on lending operations (mortgages are worth 

$225 billion out of its $1.2 trillion worth assets). Therefore, it is extremely likely that the stock 

was also reflecting such slight recession.  

 

Equity Evaluation 

In this section of the report, we will make use of equity evaluation models to gather relevant 

information that will be used to value TD’s stock, whether than directly through determining 

intrinsic value or by calculating figure that will give us a better understanding with respect to the 

market price’s degree of accuracy. The broad valuation categories we focused on were 

comparables, dividend discount models, and earnings and growth. We did not, however, make 

use of free cash flow valuations. The reason behind our decision is due to the nature of the 
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cash flows for a financial firm. Free cash flows exclude figures such as net interest, which tends 

to be major profit driver of such firms. For this reason, we felt the free cash flow valuations 

would not produce very meaningful results and therefore it was omitted from the report.  

 

Valuation by Comparables 

Based on what we know about the law of one price, investments that produce similar cash flows 

and have similar associated risks should, intuitively, be priced similarly. This is the logic behind 

the use of comparables to evaluate the equity of TD. Using public data, we’ve calculated 

relevant metrics to help further our understanding of TD’s stock and see how it performs when 

compared with similar metrics of rival companies. To do so, we’ve collected data from three 

other major banks of similar size and potential as TD and averaged this data to determine an 

‘industry benchmark’. This can be seen at Appendix D. 

 

In order to ensure our valuation is consistent with TD’s recent performance, calculations were 

done using TD’s trailing twelve months (TTM) data spanning from January 31st, 2018 to January 

31st, 2019. To determine each TTM figure, our calculations used the figures from the October 

31st, 2018 Annual Report, adding the difference between the respective values in 2018 Quarter 

1 and 2019 Quarter 1 ensure we capture the latest 12 months. Appendix A reports the important 

comparable figure we used. 

 

As you can see, Appendix A contains the important financial information obtained from 

shareholder reports that we will be using to compare to our industry benchmark. This includes 

the March 22 share price, outstanding common shares, market capitalization, revenues, net 



income and earnings per share. These figures are followed by a number of valuation and 

profitability ratios for TD. The first ratio seen under the valuation heading in Appendix A is the 

price/earnings ratio. This ratio tells us how much investors are willing to pay per dollar of 

earnings and will come into play later on in our evaluation as well. Currently, TD has a trailing 

twelve-month P/E ratio of 11.4, which is slightly high compared to the industry average of 10.86. 

This could be a signal that TD’s market value is marginally overpriced compared to the other 

large banks, but difference between the two ratios is quite minimal. 

 

The price-to-book-value is the next ratio seen in the table. TD’s book ratio of 1.66 communicates 

a higher value placed on their stock compared to what the firm’s assets can be sold for today, 

or in other words what the company is currently worth from an accounting perspective. This 

means investors are willing to overpay 66%, which likely has to do with the growth potential of 

the company. Investors believe the company is worth more than the book value because in the 

future they will continue to grow, and that has monetary value today. Comparing the P/B ratio 

with that of the industry benchmark, however, adds more context. A typical firm in the same 

industry has a higher P/B than TD and therefore investor believe they have a greater growth 

potential relative to their book value. It’s important to note that the discrepancy between the 

equity price and book value may also be a result of arbitrary accounting rules that would cause 

the book value to be determined differently than that of the equity value, therefore not 

representing a perfect match despite investor opinions of the growth potential.  

 

The price/sales can also be used to examine potential mispricing in the market. This ratio 

represents the value investors put on each dollar of TD’s revenue, and a P/S ratio that is 

relatively low compared to industry standards is likely a sign of underpricing in the market. 
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However, TD’s P/S ratio is greater than that of the industry average. An investor would have to 

pay a greater price for each unit of sales. 

 

The price/cash flow ratio for TD may be alarming when you first see the figure. The benchmark 

was calculated at 7.57, however the ratio we calculated for TD is about 875. The discrepancy 

here appears to be a calculation error, however by examining the consolidated financial 

statement in the appendix, its apparent that TD had very negative cash flows in Q1 of 2019 and 

quite positive cash flows for Q1 of 2018. Since we are dealing with TTM valuations, the negative 

value was added and the positive value was deducted which caused a very low cash flow per 

share. For this reason, we will not take away any strong conclusions from this ratio.  

The last valuation ratio is the Price-Earnings-Growth ratio, which will examine the stock price 

of TD compared to its earnings and growth potential. This is sometimes seen as a more 

complete version of the P/E ratio because it considers the firms growth, which is some instances 

can benefit a firm with a low P/E signaling underpricing but with a great growth potential. Our 

evaluation of TD’s PEG ration returned a value of 1.27, which is very close to the benchmark 

of 1.21 however still slightly above. This can appear good for TD as it shows stronger than 

average growth and earnings.  

 

Dividend Discount Model 

The dividend discount model can be used to determine the intrinsic value of a firm by 

discounting the infinite flow of dividend to a single period. There are different variations  of the 

dividend discount model that each determine the value of a company’s share price based on 

the details of that company. With respect to TD, we decided that the most appropriate model to 



use was the constant growth, or Gordon Model. The logic behind this is that TD is an 

established firm that, while still experiencing year-to-year growth, are not presented with the 

same investment opportunities as, say, a firm going through the early phases of the life-cycle 

that have relatively low competition. Therefore, we determined that the most appropriate and 

accurate valuation for TD would be that of constant growth.  

Given the equation that represents the Gordon Model, we need to determine the future dividend 

(D1), the market capitalization rate (k), and the growth rate (g). The growth rate is determined 

by multiplying TD’s ROE by their earnings retention ratio:  

g = (0.157) x (1 – 0.4129) = 0.09 

With a growth rate of 9%, we can estimate the future dividend by increasing the last paid 

dividend by a factor of 9%: 

D1 = ($2.68) x (1 + 0.09) = $2.92 

And finally, we make use of the Capital Asset Pricing Model to determine the market 

capitalization rate.  

k = 1.6% + 1.01 x (12.63% – 1.6%) = 12.74% 

The risk-free rate (1.6%) is the 10-year Canadian government bond yield as of March 22, 2019 

(Bonds, 2018), the equity beta (1.01) was obtained by Yahoo! Finance (Finance, 2018), and 

the market rate of return (12.63%) is the S&P/TSX Composite Index YTD return (Bloomberg, 

2018). Now that we have all the inputs, we can value TD’s stock using the Gordon model:  

V0 = ($2.92) / (12.74% - 9%) = $78.07 
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The Gordon model calculates a share value that’s $4.07 greater than the shares market value. 

A greater intrinsic value represents the mispricing of TD’s shares, as the stock may be worth 

more than the price being asked.  

 

Earnings, Growth and Price-Earnings Ratio 

We can obtain more insight on the future o of a firm by rearranging the P/E ratio: 

P0 / E0 = 1 / k (1 + PVGO / (E / k)) 

Rearranging in this manner allows us to see how much of the firm’s value is due to already 

existing assets, and how much is due to growth potential/opportunities.  

11.4 = 7.849 x (1 + PVGO / $50.942) 

PVGO = $50.942 x 0.4524 = $23.05 

From this we see a positive value of PVGO, signaling that TD has investment opportunities with 

positive net present values. This is important to note when valuing TD stock and making a buy 

decision. The earnings and growth potential are important factors to consider whether you are 

investing for value or growth,  

 

 

 



Investment Decision 

 

FIGURE 1:  DAILY STOCK PRICE MOVEMENTS OF TD BANK OF THE YEAR ENDING MARCH 28 2019, FROM THE 

FINANCIAL T IMES 

 

Given the current share price of 74 CAD, the evaluation suggests that there is a small amount of 

upside in the stock. However, with a P/E ratio of 11.4,  and a dividend payout ratio of 4%, the 

stock is very expensive for a mature industry such as banking. Furthermore, peer banks are 

similarly valued given their prospects without any notable exceptions. Therefore, the team 

recommends that TD Bank should only be invested in given the assumption that there is a low 

chance of a recession occuring within the next few years.  

Adding to the value of TD’s stock is a P/B ratio well over the industry average and a strong PEG 

ratio. This communicates that investors believe there is still significant growth opportunity for 

TD despite them being a mature firm in a competitive environment. 
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Appendix 
 

Appendix A 

Price per share $74.00  

Common shares outstanding (millions) 1833.1  

Market capitalization ($ billions) $135.65  

Latest 12 Months  Quarterly Growth 

Revenues ($ millions) $39,561  

Net Income ($ millions) $12,190  

Earnings per share $6.49  

Valuation TD Industry Avg. 

Price/earnings ratio 11.4 10.86 

Price/book ratio 1.66 0.09 

Price/sales ratio 3.43 3.28 

Price/cash flow 875 7.57 

PEG 1.27 1.21 

Profitability   

ROE (%) 15.7 14.17 

ROA (%) 0.92 0.83 
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Gross margin 57 52.59 

Net profit margin 32.5 30.65 
 



Appendix B – INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (The Toronto 

Dominion Bank, 2019) 
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Appendix C 
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Appendix D 

Metrics RBC BMO CIBC Avg. 

Price per share (March 22) 
 $          
102.13  100.74 109.28   

Common shares outstanding (millions) 1437.074 638.4 443.033   

Market capitalization ($ billions) 
 $ 
146,768.37  64312.416 48414.64624   

Latest 12 Months        

Revenues ($ millions) 
 $    
32,907.00  23916 17940   

Net Income ($ millions) 
 $    
12,591.00  5987 5138   

Earnings per share 
 $              
8.52  9.19 11.34   

Valuation        

Price/earnings ratio 11.99 10.96 9.64 10.86 

Price/book ratio 0.11 0.08 0.080 0.09 

Price/sales ratio 4.46 2.69 2.70 3.28 

Price/cash flow 10.39 4.00 8.32 7.57 

PEG 0.86 1.52 1.23 1.21 

Profitability        

ROE (%) 15.61 12.64 14.24 14.17 

ROA (%) 0.92 0.74 0.84 0.83 

Gross margin (%) 56.61 44.36 56.79 52.59 

Net profit margin (%) 38.26 25.03 28.64 30.65 
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