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	national bank – (na)

Media Reports Suggest ABCP Restructuring Stalls
STOCK RATING: Not Rated  RISK RATING: Low  TARGET: Not Rated
INDUSTRY RATING (Banks): Overweight (NBF Economics & Strategy Group)
 

Impact: Negative
 

This morning, media reports suggested that the Crawford committee overseeing the restructuring of the frozen non-bank ABCP has gone to the federal Ministry of Finance to ask for between $5 billion and $10 billion of backstop facilities to help finally close this deal.
 

Although National Bank management disclosed just last week that its valuation of these securities embeds a 95% probability of closing, with this news concern has obviously risen that the deal may not be completed as planned. On its conference call, the bank also disclosed that a 5% change in the probability of the restructuring succeeding results in a $35 million change in fair value. 
 

Although the relationship may not be linear, this implies that if the deal fails (i.e. probability of success = 0%), the fair value of the assets would decline by almost $700 million before tax. Given credit lines extended, litigation and reputation risk, the negative impact would likely be more than that amount. However, if such a charge were to be taken, we estimate that the Tier 1 ratio would decline to roughly 8.8% at the end of Q1, a relatively low ratio given the environment and recent capital raises by peers.
 

What is the probability of such a charge?
 

Given the underlying assets are largely still performing and the sizeable losses to investors that would result from a collapse of this deal, we are inclined to believe that the government would ultimately provide some sort of backstop. While there would undoubtedly be a cost (borne in part by the bank, implying further writedowns are likely), the decline in the shares in recent sessions would more than cover that impact, in our view. 
 

That said, if the deal were to unravel, the losses could materially reduce capital ratios. At this point, we are unable to rule out this scenario. As such, in the interim, we believe this overhang will maintain the pressure on the shares.
 

Owing to our affiliation, we do not rate National Bank. 
 

 

DISCLOSURES:
Ratings And What They Mean:
PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the particular analyst. Here is a brief description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 months; 
Sector Perform – The stock is projected to perform in line with the sector over the next 12 months; Underperform – The stock is expected to underperform the sector over the next 12 months. 
SECONDARY STOCK RATING: Under Review  Our analyst has withdrawn the rating because of insufficient information and is awaiting more information and/or clarification; Tender  Our analyst is recommending that investors tender to a specific offering for the company’s stock; Restricted  Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or laws or regulations preclude our analyst from rating a company’s stock.
INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view of our Economics & Strategy Group, using its sector rotation strategy. The three tiered system rates industries as Overweight, Market Weight and Underweight, depending on the sector’s projected performance against broader market averages over the next 12 months. 
RISK RATING: NBF utilizes a four-tiered risk rating system, Low, Average, Above Average and Speculative. The system attempts to evaluate risk against the overall market. In addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The criteria include predictability of financial results, share price volatility, credit ratings, share liquidity and balance sheet quality.
General
National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company listed on Canadian stock exchanges.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The opinions expressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein. 
Research Analysts
The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or companies.
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of NBF including, Institutional Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since the revenues from these businesses vary, the funds for research compensation vary. No one-business line has a greater influence than any other for Research Analyst compensation.
Canadian Residents
In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to this report, Canadian residents should contact their NBF professional  representative. To effect any transaction, Canadian residents should contact their NBF Investment advisor.   
U.S. Residents
NBF Securities (USA) Corp., an affiliate of NBF, accepts responsibility for the contents of this report, subject to any terms set out above.  Any U.S. person wishing to effect transactions in any security discussed herein should do so only through NBF Securities (USA) Corp.
UK Residents
In respect of the distribution of this report to UK residents, NBF has approved this financial promotion for the purposes of Section 21(1) of the Financial Services and Markets Act 2000. NBF and/or its parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as market maker in the relevant securities or related financial instruments discussed in this report, or may act or have acted as investment and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past performance will not necessarily be repeated in the future. The investments contained in this report are not available to private customers. This report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.
This information is only for distribution to non-private customers in the United Kingdom within the meaning of the rules of the Regulated by the Financial Services Authority. 
Copyright
This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, opinions or conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial.
NBF is a member of CIPF
 

NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF Research/Quarterly Ratings Summary (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243
 

NA - ADDITIONAL COMPANY RELATED DISCLOSURES 
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating for the company in question
In the past 12 months NBF acted as financial advisor, fiscal agent, or underwriter to the company that is the subject of this report and received remuneration for its services. 
NBF is an indirect wholly owned subsidiary of the National Bank of Canada. From time to time the National Bank of Canada may enter into lending or financial arrangements with companies that are the subject of NBF Research Reports. At the date of this report, National Bank of Canada is a lender to the company which is the subject of this report. 
NBF and/or its Affiliates may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time in the open market or otherwise. On the last day of the month preceding the date of this report, NBF and its Affiliates held in the aggregate less than 1%  of the outstanding shares (of any class of equity securities) of this issuer. (6)
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