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Recommendation: BUY
Target Price (1 Year): C$66.00
Prior: C$66.00
Total Return (1 Year): 27.3%
Risk: Low

Market Data

Current Price $53.50
52-Wk Range $49.13-61.28
Mkt. Cap. (mm) $58,000
Dividend $2.08
Yield 3.9%

Financial Data

Fiscal Y/E October 31
Shares O/S (mm) 1,085
BVPS $25.21
P/BVPS 2.1x
Capital Ratio Tier 1 12.3%
Total Assets (bill) $567.7
Adj. Cash ROE Annual 18.0%

Estimates (f.d.)

Year 2010A 2011E 2012E
EPS Cash $3.94 $4.47 $5.10
Prior EPS Cash - $4.55 $5.20

Valuations

Year 2010A 2011E 2012E
P/E Mult. Cash 13.6x 12.0x 10.5x

Bank of Nova Scotia

Chart Courtesy Big Charts

Robin Cornwell
416-910-7985
rcornwell@catalystresearch.ca

Notes:  
All figures in Canadian dollars, unless otherwise specified.
* Under Review

Please see the final pages of this document for important 
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SCOTIABANK
(BNS - TSX    $53.50)

Q3/11 Earnings Slightly Below Expectations
Solid Earnings Growth in Wealth Management & International

Capital Markets Earnings Weaker Than Expected

Conclusion:  BUY – Target Price Maintained at $66.00
Bank of Nova Scotia (BNS) reported cash EPS (fd) of $1.14, up 15%Y/Y.  Excluding a small general 
loan loss reversal, adjusted cash EPS was $1.12, up 13% Y/Y and unchanged from the adjusted earnings 
last quarter.  Earnings last quarter were adjusted to excluded $0.26 related to the recognition of $286 mil-
lion of non-operating gains.  Adjusted EPS this quarter came in $0.02 below our estimate but were in line 
with the general consensus.  The adjusted cash ROE in the quarter was 18.0% compared to 18.9% last 
quarter.  The Tier 1 capital ratio increased in the quarter to 12.3% from 12.0% last quarter. 

The earnings were driven by solid Wealth Management and International earnings partly offset 
by much weaker performance from Capital Markets which was hurt by lower fixed income trading 
revenue.  Domestic banking reported a modestly better quarter with net income up 2% Y/Y.  Wealth 
Management reported a 15% Y/Y increase in net income.  International net income improved 27% Y/Y 
reflecting acquisitions and lower credit losses Y/Y.  Scotia Capital reported an earnings decline of 5% 
Y/Y.  The quarter also benefited from good security gains.  Provision for Credit Losses (PCL) declined 
3% Y/Y and is likely to flatten out from here.  FX reduced earnings by $0.03 per share Y/Y.  

Management recently increased the dividend payout ratio target range to 40%-50% from 35%-
45%.  There is little question that the Bank is conveying to investors that further dividend increases 
can now be expected.  We have some concern that Domestic earnings may continue under pressure as 
competition for both deposits and loans is keeping pressure on net interest margins longer than expected.  
Credit losses are now expected to flatten out and that leaves the Bank more dependent on Wealth Manage-
ment and International for earnings growth.  International earnings should benefit from improved volume 
growth, stable margins and further selective acquisitions.

For fiscal 2011, we have lowered our forecast to $4.47 from $4.55, largely driven by the lower than 
expected trading results.  Our EPS estimate for fiscal 2012 has also been lowered to $5.10 from $5.20 
which would put the ROE for 2012 closer to 19.0%.  The dividend payout ratios, based on our fiscal 
2011 and 2012 EPS outlook, approximate 47% and 41% respectively and are at the mid to lower-end of 
management’s new targeted payout ratio.  We expect investors could see a further dividend increase of 
5% to 7% over the next 12 months.  

We have maintained our target share price at $66.00.  BNS remains a BUY. 

Valuation – Premium Valuation Sustained
BNS is well diversified in its earnings with about 45% domestic and wealth management, 30% interna-
tional and 25% capital markets.  Our share price target of $66.00 supports a valuation of 12.6x our 2012 
EPS forecast which represents a 5% premium to the other Canadian major banks.  

Other Quarterly Highlights
• Reported Q3/11 cash net income of $1,311 million or $1.14 per share, up 21% Y/Y.  Exclud-

ing the reversal of loan losses, adjusted cash EPS would have been closer to $1.12.  Net interest 
margins decreased Y/Y by 1 bp and sequentially.  The lower margins resulted from consumer 
preferences for lower margin variable rate products, the maturing of older higher-yield fixed rate 
mortgages and increased competition for deposits in Canada.  Higher margins were experienced 
in Chile and Mexico.  Revenues increased 13% Y/Y while non-interest expenses increased 18% 
for negative leverage.  Higher revenues and expenses resulted largely from acquisitions princi-
pally driven by the DundeeWealth acquisition.
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• Domestic banking net income was modestly better at $461 million, an increase of 2% Y/Y and 4% sequentially.  Loan volume growth and 
lower PCL on a Y/Y basis were offset by margin compression.  Net interest margins were lower Y/Y by 9 bps and higher by 2 bps sequentially.  
Revenue increased 2% Y/Y while expenses grew by 6% for a decrease in operating leverage of 4%.  Expenses increased primarily due to higher 
pension costs driven by changes in actuarial assumptions and plan asset values.  Continued good asset growth (mortgages up 9% Y/Y) propelled 
revenues.  Provision for Credit Loss (PCL) was unchanged from last quarter and down by 11% Y/Y.  The losses were slightly lower than expected.  
GIL decreased 12% Y/Y and was lower than expected. 

• International cash net income increased 27% Y/Y to $350 million.  Average assets increased 7% Y/Y driven by higher commercial lending 
activity.  Revenues were up 6% Y/Y while expenses increased by 11% Y/Y.  Revenue growth was helped by growth in Chile and Peru.  Expense 
growth was impacted largely by acquisitions and higher costs associated with additional support staff and branch expansion in Mexico and Peru.  
PCL decreased by 13% Y/Y and was up 13% sequentially at $120 million.  GIL in the quarter was unchanged over the prior quarter at $2.8 billion.  
GIL at R-G Premier decreased modestly.  We expect the level of GIL will likely stay elevated throughout fiscal 2011.

• Global Wealth Management reported net income of $256 million, up 15% Y/Y.  Sequentially, net income was flat if certain goodwill adjust-
ments last quarter are excluded.  Results now include all of DundeeWealth.  Total adjusted revenues increased 43% Y/Y.  Expenses increased by 67% 
Y/Y.  Assets Under Management (AUM) doubled to $105 billion, including DundeeWealth, up from $50 billion last year.  Mutual fund revenues 
increased 82% Y/Y but were down 4% sequentially.  Insurance revenues increased 16% Y/Y.  

• Scotia Capital reported lower net income of $289 million, down 5% Y/Y and 19% sequentially.  Trading revenues were weaker, down 35% Y/Y 
and 46% on a sequential basis.  Fixed income trading was particularly weak while precious metal trading was stronger.  Underwriting revenues 
increased by about 12% Y/Y but deceased 15% sequentially.  This quarter reported PCL of $8 million versus a net reversal of $25 million in the 
same quarter last year and a loss of $10 million last quarter.  GIL increased to $242 million in the quarter from $220 million last quarter but was 
well below $285 million reported in the same quarter last year.  The decline in GIL on a Y/Y basis was generally across the board.  GIL is expected 
to remain near the current level over the near-term.  Capital markets revenue is expected to remain under pressure for some time particularly fixed 
income trading.

• Provision for Credit Loss decreased 3% Y/Y to $273 million.  PCL was 4% higher on a sequential basis.  Overall, PCL was in line with expecta-
tions.  We have maintained our fiscal 2011 PCL estimate at $1.1 billion and project PCL to be flat in fiscal 2012. 

• Gross Impaired Loans (GIL) were unchanged at $4.2 billion last quarter but down 20% Y/Y.  GIL was in line with expectations.  Net new 
formations were significantly lower at $228 million versus $355 million in the prior quarter.  The decrease in formations was largely concentrated 
in the domestic and international commercial portfolios.  We have maintained our fiscal 2011 and 2012 forecasts for GIL at $4.2 billion and $4.0 
billion respectively.

• Securitization revenues were $38 million versus $37 million last quarter and $15 million in the same period last year.
• Securities gains of $81 million this quarter or about $0.05 per share compared to the prior quarter gain of $89 million and gains of $87 million 

in the same period last year.
• Unrealized AFS security gains at the end of the quarter were $1,073 million compared to unrealized gains of $1,126 million as at the end of the 

prior quarter. 

Credit Exposure to PIIGS
Management disclosed the Bank’s credit exposure to the European PIIGS at $1.7 billion.  Exposure to sovereign credits was limited to $207 million in Ire-
land.  Credit exposure to banks totaled $1.5 billion with modest exposures to Portugal, Ireland and Spain.  Bank exposure to Italy was $1.1 billion.   

Basel III Capital Rule Impact
Under the current Basel II capital rules, the Bank’s Tangible Common Ratio is 9.6% and its Tier 1 Capital Ratio is 12.3%.  Management estimates that its 
Tier 1 Common Equity Ratio under Basel III (2019 rules) to be in the 7.0% to 7.5% range by the first quarter of 2013.
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Definition of Risk Rankings
Low:  Low financial and operational risk, high predictability of financial results with stronger than average balance sheet and strong free cash flows.  Company may 
pay substantial dividends or have an active share repurchase program. 
Medium:  Moderate financial and operational risk, moderate predictability of financial results, positive free cash flows and may or may not pay a dividend.
High:  High financial and/or operational risk, low predictability of financial results.  Limited financial history, negative free cash flows, adequate working capital and 
no dividends.

Definition of Research Ratings
The Catalyst research recommendation structure consists of the following categories:
Buy:  The stock’s total return, including dividends paid, is expected to exceed a minimum of 15% on a risk-adjusted basis, over the next 12 months.
Hold:  The stock’s total return, including dividends paid, is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months.
Sell:  The stock’s total return, including dividends paid, is expected to be negative over the next 12 months.
Speculative:  The stock’s total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with the investment that 
could result in significant loss.
Note:  Analysts have discretion within 500 basis points of the upper and lower limit of each rating to maintain the recommendation.

Analyst Certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities or issuers.  No 
part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by the responsible analyst(s) in this report.
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