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Recommendation: BUY
Target Price (1 Year): C$58.00
Prior: C$58.00
Total Return (1 Year): 14.0%
Risk: Low

Market Data

Current Price $52.90
52-Wk Range $47.54-57.17
Mkt. Cap. (mm) $60,500
Dividend $2.28
Yield 4.3%

Financial Data

Fiscal Y/E October 31
Shares O/S (mm) 1,145
BVPS $28.29
P/BVPS 1.9x
Capital Ratio Tier 1 12.6%
Total Assets (bill) $670.0
Adj. Cash ROE Annual 17.7%

Estimates (f.d.)

Year 2011A 2012E 2013E
EPS Cash $4.37 $4.78 $5.25
Prior EPS Cash - $4.75 $5.25

Valuations

Year 2011A 2012E 2013E
P/E Mult. Cash 12.1x 11.1x 10.1x

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 
disclosure information.

SCOTIABANK 
(BNS - TSX    $52.90)

Q3/12 Earnings Above Expectations
All Sectors Performed Very Well Again This Quarter

Dividend Increased by 3.6%

Conclusion:  BUY – Target Price Maintained at $58.00
Bank of Nova Scotia (BNS) reported cash EPS (fd) of $1.72.  Excluding several non-recurring items 
including the gain on the sale of ScotiaPlaza in Toronto, adjusted cash EPS was $1.22, up 9% Y/Y.  
Adjusted EPS this quarter was $0.02 above our estimate and consensus.  The adjusted cash ROE in the 
quarter was 17.7% compared to 19.0% last quarter.  The Tier 1 capital ratio jumped to 12.6% from 12.2% 
last quarter.  Management announced an increase in BNS’ quarterly dividend per share of 3.6% to $0.57 
($2.28 annually) from $0.55 ($2.20 annually).  

Operating earnings were driven by solid earnings gains from Domestic, International and Global 
Markets and as well by lower than expected loan loss provisions.  The quarter also benefitted from higher 
precious metal income trading.  Domestic banking reported a modestly better quarter with net income up 
an adjusted 15% Y/Y.  Net income from International improved 20% Y/Y reflecting higher interest mar-
gins and the positive impact from acquisitions.  Global Banking & Markets reported an earnings increase 
of 31% Y/Y.  Wealth Management reported a 9% Y/Y increase in net income.  Management’s increase 
in the Bank’s collective PCL allowance was deemed to be a prudent move to protect against a possible 
global slowdown generally and not against any specific portfolio.

Looking forward, Domestic earnings may now start to benefit from more stable interest rate margins 
although this may be offset with lower loan volume growth.  International should continue to benefit from 
wider interest margins as well as further selective acquisitions.  Credit losses are expected to increase 
commensurate with volume growth.  Combined, we expect these factors to put the Bank in a good posi-
tion to post earnings growth of 8% to 10%+ annually and outperform the other Canadian banks.  

For fiscal 2012, we have increased our forecast to $4.78 from $4.75.  Our EPS forecast for fiscal 
2013 has been maintained at $5.25, an increase of 10% over 2012.  The dividend payout ratio, based on 
our fiscal 2012 and 2013 EPS outlook approximates 48% and 43% respectively or is at the mid-point of 
management’s targeted payout ratio of 40% to 50%.  We expect investors could see a further dividend 
increase of 5% to 7% over the next 12 months.  

We have maintained our 12-month target price for BNS at $58.00 and continue to recommend the 
Bank as a Buy.  

Valuation – Premium Valuation Sustained
BNS is well diversified in its earnings with about 52% Domestic and Wealth Management, 28% Interna-
tional and 20% Global Banking & Markets.  Our share price target supports a valuation of 11.0x our 2013 
EPS forecast which represents a 5% premium to the average of the Canadian major banks.  We continue 
to caution that the Canadian banks generally will face strong headwinds with higher risks associated with 
Eurozone uncertainties and the U.S. regulatory environment.   

Items of Note – Amount to Positive $0.50 Per Share
Management noted several items this quarter as outlined below:

• Positive $614 million after-tax or $0.53 per share gain from the sale of ScotiaPlaza.
• Positive $32 million after-tax or $0.03 per share gain from the sale of a non-strategic leasing 

business.
• Negative $74 million after-tax or $0.06 per share increase in the collective allowance for credit 

losses on non-performing loans ($100 million pre-tax). 
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Exposure to Canadian Residential Housing Market
Management added some clarity to the Bank’s exposure to the Canadian housing market:

• Total residential mortgages outstanding as at the end of the quarter were $153 billion.
• Total residential condo development loans approximate $610 million.
• Total condo residential mortgage loans amounted to $14 billion or about 9% of total residential mortgages.
• 66% of loans reside in Ontario and B.C.
• 60% of mortgages are insured.
• The average loan-to-value ratio of uninsured mortgage loans was 57%.

Other Quarterly Highlights
• Cash net income was reported at $2.1 billion, up 62% Y/Y.  Adjusted cash net income, excluding the impact of the items of note, was reported at 

$1.5 billion.  Sequentially, adjusted cash net income was flat.  Adjusted revenue increased 11% Y/Y while expenses were up 11% Y/Y.  About 50% 
of the expense increase was attributable to acquisitions.  Interest rate margins increased 2 bps Y/Y and declined 4 bps sequentially.  

• Domestic Banking net income was $521 million, an increase of 22% Y/Y.  Excluding the $32 million after-tax gain from the sale of the leasing 
operation, net income rose about 15% Y/Y.  Revenue increased 7% Y/Y while expenses grew by 1% Y/Y.  Loan volume growth remained good, up 
about 6% Y/Y.  Auto loans remained robust and mortgage loan volume continued strong increasing 8% Y/Y.  PCL was much lower than expected, 
declining 19% Y/Y and were flat sequentially.  Net interest margins were slightly lower by 7 bps Y/Y and 2 bp sequentially.  The margin decrease 
reflected the higher proportion of relatively lower yield variable rate mortgages in the mortgage portfolio although more fixed rate financing has 
become evident. 

• International Banking reported cash net income of $442 million, an increase of 29% Y/Y.  Net income attributable to shareholders was $392 
million, up 20%.  Average assets increased 19% Y/Y driven by higher retail and commercial lending activity and acquisitions.  Net interest margin 
improved by 29 bps Y/Y and 3 bps sequentially driven by strong low-cost deposit growth and wider margins in Peru and Asia.  Revenues were up 
27% Y/Y while expenses increased by 23% Y/Y.  Revenue growth was helped by the acquisitions and strong loan growth.  Expense growth was 
impacted largely by acquisitions.  PCL increased by 33% Y/Y driven in part by acquisitions.  Higher retail provisions in Latin America were also 
the result of softer market conditions. 

• Global Wealth Management reported net income of $284 million, up 9% Y/Y but declined 5% sequentially.  The sequential decline was attribut-
able to a CI Financial deferred tax charge in the quarter.  Total revenues increased 5% Y/Y.  Expenses were flat Y/Y.  Assets Under Management 
(AUM) increased 4% Y/Y to $109 billion.  Mutual fund revenues increased 4% Y/Y but declined by 2% sequentially.  Brokerage revenues declined 
10% Y/Y.  Net insurance underwriting increased 32% Y/Y.  

• Global Banking & Markets reported net income of $398 million, up 31% Y/Y and 3% sequentially.  Trading revenue was much stronger and more 
than doubled on a Y/Y basis and was higher by 12% on a sequential basis.  Precious metals activity was particularly strong.  Underwriting revenue 
was lower by about 6% Y/Y and 12% sequentially.  The group reported PCL of $15 million versus $8 million in the same quarter last year. 

• Provision for Credit Losses increased 37% Y/Y and 14% sequentially to $302 million (excluding the addition to the collective allowance).  
Overall, PCL was 10% higher than expected.  The increase was concentrated in the international retail and commercial portfolios.  International 
losses were higher by 33% Y/Y.  The increase was in part associated with 2 recent acquisitions as well as softer market conditions throughout Latin 
America.  We have maintained our fiscal 2012 PCL estimate at $1.1 billion and project PCL to increase modestly to $1.2 billion in fiscal 2013. 

• Gross Impaired Loans (GIL) increased in the quarter to $3.6 billion.  GIL was $100 million above our expectations.  Net new formations in the 
quarter were lower at $365 million versus $405 million in the prior quarter.  The new formations were largely concentrated in the Canadian retail 
portfolio.  We have increased our fiscal 2012 and 2013 adjusted forecasts for GIL to $3.6 billion from $3.5 billion.

• Security gains of $10 million this quarter or about $0.01 per share compared to the prior quarter gain of $57 million and gains of $109 million 
in the same period last year.

• Unrealized AFS security gains at the end of the quarter were $823 million compared to unrealized gains of $828 million as at the end of the prior 
quarter. 

Credit Exposure to Euro Zone
Total funded exposure to Europe is $22.4 billion versus $25.7 billion as at the end of last quarter.  Non-GIIPS is $20.3 billion including sovereigns, banks 
and corporates.  Management disclosed the Bank’s credit exposure to the European GIIPS at $2.1 billion, down from $2.5 billion last quarter.  Credit expo-
sure to GIIPS included Greece ($404mm), Portugal ($51mm), Ireland ($322mm), Italy ($872mm) and Spain ($462mm).  All of the exposure to Greece is 
corporate. 

Basel III Capital Rule Impact
Under the current Basel II capital rules, the Bank’s estimated Tangible Common Ratio is 10.2% (9.4% last quarter) and its Tier 1 Capital Ratio is 12.6% 
(12.2% last quarter).  Management indicated that its Tier 1 Common Equity Ratio under Basel III (2019 rules) is in the 7.0% to 7.5% range.

Recent Events
On August 14, 2012, BNS announced an agreement to acquire a 51% stack in Colfondos AFP, Colombia’s fourth largest pension fund company.  Col-
fondos maintains US$9.35 billion in AUM with 27 offices in 20 cities across Colombia with over 1200 employees. 

On June 15, 2012, BNS completed the sale of ScotiaPlaza, its Toronto Head Office, for $1.266 billion.
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Definition of Risk Rankings
Low:  Low financial and operaional 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.

The information contained in this report has been compiled by Catalyst Equity Research Inc. (“Catalyst”) from sources believed to be reliable, but no representation 
or warranty, express or implied, is made by Catalyst, its affiliates or any other person as to its accuracy, completeness or correctness.  All opinions and estimates con-
tained in this report represent Catalyst’s judgment as of the date of this report and 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 to buy any securities.  Catalyst and its affiliates may have a relationship or may receive compensation 
for services with some or all of the issuers mentioned.  Catalyst or its affiliates or officers, directors, representatives, associates may have a position in the securities 
mentioned herein, and may make purchases or sales of these securities from time to time in the open market or otherwise.  The securities discussed may not be eligible 
for sale in all jurisdictions.  To the full extent permitted by law neither Catalyst nor 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.  No matter contained in this document may be reproduced or copied 
by any means without the prior consent of Catalyst.  This report is not for distribution in the United States of America.
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