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Recommendation

BUY

Risk

Low

Target Price

$56.00

Price

$45.60

52-Week Range

$43.10 – $54.73

% Below High

-16.7%

% Above Low

5.8%

Shares O/S

985 million

Market Cap

$45 billion

Average Daily Volume 

2,658,000

Year-End 

October 31

C$ EPS & Mult

2007a $4.02 11.3x
2008a $4.25 10.7x
2009e $4.65 9.8x
Book Value $18.40 2.5x

 Amount Yield

Dividend $1.88 4.1%

Analysts

Robin Cornwell

Q1/08 ADJUSTED EARNINGS IN LINE
EXPOSURE TO CREDIT PROBLEMS SEEMS VERY 

MANAGEABLE 
BNS REMAINS ONE OUR TOP CHOICES

CONCLUSION:  BUY – TARGET PRICE LOWERED TO $56.00
Bank of Nova Scotia (BNS) reported adjusted cash EPS (fd) of $1.00 down 
1% Y/Y, the adjusted EPS exclude write-downs and reserve charges (outlined 
below) of $238 million ($171 million after-tax or $0.17 per share).  On a constant 
currency basis adjusted EPS would have been $0.06 higher for a Y/Y gain of 
4%.  The domestic sector was stable helped by strong volume growth and good 
wealth management results.  International was hurt by the strong CDN$ and a 
higher tax rate in Mexico.  Adjusted cash ROE in the quarter was 21.6% down 
from 23.1% in Q1/07 last year. 

We expect the bank to remain focused on expanding its existing platforms in 
Canada and Central America.  Domestic spreads are expected to increase over 
the next six months providing the backdrop for better domestic earnings growth.  
International earnings contribution is expected to improve particularly from the 
recent acquisitions but growth in Mexico could remain under modest earnings 
pressure due to a higher tax rate.  

For fi scal 2008, we are maintaining our previously lowered forecast EPS $4.25, 
which is slightly below the low end of managements 7% to 12% earnings growth 
guidance.  For fi scal 2009, we are reducing our estimate modestly to $4.65 from 
$4.75 given the weaker capital markets outlook and modestly higher loan losses.  
Further dividend increases should be expected, albeit slower than in recent years, 
in the order of 9% to 12% over the next 12 months bringing the annual rate paid 
to the $2.05 to $2.10 per share level.  BNS remains a BUY with a one year total 
return expected of 26.9%. 
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Valuation – Deserving Of A Premium As Earnings Are Well Diversifi ed
BNS is well diversifi ed in its earnings and as demonstrated again this quarter.  International earnings 
are proving to be a very astute business strategy despite heavy investment expense in expansion.  
With over $2.0 billion of excess capital at present, the bank remains well positioned to provide a 
high return to shareholders and take advantage of attractive acquisition opportunities.  We believe 
the international sector will show solid growth next year refl ecting the heavy branch expansion.  In 
line with the lower earnings outlook we have reduced our target share price to $56.00 from $60.00.  
We expect the bank to maintain a premium P/E multiple to the average of the group and more or 
less in line with RY and TD.  

Write-Downs and Reserves Taken This Quarter Of $238 million
BNS took several charges in Q1/08 totaling $238 million or $0.17 per share which include (i) a 
CDO write down of $68 million ($56 million after-tax or $0.06 per share), (ii) SIV write-down of 
$46 million ($31 million after-tax or $0.03 per share), (iii) ABCP write-down of $44 million ($30 
million after-tax or $0.03 per share and (iv) a Monoline reserve of $80 million ($54 million after-
tax or $0.05 per share.  

Exposure to U.S. Sub-Prime, CDO & SIV Market Very Manageable
Management reiterated that it’s exposure to Montreal Accord ABCP conduits is $144 million and 
certain ones were written down by 30%.  CDO investments total $1.4 billion including $507 million 
acquired at fair value through Dundee Bank purchase (all highly rated).  Monoline notional value 
exposure is US$937 million (no sub-prime and mark to market US$161 million).  SIVs total $23 
million and the Bank does not sponsor, manage or provide liquidity to SIVs.

Other Quarterly Highlights
• Q1/08 EPS (cash basis FD) reported adjusted net income (ex write-downs) of $1,006 million 

or $1.00 per share down from $1,020 million or $1.02 per share last year.  Total revenue 
was $3.1 billion (ex write-downs) down 3% Y/Y while expenses increased 2%.  Expenses 
included acquisitions and were impacted by the stronger $CDN as part of the added expense 
was foreign expansion.  Operating leverage was lower this quarter by 5%.  The strong CDN$ 
versus the US$ reduced net earnings by $56 million ($0.06 per share) Y/Y.  

• Domestic banking, including wealth management, reported a decent quarter with net income 
of $367 million up 2% Y/Y.  Revenue increased 3% Y/Y while expenses grew by 2% for a 
small increase in operating leverage of 1%.  Wealth management revenue was up an estimated 
5% as mutual fund revenue and private client revenue increased by 15% and 18% respectively.  
Full service brokerage declined by 11%.  Assets Under Management increased by 9% Y/Y 
to $31.7 billion.  Mortgage loan growth was strong up 14% Y/Y.  Interest spreads increased 
by 2bp sequentially and 23bp Y/Y due to volatility in credit markets and wider prime - BA 
spreads.  Provision for Credit Loss (PCL) was $91million up from $78 million last quarter 
and $74 million in Q1/07 and largely refl ected the increase in loan volumes.   

• Scotia Capital reported cash net income of $187 million down from $226 million last quarter 
and down 36% Y/Y.  Excluding the charges outlined above adjusted net income would have 
increased Y/Y by 5%.  Revenue this quarter was $405 million down 36% Y/Y (down 16% 
Y/Y ex the charges).  Net income was hurt by the write-down on structured credit instruments 
offset somewhat by loan loss recoveries.  Trading revenues were a record in FX and fi xed 
income.  Investment banking revenues of $164 million were down Y/Y and fl at sequentially.  
We expect investment banking revenue to remain slow over the next several quarters.
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• International net earnings were $282 million fl at from last quarter (ex VISA gain) but down 
11% Y/Y.  Earnings were negatively impacted Y/Y by the stronger CDN$.  Revenues were 
up 8% Y/Y while expenses increased by 1% Y/Y for a positive operating leverage of 7%.  
Revenue growth of was driven by strong loan growth due to the positive impact of the 
acquisitions.  Mexico contribution was $68 million down from $109 million last quarter 
due to a higher tax rate and last quarter contained VISA gains.  Other International revenues 
increased over 16% on strong asset growth.  We believe BNS has developed a signifi cant 
advantage over most of the other major banks and that the international sector will be the 
driver in net income for the bank over the next two years.  

• Provision for Credit Loss was $111 million up from $95 million last quarter and up 76% 
Y/Y.  This quarter saw only small recoveries at Scotia Capital.  Domestic losses increased 
to $91 million this quarter from $78 million in Q4/07.  International PCL was $30 million 
up from $27 million last quarter and $19 million in Q1/07.  

• Gross impaired loans were up Q/Q at $1.8 billion and down from $1.9 billion Y/Y.  New 
formations were up $216 million in the quarter principally focused on domestic retail and 
international.  

• Securities gains realized in the quarter were $79 million down from $154 million in Q4/07 
and up from $247 million in Q1/07.

• Unrealized securities gains remain strong but decreased to $895 million in Q1/08 down from 
$972 million as at the end of Q4/07 and down from $1,161 million Q1/07.

• Tier 1 capital decreased to 9.0% from 9.3% last quarter and 10.4% last year largely due to 
recent acquisitions.  BNS capital remains one of the strongest of the Canadian banks. 


