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Security Overview

Stock Market Ticker: SGJ

Current Price: J$55.99

Dividend Yield @ Current Price: 5.07%

YTD Gain/(Loss): J$0.51

YTD % Gain/(Loss): 0.93%

52 Week High: J$62.40

52 Week Low: J$48.80

CURRENT P/E: 13.21X

CURRENT P/B: 1.48X

STOCK CHART:

INTRODUCTION 

Company Overview  

The name Scotia has been synonymous 

with banking in Jamaica for over a 

century. The Scotia Group Jamaica 

Group Ltd. (SGJ) is one of Jamaica’s 

largest financial services group, with 

total assets valued at J$549B as at 

October 31, 2019. The group is 

comprised of several subsidiaries within 

Jamaica, operating in the retail and 

commercial banking, investment 

management, insurance services and 

the treasury sub sectors. These 

companies include Bank of Nova Scotia 

Jamaica Limited, Scotia Jamaica Life 

Insurance Company Limited and Scotia 

Investments Jamaica Limited. Previously 

the company held CerditScotia, a micro-

financing arm that catered to the needs 

of small and medium enterprises (SME) 

until its sale to Lasco Finance (LASF) at 

the end of 2017. In the face of an 

increasingly competitive financial sector, 

the Scotia Group has started to deploy 

its restructuring strategy to remain in 

the game.  
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ANALYST’S FINDINGS 

 

ANALYST’S OPINION 
After three (3) consecutive quarters of decline in profitability for the 2019 financial year 

(FY 2019), the Scotia Group Jamaica (SGJ) was able to reverse its fortunes. At the end 

of the financial year, SGJ saw a strong performance in its fourth quarter that resulted in 

net income surging to an all-time high of J$13.19B, which is 3.28% improvement year 

over year (YoY). 

Scotia continues to be a well-known brand locally and within the region. In a bid to 

recapture its market share, SGJ has bolstered its loan books by J$23.02B or 12.61% 

YoY, while reducing its non-performing loans (NPL). Coinciding with this increase in 

loans, SGJ has continued to restructure their operations, all while reducing operating 

expenses from its branch operations. 

Given its history and its size within the industry, we are of the view that Scotia can 

easily position itself for greater growth in the 2020 financial year (FY 2020) and beyond. 

Based on our forecast for FY 2020, we arrived at a fair value of J$77.34. Relative 

to the closing price of J$55.99, the fair value would represent potential 

capital gains of 38.13%. Therefore, at this time we (iDEAL) are 

recommending Scotia Group Jamaica as a BUY. 
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COMPETITIVE ANALYSIS 
The competitive landscape will be analyzed utilizing the Porter's Five Forces model. 

Porter’s model focuses on five competitive forces that shape every industry, and 

attempts to assess an industry's strengths and weaknesses by assessing the 

competitive intensity of the operating landscape and utilizing that information to 

determine the attractiveness, and by extension the potential profitability, of a company 

operating in that particular industry. The variables focused on in the model are as 

follows: 

 

MED – HIGH 

 Jamaica’s 
financial 
services 
industry is 
best 
described as 
an Oligopoly, 
where there 
are few but 
very large 
companies 
which 
dominate the 
industry. 

 Products 
offered by 
firms are 
almost 
identical. 
Therefore, 
firms are 
often found 
to be 
competing 
on the basis 

LOW 

 The threat 
posed by new 
entrants to the 
industry is 
relatively low. 
The financial 
services 
industry in 
Jamaica is 
strictly 
regulated by 
the Bank of 
Jamaica and 
the Financial 
Services 
Commission. 
In order for a 
new entrant to 
enter the 
industry, they 
would have to 
demonstrate 
an ability and 
implement 
systems to 

MED 

 The financial 
services industry 
is cyclical in 
nature. Therefore 
a downturn in the 
overall economy 
could result in a 
decline in 
consumer 
demand. 
However, 
economic 
confidence is at a 
high, therefore 
we expect that 
demand will be 
favourable for the 
foreseeable 
future. 

  Buyers have 
limited pricing 
power as industry 
pricing is 
relatively 
homogenous. 

LOW – MED 

 Market 
liquidity, and 
by extension 
interest rates, 
are a key 
determinants 
of the 
availability 
and the cost 
of capital. 
Presently, 
interest rates 
are at a 
multiyear low 
and the 
market is 
highly liquid. 
This condition 
is expected to 
persist. 

LOW – MED 

 From a Banking 
Services 
perspective, 
Jamaica’s 
Banking system 
has limited 
viable 
substitutes that 
are capable of 
delivering the 
range of 
products and 
services that 
the traditional 
banking 
industry is 
capable of 
delivering at a 
competitive 
cost. 

 The prevailing 
low rate of 
interest 
environment, 
however, may 
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of pricing, 
quality of 
service 
and/or 
performance.  

ensure 
compliance 
with strict 
regulation 
before being 
granted a 
licence to 
operate. 

 Achieving the 
regulatory 
prerequisites is 
likely to come 
at 
considerable 
expense. 
Therefore, 
new entrants 
would have to 
be highly 
capitalized. 

 Regionally, the 
industry is also 
tightly 
regulated, 
which presents 
a significant 
barrier. 

Furthermore, 
pricing is often 
determined by 
macroeconomic 
factors, which 
have a positive 
outlook.  

 The lower 
interest rate 
environment, 
theoretically, 
pressures net 
interest margins. 
However, Bank’s 
lethargy in 
lowering rates 
which they 
charge customers 
mitigates against 
this. 
Furthermore, as 
interest rates 
charged to 
customers 
decline, lenders 
are expected to 
compensate for 
the decline in 
margins with 
increased churn. 

 However, the 
regulatory 
environment is 
seemingly 
moving to 
empower 
customers by 
placing limitations 
of the bank’s 
ability to levy 
fees on 
customers for 
what could be 
considered to be 

push some 
savers/investors 
to alternative 
means of 
savings/investin
g (e.g. the 
stock market), 
causing 
industry 
operators to 
lose a vital 
source of 
funding. 

 Additionally, the 
aforementioned 
market liquidity 
and the low 
interest rate 
environment 
may push some 
corporate 
borrowers to 
raise capital 
directly from 
the capital 
market rather 
than engaging 
with the 
banking 
industry to 
procure loans. 
However, the 
easing of credit 
qualification 
conditions and 
low lending 
rates should 
help to mitigate 
against the 
effect of this.     
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arbitrary services. 

FINANCIAL ANALYSIS 

Profitability Analysis 

For the financial year ending 2019 

(FY 2019), the Scotia Group Jamaica 

(SGJ) earned a net profit of 

J$13.19B. This surpassed the 

previous year (FY 2018) by J$419M 

or 3.28%. This represented the 

fourth consecutive year of growth in 

net profit for SGJ as well as a five 

year high net profit margin at 

47.57%.  

Despite the growth in net profit, SGJ 

only recorded a total net interest 

income of J$25.12B for financial year 

ending 2019, a four year low. This 

represents a J$0.09B or 0.35% 

decrease when compared to the 

previous year. Concurrently, net fee 

& commission income declined year 

over year (YOY), falling by J$0.02B or 

0.27%. The decline in interest income 

can be attributed to the low interest 

rate environment, reducing interest 

margins. 

The Scotia Group’s bottom line profit 

continues to be fueled by growth in 

its major operating revenue streams. 

Insurance revenue and gains on 

financial assets grew by 12.64% and 

27.24%, respectively. Most noticeable 

was the considerable improvement in 

gains on foreign currency activities, 

net gains on foreign currency 

activities rose by J$2.95B or 73.77% 

YOY.     
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With the exception of corporate & 

commercial banking, SGJ has seen 

growth within all segments of the 

group. Treasury banking displayed a 

strong performance, with revenue 

from that segment totaling J$6.43B 

for FY 2019, a YoY improvement of 

J$1.74B or 37.05%. SGJ largest 

revenue earner – retail banking saw 

a 2.94% or J$550M increase YoY, 

this coincided with a J$25.02B 

increase in ‘deposits by the public’ on 

the group’s balance sheet. The segment which has been much discuss in recent time – 

Insurance Services saw a J$130M or 2.53% increase YoY.  Other revenue with 

constitutes loss/gain of the sale of property, plant and equipment as well as dividend 

and other income, saw an increase of 49.82% or J$510M, YoY. 

SGJ’s returns over the last five (5) 

years have remained steady. At the 

end FY 2019, return on equity (ROE) 

saw a slight increase, moving from 

11.04% in the previous financial year 

(FY 2018) to 11.17% in FY 2019. 

Return on total assets (ROA) slightly 

declined, this was due to a J$27.14B 

increase in the group’s total assets. 

Liquidity & Solvency Analysis 

SGJ has consistently grown their 

balance sheet year over year. At the 

end of 2019 (FY 2019), SGJ total 

assets stood at J$549B. This 

represents a 5.2% or J$27.14B 

increase when compared to the end 

of FY 2018. Continued growth in 

SGJ’s loan book, accounted for the 

bulk of growth in total assets. SGJ’s 

loan book, after allowances for 

impairment losses grew by J$23.02B, 
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or 12.61%, since the end of FY 2018 to J$205.63B.  

The expansion of SGJ’s loan books 

was attributed to a reduction in the 

group’s residential mortgage rates. 

Notable, SGJ has reduced their non-

performing loans (NPL) ratio despite 

bolstering their loan book size. SGJ’s 

NPL has fallen from 2.88% at the 

end of FY 2015 to 1.77% at the end 

of FY 2019.  

After trending down for the past two 

(2) years, as at FY 2019, the group’s 

financial leverage stood at 3.65, 

moving from 3.51 at the end of FY 

2018. The general uptick was due to 

an increase in deposits by the public. 

Overall, SGJ has maintained a solid 

capital base. The group reported 

shareholder’s equity of J$118.11B at 

the end of FY 2019, a J$2.47B 

increase relative to FY 2018.  

COMPANY VALUATION 
This valuation is aimed at determining the potential fair value of Scotia Group Jamaica 

based on our forecasted financial performance of the company. 

We utilized a Dividend Discount Model (DDM) and Price to Earnings (P/E) model to 

estimate the company’s fair value. We arrived at an estimated average fair value of 

J$77.34. The estimated fair value implies that the stock, which is trading at J$56.95, is 

currently at a 38.13% discount to our estimated fair value.    

Dividend Discount Model (DDM) 

The Dividend Discount Model (DDM) estimates the net present value of a stock based 

on the future flow of dividends. Using our projections and expected dividends, we 

estimate a stock value of J$79.67. 
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Company P/E (Times)

JMMB Group 20.12           

NCB Financial Group 15.73           

Sagicor Group Jamaica 16.73           

Average 17.52           

Price to Earnings (P/E) Valuation 

As at January 14th, 2020, the Jamaica Stock 

Exchange Main Market Finance Industry was 

trading at an average Multiple of 17.52 times 

earnings1. Applying the industry’s average P/E 

multiple against the projected EPS of J$4.28, the 

stock’s relative value equates to J$75.01.  

RISKS TO VALUATION 
The following represents events which could affect the accuracy of our fair value 

estimate of the stock: 

1. Changes in economic conditions could affect the group’s ability to garner 

patronage. Additionally, an increase in some factors, such as unemployment, 

could have a material effect on the company’s ability to maintain a healthy loan 

book as unemployed customers are less likely to be in a position to service their 

loan, negatively affecting the non-performing loan ratio. This is also applicable in 

the insurance arm of the business as unemployed customers are less likely to 

pay premiums as they come due. The prospect is similar in the wealth 

management arm of the business. A downturn in the economy is likely to result 

in investors retreating to safety (i.e. cash), reducing the opportunities for the 

company to generate commission and fee income. Overall, general market 

volatility and the company’s responsiveness to market conditions could 

negatively/positively affect the company’s ability to generate income.  

2. The financial services sector, probably more than any other sector in Jamaica, 

faces significant regulatory risk. The implementation of certain regulations 

could force the company to give desist from certain activity which was previously 

profitable (e.g. the threat posed by regulation aimed at curtailing banking fees). 

Alternatively, some regulation may be brought on stream which has a significant 

cost for compliance (e.g. investment in systems which otherwise would have 

been unnecessary).  

 

Disclaimer  

All opinions and estimates constitute Ideal Portfolio Services’ judgment as of the date of publication. All opinions expressed by Ideal Portfolio 

Services (IPS) are subjected to change without prior notice. The information contained herein was obtained from sources which we consider to 

be reliable. However, we have not independently verified such information and thus make no guarantee of the data’s accuracy or 

completeness. IPS shall not be liable for any actions taken on the part of investors in reliance on the opinions stated. IPS and/or its agents may 

have a proprietary interest in the securities it reviews and express an opinion on. Any recommendation offered by IPS are indicative and do not 

constitute an offer to buy or sell. All analyses performed by Ideal Portfolio Services (IPS) are intended to be read in its entirety. Should there be 

any uncertainty, please feel free to get in contact with our Advisory team so that they may provide further clarity. 

                                                           
1
 The calculation only included companies of similar scale to that of SGJ. 
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APPENDIX 

Financial Statements 

 

Billions of J$ FY 2015 FY 2016 FY 2017 FY 2018 FY 2019

Net Interest Income

Interest from loans and deposits with banks 20.92      22.12      23.03      22.35      21.82      

Interest from securities 9.12        8.16        7.94        6.06        5.91        

Total Interest income 30.04      30.27      30.97      28.41      27.73      

Interest expense 5.77-        4.90-        4.32-        3.20-        2.61-        

Net interest income 24.27      25.38      26.64      25.21      25.12      

Impairment losses on loans 1.36-        1.43-        2.18-        1.92-        2.60-        

Net interest income after impairment losses on loans 22.91      23.94      24.47      23.29      22.52      

Other Revenue

Fee and commission income 10.89      12.49      14.43      14.89      14.85      

Fee and commission expense 4.40-        5.47-        5.79-        6.77-        6.75-        

6.49        7.02        8.64        8.13        8.10        

Net gains on foreign currency activities 2.21        3.63        2.49        4.00        6.95        

Net gains on financial assets 0.29        0.34        1.03        1.16        1.48        

Insurance Revenue 3.20        2.37        2.79        2.93        3.30        

Gain on sale of subsiary -          -          -          0.75        -          

Other revenue 0.03        0.03        0.08        0.03        0.22        

Total other revenue 12.23      13.39      15.03      17.00      20.06      

35.14      37.34      39.49      40.29      42.58      

Expenses

Salaries, pensions and other staff benefits 10.65      10.43      10.64      10.45      11.14      

Property expenses, including depreciation 2.05        2.02        2.11        2.14        2.13        

Amortisation on intangible assets 0.10        0.13        0.15        0.15        0.15        

Asset tax 1.29        0.96        1.07        1.09        1.13        

Other operating expenses 6.80        7.16        7.32        8.17        9.53        

20.90      20.70      21.29      22.00      24.10      

Profit before Taxation 14.24      16.64      18.20      18.29      18.48      

Taxation 4.11-        5.05-        5.79-        5.52-        5.29-        

Net Profit 10.13      11.59      12.41      12.77      13.19      

Scotia Group Jamaica

Income Statement
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Billions of J$ FY 2015 FY 2016 FY 2017 FY 2018 FY 2019

Cash and balances at Bank of Jamaica 31.58    38.88    61.14    69.07    75.95    

Government and bank notes other than Jamaican 0.60      0.84      0.89      0.90      0.99      

Due fro other banks 25.11    35.70    20.33    17.57    19.32    

Accounts with parent and fellow subsidiaries 21.94    30.86    34.12    35.22    38.73    

Total Cash resources 79.23    106.28 116.48 122.76 135.00 

Financial assets at fair value through profit or loss 0.84      0.55      0.01      0.02      3.26      

Pledged assets 54.04    46.59    37.25    21.43    15.67    

Loans, after allowance for impairments losses 154.50 166.83 166.49 182.61 205.63 

Investment securities 105.44 117.12 120.29 134.73 119.47 

Government securities purchased under resale agreements 0.15      0.82      1.20      0.30      0.60      

Other assets

Customers' liabilities under acceptances, guarantees and letter of credit 10.69    10.47    12.23    13.23    13.49    

Taxation recoverable 3.24      2.28      2.57      3.49      2.93      

Sundry assets 1.52      2.33      2.07      2.43      2.52      

Property, plant and equipment 5.34      5.48      5.32      5.30      5.83      

Goodwill and intangible assets 1.22      1.21      1.09      0.96      0.79      

Retirement benefits asset 16.69    17.37    25.02    34.52    43.70    

Deferred taxation 0.03      0.07      0.18      0.07      0.12      

Total other assets 38.73    39.20    48.49    60.00    -        

Assets held for sale -        -        0.66      -        -        

38.73    39.20    49.16    60.00    69.38    

432.93 477.39 490.88 521.86 549.00 

Liabilites

Deposits by the public 209.46 248.42 260.56 287.95 312.97 

Due to other banks and financial institutions 5.25      5.90      6.07      6.82      6.27      

Due to ultimate parent company 5.71      5.07      3.94      3.31      3.04      

Due to fellow subsidiaries 0.07      0.17      0.16      0.18      0.16      

220.49 259.56 270.73 298.26 322.45 

Cheques and other instruments in transit 2.42      1.93      2.29      3.01      3.48      

Acceptances, guarantees and letters of credit 10.69    10.47    12.23    13.23    13.61    

Securities sold under repurchase agreements 39.83    31.63    20.67    0.03      -        

Capital management and government securities funds 12.71    15.35    17.84    23.80    20.29    

Other liabilities 5.23      7.51      5.65      6.44      7.45      

Taxation payable 1.45      1.73      2.16      0.64      0.74      

Deferred tax liabilites 5.53      5.76      7.80      10.79    13.08    

Retirement benefis obligations 2.74      3.19      3.88      4.73      4.65      

80.60    77.58    72.51    62.66    63.30    

Liabilites held for sale -        -        0.04      -        -        

Policyholders' liabilities 43.11    44.76    45.17    45.29    45.14    

Equity

Share Capital 6.57      6.57      6.57      6.57      6.57      

Reserve fund 3.25      3.25      3.25      3.25      3.25      

Retained earnings reserve 20.59    24.79    31.89    37.89    45.89    

Capital reserve 0.01      0.01      0.01      0.01      0.01      

Cumulative remeasurement gains from available for sale securities 0.18      0.87      0.57      1.90      0.92      

Loan loss reserve 3.20      3.14      2.69      2.38      2.30      

Other reserves 0.01      0.01      0.01      0.01      0.01      

Translation reserve -        -        -0.01 -0.02 -0.01 

Unappropriated profits 51.45    53.21    57.46    63.66    59.17    

Total Equity attributable to equity holders 85.26    91.86    102.43 115.65 118.11 

Non-controlling interest 3.47      3.63      -        -        -        

Total Equity 88.73    95.49    102.43 115.65 118.11 

Total Equity and liabilites 432.93 477.39 490.88 521.86 549.00 

Scotia Group Jamaica

Balance Sheet
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Billions of J$ FY 2015 FY 2016 FY 2017 FY 2018 FY 2019

Cash Flow from Operating Activity 10.75 43.33 8.22 -1.98 11.28      

Cash Flow from Investing Activity -16.18 -5.46 1.66 4.45 21.12

Cash Flow from Financing Activity -5.15 -5.40 -5.73 -5.97 -14.69 

Scotia Group Jamaica

Statement of Cash Flows

Retail 

Banking

Corporate & 

Commercial 

Banking

Treasury 

Banking

Investment 

Management 

Services

Insurance 

Services
Other Eliminations Total

Total Revenue 19.23 9.19 6.43 3.67 5.16 1.54 -0.05 45.18

Total expenses and losses -15.63 -7.78 -0.57 -1.39 -1.19 -0.05 -0.09 -26.69 

Profit before Tax 3.60 1.41 5.86 2.28 3.97 1.50 -0.14 18.48

Taxation -5.29 

Net Profit 13.19

Scotia Group Jamaica Performance by Segment


