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Annalise Mohammed, Customer Service Representative, Scotia Plaza,
Toronto: Scotiabank offers its customers the ability to bank wherever
and whenever they choose — in person or electronically.

In today’s complex financial services market, success belongs to companies
that can balance innovative technologies with a personal touch. The
Scotiabank Group provides this balance by “putting people first.” While
technological advances are making routine banking transactions increasingly
convenient and efficient, Scotiabank employees are focused on constantly
building stronger, deeper relationships with their customers in a human,
straightforward and knowledgeable way.

The Investor Update centre in the concourse of Toronto’s Scotia Plaza is
one example of how the Bank is using technology to provide customers
with up-to-the-minute financial information.



Scotiabank is one of North America’s premier financial
institutions and Canada’s most international bank, with
assets of $223 billion. Our 41,000 employees provide
personal, commercial, corporate and investment banking
services to individuals, small and medium-sized businesses,
corporations and governments — in more than 50 countries

around the world, and coast to coast across Canada.
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Financial Highlights

Scotiabank produced another record operating performance in fiscal 1999,
building on the strength and diversity of its core businesses. A number of initiatives
started during 1999 are positioning Scotiabank to take advantage of future growth
opportunities in domestic banking in Canada, in the wealth management arena
and across the international and wholesale banking sectors. The following is an
overview of key Scotiabank goals and accomplishments in 1999.

For the fiscal year, $ unless otherwise indicated 1999® 1998 1997 1996 1995
Net income ($ millions) $ 1,551 1,394 1,514 1,069 876
Earnings per share $ 2.93 2.64 2.95 2.04 1.69
Dividends per share $ 0.87 0.80 0.74 0.65 0.62
Book value per share $19.49 18.37 16.19 13.53 12.37
Return on equity (%) 15.3 15.3 20.2 15.8 14.2
Dividend payout ratio (%) 29.7 30.3 25.1 31.9 36.7
Productivity ratio (%) 59.3 60.4 62.4 58.8 59.9
Tier 1 capital ratio (%) 8.1 7.2 6.9 6.7 6.7
Net impaired loans as

% of loans and acceptances (%) (0.1) 0.3 0.5 0.7 15

1999 PERFORMANCE® VS TARGET

Return on equity Tier 1 capital

Target: to earn a specific premium over Target: to maintain Tier 1 capital ratio
risk-free Government of Canada bonds — above 7%.

which presently translates into a return Performance: 8 . 10/0

on equity target of more than 15%.
Performance: 15.3%

Earnings per share Productivity

Target: to generate growth in earnings Target: to maintain a productivity
per common share of 10% or more. ratio of less than 60%.
Performance: Earnings per share Performance: 59.3%

were $2.93, up 11% from last year.

Earnings per common share ($) Non-interest expense
as a % of revenue

2.90
68 /

2.80 /
66

2.70 /
64

62 A
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N ~

1998 1999

1
95 96 97 98 99

m— Scotiabank

5 other major
Canadian banks

* includes unusual expenses

@ Refer to Note 20 of the Consolidated Financial Statements and the discussion under Provisions For Credit Losses on page 39.

2 Scotiabank



OUR BUSINESSES

Domestic Banking

Canadian retail and commercial
banking employs more than 23,000
people and provides a full range

of financial services to individuals
and small and medium enterprises.
Customers are served through

a national network of 1,178
branches, 2,021 ABMs, four call
centres, plus telephone and
Internet banking.

Wealth Management

The Wealth Management Group —
which incorporates key personal
investment and advisory activities
within the Scotiabank Group -
offers clients a comprehensive
range of products and services,
encompassing estate and trust
services, mutual funds, managed
assets and full-service and discount
brokerage.

International Banking

Scotiabank’s multinational network
provides a broad range of financial
services to both local and interna-
tional customers in more than

50 countries. Including subsidiaries
and affiliates, the division has
1,100 branches and offices, over
1,500 ABMs, and includes more
than 24,000 people in Asia, the
Caribbean and Latin America.

Scotia Capital

The Scotiabank Group’s global
corporate and investment banking
operations provide specialized
solutions for corporate, institutional
and government clients. Scotia
Capital has recognized strengths
in specialized and syndicated
lending, corporate debt and
equity underwriting, mergers and
acquisitions, foreign exchange and
derivatives.

1999 Highlights

< Retained number one ranking
among Canadian banks for
customer service, according to
an independent survey.

e Maintained second-largest market
share in mortgages and personal
term deposits.

< Launched e-Scotia.com to market
secure e-commerce Services.

< Introduced innovative new product
packages, such as the Scotia Total
Equity Plan.

Net income: $610 million

« Continued to expand Scotiatrust
— one of Canada’s leading
personal trust businesses.

 Increased assets in fee-based
accounts at ScotiaMcLeod by
nearly 50%.

» Exceeded $16 billion in assets
under management at Scotia
Cassels — the third-largest
provider of private client invest-
ment management in Canada.

< Achieved record profitability in the
Caribbean for the 7th year in a row.

« Reached agreement to acquire
controlling interest in Banco Sud
Americano, Chile.

» Established a retail finance

company in India to complement

commercial and trade finance

services.

Opened branches in Bangladesh

and Sri Lanka.

Net income: $305 million

Integrated Corporate Banking
and Scotia Capital Markets,
completing a process initiated
in June 1998.

Maintained top 10 ranking

in highly competitive U.S.
syndicated loans market.
Increased year-over-year
earnings by Corporate and
Investment Banking by 40% and
69% respectively.

Net income: $972 million

Priorities

< Improve sales and service levels
and build on record of customer
service excellence.

* Augment the availability of
alternate delivery channels to
give customers greater flexibility.

e Build market share and improve
profitability and overall customer
satisfaction in the small and
medium-sized business and
commercial banking sectors.

e Continuously enhance levels of
productivity.

* Reorganize and integrate wealth
management activities, reinforcing
customer focus and providing a
full range of investment products
and services.

« Improve sales support for all
products, with major emphasis on
mutual funds sold through the
branch network.

« Pursue online opportunities to
expand the Bank’s existing family
of products and services.

= Continue strong record of growing
profitability in the Caribbean.

< Build net income in Latin America,
particularly in Mexico, Argentina
and Chile.

< Improve financial returns in Asia
and grow trade finance business.

= Improve profitability and return
on equity by developing broader,
stronger client relationships
through the new structure of
Scotia Capital.

= Continue to expand industry spe-
cialty groups in U.S. and Europe.

* Achieve maximum operating
efficiencies by, for instance,
centralizing infrastructure
functions in Canada.

Scotiabank



Letter to Shareholders
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Peter C. Godsoe
Chairman of the Board & Chief Executive Officer

As we greet the new millennium, Scotiabank can
look back on its past with a great deal of pride. From
a small regional bank based in Halifax, we've grown
into Canada’s most international bank, with opera-
tions on six continents in more than 50 nations. Our
assets at the turn of the last century were $20 million;
today, they total $223 billion.

Your Bank has achieved this tremendous growth
and a consistent record of success, nationally and
internationally, by carefully managing its businesses
and by expanding through a series of strategic
mergers, acquisitions, alliances and partnerships.

Today, we face rapid and continuous change
in all our markets, including more sophisticated
technologies, more knowledgeable and demanding
customers, ever more competition and, in Canada,
an increasing regulatory burden. Financial services
markets around the world are being reshaped by
these same major forces, as well as by significant
consolidation and the ongoing trend toward
globalization.

We have continued to succeed in this new
environment because of our proven ability to man-
age and adapt to change, and execute the business
strategies we have put into place. These strategies
centre on our determination to ensure customers are
our number one priority in all our businesses.

Consequently, 1999 was another very successful
year for your Bank. Net income rose by 11% to
$1,551 million with substantial contributions from all
major business lines. Return on equity was a strong
15.3%. Return on common shares, including divi-
dends and appreciation in the market value
of the Bank’s common shares, amounted to 7.1%.
Over the last five years, Scotiabank shares have

given shareholders a compound average annual
return of 23.6% — one of the highest and most
consistent returns of any large Canadian company.
The Bank strengthened its balance sheet during
the year by increasing its general provision by
$700 million to $1.3 billion. This addition comprised
$150 million charged to the income statement in the
first quarter and a one-time adjustment of $550 mil-
lion, or $314 million after tax, charged to retained
earnings as specified by the Office of the Super-
intendent of Financial Institutions Canada (refer to
Note 20 of the Consolidated Financial Statements and
the discussion of the general provision on page 39).

Key strategies

Scotiabank is well prepared to meet the challenges
of the new millennium, and is well positioned for
ongoing success. We will continue to rely on four
key strategies across all our business lines: building
deeper, more profitable relationships; carefully
managing expenses; leveraging synergies across our
main businesses; and building on our core strengths.

Building relationships

Customers will remain our major priority. In all of
our business lines, we are reorganizing our opera-
tions to establish an even greater emphasis on
our customers, and a responsive sales and service
culture within the Bank.

In the Domestic Bank, for example, we are
developing an improved branch structure that
centres on forming stronger, deeper, more profitable
relationships with our customers. We are continually
introducing new product packages to meet the full
range of our customers’ needs as they move through
various stages of their lives. In 1999, for example,
we launched the innovative and very popular Scotia
Total Equity Plan - a flexible, customized way of
borrowing.

We are co-ordinating the capabilities of our
branch and electronic banking networks with our
Wealth Management Group, to help all of our
customers meet their financial goals.

International Banking is also working to
enhance its sales and service culture, using
best practices in sales leadership, performance
management and training.

A focus on clients, rather than products, is
the key feature of Scotia Capital — formed by the
amalgamation of our Corporate and Investment
Banking units. Teams of dedicated relationship
managers now provide clients with creative, fully
integrated solutions.



We are working to position the Scotiabank
Group as a responsive player in the financial
services sector, in Canada and around the world —
one that offers human, straightforward and
knowledgeable service to all of its customers.

Managing expenses

Cost control has always been a core strength at
Scotiabank. We manage our expenses carefully by
continually streamlining operations and investing in
new technologies. We will continue to enhance the
efficiency of our product and service delivery net-
works, while giving customers the broadest possible
choices in how, when and where they access our
services.

We have strengthened our alternate delivery
capabilities for commercial customers, and recently
launched e-Scotia.com. This new subsidiary will
market secure e-commerce services for Canadian
businesses on the Web, based on the award-winning
Entrust security software that was developed for the
Bank’s Scotia OnLine Internet banking service.

We will also continue to pursue strategic
alliances, particularly in terms of our technology
and e-commerce needs. For example, Scotiabank
has entered a partnership with Microsoft Canada
to develop and explore new online services for
Canadian businesses and consumers.

Our international locations and subsidiaries
are using the same technology and expertise that
benefits our Canadian customers. International
Banking gives our customers worldwide convenient
access to the widening range of financial services
they need to conduct business across international
boundaries.

Leveraging synergies

We will continue to integrate and co-ordinate
the activities of all our business lines to focus on
customers, enhance sales, augment cross-sell
opportunities and reduce overlap.

Scotia Capital began operating as an integrated
group on November 1, 1999. This new structure will
provide seamless service to corporate, institutional
and government clients.

Similarly, International Banking is working to
manage its expanding operations — a key area of
future growth for the Bank — by more effectively
capitalizing on economies of scale and scope across
multiple markets. We will focus on standardized
products, operations, technology, distribution and
marketing, while maintaining flexibility and respon-
siveness in different markets.

Bruce R. Birmingham
President

The Wealth Management Group is a key
component of our domestic strategy as we strive
to meet our clients’ changing needs. Specialists
from Scotiatrust, Scotia Securities, Scotia Cassels
Investment Counsel, ScotiaMcLeod and Scotia
Discount Brokerage are working together to capital-
ize on their individual strengths, and find new ways
to offer customers convenient, knowledgeable
investment advice and services.

Building on our core strengths

Finally, we will continue to rely and build upon our
core strengths — our competitive advantages — in risk
management, cost control, diversification, customer
satisfaction and our excellent team of people. These
strengths are evident throughout this report, and
form the basis of what sets Scotiabank apart from
our Canadian and global competitors.

Outlook

We expect that a more balanced global economic
recovery should unfold in 2000. This expansion, with
the potential to last well beyond next year, is good
news for Canada, and good news for Scotiabank.

In this environment, and with our careful focus
on putting people first, we are confident that we
will continue to succeed — for our shareholders,
our customers and our employees.

s [
Peter C. Godsoe

Chairman of the Board &
Chief Executive Officer

Bruce R. Birmingham
President

Scotiabank 5



Competitive Strengths

Chairman and Chief Executive Officer Peter Godsoe
discusses the major competitive strengths which set
Scotiabank apart from its competitors. These same

advantages, which have contributed to Scotiabank’s

success in the past, are also the foundation for its
AL future achievements.

Providing better service

The ability to provide superior service to all segments of our customer base has long been one of

our most important competitive advantages. We go to great lengths to ensure we meet the needs

of all our customers — individuals, small and medium-sized businesses, large corporations and
governments. In fact, independent research has ranked Scotiabank the number one bank in Canada
in terms of customer service for the past one, five and 10 years — an achievement we strive hard to
maintain. The members of our Scotiabank Group team are dedicated to identifying customers’ needs
and finding ways to fulfil them. We do this by developing unique and timely products, and by giving
customers new ways to access and manage their finances and investments via a myriad of electronic
channels. Above all, we are establishing and building lasting relationships with our customers, so that
we can help them achieve their financial goals at every stage of their lives.

Diversification and global reach

Scotiabank’s extensive and profitable global operations set us apart from other Canadian banks.
We have operated in the Caribbean for 110 years, and in Latin America and Asia for almost

40 years. Last year alone, 43 percent of the Bank’s profits originated outside of Canada, and we
expect this figure to increase over the long term.

Our international strategy focuses on investing resources in high-potential markets where we
anticipate solid, long-term economic growth and increasing demand for financial services. We take
our expertise in retail and commercial banking — what we already do well in Canada — and export
resources, management skills and technology around the world. We've successfully followed this
strategy in the Caribbean — where we generate solid, consistent earnings. And we're taking the
same approach in Latin America and Asia. By expanding our operations outside Canada, we are
able to continue to build more diverse revenue streams for the Bank — a key factor in further
strengthening our financial performance in the future.

6 Scotiabank



Maintaining strong productivity

Our productivity ratio — a measure of our overall efficiency and dedication to serving
customers better — stands at 59.3%, the best of any Canadian bank. | think this
demonstrates two things. First, it affirms the strategy we outlined in last year’s annual
report; namely, that we would continuously seek ways to improve our work procedures,
so that our productivity would remain a key strength. Second, it proves that Scotiabank
people are serious about their commitment to making the Bank more efficient

and more competitive. Our excellent productivity ratio is the direct result of

that commitment.

Managing risk

Effective risk management has been an integral component of Scotiabank’s culture for
decades. We are constantly assessing our business on a risk/return basis, and have
taken the best of our processes and extended them to our global operations. In this
way, we ensure that risk is managed in a manner consistent with Scotiabank’s overall
goals and objectives.

Putting people first
At Scotiabank, an important part of our culture is putting people first: our customers, our
employees, the communities we serve and, ultimately, our shareholders.

Tony Morrison, one of our personal investment managers in St. John’s, Newfoundland,
exemplifies our commitment to customers. Even in minus 40°C weather, Tony packs up his
laptop computer and travels by plane and snowmaobile to personally serve his clients in the
remote fishing villages of eastern Labrador. Tony is just one of 41,000 Scotiabank employees
who go the extra mile every day to make sure their customers receive great service.

In turn, the Bank supports its employees by helping them to acquire the knowledge
and skills they need to succeed — both through in-house training and external programs.
In today’s world, where the nature of work keeps changing, a commitment to lifelong
learning is critical. We encourage our employees to continually seek ways to use what
they have learned — achieving both Scotiabank’s business objectives and their own
personal goals.

We truly believe that putting people first is a win-win strategy.

i bankK ™k Hfﬂ
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Operations Overview

At Scotiabank, we see the future through the eyes of our customers —
anticipating their priorities, concerns and needs. We present creative
solutions, products and services — delivered in a human, straightforward
and knowledgeable manner - to help our customers deal with the fast
pace of change in the world around them.

In this section of the annual report, our customers speak for
themselves — about what's important to them and how Scotiabank is
fulfilling their needs.

In all our businesses, employees of the Scotiabank Group work
as a team to meet the expectations of our customers — the millions of

individuals and businesses in Canada and around the world that we're
proud to serve.

RETAIL BANKING

Customers across Canada are looking for ways to handle their financial affairs quickly

and efficiently — what they want, when they want and where they want.

Scotiabank is responding. Forms Free Teller means customers don’t have to spend time
filling out transaction slips when they come to the branch. They can also pay their bills, buy
mutual funds — or get a mortgage — over the phone or via the Internet.

And innovative new product packages — such as the Scotia Total Equity Plan and
ScotiaLine VISA - are helping customers achieve their financial goals.

Careers, home, family. Scotiabank has been there for every important step Randy Watt
and Laura Johnson of Saint John, New Brunswick, have taken: a mortgage to buy their house,

a loan to purchase their car, and investments to secure their future. Now they're using the
Scotia Total Equity Plan to gain quick, convenient access to credit for an addition to their home.

With busy careers and a baby daughter, Laura and Randy also like the convenience of
other choices the Bank offers — including the flexibility of doing their banking and paying
their bills over the Internet with Scotia OnLine.

Scotiabank’s there for little Anna, too. She has her own Getting There account —

a special no-charge account for young savers.

Focused,
knowledgeable service

8 Scotiabank
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“We really
appreciate the
combination of
technology and
prompt, personal
service at

Scotiabank.”
Randy Watt and

Laura Johnson
Saint John, New Brunswick

Total Equity Plan lets Randy and Laura tap the equity in their home to build an addition.

Scotiabank 9



COMMERCIAL BANKING

mall and medium enterprises are driving much of Canada’s new business growth.
SMany owners of these companies look to their banker as a primary source of funding,
advice and ideas, for both personal and business banking requirements.

Scotiabank is responding to those needs and concerns
by streamlining and automating lending processes, and by
designing new, cost-effective packages of products and
services that allow bankers and business people to focus
on relationships instead of paperwork. These products and
services are available through almost any branch of the Bank,
as well as an increasing range of electronic banking channels.
Pat Killoran, AGM. & . For example, earlier this year, the Bank launched

Centre Manager, . .
Lethbridge Cfmme,cial an affordable overdraft line of credit — up to $50,000 - for

Banking Centre, Alberta

small business owners, secured only by the borrower’s
personal guarantee. Quick, 24-hour turnaround on all credit requests is now possible
through Scotiabank’s four centralized loan underwriting centres.

Aboriginal-owned businesses are a growing segment of this important market.
Scotiabank has been forging relationships with Aboriginal communities for almost 30 years,
since opening Canada’s first on-reserve bank branch in Standoff, on the Blood Reserve
in Alberta, in 1971. Today, the Bank has on-reserve branches in Alberta, British Columbia,
Manitoba and Ontario, as well as 115 Aboriginal-focus branches across the country,
and is working to maintain a high level of trust and respect within the Aboriginal

business community.

he Blood Tribe is one of Scotiabank’s most important customers in Alberta. Many
Tof the business ventures for which the Bank has provided financing capitalize on the
reserve’s valuable agricultural land. A large-scale irrigation project, which will eventually
cover 25,000 acres, increases the bounty of the land. That, in turn, generates other new
business opportunities. For example, premium hay, grown on the Blood Tribe's lands, is

now being shipped to Japan under contract to a major corporation.

Establishing a
high level of trust
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“There are lots of
new opportunities
here. Financing
arranged through
Scotiabank has

enabled us to

~ undertake a number

~ of major business

ventures, which are
improving the lives
of our people.”

Chief Chris Shade
Blood Tribe, Standoff, Alberta

Clayton Blood, General Manager of the Blood Tribe Agricultural Project: A large-scale irrigation project, financed

by Scotiabank through the Lethbridge Commercial Banking Centre, is opening up new business opportunities.
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“We needed to find
someone we could
trust to structure
and manage our
investment portfolio
for the long term.
Scotiabank helped
us find the best
solution.”

Mike and Susan Ouellette
Ottawa, Ontario

Mike and Susan Ouellette: The Bank developed a comprehensive wealth management strategy
that gives the Ouellettes financial peace of mind.

12 Scotiabank




WEALTH MANAGEMENT

ealth management is a critical component of Domestic Banking's
Woperations and one of the fastest-growing segments in the Canadian financial
services industry. Competition is fierce and comes from many sources — among them
financial planners, insurance and mutual fund companies, as well as other banks and
trust companies.

The members of Scotiabank’s Wealth Management Group — Scotiatrust, Scotia
Cassels, ScotiaMcLeod, Scotia Discount Brokerage and
Scotia Securities — offer an innovative and growing
range of products and services that reflect and respond
to their customers’ needs.

The group is focused on providing integrated,
seamless delivery of a full range of investment products

and services to customers throughout each stage of

Raj Bansal
Personal Investment Manager,
Ottawa, Ontario

their lives. The Wealth Management Group’s sales and

relationship management activities are closely linked to
those of the Domestic Bank. Overall, the goal is to help customers improve their
financial well-being by providing them with co-ordinated wealth management

services — from knowledgeable advice to estate planning and portfolio management.

ike and Susan Ouellette of Ottawa felt they needed a second opinion on
I\/I their investments. That led the Ouellettes to Personal Investment Manager Raj
Bansal. Since the couple was also seeking professional management, Raj introduced them
to a representative of Scotia Cassels Investment Counsel. The result? A managed asset
program for their long-term retirement savings, greater international diversification for

their non-registered investments, and access to capital for investments.

Specialized advice,
Integrated service
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INTERNATIONAL BANKING

cotiabank is Canada’s most international bank, with operations in more than
SSO countries. Its network encompasses the Asia Pacific region and Latin America,
with a particularly strong presence in the Caribbean, where the Bank opened for business
more than 110 years ago.

In most countries, Scotiabank offers a broad range of retail and commercial services,
complementing these with trust, corporate and trade finance-related offerings in specific
high-potential markets.

In Central America, the Bank operates in four countries, and is particularly proud
of its strong retail and corporate operations in Costa Rica. Scotiabank gained entry into that
country’s growing financial services market in 1995 through its purchase of 80 per cent of
Corporacion Mercaban de Costa Rica. The Bank is expanding its branch network and has
launched an innovative campaign to raise the profile of the Scotiabank name. Scotiabank
de Costa Rica is also a strong participant in the country’s corporate banking market.
Euromoney magazine acknowledged the Bank’s stature in the market when it ranked

Scotiabank the “best foreign bank in Costa Rica” in its July 1999 issue.

hrough its branch network, Scotiabank de Costa
T Rica serves both local and multinational customers.
Grupo Inmobiliaria Génesis S.A., for example, used
Bank financing to build its Forum Office Park, located west
of the capital, San Jose. The facility is attracting numerous
high-profile, multinational tenants and will become the site
of Procter & Gamble’s new Global Business Services

Daniel Quesada, Account Center, which will eventually occupy five buildings

Manager, Commercial
Banking Centre, Scotiabank and house almost 1,700 employees.

de Costa Rica

“Grupo Inmobiliaria Génesis would not be able
to undertake a project of this magnitude without the support of Scotiabank,” says the
company'’s Chief Financial Officer, Daniel Kader. “Scotiabank is not only our banker, but

also our partner.”

Global reach,
local expertise
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“Forum Office Park

is the first develop-
ment of its kind

in Costa Rica. We
needed Scotiabank
— a bank with

the experience,
knowledge and
capacity to finance
such a project.”

Daniel Kader
Grupo Inmobiliaria Génesis

Daniel Kader, Chief Financial Officer, Grupo Inmobiliaria Génesis (left) and President Alberto Kader:

Project financing by Scotiabank made the development of the Forum Office Park a reality.

Scotiabank 15
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“We have a long
history of dealing
with Scotiabank,
dating back more
than 50 years.

It’s a relationship
that's built on
respect and trust,
and that’s why it’s
lasted so long.”

Paul Sobey
President and Chief Executive Officer,
Empire Company Limited

Empire Company’s Allan Rowe, Chief Financial Officer (left) and Paul Sobey, President and
Chief Executive Officer: The Scotiabank Group played a major role in the creation of Sobeys Inc.,
the second-largest food distribution company in Canada.
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CORPORATE AND INVESTMENT BANKING

espect, trust and value are the cornerstones of solid client relationships. Large
Rcorporate, institutional and government clients want to know they’re dealing with
capable bankers and investment advisors who have an intimate knowledge of their
industry. Scotiabank has demonstrated its leadership in many areas, including syndicated
lending, corporate debt and equity underwriting and precious metals. Now, following the
integration of the Bank’s corporate and investment banking functions, the Scotia Capital
team works together to deliver comprehensive solutions. In short, it's an organization
dedicated to providing greater value for Scotiabank clients — while, in turn, continuing
to improve the contribution from the corporate and investment banking groups to the

overall profitability of the Bank.

mpire Company Limited of Stellarton, N.S., turned to the Scotiabank Group
Ewhen it wanted help in evaluating strategic alternatives to grow Sobeys, its food
distribution subsidiary. The resulting transactions included the identification and
subsequent acquisition of the Oshawa Group Ltd. for almost $1.5 billion, an initial
public offering of Sobeys Inc., and a $1.2 billion syndicat-
ed loan to fund the acquisition. The Mergers and
Acquisitions team later advised on the $1 billion-plus
sale of Empire’s holding in Hannaford Bros., a U.S.
supermarket chain. The transactions — carried out over
the span of two years — have positioned Sobeys Inc. as
the second-largest food retailer in Canada and enhanced

the financial flexibility of Empire. In all, the expertise of

Kathleen Coulson, Greg
Rudka, Bill Gula and David
Loewen: Contributing expertise
to the Sobeys deals.

staff in several product specialty groups — Investment

Banking, Corporate Banking, Mergers and Acquisitions,

Equity Capital Markets, Institutional Equity, Derivative

Products, Foreign Exchange, Loan Syndications and Montreal Trust — was required.
“The Scotiabank Group proved their capabilities to us,” says Allan Rowe, “espe-

cially their counsel and advice with respect to our acquisition of the Oshawa Group.”

Creating value...
expanding relationships
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COMMUNITY INVOLVEMENT

ital, healthy communities are key to growing vital, healthy businesses. Scotiabank
Vis committed to helping build the communities in which we do business — in Canada
and around the world - by dedicating both financial and human resources to help meet
today’s social needs. In 1999, Scotiabank contributed $17 million in donations and
sponsorships to worthwhile causes in Canada and the other countries where it operates,
particularly in the fields of education, health care and the arts. An important initiative
for the Bank has been to make its giving programs more
locally focused to reflect the organization’s community
approach to banking. On a personal level, in communities
across Canada, Bank employees are active supporters of
organizations such as the United Way and the Children’s
Miracle Network Telethon. Globally, members of the
Scotiabank Group actively participate in community

Kim Blackler and Doreen Hockley .
of the Mackenzie, B.C. branch, endeavours, from Dragon Boat races in Hong Kong to

serve on their local library board.

Junior Achievement in Trinidad and Tobago.

ank employees are pulling together for a common cause in the Scotiabank
BToronto Half-Marathon and 5K Run/Walk, one of the many ways the Bank and its
employees support breast cancer research and awareness. Scotiabank has sponsored this
event for the last three years, raising more than $440,000 for breast cancer research and
care at Toronto’s Mount Sinai Hospital. This tradition of caring is important to the Bank, and
its history of helping communities is a strength and source of pride.

To build on employee involvement in the community, the Bank launched the Scotia
Employee Volunteer Program in 1998. Since its inception, more than $400,000 has been
donated to registered charities to which employees and pensioners have volunteered
their time.

Scotiabank has also introduced a donation “matching” program, in which the Bank
will match the amount of funds raised by employees for a broad range of charities and
community-based organizations. This is all part of the Bank’s overall goal to support the

communities we serve.

Investing In
the community
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“1 felt really
proud knowing
Scotiabank’s
sponsorship of
the Toronto Half-
Marathon was
helping to raise
funds for breast
cancer research
and care.”

Jan Pyear
Toronto Regional Office, Scotiabank

Along with 5,000 other Half-Marathon participants, Jan Pyear of the Toronto Regional Office helped

Scotiabank raise close to $200,000 to support the Marvelle Koffler Breast Centre in Toronto.

Scotiabank




Glossary

ALLOWANCE FOR CREDIT
LOSSES: An allowance set aside
which, in management’s opinion,
is adequate to absorb all credit-
related losses from on- and off-
balance sheet items. It includes
specific, country risk and general
provisions. Allowance for credit
losses is deducted from the
related asset categories on the
balance sheet.

ASSETS UNDER ADMINISTRATION
AND MANAGEMENT: Assets
owned by customers, for which
the Bank provides management
and custodial services. These
assets are not reported on the
Bank’s balance sheet.

BANKERS’ ACCEPTANCES (BAs):
Negotiable, short-term debt
securities, guaranteed for a fee
by the issuer’s bank.

BASIS POINT: A unit of measure
defined as one-hundredth of one
per cent.

CAPITAL: Consists of common
shareholders’ equity, preferred
shareholders’ equity and subordi-
nated debentures. It can support
asset growth, provide against
loan losses and protect
depositors.

COUNTRY RISK PROVISION: Funds
set aside initially in 1987-89 to
cover potential losses on expo-
sure to a designated group of
emerging market countries deter-
mined by OSFI.

DERIVATIVE PRODUCTS: Financial
contracts whose value is derived
from an underlying price, interest
rate, exchange rate or price
index. Forwards, options and
swaps are all derivative
instruments.

DESIGNATED EMERGING
MARKETS (DEM): Countries
against whose loans and securi-
ties OSFI has required banks to
set aside a country risk provision.

FOREIGN CURRENCY
TRANSLATION GAIN/LOSS: The
unrealized gain or loss recorded
when foreign currency assets
and liabilities are translated into
Canadian dollars at a balance
sheet date, when exchange rates
differ from those of the previous
balance sheet date.

FOREIGN EXCHANGE
CONTRACTS: Commitments to
buy or sell a specified amount of
foreign currency on a set date
and at a predetermined rate of
exchange.
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FORWARD RATE AGREEMENT
(FRA): A contract between two
parties, whereby a designated
interest rate, applied to a notion-
al principal amount, is locked in
for a specified period of time. The
difference between the contract-
ed rate and prevailing market
rate is paid in cash on the settle-
ment date. These agreements are
used to protect against, or take
advantage of, future interest rate
movements.

FUTURES: Commitments to buy or
sell designated amounts of com-
modities, securities or currencies
on a specified date at a predeter-
mined price. Futures are traded
on recognized exchanges. Gains
and losses on these contracts are
settled daily, based on closing
market prices.

GENERAL PROVISION: Established
by the Bank to recognize credit
losses which have occurred as

at the Balance sheet date, but
have not yet been specifically
identified on an individual
item-by-item basis.

GUARANTEES AND LETTERS OF
CREDIT: Assurances given by the
Bank that it will make payments
on behalf of clients to third par-
ties if the clients default. The
Bank has recourse against its
clients for any such advanced
funds.

HEDGING: Protecting against
price, interest rate or foreign
exchange exposures by taking
positions that are expected to
react to market conditions in an
offsetting manner.

IMPAIRED LOANS: Loans on
which the Bank no longer has
reasonable assurance as to the
timely collection of interest and
principal, or where a contractual
payment is past due a prescribed
period. Interest is not accrued on
impaired loans.

MARKED-TO-MARKET: The valua-
tion of securities and off-balance
sheet instruments, such as inter-
est and exchange rate contracts,
held for trading purposes, at mar-
ket prices as of the balance sheet
date. The difference between
market and book value is record-
ed as a gain or loss to income.

MIDDLE OFFICE: The independent
middle office plays a key role in
risk management and measure-
ment. It reviews trading models
and valuations; develops and per-
forms stress tests, sensitivity
analysis and VAR calculations;
reviews profit and loss perfor-
mance; and participates in new
product development.

NET INTEREST MARGIN: Net
interest income, on a taxable
equivalent basis, expressed as a
percentage of average total
assets.

NOTIONAL PRINCIPAL AMOUNTS:
The contract or principal amounts
used to determine payments for
certain off-balance sheet instru-
ments, such as FRAs, interest rate
swaps and cross-currency swaps.
The amounts are termed “notion-
al” because they are not usually
exchanged themselves, serving
only as the basis for calculating
amounts that do change hands.

OFF-BALANCE SHEET INSTRU-
MENTS: These are indirect credit
commitments, including undrawn
commitments to extend credit
and derivative instruments.

OPTIONS: Contracts between
buyer and seller giving the buyer
of the option the right, but not
the obligation, to buy (call), or
sell (put) a specified commodity,
financial instrument or currency
at a set price or rate on or before
a specified future date.

OSFI: The Office of the
Superintendent of Financial
Institutions Canada, the regulator
of Canadian banks.

PRODUCTIVITY RATIO: Measures
the efficiency with which the
Bank incurs expenses to generate
revenue. It expresses non-interest
expenses as a percentage of the
sum of net interest income on a
taxable equivalent basis and
other income. A lower ratio indi-
cates improved productivity.

REPOS: Repos is short for “oblig-
ations related to assets sold
under repurchase agreements” —
a short-term transaction where
the Bank sells securities, normally
government bonds, to a client
and simultaneously agrees to
repurchase them on a specified
date and at a specified price. It is
a form of short-term funding.

RETURN ON EQUITY (ROE): Net
income, less preferred share
dividends, expressed as a
percentage of average common
shareholders’ equity.

REVERSE REPOS: Short for
*“assets purchased under resale
agreements™ — a short-term
transaction where the Bank pur-
chases securities, normally gov-
ernment bonds, from a client and
simultaneously agrees to resell
them on a specified date and at a
specified price. It is a form of
short-term collateralized lending.

RISK-ADJUSTED ASSETS:
Calculated using weights based
on the degree of credit risk for
each class of counterparty. Off-
balance sheet instruments are
converted to balance sheet equiv-
alents, using specified conversion
factors, before the appropriate
risk weights are applied.

SECURITIZATION: The process
whereby loans are sold to a spe-
cial-purpose trust, which normally
issues a series of different classes
of asset-backed securities to
investors to fund the purchase

of loans. The Bank may provide a
certain level of recourse against
the loans. Provided the recourse
is reasonable, the loans are
usually removed from the

Bank’s balance sheet.

SWAPS: Interest rate swaps are
agreements to exchange streams
of interest payments, typically
one at a floating rate, the other
at a fixed rate, over a specified
period of time, based on notional
principal amounts. Cross-currency
swaps are agreements to
exchange payments in different
currencies over predetermined
periods of time.

TAXABLE EQUIVALENT BASIS
(TEB): The grossing up of tax-
exempt income earned on certain
securities to an equivalent
before-tax basis. This ensures uni-
form measurement and compari-
son of net interest income arising
from both taxable and tax-
exempt sources.

TIER 1, TOTAL CAPITAL RATIOS:
These are ratios of capital to
risk-adjusted assets, as stipulated
by OSFI, based on guidelines
developed under the auspices

of the Bank for International
Settlements (BIS). Tier 1 capital,
the more permanent, consists pri-
marily of common shareholders’
equity plus non-cumulative pre-
ferred shares, less unamortized
goodwill. Tier 2 capital is mainly
cumulative preferred shares,
subordinated debentures and

the general provision. Together,
Tier 1 and Tier 2 capital less
certain deductions comprise
Total capital.

VALUE AT RISK (VAR): VAR is an
estimate of the potential loss of
value that might result from
holding a position for a specified
period of time, with a given level
of statistical confidence.
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Forward-looking statements

This report includes forward-looking statements about objectives, strategies and expected financial
results. These statements are inherently subject to risks and uncertainties beyond the Bank’s control,
including, but not limited to, economic and financial conditions globally, regulatory developments in
Canada and elsewhere, technological developments and competition. These and other factors may
cause the Bank’s actual performance to differ materially from that contemplated by forward-looking
statements, and the reader is therefore cautioned not to place undue reliance on these statements.



Overview of Financial Results

FINANCIAL HIGHLIGHTS (for the years ended October 31)

1999 ® 1998 1997 1996 1995

OPERATING RESULTS ($ millions)
Total revenue (TEB)® 8,018 7,364 6,503 5,467 4,744
Provision for credit losses 635 595 35 380 560
Non-interest expenses 4,756 4,446 4,059 3,217 2,844
Income taxes (TEB) 1,030 891 861 770 443
Net income 1,551 1,394 1,514 1,069 876
Preferred dividends 108 97 99 113 104
Net income to common shareholders 1,443 1,297 1,415 956 772
OPERATING MEASURES
Net interest margin (TEB) (%) 2.11 211 2.13 2.18 2.31
Productivity ratio (%) 59.3 60.4 62.4 58.8 59.9
Return on equity (%) 15.3 15.3 20.2 15.8 14.2
BALANCE SHEET AND OFF-BALANCE SHEET INFORMATION ($ millions)
Cash and securities 51,084 52,400 46,173 40,642 38,702
Loans and acceptances 141,101 148,181 124,794 102,269 94,972
Total assets 222,691 233,588 195,153 165,301 147,189
Deposits 156,618 166,360 138,975 117,894 111,345
Subordinated debentures 5,374 5,482 5,167 3,251 3,249
Preferred shares 1,775 1,775 1,468 1,325 1,575
Common shareholders’ equity 9,631 9,039 7,930 6,424 5,745
Assets under administration ($ billions)®  141.4 117.4 112.4 201.1 183.3
Assets under management ($ billions)® 16.2 135 141 13.7 11.6
BALANCE SHEET MEASURES
Tier 1 capital ratio (%) 8.1 7.2 6.9 6.7 6.7
Total capital ratio (%) 11.9 10.6 10.4 8.9 9.6
Common equity to risk-adjusted assets (%) 6.9 6.0 5.8 5.5 5.4
Specific provision for credit losses as a %

of average loans and acceptances 0.34 0.37 0.32 0.39 0.61
Net impaired loans as a % of

loans and acceptances (0.1) 0.3 0.5 0.7 15

COMMON SHARE INFORMATION

Per share - basic earnings ($) 2.93 2.64 2.95 2.04 1.69
- dividends (%) 0.87 0.80 0.74 0.65 0.62
- book value ($) 19.49 18.37 16.19 13.53 12.37
Share price - high ($) 36.90 44.70 34.10 21.20 15.13
- low ($) 28.60 22.80 20.55 14.19 12.13
- close ($) 33.60 32.20 31.08 21.13 14.44

Shares outstanding (thousands)
- average 493,136 490,914 478,972 468,716 457,197
- end of period 494,252 492,089 489,812 474,893 464,513
Market capitalization ($ millions) 16,605 15,845 15,220 10,030 6,710

VALUATION MEASURES

Dividend yield (%) 2.7 2.4 2.7 3.7 4.6
Dividend payout ratio (%) 29.7 30.3 25.1 31.9 36.7
Market value to book value multiple 1.7 1.8 1.9 1.6 1.2
Price to earnings multiple 11.2 12.8 9.2 8.7 8.1

(1) Refer to Note 20 of the Consolidated Financial Statements, the discussion under Provisions for Credit Losses on page 39,
and subscript 4 on page 92.

(2) Taxable equivalent basis

(3) September 30
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This section of the annual report provides management’s discussion and analysis of the
financial performance and financial condition of the Bank. This analysis is based on the
consolidated financial statements which are prepared in accordance with Canadian generally
accepted accounting principles (GAAP), other than the accounting for the increase to the
general provision for credit losses recorded as a direct charge to Retained Earnings in the
fourth gquarter of fiscal 1999, which is in accordance with accounting requirements specified
by the Office of the Superintendent of Financial Institutions Canada (OSFI) under the
Bank Act. A further discussion of this matter can be found in Note 20 of the Consolidated

Financial Statements and on page 39 under Provisions for Credit Losses. Net income®
$ millions

STRONG NET INCOME PERFORMANCE

The Bank continued its record of consistent earnings growth in 1999, with net income of 1,500 ~ P3
$1,551 million, an 11% increase from last year. ﬁ/

These results reflect the solid contributions made by each of the Bank’s major business 1,000 Ly
lines. Corporate and Investment Banking had a very strong year, capitalizing on a robust items
North American economy and improved financial markets. International Banking results 500

also rose, following another solid year of growth in the Caribbean and the economic recovery
in Asia. Canadian Retail and Commercial Banking results were up slightly, as loan growth
was partially offset by lower interest margins.

There was excellent growth in fee income during the year, particularly in credit fees
and trading revenues, and the Bank's expenses remained under tight control. At the same
time, significant investments were made in new technologies, sales and service initiatives, Dividends per share ($)
and innovative products — all geared to building stronger and deeper client relationships.

1
95 96 97 98 99

CONSISTENT DIVIDEND GROWTH 1.00

The Bank continued its consistent growth of common share dividends, raising the dividend 0.75 /
twice in 1999 to 87 cents per share. This represents a 9% increase over last year’s dividend /

of 80 cents per share. The dividend has been increased in 34 of the past 36 years. 0.50

RETURN TO COMMON SHAREHOLDERS

1 1
95 96 97 98 99

Return to common shareholders — which includes both dividends and appreciation in

the market value of the Bank’s common shares — was 7.1% in 1999. This was higher than

last year’s return of 6.1%, and among the better returns provided by Canadian banks.

Ownership of Scotiabank has provided shareholders with a compound average annual strong long-term return

0 . 0 to common shareholders
return of 23.6% over the past five years and 19.8% over the past decade. Share price appreciation plus

dividends reinvested, 1989=100

For the financial years 1999 1998 1997 1996 1995

e Scotiabank
Annual return (%) 7.1 6.1 51.1 52.3 10.2 «== TSE Banks and
Five-year return (annualized) (%) 23.6 21.7 26.0 21.9 27.6 ?Stésgsoo

500

Four profitable business lines 250
Net income, $ millions 1999 1998 1997 100

Canadian Retail and Commercial Banking $ 610 $ 605 $ 520 89 91 93 95 97 99
International Banking 305 255 434
Corporate Banking 604 431 357
Investment Banking 368 218 401
Corporate adjustments® (336)@ (115) (198)
Total net income 1,551® 1,394 1,514

(1) Refer to Note 20 of the Consolidated Financial Statements and the discussion under Provisions For Credit Losses on page 39.
(2) Includes additions to general provision for credit losses, certain overhead expenses, corporate items, gains on sales of
businesses and items related to National Trust (1997).
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B USINESS LI NES

Canadian Retail and Commercial Banking

The retail and commercial businesses performed well in a highly
competitive market in 1999. This success was built on an unwavering
focus on customers, investments in new technologies, and the
introduction of innovative new products and services.

HIGHLIGHTS

* Maintained #1 ranking
among Canadian banks in

customer service (calculated
from data from Market Facts of
Canada Limited)

High retention of National
Trust customers

Extensive distribution
network in Canada

Second-largest market share
in residential mortgage
lending and personal
deposits

Introduced ScotiaLine VISA
— an innovative personal
lending product with low
interest rates and no fees

$1.1 billion in sales of stock-
indexed GICs in 1999,

a product in which the
Bank is an industry leader

Introduced low-cost,
convenient packaged
account plans for small
businesses

Launched new, affordable
overdraft line of credit
for small businesses

Assumed leadership

role in marketing secure
e-commerce services with
the launch of a new
subsidiary, e-Scotia.com

Successfully increased
customer use of electronic
channels — 85% of retail
transactions are now
handled outside the branch
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Canadian retail and commercial customers are served by more than 23,000 staff —
through a national network of 1,178 branches, 2,021 ABMs and four call centres, plus
telephone and Internet banking.

RETAIL BANKING

Retail Banking enjoyed another successful year, capitalizing on the extensive branch
network in Canada. During the year, the Bank saw solid volume growth, and maintained
the second-largest market share in two of the most important product groups — residential
mortgages and personal deposits.

To set the stage for further growth, new and innovative products and services
were introduced, including:
= Scotia Total Equity™ Plan — a convenient, flexible, all-in-one lending package of up
to five types of loans, available to eligible homeowners;

« Scotia One™ Service — a comprehensive package for customers with a large number
of banking transactions and extensive investing and borrowing needs — all for one
monthly fee; and

« ScotiaLine VISA - a product that combines the low rate and high limit of a line of credit
with the flexibility and convenience of VISA card access.

The Bank also invested in new technologies to reduce paperwork and give staff
more time to provide superior service to customers. Sales and advisory capabilities
were upgraded, supported by information systems that enable staff to better match
customers’ needs to products and services.

COMMERCIAL BANKING
Scotiabank strengthened its focus on serving the commercial and small and medium-
sized business market in 1999.

Commercial customers are served primarily from commercial and business
banking centres by account officers trained to address their clients’ total banking needs,
supported by specialists in treasury and cash management. Small and medium-sized
enterprises, a critical market segment for Scotiabank, are served through the Bank's
extensive branch network, supported by business specialists, call centres and an
expanding electronic delivery network.

In 1999, strong growth in the number of customers and related business was
achieved through several initiatives. These included introducing a range of banking
packages catering to the needs of the entrepreneur, and offering significant discounts
on self-service business banking. As well, customers can now apply for small business
loans using the Internet or a 1-800 number.

RoyNat, as the leading private sector term investor to small and medium-sized
businesses, continued to strengthen its position within Canada. During the past two
years, more than 100 equity or near-equity investments have been made in a wide
range of industries across Canada.

ELECTRONIC BANKING

Fiscal 1999 marked a year of tremendous success in Electronic Banking. This was driven
by customers’ growing need for secure, fast and convenient access to all of their financial
services — provided through call centres, telephone and Internet banking, and ABMs.



To improve access and service for consumers, the Bank partnered with Rogers
Cantel, one of Canada’s largest cellular providers, to offer wireless banking and discount
brokerage services, including bank account and credit card balances, stock quotes and
investment portfolio information. As well, the Bank is conducting a major trial of smart
cards, which introduces new payment options and a loyalty rewards program for customers.

For small and medium-sized businesses, Scotiabank was the first to offer mobile
merchant terminals nationwide. Merchants can use these terminals to accept credit and
debit card payments from any location, including the customer’s home. e-Scotia.com
was also launched to provide secure e-commerce solutions based on industry-leading
encryption technology.

A strategic partnership with Microsoft Canada was announced, whereby Scotiabank
will become the premier banking partner on Microsoft’s Web site, MSN.ca. The two companies
will collaborate to deliver a wide range of e-commerce services and customized portals for
Canadian consumers and businesses.

FINANCIAL PERFORMANCE
In 1999, Canadian Retail and Commercial Banking reported net income of $610 million,
up $5 million from last year. These earnings represented 39% of the Bank’s total net income.

Revenues increased by 2% from last year. Strong growth in retail assets and deposits
was partly offset by the impact of selective price discounting in an intensely competitive
market. Average retail assets, adjusted for securitization, grew by 7%, with strong sales
from all distribution channels. This asset growth came primarily from residential mortgages.
Personal deposits grew by $1.7 billion, with market share approaching 18%.

Commercial lending assets increased by a modest 2% during 1999, as greater
emphasis was placed on portfolio profitability rather than asset growth. At the same time,
current account deposits continued their strong upward trend, rising 17% over last year.

Fee income grew by $213 million, with $149 million arising from the inclusion of the
Corporate Services unit (previously reported in Corporate Banking) and from the net
impact of several new securitizations completed by the Bank. The remaining growth of
$64 million was broadly based, with higher contributions from personal trust, deposit and
payment services and the Bank’s expanded electronic banking services.

Provision for credit losses declined by a substantial $63 million, with lower provisions
in the retail portfolios.

Expenses rose by 3% year over year, excluding Corporate Services. The expense
growth was partially due to a net charge of $35 million for some restructuring in the
domestic branch network. Partially offsetting this were lower deposit insurance premiums
and a decline in staffing resulting from continuous improvement initiatives, as well as from
the ongoing integration of National Trust. This staffing reduction was accomplished largely
through attrition.

OUTLOOK
Another good year lies ahead for Canadian Retail and Commercial Banking. Although
intense competition, rapidly changing technology and increasing customer demands will

pose challenges, the Bank is confident that by implementing programs to significantly boost

sales and service capacity in the branch network, and by carefully managing costs, earnings
will continue to grow. Additional priorities in 2000 include increasing the electronic services
provided to customers and growing e-commerce revenues.

Financial performance, Canadian Retail and Commercial Banking

$ millions 1999®w 1998 1997@
Net interest income $ 2,608 $ 2,739 $ 2,277
Other income 1,176 963 787
Provision for credit losses (233) (296) (227)
Non-interest expenses (2,532) (2,385) (1,934)
Income taxes (409) (416) (383)
Net income 610 605 520
Average earning assets ($ billions) 80 78 62
Staffing 23,123® 23,263 20,314
Number of branches 1,178 1,274 1,118
Number of ABMs 2,021 2,002 1,669

(1) 1999 includes Corporate Services, with staffing of 1,018
(2) Excludes National Trust

TOTAL REVENUE

Retail

$ millions

2,400

1,800

1,200

600

95 96 97 98 99

Commercial

$ millions

960

720

480

240

95 96 97 98 99
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B USINESS LI NES

Wealth Management

During 1999, several groups within the Bank were realigned to better
focus on the investment and advisory needs of customers.
The new Wealth Management Group is well positioned for solid

growth in the future.

HIGHLIGHTS

» Increased assets under
administration and assets
under management by 17%
and 20%, respectively

* Expanded the number of
retail brokerage branches
to 85, and the number of
investment executives
to almost 800

Launched Summit, a new
managed asset program
for investors with portfolios
greater than $500,000

Increased assets in fee-based
accounts by nearly 50%

* Achieved 32% growth in
assets under administration
and 38% growth in
revenues in discount
brokerage operations

Maintained a leadership
position in the personal

trust market, with about
a 20% market share for

Scotiatrust

Third-largest provider of
private client investment
management services in
Canada through Scotia
Cassels Investment Counsel

e Introduced two new mutual
funds, bringing the total
mutual fund family to
29 funds
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The Wealth Management Group — which incorporates the key personal investment and
advisory activities within the Scotiabank Group — offers clients a comprehensive range
of products and services that encompasses full-service and discount brokerage, mutual
funds, estate services, investment management, private banking and trust services in
Canada and abroad.

FULL-SERVICE AND DISCOUNT BROKERAGE

The Bank’s full-service retail brokerage services are provided through 85 branches
across Canada under the ScotiaMcLeod banner. The staff of 1,525 includes close to
800 investment executives, who undergo one of the most rigorous and comprehensive
training programs in the industry. The group’s financial planning capabilities were
strengthened in 1999 with the launch of ScotiaMcLeod’s (SMI) new proprietary
financial planning software, Financial Navigator™.

Assets in fee-based accounts grew by 50% during the year, reflecting the
increasing popularity of these accounts. This success was the result of innovative
fee-based product offerings, such as the Summit and Pinnacle accounts. Total assets
under administration at SMI increased by 15% to $33 billion.

Scotia Discount Brokerage Inc. (SDBI) provides state-of-the-art telephone and
online trading services to self-reliant investors. With the launch of the Instant Bonus
program in 1999, SDBI became the first major financial institution in Canada to share
commissions on back-end load or deferred sales charge mutual funds. The Instant
Bonus, together with the elimination of sales commissions on front-end load mutual
funds, puts more of SDBI customers’ investment dollars to work for them.

TRUST, INVESTMENT MANAGEMENT AND PRIVATE BANKING

With the National Trust acquisition, Scotiatrust is now one of Canada’s largest trust
companies, with about a 20% share of the personal trust market. Through a network
of 27 branches, specialists in domestic and international estate and trust planning
and investment management provide services to a broad range of estates, trusts

and private investors. In 1999, assets under administration at Scotiatrust grew to
$27 billion, a 21% increase over 1998.

Scotia Cassels Investment Counsel is the third-largest provider of private client
investment management services in Canada. Clients include individuals and corporations,
mutual funds, foundations, estates, trusts and agencies. Assets under management
now exceed $16 billion.

MUTUAL FUNDS

Scotia Mutual Fund assets grew 7% to almost $9 billion. This was achieved despite
weaker mutual fund sales across the industry. The Scotia Asset Allocation services —
Solo, Copilot and Destination — were introduced. With a minimum $5,000 investment,
these innovative services offer investors mutual fund portfolios tailored to their
individual investment needs. These provide smaller investors with a higher level

of service that is generally available elsewhere only to those with large investment
accounts. More than $900 million, or 10% of Scotia Mutual Fund assets, was invested
in these programs this year.



Scotiabank’s family of 29 Scotia Mutual Funds offers Canadians a comprehensive
selection of domestic and international investment options. The Bank introduced two new

Total revenue

$ millions
funds — Scotia Canadian Bond Index Fund and Scotia International Stock Index Fund —
bringing the number of indexed funds to five. These index funds provide Canadian
investors with low-cost access to all major stock markets around the globe. 600
FINANCIAL INFORMATION

400

In 1999, revenues of $662 million were generated by the various services and products
offered by the Wealth Management Group. (These revenues are included in the financial
results of the other business lines, and are presented on a combined basis in this section.) 200

Higher revenue was recorded in several areas of Wealth Management. There was
strong growth in personal trust, with revenues increasing by 17% as the operations benefited
from the ongoing integration of National Trust. A 38% rise in discount brokerage revenues
resulted from a significant 43% increase in trading volumes, due in part to an 18% growth
in active accounts. However, there was a year-over-year reduction in revenues from the
full-service brokerage operations, as 1998's results benefited from the exceptionally $ billions
favourable market conditions in the first half of that year.

Assets under administration were 17% higher in 1999, and totaled $82 billion at

Assets under administration

the end of the year. All areas of Wealth Management contributed to this growth, with the 75
most significant being: domestic and international trust operations, increasing $6 billion to
$37 billion; private client full-service brokerage, rising $4 billion to $33 billion; and mutual 50
funds, up $1 billion to $9 billion.

Assets under management by Scotia Cassels Investment Counsel grew a substantial 25

20% from last year, exceeding $16 billion at the end of 1999.

OUTLOOK 97 98 99
Scotiabank has considerable opportunity to profitably meet the growing wealth management

needs of Canadian investors. The Bank’s strategy is to provide integrated delivery of Mutual fund assets
investment products and services, organized around helping customers improve their $ billions

financial well-being throughout the various stages of their lives.
Scotiabank is currently implementing a number of important initiatives, such as

realigning its sales and distribution channels, enhancing the electronic delivery platform 75
for its brokerage operations, and providing a comprehensive service package for high net
worth clients. These initiatives are expected to significantly expand the Wealth Management 50

Group’s share of customer business, boosting revenues and increasing the contribution to

total net income over the next few years. s

Financial information, Wealth Management

$ millions 1999 1998 1997w
Total revenue
Full-service and discount brokerage $ 374 $ 394 $ 392
Mutual funds 100 100 70
Trust and private banking 130 111 59
Investment management/other 58 54 17
662 659 538
Assets under administration® 81,627 69,528 57,868
Assets under management® 16,232 13,535 8,096
Staffing 2,460 2,370 1,820
Number of investment executives 789 776 738

(1) Excludes National Trust
(2) September 30
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HIGHLIGHTS

B U S I

International Banking

N E S S LI NES

International Banking achieved strong growth in net income in 1999.

In particular, the Caribbean region performed extremely well, extending
its record of success throughout the decade. The Bank is continuing to
invest in and build its international network — in the Caribbean,

Latin America and Asia.

11% growth in revenue
to $1.5 billion led to a
20% increase in net income

The Caribbean continued
its record of consistent
earnings growth

Implemented proven
Canadian sales and service
initiatives and introduced
innovative products, such as
ScotiaLine, in the Caribbean

Named best foreign bank
in Costa Rica by Euromoney

Named best foreign bank
in Peru by Latin Finance

Substantial progress in
improving the financial
condition at Grupo
Financiero Inverlat in
Mexico

Announced plans to
increase stake in Chile’s
Banco Sud Americano
to 61%

Expanded Asian network,
with new branches in
Bangladesh and Sri Lanka

Grew the Canadian export
finance business, linking
commodities exporters in
Western Canada to buyers
in Chile, Peru and Mexico

Increased the use of
satellite-based electronic
letter of credit applications,
with the addition of a
major U.S. retailer
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Scotiabank’s multinational network provides a broad range of financial services to both
local and international customers in more than 50 countries. Including subsidiaries and
affiliates, International Banking has almost 1,100 branches and offices, over 1,500 ABMs,
and employs more than 24,000 people in the Caribbean and Central America, Latin
America, Asia and the Mediterranean.

CARIBBEAN & CENTRAL AMERICA
The Bank has a dominant franchise in the Caribbean, with an exceptional track record
of strong earnings and consistent growth, and this continued in 1999. The region
generated excellent gains in lending and deposit volumes and fee revenues, capitalizing
on the use of programs proven in the Canadian market. As well, maintaining good cost
control and credit quality remained a priority.

New sales and service initiatives are being launched in the branch network. A
new brand positioning program was also introduced, along with a number of leading-
edge products. Among these was the Scotia US$ Stock Market Deposit, which offers
customers returns tied to the Standard & Poor’s 500 stock index, along with security of
capital. To provide innovative and flexible solutions for customers’ borrowing needs,
the Bank introduced Scotialine, a personal line of credit combined with a competitive
new residential mortgage program. Expansion of the credit card and automotive
financing programs also contributed to the better results.

Additionally, investments were made to upgrade and expand electronic
capabilities within the region, including telephone banking and point-of-sale terminals.

From the Caribbean, the Bank has expanded into Central America, with operations
in Panama, Belize, Costa Rica and El Salvador, and is developing one of the largest
networks of any bank in the region.

LATIN AMERICA

Scotiabank has a growing network in Latin America, with more than 700 branches and
1,100 ABMs. While the region did not achieve its profitability targets in 1999 given the
difficult economic environment, the Bank continues to be confident that the long-term
outlook for the region remains strong. Investments are being made in people, technology
and the distribution network to increase regional market share and profitability.

Significant progress has been made at Grupo Financiero Inverlat, a leading
Mexican bank and investment dealer with more than 400 branches and 750 ABMs.
Under a management agreement with its current owners, Scotiabank has strengthened
credit and marketing processes, improved productivity and opened 25 new branches.
Scotiabank currently owns 10% of Inverlat, with an option to increase its ownership
position to 55% in 2000.

In July 1999, Scotiabank reached an agreement in principle to purchase an
additional 33% stake in Chile’s Banco Sud Americano (BSA). This will bring the Bank’s
ownership to almost 61%. BSA is the seventh-largest bank in Chile, with assets of
$4.4 billion, 78 branches and 1,600 employees.

In Argentina, Scotiabank Quilmes, a wholly owned subsidiary, is in the process
of upgrading its risk management capabilities, improving efficiency and investing in its
branch network in order to enhance profitability. The Bank is also continuing to work



closely with its affiliates in Peru and Venezuela — for example, assisting Banco del Caribe
in Venezuela in implementing a standard banking platform throughout its network of
112 branches.

ASIA
In 1999, the Bank’s operations in Asia benefited from the economic recovery taking
place in the region.

During the year, Scotiabank increased its network in India by launching Scotiafinance,
which will play a key role in expanding retail banking activities in India. A fourth full-service
branch was opened in Bangalore, and approval was received to open a fifth branch in
Hyderabad.

Expansion continued in other countries in Asia, with Scotiabank becoming the first
Canadian bank to open branches in Bangladesh and Sri Lanka.

The Bank is also leveraging its Asian and international networks to build its trade
finance operations — a low-risk, high-return business with significant potential for growth.
The trade finance business will take advantage of the increasing trade flows within the
region and globally.

FINANCIAL PERFORMANCE
The Bank’s International Banking division continued its strong performance with earnings
of $305 million this year. This represented a 20% increase over last year.

Caribbean and Central American operations contributed most of the division’s
earnings in fiscal 1999, with another year of record results. Earnings of $232 million were
up a substantial 42% from the previous year, with good contributions from virtually all of
the 25 countries in the region. Driving these results was asset growth of 20%, which led
to revenue growth of 20%, continuing the double-digit growth rates achieved over the past
several years.

Earnings from Latin America were lower than last year, reflecting economic
weakness in the region, and the Bank’s emphasis on improving the technology and branch
infrastructure in its subsidiaries and affiliates.

In Asia, profitability increased substantially in 1999 as a result of improved credit
quality. Provisions for credit losses were virtually nil in 1999. Asset growth was modest,
reflecting the Bank’s selective new lending in the region in recent years.

OUTLOOK
In the Caribbean and Central America, the Bank anticipates another year of growth in
revenue and profit.

Higher earnings are also expected in Latin America in fiscal 2000, as the operations
benefit from investments made in prior years. The Bank currently plans to exercise its
option to increase its interest in Grupo Financiero Inverlat to 55%.

Similarly, the Bank anticipates improved earnings in Asia as the economic recovery
continues. Scotiabank’s focus will be on improving financial returns from the region, and
growing the trade finance business.

Financial performance, International Banking

$ millions 1999 1998 1997
Net interest income $ 1,095 $ 1,012 $ 763
Other income 422 352 201
Provision for credit losses (115) (155) 326®
Non-interest expenses (891) (732) (519)
Income taxes/minority interest (206) (222) (337)
Net income 305 255 4340
Average earning assets ($ billions) 27 24 18
Staffing®@ 8,738 8,703 5,942
Number of branches® 345 333 208
Number of ABMs® 370 245 134

(1) Includes reversal of country risk provision of $500 million before taxes ($290 million after tax)
(2) Excludes affiliates

TOTAL REVENUE
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B USINESS LI NES

Corporate and Investment Banking

The Corporate Banking and Scotia Capital Markets businesses of the
Scotiabank Group were integrated as Scotia Capital on November 1,
1999. Both businesses achieved record earnings in 1999.

Corporate Banking

* Posted record earnings in
Corporate Banking, with
net income up 40% from
last year

Maintained position as
a leading player in the
Canadian syndicated
loan market

Maintained top-tier
standing in wholesale U.S.
loan syndications for the
past decade

Participated in a number
of record-setting loan
syndications in Europe,
including Olivetti, EIf
Aquitaine and Virgin Retail

Globally, acted as agent
bank in 134 transactions,
representing total volume
of $131 billion

Securitized $4 billion of
investment-grade loans
in the United States

Continued expansion of
industry specialty groups
in the United States and
Europe

Increased penetration
of the high-yield bond
underwriting market in
the U.S.

Improved cross-sell within
the Bank’s capital markets,
domestic and international
businesses

Implemented global
customer information
system to better manage
client relationships
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Corporate Banking manages the Bank’s global relationships with large corporations,
institutions and governments, marketing the full capabilities of the Scotiabank Group.

CANADA
Corporate Banking in Canada generated a record level of earnings in 1999. Credit
markets were stable, which led to business growth and new opportunities.

Scotiabank continued to be among the leaders in the Canadian syndicated lending
market, covering all industries, but with a particular focus on the mining, media and
communications, and transportation sectors. During 1999, Canadian Corporate Banking
led 26 syndications totalling $11 billion. Notable transactions included a large credit
facility for Intrawest Corporation and financing and advisory services for the Empire
Company’s acquisition of the Oshawa Group.

During the year, global marketing groups were established for the automotive,
shipping, and metals and mining industries which led to substantial new business.

As well, a customized information system, Prospector, was successfully implemented,
which will assist relationship managers in their marketing efforts and in sharing
information on a global basis.

Integration of Canadian Corporate Banking and Scotia Capital Markets was a
priority throughout the year. The move to a relationship-based approach, from a
product-based approach, will provide new opportunities to bring customized, tailored
solutions to clients.

UNITED STATES
Corporate Banking continued its solid performance in the United States, notwithstanding
the weakness in some sectors in the marketplace.

The Bank operates primarily in the syndicated lending market, ranking among
the top 10 lenders again this year, the only Canadian bank to do so. Contributing to
this position were 266 agent and co-agent mandates for a total volume of $421 hillion.
In addition to the investment-grade sector, activities were increased in the higher-
return, leveraged lending sector, mirroring recent market trends. This is an area where
the Bank has developed considerable expertise, through more than two decades of
active participation in the United States.

As well, the operations began to benefit from an acquisition finance team
established in the prior year. Considerable expertise was developed in the technology
sector, which resulted in higher market share. The Bank was also successful in
establishing a greater presence in the profitable high-yield bond underwriting business,
as part of the thrust to provide full-service financing to customers. In an ongoing effort
to diversify income sources, additional resources were dedicated to the structured
leasing and asset-backed financing groups.

Significant emphasis was also placed on increasing the risk-adjusted return on
equity in all of the Bank’s wholesale lending portfolios. This was accompanied by several
other initiatives to manage asset levels, including asset sales and securitizations.



EUROPE
Corporate Banking achieved record net income in Europe in 1999. Scotiabank is a niche
player in the syndicated loan market in Europe, specializing in the media, leisure and
entertainment, and transportation sectors. The Bank is leveraging its U.S. expertise to
build product and industry offerings in this market. For example, an acquisition finance
team based in the United Kingdom was set up during the year, modelled on the success of
a similar group in the United States.

European capital markets activity, particularly mergers and acquisitions, has
increased during the past two years. This trend is expected to continue, fuelled in part
by the new common currency, the Euro, and by the ongoing consolidation and globalization
of many industries. The Bank expects to take advantage of additional business opportunities
in this area.

FINANCIAL PERFORMANCE

In 1999, Corporate Banking reported its seventh consecutive year of net income growth.
Earnings rose to a record $604 million, up 40% over 1998. Higher asset levels, spreads,
fee income and securities gains all contributed to the 30% growth in revenues.

Average assets, adjusted for securitization, increased $6.8 billion or 17% in 1999,
reflecting growth in each geographic area where Corporate Banking has a major presence,
namely Canada, the U.S. and Europe. In the second half of the year, asset levels fell,
resulting from securitizations, higher syndications and asset sales, as the Bank increased
its focus on improving the risk-adjusted return on equity of the portfolios.

Other income, consisting primarily of credit fees, rose to $453 million, up 16% over
the prior year. In addition, the amount of deferred credit fees grew to $185 million as at
October 31, 1999; these deferred fees will be realized in future periods.

The provision for credit losses was $136 million in 1999, which was $94 million
higher than in 1998, arising from credit losses in the United States.

The decline in expenses was entirely due to the transfer of Corporate Services
to Canadian Retail and Commercial Banking. Excluding the transfer, expenses remained
well controlled, with a modest increase over the prior year.

Financial performance, Corporate Banking

$ millions 1999®w 1998 1997
Net interest income $ 944 $ 687 $ 502
Other income 453 389 355
Provision for credit losses (136) (42) 46
Non-interest expenses (267) (332) (308)
Income taxes (390) (271) (238)
Net income 604 431 357
Average earning assets ($ billions) 44 39 33
Staffing 854 1,790 1,671

(1) Excludes Corporate Services

TOTAL REVENUE —
CORPORATE BANKING
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B U S I

N E S S LI NES

Corporate and Investment Banking

Investment Banking

Acted as global co-ordinator
for the $2.5 billion initial
public offering for Manulife
Financial, the largest IPO in
Canadian history

Ranked #1 for quality of
institutional equity sales
service

Ranked #2 for quality
of equity research

Record earnings in five
of seven areas in Global
Trading

Transacted $12.4 billion

in corporate bonds in the
secondary market, ranking
#1 in the industry

Participated in 45 of 49
Canadian corporate
mid-term note programs,
ranking #1 in market
penetration

Lead manager of innovative
financings for:

— Borealis Infrastructure
Trust, a major financing
for the development of
16 Nova Scotia schools

— The Toronto Hospital’s
“Project 2003,” a major
refurbishing program

Sole dealer for
Weyerhauser’s new
$900 million commercial
paper program

Rated by Euromoney as
one of the top 10 banks in
foreign exchange in Tokyo

Earned substantial gains
from the sale of investment
securities

Successfully diversified
funding sources through
several securitizations,
including personal lines of
credit — a first in Canada

Implemented new state-of-
the-art global derivatives
system
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Investment Banking comprises two major business groups. Scotia Capital Markets,
through both its Corporate Finance and Equities group and Global Trading group,

provides corporate, institutional and government clients with a full range of capital
markets solutions. Group Treasury manages the Bank’s investments, medium-term
funding and capitalization.

CORPORATE FINANCE AND EQUITIES

The Corporate Finance group offers a broad range of capital markets services, including
debt and equity origination and merger and acquisition advice, to businesses and
governments. Notable transactions during 1999 included acting as global co-ordinator
for the $2.5 billion initial public offering (IPO) for Manulife Financial Corporation, the
largest IPO in Canadian history.

The Equities group provides sales, trading and research services, all of which
are highly rated by institutional investors. Equity research capabilities continued to
improve, with top-tier rankings in 13 industry sectors. Block trading volumes were also
higher, with a 12% market share.

Both groups provide product-specific expertise to the new Canadian Relationship
Management team that will, beginning in fiscal 2000, manage the Bank’s relationships
with large Canadian corporations, institutions and governments.

GLOBAL TRADING
Global Trading is responsible for selling and trading bonds, derivatives, foreign exchange,
money market securities and bullion and base metals.

There were several major accomplishments in Global Trading in 1999. A number of
innovative credit and equity derivatives were developed to meet the risk management
needs of customers. As well, a new integrated global derivatives system was implemented
during the year.

The Bank strengthened its global foreign exchange capabilities and broadened
its client coverage, particularly of central banks and fund managers. In precious
metals, ScotiaMocatta has become one of the top three global service providers, with
an extensive network of offices and customer relationships.

Several actions were taken during the year to improve efficiencies within Global
Trading operations. For example, certain back-office operations were rationalized and
others were centralized in Toronto. Costs were also significantly reduced in the fixed
income area.

GROUP TREASURY
In 1999, Group Treasury continued its success in managing the Bank’s investment
portfolio, generating a substantial amount of securities gains during the year. The
Bank’s funding sources were diversified following the launch of several asset-backed
issues through the securitization of retail credit portfolios in Canada and wholesale
loans in the U.S.

Group Treasury also remained very active in managing the Bank’s capital and
liquidity positions.

FINANCIAL PERFORMANCE
Investment Banking earned $368 million in 1999, a substantial 69% increase over the
prior year.

More than half of these earnings came from Group Treasury, with net income
of $212 million, an increase of 48% from the prior year. Contributing to these results
were pre-tax gains of $281 million on the sale of investment securities. Despite the



gains realized during the year, the unrealized surplus of market over book value in the
Bank’s investment portfolio (including emerging market bonds) was $300 million as at
October 31, 1999.

Scotia Capital Markets also had a very strong year in 1999, with net income of
$156 million, more than double that of the prior year. Almost all operations within Scotia
Capital Markets made solid contributions to these results.

Global Trading had a record year, taking advantage of favourable market conditions.
Derivative Products reported its third consecutive year of record earnings. Fixed income
results improved dramatically, reflecting the very active new issue market for bonds during
1999, and higher commercial paper volumes. Good results were also achieved in foreign
exchange, money market trading and short-term funding. Following outstanding results in
1998, bullion and base metals had a slow start in 1999, due to depressed precious and base
metals prices. However, as prices strengthened during the year, performance improved.

Corporate Finance also had a strong year, highlighted by the initial public offering
for Manulife. Results in institutional equity sales and trading improved substantially over
last year’s depressed results, caused by the volatile markets in the fourth quarter of 1998.

OUTLOOK — CORPORATE AND INVESTMENT BANKING

§ Scotia Capital EERIEHIENL

Effective November 1, 1999, Corporate Banking and Scotia Capital Markets were integrated
and will now operate under the marketing banner of Scotia Capital. This integration was
undertaken in response to clients’ increasing expectations of having their needs serviced
from a total organization perspective.

In Canada, clients with complex and multi-product needs will be served by dedicated
relationship managers with expertise in their respective industries, and a deep understanding
of their clients’ businesses. These relationship managers will also draw on the expertise of
product and industry specialists to create a client servicing team. Canadian clients with
very specific or single-product needs will be serviced directly by a product specialist.

In the United States, Europe and elsewhere, clients will continue to be served by
their current relationship managers. The integration in Canada will also provide additional
opportunities for cross-border transactions.

Moving forward into the new millennium, there is significant potential for increased
returns and enhanced client service from this newly integrated organization.

Business outlook

After another year of strong business growth in 1999, Corporate Banking is expected to
show moderate growth in fiscal 2000, with emphasis on improving risk-adjusted ROE while
maintaining strong underwriting standards.

Global Trading results are expected to remain strong. Merger and acquisition
activity will likely continue to grow, providing opportunities in both bank lending and
capital market financing.

Overall, the newly integrated Scotia Capital should have another solid year in 2000.

In Group Treasury, rising interest rates worldwide may limit the opportunities for
securities gains relative to those achieved in 1999.

Financial performance, Investment Banking

$ millions 1999 1998 1997
Net interest income $ 349 $ 234 $ 309
Other income 1,178 1,048 1,172
Provision for credit losses (1) 2) -
Non-interest expenses (909) (922) (794)
Income taxes (249) (140) (286)
Net income 368 218 401
Average earning assets ($ billions) 69 64 56
Staffing 4,189 4,255 3,722

TOTAL REVENUE —
INVESTMENT BANKING
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Group Financial Performance

Net Interest Income

Net interest income increased 7% in 1999 - a
continuation of the upward trend recorded over the
past decade. When combined with other income, total
revenues rose by 9% in 1999 and 12% annually for the
past five years.

Net interest income (taxable equivalent basis) grew 7% to
$4.8 billion in 1999. This arose from good asset growth across
the Bank’s major business lines.

Growth in interest income during the year was constrained
by higher asset securitizations. In 1999, an additional $9.4 billion
of assets was securitized, compared with $1.0 billion in 1998.
This reduced interest profit by $132 million, with securitization
revenues being reported in other income.

The Bank’s net interest margin, which expresses net
interest income as a percentage of average assets, was 2.11%
in 1999, unchanged from the prior year.

More than 50% of the Bank’s net interest income is
generated by the retail and commercial businesses in Canada.
In these operations, the margin fell slightly compared to last
year. While ongoing growth in personal and current account
deposits supported the margin, this was more than offset by
several factors. These included the securitization of higher-
spread retail assets, and the effect of the highly competitive
market in Canada which led to greater price discounting.

On the positive side, the Bank was very successful in
supporting the margin by careful management of the mix
and terms of its assets and liabilities. As well, the spreads
rose in many of the Bank’s other businesses in the U.S. and
internationally.

OUTLOOK

The upward trend in net interest income is expected to
continue in the coming year. This will be driven primarily by
asset growth in many of the Bank’s operations, with no major
changes anticipated in the net interest margin.

Net interest income
by business line

Solid growth in net
interest income

taxable equivalent basis $ millions
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Assets and Liabilities

Scotiabank added substantial new volumes of
profitable assets during the year.

ASSETS
Average loans and acceptances (excluding reverse repos)
grew by 7% in 1999 to $143 billion, with several areas
generating an increase in profitable volumes. The full extent
of loan growth over last year was muted because of the asset
securitizations that the Bank completed in 1999. The impact
of these securitizations was a reduction of $6 billion or 3%
in average earning assets.

In retail lending in Canada, assets rose by more than
$4 billion or 7% (adjusted for securitizations). This was
primarily due to record mortgage growth, which led to an
increase in market share to 18.3%. Elsewhere in the personal
lending market, Scotiabank continues to be an innovator,
using technology and new ideas to provide customers with
useful and lower-cost products.

In 1999, the Bank launched the A diversified loan

Scotia Total Equity™ Plan and portfolio
iaLi B $ billions, average loans and
ScotiaLine VISA, both of which acceptantes

give customers greater flexibility

at lower cost. These products

are expected to contribute
significantly to asset growth 150
in future years.

Loans to small and medium-
sized businesses in Canada
grew modestly this year. This
segment is important to the
Bank, and resources are being
concentrated on developing
mutually beneficial relationships
with these customers.

The Bank’s international retail
and commercial banking network
— in the Caribbean, Asia, Europe
and Latin America — added
$3 billion in loans this year.

The main contributor was the Bank’s strong franchise in the
Caribbean, which accounted for almost half of this growth.

Lending to corporate customers grew substantially in
1999, particularly in the U.S., where Scotiabank continued to
be a top-tier syndicator of loans, and in Europe, where the
Bank is an established niche lender. Average corporate loan
and bankers’ acceptances, adjusted for securitizations, rose
by 17% over last year.

Other earning assets, apart from the Bank’s lending
business, increased by $5.9 billion or 10% during the year.
These assets include securities and funds on deposit with
other banks, used primarily to maintain liquidity. In addition,
the Bank has a $14 billion portfolio of reverse repos, which
represents low-risk secured lending at an attractive return.
These volumes grew by 22% in 1999.
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LIABILITIES
The Bank’s total average deposits were $159 billion in 1999,
compared with $152 billion last year.

Deposits from personal
customers were up $3.0 billion
or 5%, mainly due to growth in
term products. The Bank
continued to have the second-
highest personal deposit base in ;¢
the Canadian market, and this
market share increased by
23 basis points during 1999.
The Bank was also successful
in growing current account 50
deposits by 15%, continuing the
upward trend of the past five
years. During this time, these 97 98 99
balances have risen at an annual Banks
rate of 14%. These deposits are [ Business & government
an important element in the [ ik
Bank’s core deposit base.

Diversified deposit base
average, $ billions

100

OUTLOOK
Loan and deposit growth should continue through 2000, as
major global economies are expected to retain their momentum.

Other Income

Other income continues to become a larger and more
important element of the Bank’s total revenues.

Other income reached $3.2 billion in 1999, an 11% increase
year over year. In fact, since 1995, these revenues have grown
at a compound annual rate of 21%. As a result of the Bank’s
focus on developing new sources of other income, they now
represent almost 41% of the Bank’s total revenues, up from
32% in 1995. The strong growth in 1999 was the result of
gains in almost all categories of other income.
Transaction-based revenues from the Bank’s retail and
commercial deposit accounts continued to grow at a steady
pace. Excluding the effect of securitizing part of the Bank's
credit card portfolio, deposit and payment-based fees rose by 7%.

Substantial expansion in
other income

excluding sales of businesses,

$ billions

Many sources of
other income
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The Bank has had substantial success in creating products
and services that provide greater convenience to retail and
business customers, including innovative product packages,
Scotia 2020 point-of-sale terminals, telephone banking and
Internet banking.

Revenues from the Bank’s diversified range of investment
management and trust operations were up by 7% to $331 million
in 1999. Corporate Services revenues were a significant
contributor to this growth, because of the acquisition of AST
Inc. in 1998 and new demutualization services provided in
1999. In addition, personal trust fees grew strongly as the
Bank built on its position as a leader in this growing market.
Despite higher mutual fund balances, related revenues were
flat in 1999 due to a shift in preference among investors
toward lower-commission funds.

Credit fees were $543 million in 1999, a record level, and
up a substantial 15% over the prior year. The Bank benefited
from its position as one of the pre-eminent corporate lenders
in the North American market. Investment banking revenues
rose by 23%, with solid results in securities trading, foreign
exchange and derivative products.

Gains on the sale of investment securities amounted to
$343 million in 1999, up $21 million over 1998, as the strong
equity markets in North America provided many opportunities.
Another important element of growth in other income was
the substantial increase of $117 million in securitization
revenues. During the year, the Bank successfully completed
securitizations of personal lines of credit, VISA receivables,
residential mortgages, retail auto loans and U.S. corporate
loans. Although increases in securitization revenue are
accompanied by decreases in interest income, the Bank
benefits through more efficient use of capital and greater
diversification of funding.

OUTLOOK

The Bank expects that other income, with the exception
of securities gains, will continue to grow in 2000 as greater
revenues are realized from the many initiatives under way,
both in Canada and internationally.

Non-Interest Expenses and Productivity

Continuous re-engineering has made Scotiabank the
Canadian industry leader in productivity, with more
improvements to come.

Operating expenses were $4.8 billion in 1999, an increase of
7% or $310 million from 1998. This includes $87 million due
to the inclusion of Scotiabank Quilmes for a full year, and a
$60 million provision for some restructuring in the domestic
branch network and the integration of Corporate Banking
and Scotia Capital Markets. As well, given the substantial
completion of the integration of National Trust, $20 million of
the restructuring provision established in 1997 was reversed in
1999. Excluding these items, operating expenses rose by 4%.
This expense growth resulted from higher levels of
business activity. Since revenue growth exceeded expense
growth, the productivity ratio improved to 59.3% — better
than the Bank’s target of 60%. The productivity ratio is
the generally accepted measure of bank efficiency, and is
calculated by dividing operating expenses by revenue
generated. Scotiabank has a consistent record of superior
productivity performance compared with other Canadian
banks, as shown in the chart on page 36.
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Expense composition
$ millions, October 31

Better productivity record

non-interest expense as % of revenue
(source: published financial data)
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Salary expenses increased 5% to $2.3 billion, accounting
for approximately 40% of the total increase in operating
expenses. Much of this growth relates to the full-year inclusion
of Scotiabank Quilmes and to revenue-based compensation.
Underlying growth in salaries was less than 3%, with staffing
levels declining by 1,150 as a result of ongoing efficiency
programs. Technological innovations are being introduced to
the Canadian retail branch network in order to free staff from
administrative duties, and to provide faster — and better —
customer service.

Benefits costs grew by $22 million or 7% in 1999. This
growth was primarily due to increased rates and higher levels
of participation in many of the Bank’s broad-based benefit
programs, including medical insurance and the employee
share ownership plan.

Premises and technology expenses increased by almost
$50 million or 5% over last year. In-branch service improve-
ments are being complemented by significant investments in
technology, including new products and alternate delivery
channels, such as ABMs, point-of-sale terminals, telephone
banking and Internet banking.

Communications and marketing expenses rose $41 million
as the Bank stepped up its efforts to compete more effectively
in a highly competitive marketplace. As well, use of the
Bank’s electronic services rose, which led to higher expenses
in several areas.

A number of factors contributed to the remaining expense
growth, such as the restructuring charges and the full-year
inclusion of Scotiabank Quilmes noted earlier, outsourcing
arrangements and professional expenses.

OUTLOOK

The percentage growth in operating expenses is expected to
moderate in 2000. As well, the Bank anticipates that it will
continue to do better than its productivity ratio target of 60%.
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Taxes

Direct and indirect taxes to all levels of government
continue to increase.

Taxes incurred by the Bank in 1999 totalled $1.5 billion
(taxable equivalent basis), up a substantial $121 million

from the prior year. These included direct taxes on income
by Canadian federal and provincial governments and the
governments of foreign jurisdictions in which the Bank
operates, along with a variety of indirect taxes to which

the Bank is subject. When taken together, the level of bank
taxation remains among the highest of all Canadian industries
— and a significant burden relative to global competitors.

The increase in taxes of
$121 million arose entirely
from income taxes. Indirect
taxes on the Bank of
$462 million fell by
$18 million, following lower
deposit insurance premiums
assessed by the Canada
Deposit Insurance Corporation.
This was mainly the result 600
of changes to the formula for
calculating deposit insurance
premiums, such that lower-
risk deposit-taking institutions
pay a correspondingly lower [ ncirect taxes
premium. Most other forms i Directtes
of indirect taxation — payroll
taxes, such as Employment Insurance and Canada
Pension Plan premiums, property taxes and business
taxes — continued to increase.

Rising trend in direct
and indirect taxes

$ millions
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900
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Risk Management

Risk Management Overview

Risk management is a cornerstone of prudent
banking practice. A strong enterprise-wide risk
management culture provides the foundation for the
Bank’s risk management program.

Scotiabank’s risk management framework is designed to
ensure that risk, which is inherent in a bank’s activities, is
managed in a manner which is consistent with its objectives,
risk tolerance, control standards and management philosophy.

The Board of Directors is responsible for the Bank’s
overall level of risk assumed and risk management policies. The
Board charges management with developing, communicating
and implementing these policies, and assigning limits to
appropriate business units. Senior management plays a
pivotal role in the daily evaluation and management of all
risks, working closely with line units and approving major
credit and investment decisions.

Management's evaluation and analysis of risk is supported
by a comprehensive structure of controls and review, modelling,
measurement and reporting processes. To ensure a thorough
and objective analysis of all risk factors, these processes are
conducted independently from the business units. New
products and systems, policies and limits are subject to
independent review by various risk and policy units prior
to approval by senior management.

Periodic reviews of all aspects of the Bank'’s risk
management processes are conducted internally by the
Audit Department. All procedures and policies are subject
to the ongoing scrutiny of regulatory bodies.

Credit Risk

Scotiabank’s credit risk management is based on
well-defined strategies for controlling risk, including
centralized credit processes, portfolio diversification,
enhanced credit analysis and strong Board oversight.

CREDIT PROCESSES

Fundamental to the credit risk management process is a
centralized credit function, which is independent of the
customer relationship function.

Client relationship managers develop and structure
individual proposals. These are then analyzed and adjudicated
within the Credit Department. A Senior Credit Committee
reviews all large corporate and commercial credits. In
addition, all major exposures to large customer connections,
all large higher risk credits, and all proposed exceptions
to established credit policies are reviewed by the Risk
Policy Committee.

Relationship managers assess the financial condition of
each customer on an ongoing basis. In addition, they undertake
a full review and risk analysis of each loan account at least
annually. This ensures that the Bank remains fully aware
of developments in customer risk profiles. These reviews
consider the overall credit exposure, including swaps, letters
of credit and other off-balance sheet instruments. Additional
reviews are carried out more frequently in the case of higher
risk credits.

A formal risk rating system is used to identify the risk
of all proposed and existing credits, and to ensure that the
returns on each credit are commensurate with the risk.

The formal risk analysis explicitly considers the risks posed
by environmental exposures and Year 2000 risks inherent in
individual customers.

Retail credits are authorized in branches or through
customer service centres within established criteria using
credit scoring systems. Retail portfolios are reviewed on
a monthly basis for emerging trends in credit quality.

SENIOR MANAGEMENT’S SUPERVISORY ROLE

Committees composed of executive management and
senior officers from trading, credit and risk management
address all risk management issues.

e The Risk Policy Committee reviews all larger
credits, ensures wide portfolio diversification,
and establishes risk policies that reflect business
priorities.

« Senior Credit Committees, representing Canadian
Commercial Credit, International Banking and
Corporate and Investment Banking, are responsible
for the adjudication of credits within prescribed
limits and establish the operating rules and
guidelines for the implementation of credit policies.

< The Market Risk Management and Policy Committee
oversees and establishes standards for market risk
management processes within the Bank, including
the review and approval of new products, limits,
practices and policies for the Bank’s principal
trading and treasury activities.

< The Liability Committee provides global strategic
direction in the management of interest rate risk,
liquidity risk, and trading and investment portfolio
decisions.

e The Scotia Capital Trading Risk Committee, on a
weekly basis, assesses and monitors overall market
risks, risk control mechanisms, credit risk and
compliance issues as they relate to trading businesses.
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PORTFOLIO DIVERSIFICATION

The Bank’s risk portfolios are highly diversified, as shown
in the charts below. Scotiabank is the most geographically
diversified of the major Canadian banks. Risks are further
mitigated through counterparty, industry and product
exposure limits, and by ensuring that there is wide
diversification in the Bank’s business lines.

ENHANCED CREDIT ANALYSIS
The Bank uses a number of advanced analytical techniques
to manage its credit risks.

Portfolios of commercial and corporate credits are
segmented on geographic and industry bases, and regular
reviews are performed of the evolving trends in credit risks.
Advanced metrics, based on data from various securities
markets, are used to augment the analysis of individual
borrower exposures and exposures within particular
portfolios. Such techniques are used to provide early
warning of impending problems in the existing portfolio
and to assist in making decisions on new credits. These
techniques are supplemented by historical migration data
within various portfolios to estimate probable trends in
credit quality over time.

Credit decisions use insights from these techniques to
augment the fundamental financial analysis applied to each
credit. They are also used in the regular reviews of individual
portfolios. When the risk profile of a particular portfolio
segment appears to be increasing, action can be taken to
mitigate the risk.

Most retail credit decisions are made using sophisticated
scoring models. In addition, the retail portfolios are regularly
subjected to detailed analytical review to confirm the validity
of the parameters used in the scoring models.

BOARD OVERSIGHT

Regular reports are submitted to the Board of Directors

on large individual credits, on the composition of and trends
in the Bank’s portfolios, and on trends in credit quality. Also
submitted to the Board on a regular basis are reviews of
portfolio limits. Based on these reviews, the Board authorizes
the limits within which the Bank operates.

Balance between house-
hold and business lending

Canadian foundation,
international diversification

loans & acceptances, excl reverse
repos, September 1999

loans & acceptances, excl reverse
repos, September 1999

Caribbean 6%

. Canada 65%

United States 16%

Europe/Middle
East 6%

. Business 50%

Asia 4% . Residential mortgages 34%

Latin America 3% Personal 12%

Financial & government 4%
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CREDIT QUALITY

Impaired loans

During 1999, net impaired loans declined by $577 million,
with the allowance for credit losses exceeding gross impaired
loans by $156 million at October 31, 1999. This decrease
resulted primarily from additions to the general provision
totaling $700 million in 1999.

As shown in the chart below, net impaired loans as a
percentage of loans and acceptances is how -0.1%. This ratio
has steadily improved from the peak of the early 1990s and
is now at its lowest level in many years.

Gross impaired loans were $2.4 billion at year end,
$89 million higher than a year ago.

In Canada, interest rates
remained stable and general
economic conditions improved
throughout the year. As a
result, within the Bank’s

Net impaired loan ratio
steadily improving

as a % of loans & acceptances
as at October 31

domestic retail and \
commercial portfolios, 1.2
there was a decrease of \

$162 million in gross impaired 0.8
loans and mortgages. \
0.4

Similar positive trends
were achieved in the Bank’s 0.0 \
corporate and real estate ' \

portfolios in Canada. Gross
impaired loans fell $120 million
over the year to $127 million
as at October 31, 1999, reflecting asset sales and a general
improvement in the quality of the portfolio.

In the United States, there was an increase in gross
impaired loans of $333 million to $694 million at year end as
a result of some softening of credit conditions in the market.

Internationally, the beginnings of an economic recovery
in Asia led to a modest decline in gross impaired loans in the
region. Credit quality in the remaining regions remained
relatively stable.

Y I S
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Provisions for credit losses

In fiscal 1999, the Bank established specific provisions of
$485 million. It also increased the general provision by

$700 million, of which $150 million was charged to the
income statement. This compared with specific provisions

of $495 million and an addition of $100 million to the general
provision in 1998.

Specific provisions

Provisions for credit losses in Canada were $150 million lower
than 1998 levels. Provisions for personal loans of $151 million
declined by $76 million from the previous year, as the Bank
provided a lesser amount against the retail portfolios.
Provisions against business loans also decreased substantially
as a result of recoveries on a number of accounts.

The Bank increased its provisioning against corporate
borrowers in the United States by $187 million to $229 million
in 1999, as some parts of the loan portfolio weakened slightly
during the year, consistent with market trends.

In International Banking, the Asian loan portfolio was
very stable. As a result, the Bank did not have to establish
additional provisions against this portfolio. Credit losses in
the Caribbean were consistent with the good experience of
recent years. In Latin America, provisions rose at Scotiabank
Quilmes in Argentina following economic difficulties in the
region, and as the Bank moved aggressively to strengthen
the quality of the portfolio.



General provision
During 1999, the general provision for credit losses was
increased by $700 million to $1.3 billion. The total general
provision now represents 0.9% of risk-weighted assets.
This $700 million addition to the general provision in
1999 comprises $150 million charged to the income statement
in the first quarter of 1999, and a one-time adjustment of
$550 million which was charged, net of income taxes of
$236 million, directly to retained earnings in the fourth
quarter of 1999 (refer to Note 20 of the Consolidated
Financial Statements).

Prudent additions to the
general provision

Low credit losses in
recent years

specific provisions as a % of
average loans & acceptances

$ millions, October 31
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OUTLOOK

Given the good economic conditions forecast for Canada and
the other major economies, the Bank expects that credit
quality in most areas will be fairly stable during fiscal 2000.

Market Risk

Market risk refers to the risk of loss resulting from
changes in interest rates, foreign exchange rates,
market prices and volatilities.

Market risk is an integral part of the Bank’s lending and
deposit-taking activities, as well as its funding, trading and
investment activities. The Liability Committee (LCO) and the
Market Risk Management and Policy Committee (MRMPC)
provide senior management oversight of the various activities
that expose the Bank to market risk. The LCO is primarily
focused on asset liability management, which includes lending,
funding and investment activities. While the MRMPC'’s main
focus is trading activities, it also approves limits for funding
and investment activities.

The key sources of market risk are described below.

INTEREST RATE RISK

Interest rate risk arises when there is a mismatch between
positions which are subject to interest rate adjustment within
a specified period. The Bank’s lending, funding and investment
activities give rise to interest rate risk. For these activities,
the impact of changes in interest rates is reflected in net
interest income. Interest rate risk also arises in trading
activities, where the impact of changes in interest rates

are reflected in other income.

FOREIGN EXCHANGE RISK

Foreign exchange risk arises from trading activities, foreign
currency operations and investments in foreign subsidiaries.
In its trading activities, the Bank buys and sells currencies
in the spot, forward and options markets, for its customers
and for its own account. The daily activities of the Bank's
international businesses are conducted in a broad range of
local currencies, and foreign exchange gains and losses from
these activities are included in other income. Investments in
foreign subsidiaries are retained in the currency of account
and translated into Canadian dollars, with translation gains
and losses being reflected in retained earnings.

EQUITIES RISK

Scotiabank trades in equities for its customers in Scotia
Capital, and for its own account. Equity risk arises from
changes in the value of a specific equity investment or
overall movements in the value of stock markets.

COMMODITIES RISK

Scotiabank’s commodities trading activity includes precious
and base metals, as well as related options and futures. While
many of the risks arising in these activities are similar to the
spot, forward and options risks in foreign exchange trading,
there can be additional risks associated with the physical
nature of the commodities traded.
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DERIVATIVE PRODUCTS RISK

Derivatives are important risk management tools for both
Scotiabank and its customers. The Bank uses derivatives to
manage market risks arising from its funding and investment
activities, and to lower its cost of capital. To manage interest
rate risk in its fixed rate lending activities, interest rate swaps,
futures, forward rate agreements and options are used.
Forwards, swaps and options are utilized to manage foreign
exchange risk. As a dealer, the Bank markets derivatives to its
customers and engages in position taking for its own account.

To control market risks associated with derivatives,
portfolios are subject to the control, reporting and analytical
processes noted under “Trading Activities” on page 41.

To control credit risk, the Bank applies limits to each
counterparty, measures exposure as the current fair value
plus potential future exposure, and applies credit mitigation
techniques, such as netting and collateralization.

The majority of the Bank’s derivatives transactions consist
of instruments that are widely used and well understood by
participants in the financial marketplace. The Bank also uses
and markets more complex derivatives, which are subject
to more rigorous control processes. The Bank’s derivatives
portfolio is composed primarily of short-term instruments
with high-quality counterparties. In excess of 89% of
the credit risk amount arising from the Bank’s derivative
transactions is with investment grade counterparties,
unchanged from last year.

RISK MEASUREMENT

The Bank uses a variety of techniques to measure and control
market risks assumed in its various activities. For each type
of activity, key risk measures have been identified, and limits
for these risk measures have been approved by the Board

of Directors. The Market Risk Management and Policy
Committee (MRMPC) approves limits based on these

and other measurement techniques.

Value at Risk

Value at Risk (VAR) is an estimation of the potential for loss
of value that could result from holding a position for a specified
period of time within a given level of statistical confidence.

In Sentry, the Bank’s Value at Risk system, VAR is calculated
daily for all significant trading portfolios at a 99% confidence
level, for one and 10-day holding periods, using historical
simulation based on 300 days of market data. The VAR analysis
is also used to evaluate risks arising in some of the Bank’s
funding and investment portfolios.

Stress testing

While VAR measures potential losses in normally active
markets, stress testing examines the impact that abnormally
large swings in market factors and periods of prolonged
inactivity have on trading portfolios. In addition to selected
daily stress tests, the Bank also subjects its portfolios to more
than 200 stress scenarios on a monthly basis.

Sensitivity analysis and simulation modelling
Sensitivity analysis assesses the effect of changes in interest
rates on current earnings and on the economic value of assets
and liabilities. It is applied on a global basis to the major
currencies within the Bank’s operations.

Simulation models enable the Bank to dynamically assess
interest rate risk. The models incorporate assumptions about
growth, mix of new business, changes in interest rates, shape of
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the yield curve, embedded product options, maturities and

other factors. Simulation modelling under various scenarios is
particularly important for managing risk in the deposit, funding
and investment products the Bank offers to its retail customers.

Gap analysis

The interest rate gap is a common measure of interest rate
sensitivity. A liability gap occurs when more liabilities than
assets are subject to rate changes during a given time period.
The Bank applies gap analysis in its retail and wholesale
banking operations.

Asset Liability Management

Scotiabank’s asset liability management (ALM)
program focuses on measuring, managing and
controlling interest rate, foreign exchange, equity
and liquidity risk arising in the Bank’s lending,
funding and investing activities.

The Liability Committee (LCO) is responsible for supervising
the ALM program. It meets weekly to review and evaluate
all-Bank interest rate and liquidity exposures, and to provide
strategic direction.

MANAGEMENT OF INTEREST RATE RISK

Interest rate risk arising from the Bank’s ALM activities is
controlled by limits based on sensitivity analysis. These limits
are approved by the Board. The Bank also uses gap limits

to control interest rate exposures in individual units. The
LCO evaluates interest rate risk exposure arising from the
Bank’s funding and investment activities at least weekly. This
supervisory role is supported by risk measurement processes
which include gap analysis, simulation modelling, sensitivity
analysis and VAR.

For most of 1999, the
Bank maintained a moderate
one-year liability gap in
both Canadian and foreign
currencies (where the
U.S. dollar is the largest
component). This was done 4
to take advantage of the
positively sloping yield curve,
which allowed longer-term 0 v \

Interest rate gap

$ billions, one-year liability gap

6 I\ VAN
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assets to be funded by
shorter-term liabilities,
thereby generating a wider
interest margin.

The chart at right
illustrates the trends in
the interest rate gap.

Based on the Bank’s interest rate positions at year end
1999, an immediate and sustained 100 basis point rise in
interest rates, across all currencies and maturities, would
lower net income after tax by approximately $51 million
over the next 12 months (versus $40 million in 1998), and
would reduce the present value of the Bank’s net assets by
approximately $433 million (versus $385 million for 1998).
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= fOreign currencies
(mainly US$)
= Canadian dollars

MANAGEMENT OF FOREIGN CURRENCY RISK
Foreign currency risk arising from the Bank’s investments in
foreign subsidiaries and foreign currency operations is subject
to Board-approved limits. The LCO reviews and manages
these exposures.



MANAGEMENT OF LIQUIDITY RISK

Liquidity risk arises from fluctuations in cash flows. Liquidity
management processes are designed to ensure that the Bank
can honour all of its financial commitments as they fall due.
The elements of this liquidity management strategy include
measuring and forecasting cash commitments, controlling
cash flow gaps, diversifying sources of funding, setting
prudent limits, ensuring immediate access to liquid assets
and maintaining a strong credit rating.

The Board of Directors annually approves limits on the
Bank’s global net cumulative liability cash flow gap and minimum
core liquid assets for key global currencies. The LCO evaluates
the Bank’s liquidity profile on a weekly basis.

Funding
The principal sources of funding are capital, core deposits
from retail and commercial clients, and wholesale deposits
raised in the interbank and commercial markets. Diversification
of funding is achieved by
applying a number of limits
and controls. Scotiabank’s
extensive domestic and
international branch network is
a great strength in diversifying
its funding, and in raising the
level of core deposits. Asset
securitization further enhances 60
funding diversification by
expanding the range of 30
funding sources.

The Bank benefits
considerably from its
substantial core funds, which
now represent half of total funding. In 1999, core funds
continued to grow, reaching $109 billion as at October 31, 1999.

Substantial core funds
$ billions, October 31
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Liquid assets
The Bank maintains large holdings of liquid assets which can
be used to sustain operations in the event of unexpected
disruptions. As at October 31, 1999, liquid assets were
$43.9 billion, equal to 20% of total assets. These assets
consisted of securities (61%) and cash and deposits (39%).
Holdings of defined highly liquid assets must meet a
prescribed minimum proportion of the net cash flow gap.
The Bank pledges a portion of its liquid assets to support
its participation in certain markets and activities. As at
October 31, 1999, total assets pledged were $23.7 billion.
Most of this amount is associated with the Bank’s securities
repurchase and borrowing activities.

All-Bank backtesting result
$ millions, November 1, 1998, to October 31, 1999
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Testing and contingency planning

The Bank conducts regular scenario testing to evaluate its
liquidity assumptions and its ability to sustain operations
under duress. Formal contingency plans covering all
aspects of the Bank’s operations, including liquidity, are
reviewed annually.

Year 2000

Evaluation and mitigation of liquidity risk formed an integral
part of Scotiabank’s Year 2000 preparations. Liquidity planning
for Year 2000 covered a broad range of activities. By modelling
various scenarios, the Bank tested assumptions relating to

its consolidated activities and operations. These processes
helped the Bank to develop broad-based formal contingency
plans to ensure that it could operate with minimal disruption.
The Bank also participated in regulatory and industry
planning exercises focusing on safeguarding the soundness
of, and access to, the financial system.

Trading Activities

Scotiabank’s policies, processes and controls for
trading activities are designed to ensure that risk
taking in its trading businesses is consistent with
the Bank’s risk tolerance and control standards.

Trading portfolios are managed with the intent to buy and
sell financial instruments over a short period of time, rather
than to hold positions for longer-term investment. Trading
activity is customer focused, but also includes a proprietary
component.

Senior trading management is actively involved in the
evaluation, management and supervision of the Bank’s risk
taking activities. Management'’s oversight is facilitated by
extensive limits and management information systems.

In addition to VAR and stress testing, explicit limits are
established by currency, instrument, position and term. All
limits and new products are approved by the Market Risk
Management and Policy Committee (MRMPC); limits are
reviewed at least annually.

Pricing and positioning for most trading activity is done
on a real-time basis, and portfolios are marked to market at
least daily. The back office and middle office independently
review and report on all aspects of trading activity, providing
daily reports of profit and loss, VAR, limit overruns and
compliance to appropriate departments and executive
management for evaluation.

The middle office also plays a key role in risk management
and measurement by conducting regular reviews of models

Low variability of net trading revenues
period ending October 31, 1999

median
$1.3 million

5th percentil
-$1.3 million

95th percentile
$4.2 million
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and valuations used by traders. It also develops or supervises
stress testing, sensitivity analysis and VAR calculations, and
reviews and participates in new product development.

MEASUREMENT AND CONTROL OF TRADING

ACTIVITIES

The Board of Directors annually approves the all-Bank
aggregate limit for the 10-day VAR and the all-Bank stress
test limit, and reviews the Bank’s VAR, stress testing and
backtesting results quarterly. The MRMPC reviews VAR and
stress test results monthly.

VAR limits are set by business line and in aggregate. Senior
management receives daily VAR reports by desk, site, business
line and legal entity. During fiscal 1999, the average 10-day
aggregate VAR for all major trading books was $26.1 million,
well within the Board-established limit.

“Backtesting” validates the VAR model by comparing the
VAR estimates to profit and loss (P&L). Management reviews
backtesting results on an ongoing basis, and the MRMPC
reviews the results quarterly. The chart on page 41 shows
that the actual P&L was within the VAR estimates during
1999, with no exceptions.

NET TRADING REVENUE

The moderate risk of the Bank’s trading portfolios is evidenced
by the low variability of daily trading revenues in 1999, shown
in the chart on page 41.

Operating Risk

Operating risk arises from several factors, such as inadequate
internal practices, policies, systems and controls, human
error, fraud or management failure.

The Bank ensures that adequate controls are in place to
minimize the potential that such risks would have a material
impact. These safeguards include:
= continuous identification, assessment and management
of operational risks faced by the Bank;

« trained and competent staff throughout the Bank, including
a knowledgeable and experienced management team
committed to risk management;

= appropriate infrastructure, information and technology
systems designed to ensure that proper and prudent controls
are in place;

» segregation of duties and delegation of authority; for
example, credit management, market risk management

and transaction processing are entirely independent of

the business units;

« timely and accurate provision of management information;
= a comprehensive business recovery planning process,
including business resumption plans for all key operations
areas, and extensive on- and off-site backup facilities to
ensure the availability of service delivery; and
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« regular audits by an independent Audit Department,
including comprehensive reviews of: the design and operation
of internal control systems in all business and support groups
(including risk management policies and procedures); new
products and systems to ensure that risks have been evaluated;
and the reliability and integrity of data processing operations.

Year 2000

The Year 2000 issue arose because many computerized
systems used two digits rather than four to identify a year.
Date-sensitive systems, if not modified or replaced, could
have incorrectly recognized a date using “00” as other than
the year 2000. This could have resulted in system failure or
miscalculations, causing disruption to operations, including a
temporary inability to process transactions or to engage in
normal business activities.

All mission-critical Bank systems and devices have been
modified and tested in integrated test environments and
verified as Year 2000 compliant. In addition, all critical
business partners confirmed they were compliant.
Contingency plans to deal with any failure of mission-critical
systems were updated and rigorously tested. Disaster, back-
up and recovery processes were also successfully tested.

The Bank’s success in minimizing the impact of the Year
2000 issue and ensuring a reliable transition also depended
on the readiness of external parties. These parties included
payment systems, financial exchanges, other financial
institutions, securities depositories, telecommunication
companies, government agencies, data processing companies
and networks in Canada and worldwide. Fully integrated
testing with key external parties was successfully completed
in 1999.

The ability and readiness of the Bank’s customers and
counterparties could affect credit risk. Any failure of
customers to fully address the Year 2000 issue could result in
increases in impaired loans and provisions for credit losses in
future years. At this time, it is not possible to estimate the
amount of such increases, if any, for specific customers.

As of early January 2000, all of the Bank’s worldwide
systems were functioning normally, including capital markets
and international locations.

The expected total cost to the Bank of implementing the
Year 2000 project was budgeted at $160 million. Of this,
$25 million has been capitalized, representing assets to be
depreciated over their estimated useful lives.



Capital Management

Scotiabank has always maintained a solid capital base
— and this was further strengthened in 1999.

Scotiabank’s solid capital base contributes to its undoubted
safety, supports its high credit rating and enables it to capitalize
on growth opportunities — while still allowing shareholders to
earn excellent returns.

As a critical resource, capital is actively managed by the
Bank. The capital management processes take into account
balance sheet and risk-adjusted assets, capital mix and costs,
investment plans and shareholder returns, while satisfying
the requirements of other constituents, including regulators,
rating agencies, financial markets and depositors.

The components of capital

Capital adequacy for Canadian banks is governed by the
requirements of the Office of the Superintendent of Financial
Institutions (OSFI). These requirements are consistent with
international standards set by the Bank for International
Settlements (BIS). Under these standards, bank regulatory
capital consists of two components — Tier 1 capital and

Tier 2 capital. Tier 1 capital consists primarily of common
shareholders’ equity and non-cumulative preferred shares.
Tier 2 capital consists mainly of subordinated debentures or
cumulative preferred shares and the general provision. While
both components provide important support for banking
operations — and protection for depositors — Tier 1 capital is
of particular importance to both markets and regulators.

In 1999, total regulatory capital increased by more than
$900 million to $16.9 billion. Growth in Tier 1 capital
accounted for 70% or $627 million of this increase, arising
from the substantially higher retained earnings generated by
the Bank’s solid net income performance. In fact, over the past
five years, more than $3.7 billion in capital has been internally
generated through additions to retained earnings.

Tier 2 capital grew by approximately $442 million or 8%
from last year, mainly due to a prudent increase in the general
provision. As well, $350 million of subordinated debt was issued
in 1999 to replace debentures which matured or were
redeemed during the year.

Capital ratios

Capital adequacy is measured by ratios that are calculated by
dividing the components of capital by risk-adjusted assets.
Successful capital management requires careful attention to
both parts of this calculation.

Scotiabank’s total capital ratio rose substantially to 11.9%
at October 31, 1999, an increase of 130 basis points from the
prior year. The Tier 1 ratio grew by 90 basis points to 8.1%.
Both ratios are well in excess of levels defined by OSFI as
“well-capitalized” (such ratios being 10% for total capital and
7% for Tier 1 capital).

Strengthening Tier 1
capital ratio...
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These stronger capital ratios resulted from both higher
capital levels, and from close attention to managing the
growth in risk-adjusted assets. During the year, several
securitizations were successfully completed, including
$4.0 billion in wholesale loans in the U.S., and $5.4 billion
in retail loan portfolios in Canada. As well, other actions to
reduce risk-adjusted assets were actively pursued.

OUTLOOK
The Bank’s capital ratios are expected to remain strong and
well in excess of regulatory requirements.
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SUPPLEMENTARY DATA®

Revenues

Table 1 Average balance sheet and interest margin

1999 1998

Taxable equivalent basis Average Average Average Average
For the financial years ($ billions) balance rate balance rate
Assets
Deposits with other banks $ 19.3 490% $ 19.1 5.28%
Securities 32.5 6.26 29.3 6.62
Reverse repos 13.9 4.91 11.4 5.05
Loans:

Residential mortgages 46.1 6.72 43.4 6.90

Personal and credit cards 18.1 9.33 18.9 9.38

Business and governments 68.3 7.59 63.0 7.82

Subtotal 132.5 7.53 125.3 7.74
Total earning assets 198.2 6.88 185.1 7.14
Customers’ liability under acceptances 10.1 - 8.4 -
Other assets 20.7 - 20.5 -
Total assets $ 229.0 5.95% $ 214.0 6.18%
Liabilities
Deposits:

Personal $ 63.9 436% $ 61.0 4.28%

Business and governments 67.6 4.64 63.1 5.01

Banks 27.9 4.88 27.4 5.59

Subtotal 159.4 4.57 151.5 4.82
Subordinated debentures 5.3 5.90 5.6 6.34
Obligations related to assets sold under repurchase agreements 17.2 4.91 14.0 4.87
Other interest-bearing liabilities 8.2 4.34 7.7 4.87
Total interest-bearing liabilities 190.1 4.63 178.8 4.87
Other liabilities including acceptances 27.7 - 25.2 -
Shareholders’ equity 11.2 - 10.0 -
Total liabilities and equity $ 229.0 3.84% $ 214.0 4.07%
Net interest margin 2.11% 2.11%

Table 2 Volume/rate analysis of changes in net interest income

Taxable equivalent basis
For the financial years ($ millions)

1999 versus 1998
Increase (decrease) due to change in:

1998 versus 1997

Increase (decrease) due to change in:

Average Net Average Average Net
volume change volume rate change
Net interest income
Assets $ 897 $ 414 $ 2,057 $ 572 $ 2,629
Liabilities (579) (85) (1,315) (628) (1,943)
Total $ 318 $ 329 $ 742 $ (56) $ 686

(1) Certain comparative amounts in this report have been reclassified to conform with current year presentation.
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Table 3 Other income

1999
versus
For the financial years ($ millions) 1999 1998 1997 1996 1995 1998
Deposit and payment services
Deposit services $ 402 $ 372 $ 317 $ 289 $ 262 8%
Card revenues 133 184 153 145 125 (28)
Other payment services 67 63 61 65 60 6
Subtotal 602 619 531 499 447 3)
Investment management and trust
Mutual funds 115 117 82 51 39 (1)
Investment management and custody 97 86 72 80 75 11
Personal and corporate trust 119 107 96 99 93 12
Subtotal 331 310 250 230 207 7
Credit fees
Commitment/other credit fees 438 397 329 272 239 10
Acceptance fees 105 75 66 61 50 39
Subtotal 543 472 395 333 289 15
Investment banking
Underwriting fees and
brokerage commissions 541 573 597 422 267 (5)
Trading revenue 291 100 141 170 78 100+
Foreign exchange other than trading 147 125 109 97 86 17
Subtotal 979 798 847 689 431 23
Net gain (loss) on investment securities 343 322 366® 129 (107) 6
Securitization revenues 155 38 - - - 100+
Other 230 274 150 128 126 (16)
Total of above 3,183 2,833 2,539 2,008 1,393 12
Gains on sale of businesses - 25 144® - 105 (100)
Total other income $ 3,183 $ 2,858 $ 2,683 $ 2,008 $ 1,498 11%
Percentage increase over previous year 11% 7% 34% 34% (M%
(1) Gain on the sale of Montrusco Associates Inc. of $37 million was included in gains on sale of businesses, whereas in the
Consolidated Statement of Income, it was reported in net gain (loss) on investment securities.
Table 4 Assets under administration and management
As at September 30 ($ billions) 1999 1998 1997 1996 1995
Assets under administration
Institutional trust and custodial services $ 45.8 $ 377 $ 35.2 $ 160.6 $ 148.3
Personal trust and custodial services 82.9 69.1 66.2 34.4 30.0
Retail mutual funds 8.8 8.0 7.9 4.7 3.3
Serviced mortgages 3.9 2.6 3.1 1.4 1.7
Total $ 141.4 $ 1174 $112.4 $201.1 $ 183.3
Assets under management
Institutional $ 16 $ 20 $ 20 $ 6.6 $ 6.0
Personal 7.5 6.8 7.1 2.4 2.3
Retail mutual funds 7.1 4.7 5.0 4.7 3.3
Total $ 16.2 $ 135 $ 141 $ 137 $ 116
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Table 5 Trading revenue

Taxable equivalent basis

For the financial years ($ millions) 1999 1998 1997 1996
Reported in other income
Securities trading $ 67 $ (48) $ 52 $ 98
Foreign exchange and precious metals trading 150 77 45 67
Derivative products trading 74 71 44 5
Subtotal 291 100 141 170
Reported in net interest income 85 58 48 48
Total trading revenue $ 376 $ 158 $ 189 $ 218
% of total revenues (net interest income plus other income) 4.7% 2.1% 2.9% 4.0%
Table 6 Non-interest expenses
1999
Versus
For the financial years ($ millions) 1999 1998 1997 1996 1995 1998
Salaries $ 2,297 $ 2,193 $1,973 $ 1,702 $ 1,438 5%
Benefits 330 308 229 208 214 7
Premises and technology
Occupancy costs 425 404 334 307 275 5
Technology 328 329 259 195 172 -
Depreciation 254 225 185 162 141 13
Subtotal 1,007 958 778 664 588 5
Other
Communications and marketing 407 366 320 272 265 11
Capital and business taxes, and
deposit insurance premiums 206 238 192 174 157 (13)
Miscellaneous 529 383 291 217 182 38
Subtotal 1,142 987 803 663 604 16
Total of above 4,776 4,446 3,783 3,237 2,844 7
Restructuring provision — acquisitions (20) - 250 (20) - n/a
Writeoff of goodwill - - 26 - - n/a
Total non-interest expenses $ 4,756 $ 4,446 $ 4,059 $ 3,217 $ 2,844 7%
Productivity ratio 59.3% 60.4% 62.4% 58.8% 59.9%
Table 7 Direct and indirect taxes
1999 Five-year
versus  compound
For the financial years ($ millions) 1999 1998 1997 1996 1995 1998 growth
Income taxes
Provision for income taxes $ 867 $ 762 $ 758 $ 665 $ 371 14% 17%
Taxable equivalent adjustment 163 129 103 105 72 26 23
Taxable equivalent provision 1,030 891 861 770 443 15 18
Indirect taxes
Payroll taxes 143 133 107 98 94 8 11
Property taxes 61 55 33 34 36 12 10
Capital taxes 91 97 81 68 60 (5) 13
Business taxes 46 43 36 37 34 7 7
Goods and services tax (GST) 52 54 48 38 40 3) 10
Deposit insurance premiums 69 98 75 69 63 (30) 9
Total indirect taxes 462 480 380 344 327 (4) 10
Total taxes $ 1,4920 $ 1,371® $ 1,241® $ 1,114 $ 770 9% 15%

(1) Amount comprises $1,017 million of Canadian taxes (1998 — $940 million; 1997 — $949 million) and $475 million of foreign taxes
(1998 - $431 million; 1997 — $292 million).
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Credit Risk

Table 8 Geographic distribution of earning assets

1999
% of
earning
As at September 30 ($ billions) Balance assets 1998 1997 1996 1995
North America
Canada $122.7 59.4% $ 119.2 $111.9 $ 927 $ 827
United States 38.9 18.8 38.9 28.2 22.5 23.9
Subtotal 161.6 78.2 158.1 140.1 115.2 106.6
Europe
United Kingdom 8.1 3.9 8.8 6.5 5.4 3.9
France 1.7 0.8 24 2.2 2.0 1.6
Germany 2.4 1.2 2.3 1.6 2.2 1.3
Other 6.4 3.1 7.6 5.5 4.9 4.1
Subtotal 18.6 9.0 21.1 15.8 145 10.9
Asia
Japan 1.3 0.6 2.6 4.6 4.2 4.5
Hong Kong 1.6 0.8 1.7 1.4 11 0.8
South Korea 1.4 0.7 1.2 0.9 0.7 0.5
Other 3.5 1.7 3.9 3.8 3.4 2.4
Subtotal 7.8 3.8 9.4 10.7 9.4 8.2
Caribbean
Jamaica 2.7 1.3 2.4 1.8 14 11
Puerto Rico 2.0 1.0 2.0 15 15 14
Bahamas 1.4 0.7 1.3 0.9 0.8 0.6
Trinidad & Tobago 1.3 0.6 1.2 0.8 0.7 0.6
Other 4.2 2.0 4.0 3.0 25 2.2
Subtotal 11.6 5.6 10.9 8.0 6.9 5.9
Latin America
Argentina 3.3 1.6 3.4 0.4 0.2 0.3
Mexico 1.2 0.6 1.4 1.0 1.2 1.1
Other 3.2 1.5 3.3 1.6 1.2 13
Subtotal 7.7 3.7 8.1 3.0 2.6 2.7
Middle East and Africa 0.6 0.3 0.6 0.2 0.2 0.4
General provision (1.3)® (0.6) (0.6) (0.5 (0.3) (0.3)
Total $ 206.6 100.0% $ 207.6 $177.3 $ 148.5 $134.4

(1) As at October 31, 1999

Table 9 Cross-border exposure to select geographic areas®

Investment in

Interbank Government subsidiaries 1999 1998
As at October 31 ($ millions) Loans deposits Trade securities and affiliates Other Total Total
Asia
Thailand $ 170 $ - $ 8 $ - $ - $ 1 $ 179 $ 300
Indonesia 186 - - - - - 186 202
Malaysia 618 - 9 - 90 - 717 512
The Philippines 176 - 46 111 88 - 421 476
1,150 - 63 111 178 1 1,503 1,490
South Korea 760 - 718 156 - - 1,634 1,257
Hong Kong 269 - 30 - - 7 306 455
Other® 298 17 92 - - 26 433 627
Subtotal 2,477 17 903 267 178 34 3,876 3,829
Latin America
Mexico 265 - 171 827 46 7 1,316 1,531
Brazil 174 - 432 546 - 2 1,154 1,366
Argentina 259 - 150 197 288 - 894 1,060
Venezuela 26 - 3 235 130 - 394 476
Chile 257 - 25 - 49 - 331 382
Other® 549 12 102 156 90 13 922 870
Subtotal 1,530 12 883 1,961 603 22 5,011 5,685
Central and Eastern Europe 4 - - 5 - 3 12 22
Total $ 4,011 $ 29 $ 1,786 $ 2,233 $ 781 $ 59 $ 8,899