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Scotiabank

FIRST QUARTER 2005 REPORT TO SHAREHOLDERS

Scotiabank reports record results

First quarter highlights compared to the same period a year ago:

— Net income of $788 million, an increase of 15% from $688 million

— Earnings per share (diluted) of $0.77, up 15% from $0.67

— Return on equity of 21.0%, versus 19.4%

— Tier 1 capital ratio of 11.2%, up from 10.9%

Toronto, March 1, 2005 —
Scotiabank reported record net
income of $788 million in the first
quarter of 2005, an increase of
$100 million or 15% over the same
period last year. Earnings per
share (diluted) were $0.77, up
$0.10 per share or 15% from the
first quarter of 2004. Return on
equity was very strong at 21.0%.

“Our strategy of diversifying
across business platforms and
geography has once again
generated record results with solid
contributions from all three
business lines,” said Rick Waugh,
President and CEO.

“The Bank benefited from
increases in trading and
investment banking revenue in

Scotia Capital, continued strong

performance in International
Banking, particularly in our
Caribbean and Mexican opera-
tions, and solid contributions from
a wide variety of product lines in
the Domestic Bank.

“Good credit quality in all
business lines also contributed to
the record bottom line.

“Scotiabank’s capital position
remains strong. With a Tier 1
capital ratio of 11.2%, the Bank
continues to have the flexibility to
consider a broad range of options

for future growth and to continue

to increase returns to shareholders.

“Overall, we remain optimistic
about 2005 and are confident
that we can achieve our key

performance targets.”

Year-to-date
performance versus

our 2005 targets
was as follows:

1. TARGET: Earn a return on equity
(ROE) of 17 t0 20%. In the first
quarter, Scotiabank earned an
ROE of 21.0%.

2. TARGET: Generate growth in
earnings per common share of
5to 10% per year. Our year-
over-year growth in earnings per
share was 15%.

3. TARGET: Maintain a productivity
ratio of less than 58%.
Scotiabank’s performance was
55.7%.

4. TARGET: Maintain strong capital
ratios. At 11.2%, Scotiabank’s
Tier 1 capital ratio remains
among the highest of the
Canadian banks and strong by
international standards.

Live audio Web broadcast of the Bank’s analysts’ conference call. See page 23 for details.
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> FINANCIAL HIGHLIGHTS

As at and for the three months ended

January 31 October 31 January 31

(Unaudited) 2005 2004 2004
Operating results ($ millions)
Net interest income® (TEB®) 1,503 1,461 1,496
Total revenue® (TEB®) 2,614 2,457 2,636
Provision for credit losses 74 40 170
Non-interest expenses 1,457 1,461 1,406
Provision for income taxes® (TEB®) 278 238 249
Net income™ 788 705 688
Net income available to common shareholders 784 701 684
Operating performance
Basic earnings per share® ($) 0.78 0.70 0.68
Diluted earnings per share® ($) 0.77 0.69 0.67
Return on equity (%) 21.0 18.8 19.4
Productivity ratio® (%) (TEB®) 55.7 59.4 55.4
Net interest margin on total average assets™ (%) (TEB®) 2.00 2.06 2.11
Balance sheet information (§ millions)
Cash and securities 89,118 75,928 81,578
Loans and acceptances 188,617 178,854 175,680
Total assets 300,547 279,212 281,451
Deposits 206,866 195,196 191,800
Preferred shares™ 300 300 300
Common shareholders’ equity 14,918 14,685 14,209
Assets under administration 158,030 156,800 167,714
Assets under management 22,591 21,225 20,497
Capital measures
Tier 1 capital ratio (%) 11.2 115 10.9
Total capital ratio (%) 13.5 13.9 13.4
Tangible common equity to risk-weighted assets® (%) 9.5 9.7 9.2
Risk-weighted assets ($ mzllions) 155,498 150,549 153,479
Credit quality
Net impaired loans after specific allowance® ($ millions) 762 879 1,487
General allowance for credit losses ($§ millions) 1,375 1,375 1,475
Net impaired loans as a % of loans and acceptances® 0.40 0.49 0.85
Specific provision for credit losses as a % of average loans and acceptances 0.16 0.20 0.38
Common share information
Share price® ($)

High 41.35 40.00 34.24

Low 36.41 35.28 31.08

Close 39.50 39.60 33.75
Shares outstanding® (millions)

Average (basic) 1,006 1,008 1,011

Average (diluted) 1,021 1,024 1,027

End of period 998 1,009 1,011®
Dividends per share® ($) 0.32 0.30 0.25
Dividend yield (%) 3.3 3.2 3.1
Dividend payout ratio™ (%) 41.1 43.1 37.0
Market capitalization (§ millions) 39,425 39,937 34,126
Book value per common share® ($) 14.95 14.56 14.05
Market value to book value multiple 2.6 2.7 2.4
Price to earnings multiple (trailing 4 quarters) 13.3 13.8 135
Other information
Employees 43,930 43,928 44,304
Branches and offices 1,871 1,871 1,875

Certain comparative amounts in this quarterly report have been reclassified to conform with current period presentation.

(1) Amounts have been retroactively restated as required by a new accounting pronouncement on liabilities and equity (refer to Note 1 on page 19).
(2) The adjustment that changes GAAP measures to taxable equivalent basis (TEB) measures is discussed, in footnotes (2) and (3) on page 12.

(3) Amounts have been retroactively adjusted to reflect the stock dividend paid April 28, 2004, of one common share for each issued and outstanding
common share. The stock dividend had the same effect as a two-for-one stock split.

(4) Represents common shareholders’ equity and non-controlling interest in the common equity of operating subsidiaries, less goodwill and intangible
assels, as a percentage of risk-weighlted assets.

(5) Net impaired loans are vmpaired loans less the specific allowance for credit losses.
(6) Includes 1.4 million shares held by the Bank’s broker-dealer subsidiary.
(7) Represents common dividends for the period as a percentage of the net income available to common shareholders for the period.
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> MESSAGE TO STAKEHOLDERS

Strategies for success

Although we expect to face many challenges in 2005 — earning through the negative effects of foreign
currency translation, margin compression and slower lending growth — we remain confident that we
will achieve our goals for 2005, as well as our longer-term objective: to be the best Canadian-based
international financial services company. We have three strong platforms for growth, a very solid capital
position, and a great team of people dedicated to helping our customers become financially better off.

Build our customer base
Across the Scotiabank Group, we will build our customer base by cultivating deeper, more profitable
relationships with our current customers and by acquiring new customers. A key priority will be to
maintain the leadership position in customer satisfaction that we enjoy in many of our major markets.
Domestically, we will focus on current customers with high growth potential, and refer them to other
partners within the Scotiabank Group, when appropriate. We will also use our branch network, indirect
channels and an aggressive new marketing program to acquire new customers. Internationally, we will
continue to offer a broad range of products and services, such as mortgages and auto loans in Mexico and
insurance and wealth management in the Caribbean. And in Scotia Capital, we will deepen our relation-
ships with core clients through increased cross-sell of products and services.

Lever core strengths
We will gain efficiencies across the Scotiabank Group by levering our core strengths and expertise. We
will take best practices developed in Canada, adjust them for local markets and demographics, and roll
them out internationally — as we are doing with the Sales & Service program in the Caribbean, and Shared
Services in Latin America. By doing so, we can focus our resources more effectively and allocate signifi-
cantly more time in our branches to sales and customer service activities.

We are also working to leverage Scotia Capital’s capabilities in Canada and the U.S. with Scotiabank
Inverlat’s in Mexico, with the goal of offering our clients a truly integrated North American wholesale
banking platform.

Optimize use of capital
Finally, we will make optimal use of our very strong capital base, deploying it in a way to support organic
growth and to make acquisitions.

We are always looking for ways to bolster our multinational operations through disciplined acquisitions,
particularly in Mexico, the Caribbean, Central America and Asia. We will also assess a range of opportu-
nities in Domestic Banking and Scotia Capital.

While pursuing these strategies, we will continue to maintain our focus on people — our employees and
the communities we serve, as well as our shareholders and customers. We are committed to being a
leader in corporate social responsibility, which encompasses the way we interact with our stakeholders to
meet our social, economic, environmental and ethical responsibilities.

We believe we have the right strategies in place to maintain our long record of success, and the right
people to execute them. We look forward to continued strong results that will benefit all of our major
stakeholders in 2005.

= Wl

Rick Waugh
President and Chief Executive Officer
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> ACHIEVEMENTS

Domestic Banking

e Scotiabank won two prestigious Echo awards from the
U.S.-based Direct Marketing Association, leading all
Canadian companies. The awards, which recognize the
best examples of results-based direct marketing, are
the largest such competition in the world, based on
number of entries submitted.

e Scotiabank launched the High-Ratio Scotia Total
Equity® Plan for insured mortgages. This major
enhancement to our market-leading program allows
customers to borrow up to 90% of the value of their
home, while taking advantage of revolving credit.

e The Bank made significant enhancements to its public
website and online banking environments. For
example, the navigation structure, visual display and
content were improved for a better user experience.
Furthermore, online banking customers may now
receive, view and pay more than 200 bills online
through a new e-post service.

International Banking

e Scotiabank successfully completed a public offer to
acquire Banco de Comercio (Banco) in El Salvador,
subject to regulatory approvals. After merging Banco
with our existing operations, Scotiabank will be the
majority shareholder of El Salvador’s fourth-largest

bank, with 67 branches, nearly US $1.6 billion in assets,

2,000 employees, and consolidated market share of
more than 17%.

e In the Caribbean and Central America (CCA), we
continue to invest in our delivery network. Internet
banking has been launched in eight countries in the
region. In addition, telephone banking handled
400,000 customer calls in CCA in the first quarter,
with active customers up 11% year over year.

¢ [n Asia Pacific, the Bank was approved as a Foreign
Institutional Investor by regulators in India, permitting
us to invest in local currency Indian securities. In
addition, our Shanghai Representative Office
commenced operations in November. With an office in
the financial hub of China, Scotiabank is well
positioned to harness China’s economic growth and
explore business opportunities for our local branches.
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Scotia Capital

e Scotia Capital acted as a senior co-manager in deals
that raised US $2.25 billion for Rogers Cable Inc. and
Rogers Wireless Inc., in both the Canadian and U.S.
debt markets, in connection with their Microcell
Telecommunications Inc. and AT&T Wireless Services
Inc. share acquisitions. We also assisted both
companies in hedging their interest rate and
currency risks, and acted as the exclusive financial
advisor to Rogers Communications Inc. on its $840
million acquisition of the outstanding public minority
interest in Rogers Wireless Inc.

e We acted as exclusive financial advisor to West Fraser
Timber Co. Ltd. for its $1.2 billion acquisition of
Weldwood of Canada Limited. Scotia Capital was also
co-lead underwriter and the sole bookrunner in the
$275 million subscription receipt offering and the
$150 million debenture offering, and the co-lead
arranger on $1.35 billion in credit facilities associated
with the transaction.

e As part of the first Canadian dollar foreign property
placement transaction done in Canada, Scotia Capital
led two debt issues for Bear Stearns & Co. Inc., totaling
$600 million. We were also selected as the sole cross-
currency swap provider, hedging the debt issues for
the client.

Employees and Human Resources

e The Scotiabank Group was named one of the 50 Best
Employers in Canada in The Globe and Mail Report
on Business Magazine’s annual employment survey.
This is the first time Scotiabank has received this
external recognition, which is seen as a barometer of
“employer of choice” practices. Scotiabank Jamaica
was also recognized as one of the top 20 employers in
Jamaica in a survey conducted by the University of the
West Indies and the Jamaica Employers Federation.
And Scotiabank Inverlat was again named as one of the
top 50 places to work in Mexico.

Community involvement

e Scotiabank provided a donation of $125,000 over two
years to the Pia Bouman School for Ballet and Creative
Movement, located in the Toronto community of
Parkdale. The school provides training to any child or
young adult who wants to learn to dance by providing
full or partial funding through a bursary program, and
is moving to a new location within Parkdale to accom-
modate rising enrollment. Our support will enable the
school to continue delivering excellence in dance
training while building confident young adults.
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> MANAGEMENT'S DISCUSSION & ANALYSIS

Group Financial Performance and
Financial Condition

The Bank’s first quarter results were very strong, with a
15% increase in net income over the same quarter last
year, notwithstanding the continued negative effect of
foreign currency translation. All of the Bank’s business
lines performed well.

The presentation of current and prior period results has
been affected by new Canadian accounting pronounce-
ments relating to variable interest entities (VIEs) and the
distinction between equity and liability instruments. While
certain income and balance sheet categories were
restated, net income available to common shareholders
and earnings per share were not impacted by these
changes. Please refer to Note 1 of the interim consolidated
financial statements on page 19 for further details.

Total revenue

Total revenue, on a taxable equivalent basis, of $2,614
million this quarter was up $78 million or 3% from the
same quarter last year, and $157 million or 6% above last
quarter. Excluding the effect of foreign currency trans-
lation, revenue would have increased 6% from last year.
Along with strong trading revenues, there was notable
year-over-year growth in underwriting fees, retail
brokerage, and deposit and payment services.

Net interest income

Net interest income, on a taxable equivalent basis, of
$1,503 million was up slightly from $1,496 million in the
same quarter last year, and 3% above the prior quarter.

Canadian currency net interest income declined by
$12 million compared to last year, and $7 million from the
preceding quarter. The year-over-year decline was due
primarily to changes in fair values of non-trading deriv-
ative instruments that do not qualify as accounting
hedges. However, this was more than offset by a corre-
sponding positive amount in foreign currency net interest
income. As well, the benefit of strong retail lending growth
in Canada was partly offset by a compression in the
margin.

Foreign currency net interest income rose by $19
million from last year and $49 million from last quarter,
notwithstanding the negative effect of foreign currency
translation. On a year-over-year basis, in addition to the
fair value gains recorded on non-trading derivatives that
do not qualify as accounting hedges, there was higher
interest profit from good growth in retail and commercial
loans in the Caribbean and Mexico. This was partially
mitigated by the negative effect of foreign currency trans-
lation and lower interest income from the Bank’s U.S.
lending operations.

Total interest margin in the quarter was 2.00%,
compared to 2.11% last year and 2.06% in the preceding
quarter.

Other income

Other income was $1,111 million this quarter, an increase
of $71 million or 7% over the same period last year, and a
substantial $115 million or 12% above last quarter.

On a year-over-year basis, revenues rose in several
areas, underpinned by a record trading performance.
Very good results were achieved in derivatives, foreign
exchange, precious metals and securities trading. Also
contributing was a strong performance in underwriting
revenues, increased retail brokerage fees, in line with
stronger equity markets during the quarter, and higher
deposit and payment services. This growth was partially
offset by lower securitization revenues and a decline in
credit fees. This quarter’s other income was also negatively
impacted by losses arising from the Bank’s interest in a
business, previously acquired through a loan restructuring
that, under new accounting rules, is now consolidated.
Previously, this interest was accounted for as an impaired
loan.

The quarter-over-quarter growth in other income
was attributable to increases in the same categories
noted above.

Provision for credit losses

Credit quality continued to be good. Total provisions for
credit losses were $74 million for the quarter, an
improvement of $96 million from last year, but an increase
of $34 million from last quarter. The prior quarter amount
included a reduction in the general allowance of $50
million. Further discussion on credit risk is provided on
page 6.

Non-interest expenses and productivity

This quarter’s non-interest expenses of $1,457 million
were $51 million or 4% higher than the same quarter last
year, but flat compared to last quarter. Excluding the
impact of foreign currency translation, the increase over
last year would have been 6%.

The growth in expenses year over year was due
primarily to higher remuneration expenses, with the
largest component being performance-driven compen-
sation related to the strong trading and investment
banking results this quarter. The Bank’s salary expense
remained well contained, with a decline year over year,
due to a reduction in the number of staff and to foreign
currency translation. As well, stock-based compensation
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> MANAGEMENT'S DISCUSSION & ANALYSIS
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expense was lower compared to last year, due mainly to a
smaller movement in the Bank’s share price this quarter.

Also contributing to the year-over-year growth in
expenses were higher professional fees and smaller
increases in the other expense categories.

Compared to the preceding quarter, the largest increase
in expenses was in performance-based compensation, in
line with the higher revenues. Most other expense
categories fell quarter over quarter.

The Bank’s measure of its efficiency, the productivity
ratio, was 55.7%, relatively unchanged from the same
quarter last year, but an improvement from 59.4% last
quarter.

Taxes

The effective tax rate for this quarter, at 20.1%, was
relatively unchanged from 20.3% for the comparative
period last year, but increased from 18.6% last quarter.

Non-controlling interest

The deduction for non-controlling interest in net income
of subsidiaries was $17 million this quarter, $6 million
lower than the comparative quarter last year, but $4
million higher than the prior quarter. The decline from the
first quarter of last year was due to the reduction in
minority interest in Inverlat, as well as lower underlying
income in subsidiaries.

Risk management

The Bank’s risk management policies and practices are
unchanged from those outlined on pages 54 to 63 of the
2004 Annual Report.

Credit risk

The total provision for credit losses was $74 million this
quarter, a substantial improvement from $170 million in
the same period a year ago. This year-over-year decline
was due largely to continued improvement in Scotia
Capital’s portfolios. Total provisions were higher than the
previous quarter, due entirely to a $50 million reduction in
the general allowance for credit losses last quarter.
Specific provisions were $16 million lower on a quarter-
over-quarter basis.

Credit quality in the domestic retail portfolios remained
relatively stable, with low credit losses and delinquency
ratios. Provision for credit losses in the domestic
commercial portfolio declined from both the same quarter
last year and the prior quarter.

Credit losses this quarter in international operations
were comparable to the same period last year, but signifi-
cantly lower than the previous quarter. The quarter-over-
quarter decline was due in large part to the higher level of
hurricane-related provisions that had been recorded in the
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Caribbean region in the previous quarter.

In Scotia Capital, there was a $9 million net recovery,
which was a significant improvement from the $71 million
credit loss experienced in the same period last year, but
less than the $25 million recovery in the prior quarter, due
mainly to lower recoveries in Canada. The year-over-year
improvement resulted from lower levels of new provisions
and reversals of previously established provisions, as all
Scotia Capital portfolios continued to benefit from better
credit conditions.

Total net impaired loans, after deducting the specific
allowance for credit losses, were $762 million as at January
31, 2005, a substantial improvement of $725 million over
the same period a year ago, and $117 million below the
preceding quarter. After deducting both the specific and
general allowance for credit losses, net impaired loans
were negative $613 million as at January 31, 2005, well
below the levels in both the same period last year and last
quarter. The reduction in net impaired loans this quarter
included $39 million relating to a change in a Canadian
Institute of Chartered Accountants’ standard. This
resulted in a previously impaired loan being consolidated
and reported in other assets in the Bank’s Consolidated
Balance Sheet.

Overall, if the recent trends in improved credit quality
continue, specific provisions for credit losses should be
below last year’s level and there will likely be a reduction
in the general allowance for credit losses in 2005.

Market risk

Value at Risk (VaR) is a key measure of market risk in the
Bank’s trading activities. In the first quarter, the average
one-day VaR decreased to $8.4 million, compared to
$10.3 million in the same quarter last year. However, the
one-day VaR increased from $6.7 million in the previous
quarter, mainly in the foreign exchange category. Overall,
VaR remained within the Bank’s historical range.

Average for the three months ended

Risk factor Jan. 31 Oct. 31 Jan. 31
($ millions) 2005 2004 2004
Interest rate $ 4.8 $ 5.8 $ 8.8
Equities 4.1 3.8 5.4
Foreign exchange 5.4 1.9 14
Commodities 0.6 0.7 1.0
Diversification (6.5) (5.5) (6.3)
All-Bank VaR 84 6.7 10.3

There was only one loss day in the quarter, compared to
three loss days in the previous quarter. The loss was well
within the range predicted by VaR.



With respect to interest rate risk in the Bank’s non-
trading portfolio, the one-year cumulative gap was
$4.4 billion asset sensitive as at January 31, 2005,
compared to a $3.1 billion asset sensitive gap as at
October 31, 2004. Based on the Bank’s positions, an
immediate and sustained 100 basis point rise in interest
rates across all currencies and maturities, would increase
net income after tax by approximately $67 million over the
next 12 months ($65 million as at October 31, 2004).

Liquidity risk

The Bank maintains large holdings of liquid assets to
support its operations. These assets can be sold or
pledged to meet the Bank’s obligations. As at January 31,
2005, liquid assets were $76 billion (October 31, 2004 —
$69 billion), equal to 256% of total assets, similar to the
previous quarter. These assets consist of securities, 74%
(October 31, 2004 — 75%), and cash and deposits with
banks, 26% (October 31, 2004 — 25% ).

In the course of the Bank’s day-to-day activities,
securities and other assets are pledged to secure an
obligation, participate in clearing or settlement systems, or
operate in a foreign jurisdiction. Securities may also be
sold under repurchase agreements. As at January 31,
2005, total assets pledged or sold under repurchase agree-
ments were $41 billion (October 31, 2004 — $33 billion).
The quarter-over-quarter increase was attributable
primarily to a higher level of securities sold under
repurchase agreements.

Related party transactions

The Bank’s procedures and policies for related party
transactions are unchanged from those outlined on pages
67 and 108 of the 2004 Annual Report. All transactions
with related parties continued to be at market terms and
conditions.

Balance sheet

At January 31, 2005, the Bank’s total assets were $301
billion, an increase of $21 billion or 8% from October 31,
2004, and up $19 billion or 7% from a year ago.

The change in Canadian accounting standards for VIEs
resulted in an $8 billion increase in assets this quarter,
related to the consolidation of three multi-seller
commercial paper conduits. Excluding the effects of this
accounting change and the foreign currency translation
impact of $3 billion, the underlying growth in assets was
$10 billion from October 31, 2004. There was growth in
retail lending, with residential mortgages up $1 billion, and
other personal loans and credit cards also rising by
$1 billion. Additionally, securities increased $5 billion,
largely in Scotia Capital and Scotiabank Inverlat.

The Bank’s investment securities had a surplus of
market value over book value of $1,174 million at January
31, 2005, up $126 million from the prior quarter, due
mainly to higher equity values. Included in the surplus was
a gain of $241 million related to the Bank’s investment
holding in Shinsei Bank of Japan. In February 2005, the
Bank sold a portion of its investment through a secondary
sale and realized a pre-tax gain of approximately $110
million, which will be recorded in the second quarter.

The growth in assets from January 31, 2004, was largely
driven by significant gains in retail lending of $12 billion,
along with increases in trading securities and the effect of
the above-mentioned accounting change.

The Bank’s total liabilities at January 31, 2005, were
$285 billion, compared to $264 billion as at October 31,
2004.

The change in the accounting standards related to VIEs
also resulted in the reclassification of $1.5 billion of
Scotiabank Trust Securities to deposits, due to the decon-
solidation of one of the Bank’s innovative Tier 1 capital
instruments. Excluding the impact of this accounting
change and the foreign currency translation of $2 billion,
deposits grew by $8 billion. This growth was primarily in
business and government deposits and bank deposits to
fund the asset growth. Included in other liabilities was $8
billion related to the financing liabilities of the multi-seller
commercial paper conduits.

Capital management

The Bank’s capital position continued to be very strong.
The Tier 1 ratio was 11.2% at January 31, 2005, compared
to 10.9% in the first quarter last year and 11.5% last
quarter. Quarter over quarter, the positive effect of the
strong growth in retained earnings was more than offset
by higher risk-weighted assets and the impact of common
share buybacks under the Bank’s normal course issuer bid.

The tangible common equity (TCE) ratio, which repre-
sents common equity less intangibles as a percentage of
risk-weighted assets, continued to be the strongest of the
major Canadian banks. This ratio was 9.5% at January 31,
2005, versus 9.2% in the first quarter last year and 9.7%
last quarter.

The Bank’s capital ratios were unaffected by the new
accounting pronouncements relating to VIEs and the
distinction between equity and liability instruments, as the
Bank’s innovative Tier 1 capital instruments remain
eligible as Tier 1 capital for regulatory capital reporting
purposes. As well, the assets consolidated under the new
VIE pronouncement did not impact the regulatory ratios,
as these assets are currently excluded from risk-weighted
assets.
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> MANAGEMENT'S DISCUSSION & ANALYSIS

Financial instruments

Financial instruments are central to the business of the
Bank and, as such, the Bank’s balance sheet is comprised
substantially of financial instruments. There are various
measures that reflect the level of risk associated with the
Bank’s portfolio of financial instruments. Further
discussion on some of these risk measures is included in
the Risk Management section above.

The basis of calculating fair values was unchanged
from October 31, 2004. There were no significant changes
in the fair value of financial instruments that arose from
factors other than normal economic, industry and market
conditions.

Total derivative notional amounts at January 31, 2005,
were $991 billion, compared to $977 billion at October 31,
2004. As well, the percentage of those derivatives held for
trading and those held for non-trading purposes was
generally unchanged.

Off-balance sheet arrangements

In the normal course of business, the Bank has
contractual arrangements that may not require consoli-
dation in the Bank’s balance sheet. These arrangements
are primarily in three categories: VIEs, securitizations,
and guarantees and loan commitments. The Bank does
not have any material contractual obligations that are
outside of the ordinary course of business.

Due to revised Canadian accounting pronouncements
effective November 1, 2004, certain VIEs were consoli-
dated, while others were deconsolidated. The net effect
of this change resulted in additional assets being consoli-
dated, relating primarily to asset-backed commercial
paper conduits. This had no impact on net income and
earnings per share. The Bank continues to monitor
evolving accounting guidance and evaluate restructuring
alternatives that may result in a change in the accounting
treatment in future quarters.

VIEs that were deconsolidated this quarter related to
the Bank’s innovative Tier 1 capital instruments. This
change also did not impact net income or earnings
per share.

There were no new significant VIEs in the quarter.

The Bank securitized a further $588 million in
residential mortgages in the current quarter as a cost-
effective method of funding the significant growth in
mortgages. As at January 31, 2005, $7,679 million of
mortgages were securitized.
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Guarantees and loan commitments fell by $13 billion
from last quarter. This was due primarily to a reduction
of $11 billion in liquidity asset purchase agreements
related to asset-backed commercial paper conduits. As
these conduits were consolidated beginning this quarter,
the liquidity agreements were eliminated upon consoli-
dation. Fees from guarantees and loan commitment
arrangements recorded in other income were $59 million
for the quarter ended January 31, 2005, compared to $64
million for the same period a year ago.

Common dividend

The Board of Directors approved a quarterly dividend of
32 cents per common share to shareholders of record as of
April 5, 2005. The payment date for the cash dividend is
April 27, 2005.

Outlook

We expect global growth to moderate in 2005 as high
energy costs, exchange rate volatility and recent
increases in U.S. interest rates dampen economic activity.
With inflation subdued in most regions, interest rates are
likely to stay low by historical standards. In Canada,
adjustments to a stronger currency will keep growth
below trends in the United States and Mexico, though the
NAFTA zone should outperform Europe and Japan.

Asia will remain the global growth leader, led by China
and India.

The Bank began the year with a strong result, although
it is unlikely that the 15% year-over-year growth in
earnings can be sustained. Nevertheless, continued
economic growth in the major areas in which Scotiabank
operates, alongside the diversification and strength of our
core businesses, point to another year where we expect
the Bank to achieve its key performance targets.



> MANAGEMENT'S DISCUSSION & ANALYSIS

Business Line Review

Domestic Banking

For the three months ended

(Unaudited) ($ millions) January 31 October 31 January 31
(Taxable equivalent basis )™ 2005 2004 2004
Business line income

Net interest income $ 890 $ 861 % 864
Provision for credit losses 76 74 92
Other income 447 416 417
Non-interest expenses 784 845 764
Provision for income taxes 147 109 135
Net income $ 330 $ 249 % 290
Preferred dividends paid 1 1 1
Net income available to common shareholders® $ 329 $ 248  $ 289
Other measures

Return on equity® 34.1% 26.3% 32.4%
Average assets (‘§ billions) $ 120 $ 117 $ 107

(1) Refer to footnote (2) on page 12.
(2) Refer to footnote (4) on page 12.
(8) Refer to footnote (5) on page 12.

Domestic Banking, which includes Wealth Management,
reported strong net income available to common share-
holders of $329 million this quarter, and accounted for 42%
of the Bank’s total net income. Domestic Banking results
increased $40 million or 14% from the comparable period
last year, and $81 million or 33% quarter over quarter.
Return on equity for the quarter was very good at 34.1%.

Net interest income rose $26 million or 3% from the
same quarter last year, as strong growth was recorded
across most products, particularly in residential mortgages,
revolving credit, savings and chequing deposits and current
accounts. Partly offsetting this growth, however, was a
lower interest margin. Quarter over quarter, net interest
income grew by 3%, mainly from increases in retail asset
volumes.

Other income was $447 million in the first quarter, an
increase of $30 million or 7% versus the same period last
year. All business units showed growth, led by Wealth
Management, where revenues rose by 9%. In addition,
there were volume-based increases in transaction service

fees and card revenues. Other income rose by 7% from last
quarter as brokerage revenues grew $14 million or 18% due
to a significant improvement in customer volumes. In
addition, fees rose by $10 million due to the sale of new
issues by brokers.

Non-interest expenses rose 3% from the same quarter
last year. This increase reflected growth in performance-
based compensation, normal salary increases, and higher
litigation costs. Moderating this growth was lower staffing
levels. However, expenses fell 7% from the prior quarter,
mainly reflecting a decrease in performance and stock-
based compensation. There were also lower mortgage
acquisition costs, in line with the seasonal decline in
mortgage sales from the high level in the prior quarter.
Decreases were also recorded in advertising, severance and
several other categories.

Credit quality continued to be very good, with a
provision for credit losses of $76 million this quarter. The
$16 million decrease from last year was due mainly to lower
provisions in the commercial portfolio.
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Scotia Capital

For the three months ended

(Unaudited) ($ mallions) January 31 October 31 January 31
(Taxable equivalent basis)™ 2005 2004 2004
Business line income

Net interest income $ 216 $ 229 $ 238
Provision for credit losses (€)) (25) 71
Other income 337 258 332
Non-interest expenses 261 202 241
Provision for income taxes 53 72 67
Net income $ 248 $ 238  $ 191
Preferred dividends paid 1 1 1
Net income available to common shareholders® $ 247 $ 237§ 190
Other measures

Return on equity® 30.5% 25.3% 17.4%
Average assets ($ billions) $ 108 $ 103§ 112

(1) Refer to footnote (2) on page 12.
(2) Refer to footnote (4) on page 12.
(8) Refer to footnote (5) on page 12.

Scotia Capital reported net income available to common
shareholders of $247 million in the first quarter, a significant
increase of $57 million or 30% from a year ago, and $10
million or 4% above last quarter. Similarly, return on equity,
at 30.5% for the quarter, was significantly ahead of the
17.4% reported in the previous year and the 25.3% return
last quarter.

The increase in earnings from last year reflected both
substantial trading and underwriting revenues and a signif-
icant reduction in credit losses in all corporate lending
portfolios. Partially offsetting these was a loss arising from
the Bank’s interest in a business, previously acquired
through a loan restructuring that, under new accounting
rules, is now consolidated. Previously this interest was
accounted for as an impaired loan. The improvement from
the previous quarter also arose primarily from higher
trading and underwriting revenues offset by the loss noted
above.

Customer demand for loans continued to be weak,
particularly in the U.S. and Europe. As a result, there were
volume declines in Scotia Capital’s corporate loan portfolio
of 3% quarter over quarter and 16% year over year. Part of
these declines were also due to the ongoing appreciation of
the Canadian dollar.
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As noted above, record trading results, which included a
strong performance in derivatives, foreign exchange,
precious metals and securities trading, combined with
higher underwriting fees, contributed to a 14% growth in
revenues from the previous quarter. Revenues dropped 3%
from the previous year, as increases in these businesses
were offset by lower interest and fee revenues from the
lending businesses in both the U.S. and Europe. Revenues
from lending operations in Canada had a modest increase,
both quarter over quarter and year over year.

The provision for credit losses was a net recovery of
$9 million this quarter, compared to net losses of $71 million
last year and a recovery of $25 million last quarter. All the
corporate loan portfolios incurred significantly lower credit
losses compared to the previous year.

Total expenses increased 8% from last year, due
primarily to higher performance-based compensation, in
line with strong trading results. The 29% increase from last
quarter also arose from higher performance-based compen-
sation, partly offset by lower severance costs and profes-
sional fees.



