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Toronto, May 31, 2005 –

Scotiabank had another record

performance with net income of

$826 million in the second quarter

of 2005. Earnings per share

(diluted) were $0.81, up from

$0.75 in the same period last year.

Return on equity was strong at

22.3%.  

“Our second quarter earnings

demonstrate the value of

Scotiabank’s business line

diversity,” said Rick Waugh,

President and CEO. “Contributing

to our record results were lower

loan losses combined with the

continued strength of our main

business lines – Domestic Banking,

Scotia Capital and International

Banking.  

“Domestic Banking operations

enjoyed strong contributions from

many areas, particularly

mortgages and other areas of retail

lending, where we continued to

achieve solid year-over-year gains

in market share. Our International

Banking operations also

performed well, particularly

Scotiabank Inverlat, which had

strong success in both retail and

commercial lending. Scotia Capital

benefited from a third consecutive

quarter of net loan loss recoveries,

although trading revenues were

down from the previous quarter’s

record. 

“The Bank’s capital position

continues to be very strong,

providing us with the flexibility to

consider a broad range of growth

options and, when coupled with

our strong earnings, allowed us to

once again increase the quarterly

dividend.

“We are pleased with our solid

performance through the first half

of the year, having met or

exceeded all of our key

performance targets. While our

operating environment continues

to be challenging, we expect to

meet all of our 2005 targets.”

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

Scotiabank reports record earnings 
Second quarter highlights compared to the same period a year ago:

– Net income of $826 million, up 5% from $784 million

– Earnings per share (diluted) of $0.81, an increase of 8% from $0.75

– Return on equity of 22.3%, compared to 21.8%

– Tier 1 capital ratio of 11.4%, up from 11.2%

Quarterly dividend increased 2 cents to 34 cents per common share.

Year-to-date
performance versus
our 2005 targets
was as follows: 

1. TARGET: Earn a return on equity

(ROE) of 17 to 20%. For the six

months, Scotiabank earned an

ROE of 21.6%.

2. TARGET: Generate growth in

earnings per share (diluted) of 

5 to 10% per year. Our year-

over-year growth was 11%.

3. TARGET: Maintain a productivity

ratio of less than 58%.

Scotiabank’s performance 

was 55.6%.

4. TARGET: Maintain strong capital

ratios. At 11.4%, Scotiabank’s 

Tier 1 capital ratio remains

among the highest of the

Canadian banks and strong by

international standards.
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As at and for the three months ended For the six months ended
April 30 January 31 April 30 April 30 April 30

(Unaudited) 2005 2005 2004 2005 2004
Operating results ($ millions)
Net interest income(1) (TEB(2)) 1,552 1,503 1,521 3,055 3,017
Total revenue(1) (TEB(2)) 2,688 2,614 2,770 5,302 5,306
Provision for credit losses 35 74 130 109 300
Non-interest expenses 1,490 1,457 1,523 2,947 2,929
Provision for income taxes(1) (TEB(2)) 320 278 311 598 560
Net income(1) 826 788 784 1,614 1,472
Net income available to common shareholders 822 784 780 1,606 1,464

Operating performance
Basic earnings per share($) 0.82 0.78 0.77 1.60 1.45
Diluted earnings per share($) 0.81 0.77 0.75 1.58 1.42
Return on equity (%) 22.3 21.0 21.8 21.6 20.6
Productivity ratio(1) (%) (TEB(2)) 55.4 55.7 55.0 55.6 55.2
Net interest margin on total average assets(1) (%) (TEB(2)) 2.07 2.00 2.16 2.04 2.13

Balance sheet information ($ millions)
Cash and securities 93,439 89,118 81,273
Loans and acceptances 192,776 188,617 179,887
Total assets 309,090 300,547 283,634
Deposits 214,782 206,866 197,641
Preferred shares(1) 600 300 300
Common shareholders’ equity 15,344 14,918 14,857
Assets under administration 162,962 158,030 162,274
Assets under management 23,354 22,591 20,929

Capital measures
Tier 1 capital ratio (%) 11.4 11.2 11.2
Total capital ratio (%) 13.4 13.5 13.6
Tangible common equity to risk-weighted assets(3) (%) 9.5 9.5 9.4
Risk-weighted assets ($ millions) 160,057 155,498 155,679

Credit quality
Net impaired loans(4) ($ millions) 666 762 1,371
General allowance for credit losses ($ millions) 1,375 1,375 1,475
Net impaired loans as a % of loans and acceptances(4) 0.35 0.40 0.76
Specific provision for credit losses as a % of

average loans and acceptances (annualized) 0.07 0.16 0.30 0.12 0.34

Common share information
Share price ($)

High 41.37 41.35 37.45 41.37 37.45
Low 38.63 36.41 33.38 36.41 31.08
Close 39.99 39.50 35.15

Shares outstanding(millions)
Average (basic) 996 1,006 1,011 1,001 1,011
Average (diluted) 1,011 1,021 1,028 1,016 1,028
End of period 994 998 1,009

Dividends per share($) 0.32 0.32 0.25 0.64 0.50
Dividend yield (%) 3.2 3.3 2.8 3.3 2.9
Dividend payout ratio(5) (%) 38.7 41.1 32.4 39.9 34.5
Market capitalization ($ millions) 39,734 39,425 35,452
Book value per common share($) 15.44 14.95 14.73
Market value to book value multiple 2.6 2.6 2.4
Price to earnings multiple (trailing 4 quarters) 13.2 13.3 13.0

Other information
Employees 44,094 43,930 44,294
Branches and offices 1,871 1,871 1,869

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) Represents common shareholders’ equity and non-controlling interest in subsidiaries, less goodwill and other intangible assets, as a percentage of

risk-weighted assets. 
(4) Net impaired loans are impaired loans less the specific allowance for credit losses.
(5) Represents common dividends for the period as a percentage of the net income available to common shareholders for the period.
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Strategies  for  success
Although we expect to continue to face many challenges in the balance of the year, 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 business lines, 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.  

Rick Waugh
President and Chief Executive Officer
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Domestic Banking
• In keeping with our commitment to help our customers

become financially better off, in March we introduced
the Scotia Flex Value™ Mortgage, an innovative five-
year variable rate mortgage, offering customers an
interest rate below prime, a low payment amount, and
added security against rising interest rates with special
early renewal options. Also, the Long and Short
Mortgage was reintroduced. This pre-set mortgage
bundle under our Scotia Total Equity Plan® combines
the Scotia Flex Value ™ Mortgage with a competitively
priced 5-year fixed-rate mortgage, allowing our
customers to take advantage of lower short-term rates,
while mitigating against rate increases over the 
long term.

• We continue to look for cost-effective ways to build
relationships with new and existing customers through
innovative programs such as permission-based e-mail
marketing. In the past 12 months, the number of
permission-based e-mails has grown ten-fold, and is
growing at a rate of more than 30,000 per month. 
We are using this technology to assist our customers in
addressing their financial needs. For example, in a pilot
program, more than 50% of mortgage leads generated
through e-mail resulted in a new mortgage sale within
six months. This program is being rolled out nationally.

• Net sales of Scotia Partners Portfolios funds were 
$296 million during the quarter, up 33% over last year.
Assets in these diversified, primarily non-proprietary,
funds of funds reached a significant milestone of 
$1 billion, a very strong performance for funds that were
launched less than three years ago.

International Banking
• We continue to see increased customer acceptance of

alternate delivery networks in the Caribbean and Central
America region. Year over year, ABM transaction
volumes increased 18%. As well, additional ABMs were
installed during the quarter, bringing the number of
ABMs in the region to 550. In addition, internet banking
usage in the region continues to expand, with a 
6% growth in new users in the second quarter.

• TRADEXPRESS elite, the new trade finance online
service that provides a full range of letter of credit
functionality for both importers and exporters, is now
available in more than 20 countries. Scotiabank
branches and their customers are now receiving reports
electronically, and the service has streamlined and elimi-
nated much of the manual work. We are currently in a
test phase with clients in Mexico and Chile, with an
expected launch in the third quarter.

Scotia Capital
• Scotia Capital has been named Best Investment Bank in

Canada for the second year in a row by Global Finance
magazine.

• In the largest leveraged buyout transaction in Canadian
history, Scotia Capital acted as the exclusive financial
advisor to Kohlberg Kravis Roberts & Co. on their 
$3.2 billion purchase of Masonite International
Corporation, the largest door manufacturer in the world.
We also underwrote, as joint lead arranger, US$2.3
billion in credit facilities used to finance the acquisition.
Subsequently, significant investor demand allowed us 
to syndicate more than 90% of our commitment.

• An initiative has been launched with Scotiabank Inverlat
to leverage the Bank’s wholesale banking capabilities in
Canada and the U.S., thereby creating a unique NAFTA-
wide platform.

Employee highlights
• For the second year in a row, Scotiabank ranked among

Training magazine’s top 100 training organizations in
the world. This survey recognizes organizations “that
excel at human capital development” and signals
Scotiabank’s ongoing commitment to the development 
of its employees.

• The Employee Assistance Society of North America
recognized Scotiabank for its strong Employee
Assistance Program (EAP), awarding the Bank its first
annual Corporate Award of Excellence. The award
acknowledged strong services, cutting-edge delivery,
and “the successful integration of EAP as part of their
overall business strategy.”

• For the second year in a row, The Great Place to Work
Institute distinguished Scotiabank Inverlat as one of the
50 best companies to work for in Mexico. No other
financial institution has received this recognition for two
consecutive years. Among companies that have more
than 500 employees, Scotiabank Inverlat was the 
highest ranked.

Community involvement
• Scotiabank recently made commitments to universities

in Atlantic Canada totaling $1.25 million. At the
University of New Brunswick, the funds will support
Study Abroad programs for students on both the
Fredericton and Saint John campuses. At St. Mary’s in
Halifax, Scotiabank will sponsor a state-of-the-art
conference theatre at the University’s school of business.
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The Bank achieved record results this quarter, with net
income up 5% over both the same quarter last year and
the first quarter. Similar to last year, the second quarter
included a gain on the sale of a portion of the Bank’s
investment holding in Shinsei Bank of Japan. On a year-to-
date basis, net income was 10% higher than the same
period last year, as lower loan loss provisions more than
offset reduced securities gains. Foreign currency trans-
lation has had less of an impact on the comparison of
quarter-over-quarter results this year. However, the
strengthening of the Canadian dollar against most
currencies in the latter part of 2004 resulted in a 
$47 million reduction in net income this quarter over 
the comparable period last year. 

Total revenue
The $2,688 million total revenue earned this quarter (on a
taxable equivalent basis) was down $82 million or 3% from
the same quarter last year, due entirely to the impact of
foreign currency translation. Total revenue however, was
up $74 million or 3% over the last quarter due to higher
securities gains and net interest income this quarter.

Year-to-date revenue of $5,302 million was relatively
unchanged from the same period last year, but excluding
the effect of foreign currency translation, increased 3%.

Net interest income (taxable equivalent basis)
This quarter’s net interest income of $1,552 million was
2% higher than the same quarter last year, or up 5% after
excluding the impact of foreign currency translation. Net
interest income was also 3% higher than the prior quarter,
despite the second quarter having three fewer days.  

Canadian currency net interest income grew $44 million
compared to the same quarter last year, due primarily to
higher securities income earned in Scotia Capital and the
Bank’s treasury operations. Net interest income in
Domestic Banking fell, notwithstanding the continued
growth in residential mortgages and personal lending
volumes, and year-over-year market share gains. More
than offsetting the favourable volume impact was a
compressed margin due to the continued low level of
interest rates and changing customer preferences towards
variable-rate mortgages.

Compared to the first quarter, Canadian currency net
interest income was up $22 million, as higher securities
income and increased volumes were partially offset by the
impact of three fewer days this quarter. The margin was
relatively unchanged from last quarter.

Foreign currency net interest income in the second
quarter fell 2% from the same quarter last year. However,
excluding the negative impact from foreign currency
translation, net interest income was up 5%. Compared to

last quarter, foreign currency net interest income rose 4%,
due mainly to strong retail asset growth in Scotiabank
Inverlat in Mexico, as well as higher securities income.

On a year-to-date basis, total net interest income of
$3,055 million was relatively flat compared to the same
period last year, but increased 4%, excluding the negative
impact of foreign currency translation. This underlying
growth was primarily in foreign currency net interest
income.

The total interest margin was 2.07% this quarter
compared to 2.16% in the second quarter of last year and
2.00% last quarter. The interest margin for the six-month
period was 2.04%, down from 2.13% for the comparative
period last year, with the entire reduction arising from the
Canadian margin.

Other income
In the second quarter, other income totaled $1,136 million,
compared to $1,249 million in the same quarter last year.
The decrease was due primarily to lower gains on
investment securities and the negative impact of foreign
currency translation of $38 million. While both quarters
benefited from the inclusion of a similar gain on the sale of
a portion of the Bank’s investment holding in Shinsei Bank
in Japan, the balance of the net gains on investment
securities were down $106 million. This decline was
accompanied by lower levels of investment banking
revenues and credit fees. As well, there were lower securi-
tization revenues due to run-off of credit card and
ScotiaLine securitization programs and lower profits from
the sale of mortgages into the Canada Mortgage Bond
program. On the positive side, there were higher trading
revenues and retail brokerage fees from increased
customer activity in the current period.

Other income rose $25 million or 2% from last quarter,
due to stronger retail brokerage fees and a gain on the sale
of a restructured loan asset. There were also higher net
gains on investment securities, although excluding the
gain on the sale of Shinsei, securities gains fell by 
$46 million from last quarter, largely because of write-
downs of some merchant banking investments. As well,
there were lower revenues from trading and investment
banking activities compared to the record amounts earned
last quarter.

For the six-month period ended April 30, 2005, other
income was $2,247 million, a 2% decrease from the
comparative period last year. Strong year-over-year growth
in trading revenues, retail brokerage and deposit services
were more than offset by reductions in net gains on
investment securities, credit fees and securitization
revenues.

May 31, 2005

Group Financial Performance and Financial Condition
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Provision for credit losses
The credit environment continued to be good this quarter,
which resulted in the lowest level of quarterly specific
provisions in a number of years. Provisions for credit
losses were $35 million in the second quarter, an
improvement of $95 million from the same quarter last
year, and $39 million below last quarter. For the six-month
period, total provisions for credit losses totaled $109
million, which was $191 million or 64% lower than the
comparative period last year. 

Non-interest expenses and productivity
Non-interest expenses continued to be well contained.
The Bank’s productivity ratio, reflecting the efficiency of
operations, was 55.4%, relatively unchanged from 55.0%
for the second quarter last year and 55.7% last quarter.
The year-to-date productivity ratio was 55.6% compared
to 55.2% last year.

Total non-interest expenses were $1,490 million this
quarter, $33 million or 2% lower than the same quarter last
year, including $23 million from the effect of foreign
currency translation. The remaining decline was due to
lower stock-based compensation caused by smaller
changes in the Bank’s share price, as well as reduced
employee benefit expenses. 

Compared to last quarter, non-interest expenses rose
$33 million or 2%. This was the result of small increases
across a number of expense categories, including
employee benefit expenses, technology, advertising and
capital taxes. This growth was moderated by the impact of
three fewer days in the quarter and lower performance-
driven compensation in Scotia Capital.

On a year-to-date basis, total non-interest expenses of
$2,947 million were up $18 million from the comparative
period last year. Excluding the effect of foreign currency
translation, there was an increase of $70 million or 2%.
Performance-driven compensation was higher, in line with
stronger trading and retail brokerage revenues this year,
although this was offset by lower stock-based compen-
sation and employee benefit expenses.

Taxes
The effective tax rate for this quarter was 21.2%, compared
to 23.4% for the comparative quarter last year and 20.1%
last quarter. The year-over-year decline was due primarily
to higher earnings of subsidiaries in lower tax jurisdictions,
as well as the lower tax rate on certain securities gains.
These were partially offset by a decline in the value of
future tax assets in Inverlat as a result of announced 
reductions in Mexican income tax rates. The effective tax
rate for the six months ended April 30, 2005, was 20.6%
versus 22.0% in the comparable period last year. 

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 $35 million this
quarter, down from $74 million in the previous quarter,
and a substantial improvement from $130 million in the
same period a year ago. Most of this improvement
occurred in the Scotia Capital portfolio.

Credit quality in the domestic retail and commercial
portfolios remained strong, as total provisions for credit
losses in the second quarter of $66 million were the lowest
level in recent quarters. 

Provisions for credit losses in international operations
were comparable to last year. However, they were up from
the first quarter due mainly to the unusually low levels in
that period.

Scotia Capital had a net recovery of $57 million this
quarter, the third consecutive quarter of net recoveries.
This quarter’s recoveries reflect a significant improvement
from the $32 million credit loss experienced in the same
period last year, and the $9 million recovery last quarter.
The period-over-period improvements were largely in the
U.S. portfolio, and resulted from lower levels of new provi-
sions together with higher provision reversals and recov-
eries, partially from some loan sales in the quarter.

Total net impaired loans, after deducting the specific
allowance for credit losses, were $666 million, substantially
improved from $1,371 million last year and $762 million last
quarter. After deducting the general allowance for credit
losses, net impaired loans were negative $709 million.

Although the current credit environment remains
favourable, the Bank continues to actively monitor certain
industries that are exhibiting signs of stress. Presently, this
includes the North American automotive industry, which
faces a number of challenges. While the Bank does not
have a significant concern with its exposure to this sector,
it is closely following industry trends that may affect 
credit quality.

While the level of recoveries to date will likely not be
sustained, specific provisions for credit losses for 2005 are
expected to be below last year. As well, if the recent
trends in credit quality continue, there will likely be a
reduction in the general allowance for credit losses in the
second half of 2005.

Market risk
Value at Risk (VaR) is a key measure of market risk in the
Bank’s trading activities. The average one-day VaR
decreased from $8.4 million in the first quarter and 
$8.2 million last year to $6.8 million. The quarter-over-
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quarter decrease was in foreign exchange exposure. This
VaR level is at the low end of the range experienced over
recent quarters. 

Average for the three months ended

Risk factor April 30 January 31 April 30
($ millions) 2005 2005 2004

Interest rate $ 5.4 $ 4.8 $ 7.0

Equities 4.2 4.1 4.5

Foreign exchange 1.1 5.4 1.2

Commodities 0.4 0.6 1.0

Diversification (4.3) (6.5) (5.5)

All-Bank VaR 6.8 8.4 8.2

There were three days of trading losses in the second
quarter compared to one day in the previous quarter. The
losses were well within the range predicted by VaR. 

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 April 30,
2005, liquid assets were $81 billion or 26% of total assets,
up $5 billion over last quarter. Liquid assets were
comprised of 75% securities and 25% cash and deposits
with banks. These levels are generally unchanged from the
prior quarter.

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 April 30, 2005,
total assets pledged or sold under repurchase agreements
were $42 billion (January 31, 2005 – $41 billion). The
majority of these assets relate to repurchase agreements,
as well as pledges for securities borrowing and lending
activities. 

Related party transactions
During this quarter, the Bank did not change the proce-
dures and policies in place over related party transactions.
Commercial arrangements entered into by the Bank with
its associated and other related corporations, its directors
and officers and companies controlled by its directors, are
conducted at market terms and conditions and follow
normal credit and other review processes within the Bank.

Balance sheet
The Bank’s total assets were $309 billion as at April 30,
2005, $30 billion or 11% higher than October 31, 2004.
The growth in assets was $18 billion after excluding the
impact of foreign currency translation of $5 billion, and
the consolidation of multi-seller commercial paper
conduits of $7 billion in 2005 as a result of changes in

Canadian accounting standards. This underlying growth
was spread across most categories of assets.

Domestic retail lending operations continued to
perform very well, buoyed by the ongoing demand in the
housing and home renovation markets. The ScotiaLine
products as well as residential mortgages continued to
show strong growth and were the main contributors to a
$4 billion increase in retail loans, before securitizations.
Additionally, International Banking’s retail operations in
Mexico and the Caribbean made solid gains, with assets up
$1 billion over October 31, 2004. Business lending
increased $3 billion due to the contributions of Inverlat
and small increases in many other areas of the Bank’s
operations. Securities purchased under resale agreements
were also $3 billion higher.

Securities increased $8 billion from October 31, 2004,
excluding the impact of foreign currency translation and
the consolidation of multi-seller commercial paper
conduits. Trading securities were up $6 billion, primarily in
Scotia Capital where these securities are used to hedge
market risk related to trading activities with customers. 
As well, investment securities grew by $2 billion. 

As at April 30, 2005, the surplus of the market value
over book value of the Bank’s investment securities was
$988 million, down $186 million from last quarter, due
mainly to the pre-tax gain of $118 million realized on the
partial disposition of the Bank’s investment holding in
Shinsei, as well as market price reductions in certain
emerging market securities. 

At April 30, 2005, total liabilities were $293 billion, an
increase of $29 billion or 11% from October 31, 2004.
Deposit liabilities grew by $20 billion, or $16 billion after
excluding the effect of foreign currency translation. There
was solid expansion in personal term deposits of $2 billion.
As well, there were higher business and government
deposits of $11 billion in order to fund asset growth. 
There was also a significant increase in other liabilities of
$7 billion, which was directly related to the consolidation
of variable interest entities.

Capital management
The Bank’s capital position remains very strong. The Tier 1
capital ratio was 11.4% this quarter, compared to 11.2 % a
year ago and last quarter. The increase was due in part to
the $300 million non-cumulative preferred shares issued 
this quarter.

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 April 30,
2005, versus 9.4% in the second quarter last year and
9.5% last quarter.
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Financial instruments
The Bank’s balance sheet is comprised substantially of
financial instruments as these are a significant part of the
Bank’s business. 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 fair
value of financial instruments that arose from factors other
than normal economic, industry and market conditions.

Total derivative notional amounts were $1,023 billion,
compared to $991 billion as at January 31, 2005. As well,
the percentage of those derivatives held for trading and
those held for non-trading or asset liability management
was generally unchanged.

Off-balance sheet arrangements
The Bank enters into contractual arrangements, in the
normal course of business, that are not required to be
consolidated in its balance sheet. These arrangements are
primarily in three categories: variable interest entities
(VIEs), guarantees and loan commitments, and securitiza-
tions. There are no material contractual obligations that
are outside of the ordinary course of business. 

There were no significant new arrangements with VIEs
that were entered into during the quarter. Guarantees and
loan commitments increased by $2 billion from last
quarter, due mainly to the inclusion of liquidity facilities of
a Bank-administered multi-seller conduit that was decon-
solidated this quarter. Fees from guarantees and loan
commitment arrangements, recorded in other income,
were $57 million for the three-month period ended April
30, 2005, compared to $65 million for the same period a
year ago.

The Bank securitized a further $644 million in
residential mortgages in the current quarter as a cost-
effective method of funding the significant growth in
mortgages. As at April 30, 2005, $7,948 million of
mortgages were securitized. 

Common dividend
The Board of Directors, at its meeting on May 31, 2005,
approved an increase in the quarterly dividend of 2 cents
per common share to 34 cents per share, payable on 
July 27, 2005 to shareholders of record as of July 5, 2005.
This continues the Bank’s excellent track record of
growing its annual dividend.

Outlook
Global economic growth has moderated in the opening
months of 2005 and will likely continue to do so over the
balance of the year. While activity within the NAFTA zone
will mirror this general trend, the overall pace of growth
will remain much stronger than in Europe and Japan.
Historically low borrowing costs, solid business investment
and buoyant consumer spending point to sustained growth
in Canada in 2005 and beyond. 

Foreign exchange rates, including the Canadian dollar,
have been fluctuating significantly and may well continue
to do so in the months ahead, adding to challenges posed
by the more moderate pace of international economic
growth. 

The Bank’s performance in the first six months was
ahead of targets, supported by declining credit losses, high
securities gains, strong capital market results and good
growth in retail assets. However, there continues to be a
compression in certain margins and weak business loan
demand. While earnings are expected to moderate over
the balance of the year, we fully expect to achieve the
performance targets for 2005.

Accounting Policies and Estimates

The interim consolidated financial statements have been prepared in accordance with Canadian Generally Accepted
Accounting Principles (GAAP). See Note 1 to the 2004 annual consolidated financial statements for more information
about the accounting principles used to prepare the financial statements.

There have not been any changes to the Bank’s accounting policies affecting this quarter, other than those described in
Note 1 of the interim consolidated financial statements. Certain comparative amounts have been restated as a result of
these changes. 

Details of significant future accounting standard changes and the impact of these on the Bank are presented in Note 2
of the interim consolidated financial statements.

The key assumptions and bases for estimates that management has made under GAAP and their impact on the amounts
reported in the interim consolidated financial statements and notes remain substantially unchanged from those described
in our 2004 Annual Report.
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Domestic Banking, which includes Wealth Management,
generated net income available to common shareholders of
$279 million in the second quarter, and accounted for 34%
of the Bank’s total earnings. Domestic Banking results
decreased slightly by $7 million or 2% from the same
quarter last year, and declined by $50 million or 15%
quarter over quarter. Return on equity remained strong 
at 28.9%.

Net interest income fell $40 million or 4% from the same
quarter last year. Strong growth was recorded across most
products, particularly in residential mortgages, revolving
credit, savings and chequing deposits, and current
accounts, accompanied by market share gains in retail
lending. More than offsetting this growth however, was a
compressed margin due to the continued low level of
interest rates and changing customer preferences towards
variable-rate mortgages.  Quarter over quarter, net interest
income fell by 4%, reflecting three fewer days in the 
second quarter.

Other income was $445 million in the second quarter, an
increase of $21 million or 5% versus the same period last
year. All business segments produced improved results.
Contributing to this were higher full-service brokerage
activities, as well as volume-based increases in transaction
service fees and card revenues. On a quarter-over-quarter
basis, other income was essentially unchanged. 

Credit quality continued to be very good, with provision
for credit losses of $66 million this quarter, the lowest in
several quarters. The $15 million decrease from last year
reflected lower provisions in the commercial portfolio.

Non-interest expenses rose 2% from the same quarter
last year. This reflected normal salary increases, higher
expenses for project spending, and increased capital taxes.
Partially offsetting these were lower mortgage acquisition
costs and stock-based compensation. 

Quarter over quarter, expenses increased 4%, attrib-
utable mainly to growth in stock-based compensation, and
seasonally higher employee benefits costs.

Business Line Review

Domestic Banking
For the three months ended For the six months ended

(Unaudited) ($ millions) April 30 January 31 April 30 April 30 April 30
(Taxable equivalent basis)(1) 2005 2005 2004 2005 2004

Business line income
Net interest income $ 852 $ 890 $ 892 $ 1,742 $ 1,756

Provision for credit losses 66 76 81 142 173

Other income 445 447 424 892 841

Non-interest expenses 817 784 803 1,601 1,567

Provision for income taxes 134 147 145 281 280

Net income $ 280 $ 330 $ 287 $ 610 $ 577

Preferred dividends paid 1 1 1 2 2

Net income available to common shareholders(2) $ 279 $ 329 $ 286 $ 608 $ 575

Other measures
Return on equity(3) 28.9% 34.1% 32.7% 31.5% 32.6%

Average assets ($ billions) $ 121 $ 120 $ 109 $ 121 $ 108

(1) Refer to footnote (2) on page 12.
(2) Refer to footnote (4) on page 12.
(3) Refer to footnote  (1) in the Total table on page 13.
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Scotia Capital
For the three months ended For the six months ended

(Unaudited) ($ millions) April 30 January 31 April 30 April 30 April 30
(Taxable equivalent basis)(1) 2005 2005 2004 2005 2004

Business line income
Net interest income $ 230 $ 216 $ 250 $ 446 $ 488

Provision for credit losses (57) (9) 32 (66) 103

Other income 329 337 328 666 660

Non-interest expenses 256 261 268 517 509

Provision for income taxes 120 53 74 173 141

Net income $ 240 $ 248 $ 204 $ 488 $ 395

Preferred dividends paid 1 1 1 2 2

Net income available to common shareholders(2) $ 239 $ 247 $ 203 $ 486 $ 393

Other measures
Return on equity(3) 31.1% 30.5% 20.0% 30.8% 18.6%

Average assets ($ billions) $ 113 $ 108 $ 114 $ 110 $ 113

(1) Refer to footnote (2) on page 12.
(2) Refer to footnote (4) on page 12.
(3) Refer to footnote (1) in the Total table on page 13.

Scotia Capital contributed net income available to common
shareholders of $239 million in the second quarter, an
increase of $36 million or 18% from last year, and slightly
lower than the first quarter. Return on equity, at 31.1%, was
significantly ahead of the 20.0% reported last year and
matched the strong performance in the first quarter.

The strong results reflect an increase in credit loss recov-
eries. Trading and underwriting revenues were also solid
this quarter, although lower than the record results
achieved in the first quarter. 

Net interest income decreased 8% compared to the same
period last year, due primarily to lower corporate lending
asset levels and interest margins, somewhat offset by higher
interest income from trading operations. Compared to last
year, average lending volumes decreased 10%, mainly in the
U.S. and Europe, due in part to the strengthening of the
Canadian dollar. Compared to the previous quarter, net
interest income rose modestly due mostly to higher interest
income from trading activities.   

Higher borrowings this quarter by a select number of
clients resulted in modest growth in the corporate loan
portfolios for the first time in recent quarters.

Other income was up slightly compared to the prior year.
Higher equity trading revenues and merger and acquisition
fees were offset by reduced lending fees and foreign

exchange revenues, due in part to the stronger Canadian
dollar. Other income was 2% lower than the previous
quarter as trading revenues did not match the record levels
earned in the first quarter. This was largely offset by higher
revenues in the U.S., primarily reflecting successful loan
underwriting efforts and a gain from the sale of a restruc-
tured loan asset.  

The provision for credit losses was a net recovery of 
$57 million this quarter, compared to a provision of 
$32 million last year and a net recovery of $9 million last
quarter. Most of the recoveries were realized in the U.S.

Total expenses decreased 4% from the same quarter last
year, primarily due to lower salary expenses and profes-
sional fees, partly offset by higher performance-driven
compensation. Total expenses also fell 2% from the
previous quarter as performance-driven compensation fell
in line with trading revenues, partly offset by higher
severance costs and professional fees.

Provision for income taxes was $120 million in the
second quarter, up from $74 million last year and 
$53 million in the first quarter. This arose from a combi-
nation of higher pre-tax income this quarter, and lower
taxes in the prior comparative quarters arising from certain
structured transactions.
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