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Letter to Shareholders

Peter C. Godsoe
Chairman of the Board

& Chief Executive Officer

We are pleased to report that your Bank has again
achieved virtually all of its goals and produced record
results for our shareholders, our customers and our
employees.

Net income reached $2,169 million, resulting in a return on
equity of 17.3% and earnings per common share of $4.12.
Shareholders saw a return on common shareholders’
equity — including dividends and appreciation in market
value — of 3.7% in 2001 and a compound annualized return
of 20.4% over the past 10 years. 2001 marked the 12th
straight year of record operating results, despite
considerable challenges — among them, weakening global
economic conditions and the tragic events of Sept. 11.

These results are the direct outcome of our overall
strategy, which remains grounded in our core strengths
and focused on sound fundamentals — solid execution of
our plans, careful management of risk and expenses, and a
tireless commitment to customer satisfaction by a team of
51,000 skilled and dedicated employees.

Domestic growth

The cornerstone of our overall success remains our
Canadian retail and commercial branch network. Domestic
Banking, which includes our wealth management
operations, achieved a net income of $960 million, or 45%
of total earnings in 2001.

In Market Facts’ annual Customer Service Index
survey, our customers ranked our overall service
excellence as the best in the industry, up from strong
ratings recorded in previous years. The annual national
survey measures customer service through branches,
ABMs, telephone and PC banking channels.

While the domestic market is mature, we believe
plenty of potential still exists to grow as a full-service
provider of financial services and advice to Canadian
families and small and medium-sized businesses. Over the
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“"The main reason for our continued success — and
our confidence in the future — is our great team
of people. We believe our ability to satisfy our
customers depends directly on how well we satisfy
the needs of our employees.”

past two years, we have streamlined structures and
processes, introduced new technology, management and
support structures, consolidated branches, reorganized
our workforce and refocused employees’ efforts on
building deeper and stronger customer relationships. With
these initiatives largely complete, we believe we have
established a solid base to increase future profitability.

Fulfilling customers’ needs

To fill existing gaps in meeting our customers’ investment
needs and to direct them toward the Bank’s broad array of
wealth management services, we have created a new sales
force of financial planners, which should number more
than 400 by the end of 2002. We also launched five Scotia
Private Client Group Centres this fall, bringing together
teams of professionals from Scotiatrust, Scotia Cassels,
and Private Banking to improve our service to affluent
Canadians. Seven more centres will open early in 2002.

Keeping pace with technology

Keeping pace with new technology to meet our customers’
needs remains a priority. Alternate delivery channels,
particularly online banking, continue to grow, both in the
variety of services offered and the number of users. We will
continue to Web-enable our operations and promote the
use of alternate delivery channels in all of our businesses,
to increase customer retention, and further improve
productivity.

For consumers, we are using a broad range of
integrated technologies to transform the Scotiabank
Group’s retail delivery channels, products and services.
During the year, we met a key objective: to integrate our
delivery networks for both banking and brokerage
services, including branches, ABMs, telephone and
Internet. In addition, we led the Canadian banking industry
on several initiatives, such as a global ABM alliance and



“Continued careful expense management is the key
to our longstanding reputation as Canada’s most
productive bank — a reputation we maintained this
year, with an excellent productivity ratio of 53.9%."

providing banking and discount brokerage services via Web
TV. For businesses, we are capitalizing on partnerships
forged with software and telecom companies to develop
integrated e-commerce solutions and banking products.

Wholesale markets

Scotia Capital, our corporate and investment banking
group, produced net income of $686 million, 32% of the
Bank’s total. Our goal here is not to be the biggest, but the
best at what we do. In this regard, we have marked some
significant successes: Furomoney rated us the number
one Canadian bank, and the only one in the top 25 globally,
for overall debt arranging; we were ranked as the top
investment dealer in market share in the Canadian fixed
income market by a leading consulting and research firm;
and Brendan Wood International ranked us number one in
overall franchise reputation. Ten of the all-star, top-ranked
research analysts identified by Brendan Wood International
work for Scotia Capital. We also led or participated in
several innovative and significant transactions, both in
Canada and globally — for example, a US$1 billion
syndicated cross-currency swap to hedge a high-yield
issue for Quebecor Media.

Improving and maximizing returns continues to be a
prime focus for Scotia Capital. We will achieve this objective
by expanding cross-sales of capital-efficient products,
selectively growing our product capabilities in key markets
and continuing to grow our trading capabilities. We will
also focus on improving returns through superior risk
management, by refining our credit and risk assessment
techniques, and managing our loan portfolio aggressively.
Reorganizing our U.S. and European operations along
more industry-focused lines, as we have done successfully
in Canada, will allow Scotia Capital to deepen relationships
and better meet client needs.

Bruce R. Birmingham

President

International opportunity

Our international strategy is to continue to invest and grow
in three key regions with solid, long-term potential — the
Caribbean, Asia and Latin America. In each market where
we operate, we strive to create growth and profitability
through risk diversification, careful cost control and the
development of innovative products and services.
Additionally, by leveraging our strengths and operating
platforms across multiple markets, we are achieving
economies of scale. As a result of this strategy, our
International Banking net income grew to $489 million in
2001, representing 23% of our total earnings.

In the Caribbean and Central America, we are
continuing to build on our dominant position. Key
initiatives include new sales delivery and operating
platforms, including management information capabilities,
innovative products and broadened alternate delivery
channels. All these initiatives are designed to improve
customer relationships and satisfaction, and are supported
by enhanced employee training programs.

In Asia, we are well positioned to grow our wholesale
banking operations as regional economic conditions
improve. Additionally, we are focusing on expanding our
trade finance business in the region.

Latin America remains a key growth market for us,
particularly Mexico, where Scotiabank Inverlat has been
producing solid results. Our focus is to grow market share
and realize profits on the investments we have made. We
have improved our performance by significantly
restructuring operations, maintaining our focus on
customer service, and leading the market with innovative
new products and services.

We are closely monitoring events in Argentina, given
the continuing economic and political uncertainty and
potential impact on our earnings.
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Risk and expense management

We are continuing to rigorously manage credit risk in all of
our businesses. Reflecting the weakened economy, we
experienced some deterioration in the quality of our U.S.
corporate loan portfolio, but moved early in the year to
take strong corrective action. Through proactive
management of our risks, we reduced our net impaired
loans significantly during the year. We also strengthened
the general provision for credit losses.

Continued careful expense management is the key to
our longstanding reputation as Canada’s most productive
bank — a reputation we maintained this year, with an
excellent productivity ratio of 53.9%. We believe we can
continue to maintain or improve on these results by finding
new ways to consolidate and streamline processes and
structures, eliminate duplication and share best practices
throughout our multinational network.

A great team of people

The main reason for our continued success — and our
confidence in the future — is our great team of people. We
believe our ability to satisfy our customers depends
directly on how well we satisfy the needs of our employees.
We strive to provide our staff with attractive compensation
and benefit packages, training and development programs
that will help them meet their customers’ needs and fulfill
their own ambitions, and support through the many
changes we are facing.

We would like to give special recognition here to the
more than 400 Scotiabank Group employees who were
directly affected by the events of Sept. 11 in New York City.
Our offices at One Liberty Plaza faced the World Trade
Center complex and, although all of our people thankfully
were safe and escaped injury, many were eyewitnesses to
the tragedy that unfolded. It is a tribute to their dedication
and resourcefulness that we were able to resume business
almost immediately from our backup locations, although
under very trying circumstances. We are extremely proud
of them.
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Reform legislation

Financial sector reform legislation which passed in June
2001, contained several positives for the Bank: increased
organizational flexibility through a holding company
structure, greater scope for joint ventures and strategic
alliances with expanded ownership rules, and a broader
range of permitted investments, particularly in the area of
e-commerce. The legislation also opened the door to bank
mergers in Canada, explicitly acknowledging mergers as a
valid business strategy.

We are continuing to carefully assess a broad range of
growth options. The potential to create solid long-term
value for our shareholders, customers and employees will
continue to drive all of our business strategies.

Outlook

In summary, although it has been a challenging year, our
results speak for themselves. As we look toward the future,
we expect slower growth conditions to extend through the
first two quarters of 2002, with signs of recovery starting to
emerge in the spring or summer. Despite these near-term
economic challenges, our long-term prospects are solid.
We are confident that, with our ongoing focus on the
fundamentals — on growth, risk and cost management, and
on people — the Scotiabank Group is well positioned to
meet the challenges of the future, and will continue its
record of growth and success for all its stakeholders.

e o

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

= ——
Bruce R. Birmingham
President




Financial Highlights

(for the years ended October 31) 2001 2000 1999® 1998 1997
Operating results ($ millions)
Total revenue (TEB)® 10,501 9,058 8,018 7,364 6,503
Provision for credit losses 1,425 765 635 595 35
Non-interest expenses 5,662 5,119 4,756 4,446 4,059
Income taxes (TEB) 1,106 1,184 1,030 891 861
Net income 2,169 1,926 1,551 1,394 1,514
Preferred dividends 108 108 108 97 99
Net income available to common shareholders 2,061 1,818 1,443 1,297 1,415
Operating measures (%)
Return on equity 17.3 17.6 15.3 15.3 20.2
Productivity ratio 53.9 56.5 59.3 60.4 62.4
Net interest margin (TEB) 2.37 2.26 2.11 2.11 2.13
Balance sheet and off-balance sheet information (§ millions)
Cash and securities 73,444 60,130 51,084 52,400 46,173
Loans and acceptances 184,733 175,710 155,022 159,370 133,314
Total assets 284,425 253,171 222,691 233,588 195,153
Deposits 186,195 173,900 156,618 166,360 138,975
Subordinated debentures 5,344 5,370 5,374 5,482 5,167
Preferred shares 1,775 1,775 1,775 1,775 1,468
Common shareholders’ equity 12,833 11,200 9,631 9,039 7,930
Assets under administration ($ billions) 141.8 154.9 141.4 1174 112.4
Assets under management ($ billions) 19.1 18.8 16.2 13.5 14.1
Balance sheet measures (%)
Tier 1 capital ratio 9.3 8.6 8.1 7.2 6.9
Total capital ratio 13.0 12.2 11.9 10.6 10.4
Common equity to risk-adjusted assets 8.1 7.3 6.9 6.0 5.8
Net impaired loans as a % of

loans and acceptances 0.14 (0.03) (0.10) 0.26 0.44
Specific provision for credit losses as a %

of average loans and acceptances 0.68 0.46 0.31 0.34 0.30

Common share information
Per share ($)

Basic earnings 4.12 3.67 2.93 2.64 2.95
Diluted earnings® 4.05 3.63 2.90 2.61 2.93
Dividends 1.24 1.00 0.87 0.80 0.74
Book value 25.47 22.49 19.49 18.37 16.19
Share price ($)
High 50.50 45.65 36.90 44.70 34.10
Low 37.30 26.05 28.60 22.80 20.55
Close 43.85 43.50 33.60 32.20 31.08
Shares outstanding (thousands)
Average — Basic 500,619 495,472 493,136 490,914 478,972
Average — Diluted® 508,995 501,253 498,090 496,697 482,981
End of period 503,795 497,965 494,252 492,089 489,812
Market capitalization ($ millions) 22,091 21,661 16,607 15,845 15,220
Valuation measures
Dividend yield (%) 2.8 2.8 2.7 2.4 2.7
Dividend payout ratio (%) 30.1 27.3 29.7 30.3 25.1
Market value to book value multiple 1.7 1.9 1.7 1.8 1.9
Price to earnings multiple 10.6 11.9 11.5 12.2 10.5

(1) These financial results were prepared in accordance with Canadian generally accepted accounting principles (GAAP), including
the accounting requirements of the Superintendent of Financial Institutions Canada, other than recording the increase in the
general provision for credit losses as a direct charge to retained earnings in the fourth quarter of 1999, which was in accordance
with the accounting requirements specified by the Superintendent of Financial Institutions Canada under the Bank Act. Had the
one-time increase in the general provision been recorded as a charge to the Consolidated Statement of Income, these financial
results would have been as follows: provision for credit losses $1,185, net income $1,237, return on equity 12.0%, basic earnings
per share $2.29, diluted earnings per share $2.26, dividend payout 38.0% and price to earnings multiple 14.3.

(2) Tax-equivalent basis

(3) Reflects the dilutive effect of stock options under the treasury stock method.
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Scotiabank’s track record of consistent earnings and dividend growth

continued in 2001.

Another year of record earnings
. ) . .. . Net income®
Scotiabank’s earnings reached record levels again in 2001, as net income $ millions

rose 13% to $2,169 million. Strong growth in revenues was partly offset by

an increase in loan loss provisions. Non-interest expenses remained well
controlled, with an industry-leading productivity ratio. Earnings per share 2,000
(EPS) were $4.12, up 12% year over year, meeting our target of 12% to 15% 1750
annual growth. '
Earnings growth was the main contributor to our expanded capital 1,500
base. After payment of dividends, we generated $1.5 billion of capital »
exciuain
internally in 2001. 1,250 unusual?tems
We were able to put this capital to good use, generating a return L
on equity of 17.83% this year, near the top end of our target ROE range of 97 98 99 00 01
16% to 18%. (1)Refer to footnote (1) on page 6.
Dividends continue to increase Dividends per share
Our shareholders benefited from a 10th consecutive year of higher
dividends, which rose 24% to $1.24 in 2001. In fact, the dividend was
increased twice during the year. This continues nearly four decades of 1.25
annual dividend increases, reflecting the underlying growth and strength
of our earnings. 1.00
0.75
97 98 99 00 01
Excellent long-term returns to shareholders Strong long-term
return to common
Return to common shareholders — which includes both dividends and . shareholders
appreciation in the market value of the Bank’s common shares — was Share price appreciation plus
3.7% in 2001 dividends reinvested, 1991 =100
Ownership of Scotiabank continued to provide excellent long-term Scotiabank
returns. The compound annualized return on the Bank’s shares has been TSE Banks

and Trusts

18.9% over the past five years and 20.4% over the past 10 years. This 500 | == TSE 300

exceptional performance was well above that of the Toronto Stock
Exchange (TSE) Banks and Trust Index and the TSE 300 index.

250
For the financial years 2001 2000 1999 1998 1997 /J\

Annual return (%) 3.7 33.3 7.1 6.1 51.1 100 r==

Five-year return (annualized) (%) 18.9 28.4 23.6 21.7 26.0 T
91 93 95 97 99 01
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Group Financial Performance

Total Revenue

Our total revenue — met interest income and other
imcome — grew by 16% im 2001, and exceeded the
strong annual growth rate of 12% achieved over the
past decade.

Net Interest Income
Contributing to the revenue growth was a $1.0 billion
merease 1 net interest income.

Net interest income on a taxable
equivalent basis was $6.4 billion in
2001, an increase of 19% from last
year. This resulted from a 14%
increase in average assets and a g5
wider margin. 6.0

The Bank’s net interest 55
margin (net interest income as a 5,
percentage of average assets) was

Net interest income
continues to grow

taxable equivalent basis
$ billions

45
2.37% in 2001. This was an 40
increase of 11 basis points from 35

last year, as both the Canadian and
foreign currency margins widened.
Canadian currency interest
income rose by 9% year over year
because of both volume growth
and a ten-basis-point increase in
the margin. The latter arose as the
spread between residential mort-
gages and fixed rate deposits
widened during the year, and also
because of better trading results.
Foreign currency interest
income grew by 33%, more than
half of which was from the addition
of Scotiabank Inverlat. All other
major business areas also con-
tributed to this growth, arising
from higher business volumes and
lower funding costs as interest rates fell during the year.

L L L L
97 98 99 00 O1
Net interest income
by currency

$ billions

N W U1 O

u—y

[N —

929 00 01

Foreign Currency

Canadian Currency

Outlook

A further increase is expected in net interest income in
2002 from diversified asset growth, with the margin
remaining relatively stable.

8 Scotiabank

Assets and Liabilities
The Bank’s asset base approached $300 billion im 2001.

Assets

The Bank’s total average loans and
acceptances (excluding reverse
repos) were $154.3 billion, an
increase of 5% from last year.
Asset growth from consolidating
Scotiabank Inverlat during 2001 150
was partly offset by the impact of
the sale of 43 branches in Quebec. 100

Adjusted for securitizations
and the sale of the Quebec 50
branches, underlying growth in
retail lending in Canada was 4%.

For the second consecutive year,
ScotiaLine VISA volumes grew
substantially. As a result, the
Bank’s market share in credit

cards reached a record level in
2001, having grown over 100 basis
points this year and 350 basis points since the launch of
this product. Residential mortgage growth was also fairly
strong in the second half of the year.

Our international loan volumes rose significantly year
over year, including $5 billion from the consolidation of
Scotiabank Inverlat. The underlying growth in loans was
also strong at $4 billion or 20%.

Corporate lending volumes remained relatively flat in
2001. While U.S. corporate loans fell as a result of
significant asset sales and a focus on more selective
lending, there was good growth in Europe.

Average other earning assets (excluding lending
business) rose by $21 billion or 29%, of which $9 billion
related to Scotiabank Inverlat. These assets include
securities, funds on deposit with other banks (used
primarily to maintain liquidity) and reverse repos. This
year’s growth mainly arose from an increase of $9 billion in
reverse repos.

Loan portfolio is
broadly diversified

$ billions, average loans
and acceptances

[N

99 00 01

International
U.S. corporate

Canadian commercial/
corporate

Canadian retail



Table 1 Average balance sheet and interest margin

2001 2000
Taxable equivalent basis Average Average Average Average
For the fiscal years ($ billions) balance rate balance rate
Assets
Interest-bearing deposits with banks $ 16.9 5.16% $ 16.6 5.52%
Securities 49.7 6.63 37.9 6.54
Loans:
Residential mortgages 50.7 6.97 49.0 6.76
Personal and credit cards 18.4 10.05 16.8 10.04
Business and governments 74.9 8.20 70.4 8.58
Assets purchased under resale agreements 27.6 5.51 18.7 5.81
171.6 7.60 154.9 7.83
Total earning assets 238.2 7.23 209.4 7.41
Customers’ liability under acceptances 10.3 - 10.3 -
Other assets 23.3 - 19.0 -
Total assets $ 271.8 6.33% $ 238.7 6.51%
Liabilities
Deposits:
Personal $ 727 4.54% $ 675 4.48%
Business and governments 79.7 4.55 72.2 5.12
Banks 27.4 4.77 25.9 5.71
179.8 4.58 165.6 4.95
Obligations related to assets sold under repurchase agreements 29.7 5.62 19.4 5.76
Subordinated debentures 5.3 5.68 5.3 6.06
Other interest-bearing liabilities 11.8 4.91 9.6 5.19
Total interest-bearing liabilities 226.6 4.76 199.9 5.07
Other liabilities including acceptances 31.5 - 26.7 -
Shareholders’ equity 13.7 - 12.1 -
Total liabilities and equity $ 271.8 3.96% $ 238.7 4.25%
Net interest margin 2.37% 2.26%
Table 2 Volume/rate analysis of changes in net interest income
Taxable equivalent basis 2001 versus 2000 2000 versus 1999
For the fiscal years ($ millions) Increase (decrease) due to change in: Increase (decrease) due to change in:
Average  Average Net Average Average Net
volume rate change volume rate change
Net interest income
Assets $2,101 $ (413) $ 1,688 $ 573 $ 1,318 $ 1,891
Liabilities (1,316) 665 (651) (370) (963) (1,333)
Total $ 785 $ 252 $ 1,037 $ 203 $ 355 $ 558
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Liabilities

Average deposits totalled $180
billion in 2001, an increase of $14.2
billion or 9% from last year, of
which $6 Dbillion related to
Scotiabank Inverlat.

Canadian currency personal
deposits rose 3% from last year
(excluding the loss of deposits
from the sale of branches in
Quebec), accompanied by solid 50
growth of 14% in mutual fund
balances. As a result, market share 99 ‘ 00 ‘ 01
rose by 45 basis points on a
combined basis. As well, we
achieved gains in term deposit
share for the third consecutive
year. With this year’s volatility in equity markets, the
Bank’s range of stock-indexed GICs was again popular with
customers, recording sales of approximately $2 billion
during the year. On the business customer side, current
account deposits continued their double-digit growth for
the seventh consecutive year, increasing by 15%.

Strong
deposit base

average, $ billions

150

100

Banks
Business & government

Personal

Outlook

Notwithstanding the slowdown in the global economy,
moderate asset and deposit growth is planned in 2002.

Other Income
Other income has grown by a substantial 17%
annually over the past decade.

Other income was $4.1 billion in
2001, an increase of $406 million
or 11% from last year, with gains
in most categories.

Fees in deposit and payment
services rose by 24%, approxi-
mately half of which was from
Scotiabank Inverlat. In Canada, 35
the Caribbean and Latin America,
revenues grew from higher 390
transaction volumes and new
products, particularly from elec-
tronic delivery channels, as well as L
from growth in credit card-related 97 98 93 00 01
revenues.

Double-digit
growth in
other income

excluding sales of
businesses, $ billions

4.0

2.5
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Revenues from investment,
brokerage and trust declined 13%
year over year, following the sale
of the stock transfer and corporate
trust businesses. Excluding the
revenues generated from these
businesses, fees fell by only 3%.
This was entirely due to a decline
of 19% in retail full-service and
discount brokerage commissions,
reflecting lower customer trading
activity.

Mutual fund fees grew by
23% year over year, mostly from
Scotiabank Inverlat. Underlying
mutual fund fees grew more
modestly, as the impact of higher volumes was tempered
by a customer preference for money market funds that
earn lower fees.

Credit fees of $640 million represented a moderate
increase from last year, notwithstanding lower levels of
new business from more selective lending.

The biggest contribution to the overall growth in other
income was investment banking revenues, which rose a
substantial $289 million or 38% from last year. Record
results were achieved in many areas, including derivatives,
fixed income, underwriting and foreign exchange.

Gains on the sale of investment securities declined in
2001 from the near-record levels achieved last year.

The remaining categories of other income increased
by $265 million year over year, with several one-time items
both this year and last year. 2001 revenues included $82
million of interest on a tax refund following settlement of
a long outstanding claim, a $65-million gain from the sale
of the Bank’s corporate trust business, a $27-million gain
on the sale of Quebec branches, higher insurance revenues
and the consolidation of Scotiabank Inverlat.

Many sources of
other income

Investment banking 26%
Deposit & payment services 19%

Investment, brokerage
& trust services 16%

Credit fees 16%
Other 13%

Gains on sale of
investment securities 5%

Securitization 5%

Outlook

Other income included some one-time revenues, which are
not expected to recur in 2002. However, we anticipate
continued growth in most of the other categories.



Table 3 Other income

2001
versus
For the fiscal years ($ millions) 2001 2000 1999 1998 1997 2000
Deposit and payment services
Deposit services $ 456 $ 433 $ 402 $ 372 $ 317 5%
Card revenues 211 116 133 184 153 82
Other payment services 105 75 67 63 61 38
772 624 602 619 531 24
Investment, brokerage and trust services
Retail brokerage 317 389 273 286 289 (19)
Mutual funds 161 131 115 117 82 23
Investment management and custody 33 85 97 86 72 (61)
Personal and corporate trust 127 128 119 107 96 -
638 733 604 596 539 (13)
Credit fees
Commitment and other credit fees 504 512 438 397 329 (2)
Acceptance fees 136 120 105 75 66 13
640 632 543 472 395 1
Investment banking
Underwriting fees and other commissions 352 278 268 287 308 27
Trading revenue 447 326 291 100 141 37
Foreign exchange and other 246 152 147 125 109 61
1,045 756 706 512 558 38
Net gain on investment securities 217 358W 343 322 366 39
Securitization revenues 220 206 155 38 - 7
Other 447 274 230 274 150 63
Total of above 3,979 3,583 3,183 2,833 2,539 11
Gains on sale of businesses 92 82® - 25 144 12
Total other income $4,071 $ 3,665 $ 3,183 $ 2,858 $ 2,683 11%

Percentage increase over previous year 11% 15% 11% 7% 34%

(1) The pre-tax gain of $21 million on sale of the Bank’s investment in Solidbank is included in gains on sale of business, whereas in the
Consolidated Statement of Income, it is reported in the net gain on investment securities.

Table 4 Trading revenue

Taxable equivalent basis

For the fiscal years ($ millions) 2001 2000 1999 1998 1997
Reported in other income
Securities trading $ 92 $ 108 $ 67 $ (48) $ 52
Foreign exchange and precious metals trading 216 148 150 77 45
Derivative and other trading 139 70 74 71 44
447 326 291 100 141
Reported in net interest income 190 126 85 58 48
Total trading revenue $ 637 $ 452 $ 376 $ 158 $ 189
% of total revenues (net interest income plus other income) 6.1% 5.0% 4.7% 2.1% 2.9%
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Non-interest Expenses and Productivity
Expense control is a constant priovity for the Bank.

The best benchmark to measure a bank’s efficiency is the
productivity ratio, which measures the expenses incurred
to earn a dollar of revenue — the lower the ratio, the better
the efficiency. With a productivity ratio of 53.9% in 2001,
we once again led the industry.

Year-over-year operating
expenses grew $543 million or
11%. Of this, $541 million related
to the consolidation of Scotiabank
Inverlat. This was partially offset
by the sale of certain non-core
branches and other operations.
Adjusting for these and other one- 2,000
time items, expenses grew less
than 3% in 2001.

Remuneration and benefits oo 00 o1
were up 9% to $3.2 billion this
year, mainly from the consolidation

Moderate
expense growth
$ millions, October 31

6,000
5,000
4,000
3,000

1,000

Other

Communications

i ; & marketi

of Scotiabank Inverlat and higher ; mar et;g
. remises

performance-based compensation. technology

Salaries & benefits

The biggest contributor to the

latter was higher variable

compensation in Scotia Capital, ~ Productivity
. . continues to Improve

reflecting strong investment

non-interest expense as %
of revenue (source:
published financial data)

banking results. This was offset
somewhat by lower full-service
brokerage commissions, and a g
decline in stock-based compensation

as a result of the lower stock price 66
appreciation in 2001. The Bank -
continued to control remuneration *
growth through a variety of g
automation and outsourcing
programs designed to manage >4
staffing growth, despite increasing
business volumes. Excluding the
impact of Scotiabank Inverlat,
staffing declined in 2001.

Premises and technology
costs, excluding Scotiabank
Inverlat, increased $53 million or 5% from last year, with
most of the growth occurring in technology-related
spending. Effective May 1, 2001, the Bank outsourced its
domestic computer operations to IBM. As a result, higher
expenses were reported in technology, which were
offset by lower expenses in other categories, such as
remuneration. There was also ongoing spending on
upgrades to both our domestic and international networks.

e O Y E
97 98 99 00 O1

Scotiabank
5 other major
Canadian banks

* includes unusual
expenses
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Much of the growth in communication and marketing
expenses, as well as other expenses, was the result of
consolidations and divestitures in 2000 and 2001. The
balance of the increase supported revenue growth,
business development and product initiatives.

Outlook

While the Bank will continue to invest in business
initiatives, very strong expense control will be in effect
next year, given the current economic outlook.

Taxes
Taxes fell in 2001, following five consecutive years
of increases.

The Bank is subject to a variety of taxes, including direct
taxes on income by Canadian federal and provincial
governments and the governments of foreign jurisdictions
in which the Bank operates, together with several indirect
taxes. Taxes incurred by the Bank totaled $1.6 billion
(taxable equivalent basis) in 2001, a reduction of
$40 million from the prior year.

The year-over-year reduction Direct and
occurred primarily in income 'nd'fe;t taxes
millions

taxes. The effective income tax
rate declined from 33.2% in 2000 1 800
to 27.5% in 2001, as a result of a
drop in the Canadian federal and
provincial tax rates. As well, we
had higher earnings in our foreign 900
subsidiaries that are taxed at ggq
lower rates, and gains on the sale

of businesses that were taxed at a ‘ ‘

1,500
1,200

300

lower capital gains rate. These 99 00 01
positive factors were partially
offset by the cost of reducing
future income tax assets by the
effect of corporate income tax reductions enacted
during 2001.

Indirect taxes totaled $467 million in 2001, an
increase of $38 million year over year. Deposit insurance
premiums rose by $29 million, primarily because of the
consolidation of Scotiabank Inverlat. Payroll, property and
business taxes also continued to increase.

The $1.6 billion of total government levies and taxes
represented approximately 40% of our pre-tax income.

Indirect taxes

Direct taxes

Outlook

We anticipate that our effective tax rate will remain near
current levels in the coming year.



Table 5 Non-interest expenses

2001
versus
For the fiscal years ($ millions) 2001 2000 1999 1998 1997 2000
Salaries and staff benefits
Salaries $2,856 $ 2594 $ 2,297 $ 2,193 $ 1,973 10%
Pension and other staff benefits 364 350 330 308 229 4
3,220 2,944 2,627 2,501 2,202 9
Premises and technology
Net premises rent 200 179 187 172 157 12
Premises repairs and maintenance 49 39 39 40 29 28
Property taxes 59 55 61 55 33 8
Computer equipment, software and data processing 404 309 328 329 259 30
Depreciation 243 267 254 225 185 (€))
Other premises costs 178 146 138 137 115 21
1,133 995 1,007 958 778 14
Communications and marketing
Advertising and promotion 118 90 87 72 67 31
Telecommunications 75 62 66 57 47 20
Travel and business development 99 86 79 81 70 15
Stationery, postage and courier 210 190 175 156 136 11
502 428 407 366 320 17
Other
Business and capital taxes 145 143 137 140 117 2
Deposit insurance 63 33 69 98 75 89
Employee training 43 34 28 31 33 25
Amortization of goodwill and other intangibles 52 28 23 23 32 86
Other 504 548 478 329 226 (8)
807 786 735 621 483 3
Total of above 5,662 5,153 4,776 4,446 3,783 10
Restructuring provision — acquisitions - (34) (20) - 250 (100)
Writeoff of goodwill - - - - 26 n/a
Total non-interest expenses $5,662 $ 5,119 $ 4,756 $ 4,446 $ 4,059 11%
Productivity ratio 53.9% 56.5% 59.3% 60.4% 62.4%
Table 6 Income and other taxes
2001
versus
For the fiscal years ($ millions) 2001 2000 1999 1998 1997 2000
Income taxes
Provision for income taxes $ 876 $ 990 $ 867 $ 762 $ 758 (12)%
Taxable equivalent adjustment 230 194 163 129 103 19
Taxable equivalent provision 1,106 1,184 1,030 891 861 (@)
Other taxes
Payroll taxes 149 146 143 133 107 2
Property taxes 59 55 61 55 33 8
Capital taxes 87 93 91 97 81 (@)
Business taxes 58 50 46 43 36 17
Goods and services tax 51 52 52 54 48 3)
Deposit insurance 63 33 69 98 75 89
Total other taxes 467 429 462 480 380 9
Total taxes $1,573® $ 1,613® $ 1,492 $ 1,371 $ 1,241 2)%

(1) Amount is comprised of $1,043 million of Canadian taxes (2000 — $1,175 million; 1999 — $1,017 million; 1998 — $940 million) and $530
million of foreign taxes (2000 — $438 million; 1999 — $475 million; 1998 — $431 million).
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Credit Quality

Impaired loans

Net impaired loans were $259 million as at October 31,
2001. In the first quarter of 2001, we classified $1.6 billion
of loans as impaired, primarily in our U.S. portfolio,
in recognition of the deteriorating credit conditions in
the U.S. market. Following that, we embarked on
an aggressive plan to reduce the level of net impaired
loans through asset sales, loan workouts and
substantial loan loss provisions. As a result, we were
successful in reducing the level of net impaired loans to
our targeted level by year end.

As shown in the chart on the
right, net impaired loans as a
percentage of loans and
acceptances were 0.14% at
October 31, 2001, compared to
-0.03% a year ago. The current
ratio still remains close to the g
lowest level achieved over the past
decade. 0.4

In Canada, the retail
portfolio remained in excellent
condition throughout the year.
Gross impaired loans declined by
$12 million during the year to $258
million. The condition of the
commercial portfolio was relatively stable. While gross
impaired loans in Scotia Capital’s Canadian portfolio rose
by $92 million during the year, the outstanding balance at
year end was fairly low at $203 million.

In the United States, credit conditions remained weak
throughout the year, as the slowing of the economy was
exacerbated by the events of Sept. 11. In the first quarter
of 2001, gross impaired loans increased by $1,027 million
to $1,892 million. With the aggressive action taken
subsequently by the Bank, this balance was reduced
substantially to $1,280 million at October 31, 2001.

In International Banking, gross impaired loans were
$2,235 million as at October 31, 2001, an increase of $1,135
million from last year. However, of this, $906 million was
from the first-time consolidation of Scotiabank Inverlat.
The remaining increase related primarily to the other Latin
American subsidiaries, with the impaired loan portfolios in
Asia and the Caribbean remaining relatively stable.

Moderate increase
in net impaired
loan ratio

as a % of loans &

acceptances
as at October 31

1
97 98 99 00 01
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Specific provisions for credit losses

Increase in
credit losses

In fiscal 2001, specific provisions
for credit losses were $1,250
million, compared to $765 million
last year.

Credit quality in retail 0.7
lending in Canada remained in 0.6
excellent condition. In 2001, g5
specific provisions on this portfolio .4
were $140 million, unchanged g3
from a year ago. The specific g
provisions in commercial lending 4
increased to a more normal level Lo
of $106 million from a low of 97 98 99 00 01
$28 million last year.

The specific provisions in International Banking rose
by $65 million to $250 million. Most of this increase came
from $50 million in reserves established against our
Argentine risk, given the difficult economic conditions
currently prevailing in that country. Levels of provisioning
remained stable in the Caribbean and Asia.

In Scotia Capital, specific provisions for credit losses
rose by $342 million over the prior year to $754 million in
2001. This increase was entirely in the U.S. portfolio,
reflecting the soft credit market
that existed for the entire year.
The specific provisions remained
relatively stable in Canada and
in Europe.

specific provisions as a % of
average loan & acceptances

Substantial
general provision

$ millions, October 31

1,200

General provision
900
During 2001, the general provision

for credit losses was increased by 600
$175 million to $1,475 million,
following weaker credit conditions
in the U.S. This amount represented
0.90% of risk-weighted assets.

300

Il Il Il I
97 98 99 00 O1

Outlook

Given the weak economic outlook forecast for much of
2002, specific provisions for credit losses are expected to
remain at about the same levels as this year. However,
unstable economic conditions in Argentina create some
uncertainty regarding the related level of credit losses.



Table 7 Impaired loans by business line®?

2001
Allowance
for credit
As at October 31 ($ millions) Net losses® Gross 2000 1999 1998 1997
Domestic
Retail $ 82 $ (176) $ 258 $ 270 $ 332 $ 356 $ 436
Commercial 112 (220) 332 343 396 534 493
194 (396) 590 613 728 890 929
International®
Latin America 284 (1,303) 1,587 432 248 239 12
Caribbean 173 (110) 283 261 229 215 260
Asia 89 (213) 302 341 285 287 202
Europe 29 (34) 63 66 55 35 60
575 (1,660) 2,235 1,100 817 776 534
Scotia Capital
Canada 140 (63) 203 111 127 247 270
United States and other 825 (611) 1,436 941 733 403 460
965 (674) 1,639 1,052 860 650 730
Gross impaired loans 4,464 2,765 2,405 2,316 2,193
Allowance for credit losses
- specific and country risk provisions® (2,730) (1,526) (1,261) (1,295) (1,100)
— general provision (1,475) (1,475) (1,300) (1,300) (600) (500)
(1,475) (4,205) (2,826) (2,661) (1,895) (1,600)
Total net impaired loans $ 259 $ (61 $ (156) $ 421 $ 593
Total net impaired loans as a % of
loans and acceptances 0.14% (0.03)% (0.10)% 0.26% 0.44%
Allowance for credit losses as a % of
gross impaired loans 94% 102% 107% 82% 73%

(1) Includes designated emerging market gross impaired loans and offsetting country risk provision of $25 million at October 31, 2001
(2000 — $24 million; 1999 — $25 million; 1998 — $25 million; 1997 — $56 million).

(2) Interest recorded as income on impaired loans was $55 million (2000 — $62 million; 1999 — 28 million; 1998 — $29 million;
1997 — $27 million). This amount related to the international porifolios.

Table 8 Provisions for credit losses

For the fiscal years ($ millions) 2001 2000 1999 1998 1997

Specific provisions for credit losses

Net specific provisions $1,373 $ 878 $ 623 $ 552 $ 430

Recoveries (123) (113) (138) (67 (70)
Net specific provisions for credit losses 1,250 765 485 495 360

Other provisions

General provision 175 - 150W 100 175

Country risk provision - - - - (500)
Net provisions for credit losses $1,425 $ 765 $ 635 $ 595 $ 35

(1) Refer to footnote (1) on page 6.
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Capital Management

Our capital ratios rose consistently during the year —
and were the strongest of the major Canadian banks
as at October 31, 2001.

Capital is one of Scotiabank’s most critical resources.
A strong capital base contributes to the safety of the Bank,
supports its high credit ratings and ensures it can take
advantage of potential growth opportunities as they arise.
These factors must be balanced against the need to ensure
that shareholders continue to earn excellent returns.

Management of the capital base must take into
account expected changes in balance sheet and risk-
weighted assets, capital mix, leverage, future investment
plans and shareholder returns, while also addressing the
concerns of other stakeholders, such as regulators, rating
agencies, depositors and the financial markets.

The Components of Capital

The capital adequacy standards for the Canadian banks

are set by the Office of the Superintendent of Financial

Institutions (OSFT). These standards were developed

in harmony with the international standards set by the

Bank for International Settlements (BIS). Under these

standards, bank regulatory capital consists of two

components:

e Tier 1 capital, which represents the more permanent
form of capital, consists primarily of common
shareholders’ equity and non-cumulative preferred
shares; and

e Tier 2 capital, which consists mainly of subordinated
debentures or cumulative preferred shares and general
provisions.

Both of the above components provide important support
for banking operations and protection for depositors.
However, Tier 1 capital is the principal focus of markets
and regulators.

In 2001, our total regulatory capital rose by more
than $2.3 billion to $21.3 billion. Growth in Tier 1 capital
accounted for 82% or $1.9 billion of this increase. Of this,
$1.5 billion came from higher retained earnings arising
from strong growth in our net income. Over the past five
years, $5.7 billion in capital has been internally generated
as a result of record net income levels. This track record of
internal capital generation is at the top end of the banking
system in Canada.

Tier 2 capital increased slightly, reflecting the
increase in the general provision eligible for inclusion in
Tier 2 capital from 0.75% of risk-weighted assets
to 0.8756%, as allowed by OSFI. As well, deductions
from capital for first-loss facilities associated with
securitizations were substantially lower at year end.
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Capital Ratios

Capital ratios are used to monitor Tier 1 capital
the adequacy of the Bank’s capital continues to
strengthen

levels. These ratios are determined
by dividing the components of
regulatory capital by risk-weighted
assets. To effectively manage the
Bank’s capital, close attention is 8.5
paid to both risk-weighted assets
and the capital base.

Scotiabank’s Tier 1 ratio rose
substantially to 9.3% at October 7.0
31, 2001, an increase of 70 basis Lo
points from the previous year. The 97 98 99 00 O1
total capital ratio grew by 80 basis
points to 13.0%. Both ratios are
well in excess of levels defined by
OSFI as “well-capitalized” — 10%
for total capital and 7% for Tier 1
capital — and were also the highest 12
of the major Canadian banks.

Scotiabank’s stronger capital
ratios resulted from both rising 6
capital levels and disciplined
growth in risk-weighted assets. 3
The latter was successfully
managed during the year through
initiatives such as asset sales and
securitizations.

% October 31

9.0

8.0

7.5

Rising
common equity
$ billions, October 31

97 98 99 00 01

Pending Regulatory Developments

Following the 1999 proposal for a new capital adequacy
framework, the Basel Committee issued a more
comprehensive consultative paper in January 2001 and
invited comments from the international banking
community and national regulators. The new proposals
were intended to lead to a much better correlation of
regulatory capital with economic capital needs determined
by banks. The Canadian banks, through the Canadian
Bankers Association, submitted a response to OSFI and
the Basel Committee. Based on widespread concerns
within the global financial community, the Basel
Committee is expected to make significant revisions and
issue another consultative paper in early 2002, with an
implementation date in 2005.

Outlook

We expect to maintain our capital ratios near the current
strong levels.



Table 9 Regulatory capital

As at October 31 ($ millions) 2001 2000 1999 1998 1997
Tier 1 capital
Common shareholders’ equity $12,833  $ 11,200 $ 9,631 $ 9,039 $ 7,930
Non-cumulative preferred shares 1,775 1,775 1,775 1,775 1,468
Non-controlling interest in subsidiaries” 1,086 729 198 173 137
Less: Goodwill (400) 297) (138) (148) (123)
15,294 13,407 11,466 10,839 9,412
Tier 2 capital
Subordinated debentures (net of amortization) 4,933 4,990 5,114 5,139 4,616
Eligible amount of general provision® 1,442 1,171 1,067 600 500
6,375 6,161 6,181 5,739 5,116
Less: Investments in associated corporations and other items (329) (639) (742) (575) (323)
Total capital $21,340 $ 19,029 $ 16,905 $ 16,003 $ 14,205
Total risk-weighted assets ($ billions) $ 164.8 $ 156.1 $ 1423 $ 150.8 $ 1364
Capital ratios
Tier 1 capital ratio 9.3% 8.6% 8.1% 7.2% 6.9%
Total capital ratio 13.0% 12.2% 11.9% 10.6% 10.4%

(1) Includes Scotiabank Trust Securities (BaTS), an innovative capital instrument.

(2) Under OSFI guidelines, the general provision was included in Tier 2 capital up to a maximum of 0.75% of risk-weighted assets. Effective
October 2001, this limit has been increased to 0.875%.

Table 10 Capital generation

For the fiscal years ($ millions) 2001 2000 1999 1998 1997
Internally generated capital
Net income $ 2,169 $ 1,926 $ 1,651 $ 1,394 $ 1,514
Other amounts credited/(charged) to retained earnings 38 160 (475)® 147 40
Capital from operations 2,207 2,086 1,076 1,641 1,654
Dividends (729) (604) (637) (490) (454)
1,478 1,482 539 1,051 1,100
External financing
Subordinated indebtedness (57) (124) (25) 523 1,765
Preferred shares - - - 307 (107)
Innovative Tier 1 capital instruments® - 500 - - 250
Common shares 155 87 53 58 406
98 463 28 888 2,314
Other® 735 179 335 (141 419
Total capital generated 2,311 2,124 902 1,798 3,833
Total capital, beginning of year 19,029 16,905 16,003 14,205 10,372
Total capital, end of year $21,340 $19,029 $16,905 $16,003 $14,205

(1) Refer to footnote (1) on page 6.
(2) Innovative Tier 1 capital instruments issued through BNS Capital Trust (Scotia BaTS) and Scotia Mortgage Investment Corporation.

(3) Represents eligible general provision and adjustments to regulatory capital such as inclusion of non-controlling interest in subsidiaries,
less deductions for goodwill, securitization-related amounts and investments in associated corporations.
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Business Lines

Domestic Banking

Retail and Commercial

Scotiabank’s retail, small business and commercial
banking operations in Canada provide a full range of
financial services to more than six million customers
through an extensive network of:

e more than 1,000 branches

over 2,150 ABMs

four state-of-the-art call centres

TeleScotia and Scotia OnLine, our telephone and
electronic banking services

Wealth Management

The Wealth Management group is organized around
three businesses: retail brokerage, mutual funds and
private client services (which includes personal
trust, money management and private banking).
The group has:

¢ $94 billion in assets under administration

e 720,000 brokerage and high net worth clients

e a dedicated sales force of 1,000 highly-skilled,
accredited professionals

e more than 130 delivery points plus online services

Domestic Banking net income rose 9% to $960
million in 2001 on the strength of higher interest
margins and solid expense control. Brokerage
revenues declined due to lower client trading
activity, while mutual fund, trust and investment
management fees rose modestly.

Business line summary

International Banking

Scotiabank’s multinational network capitalizes on
more than 100 years of international experience to
provide a complete range of financial services to
both local and international customers around the
world. Including subsidiaries and affiliates, the
division has:

e operations in more than 40 countries

¢ anetwork of more than 1,000 branches and 1,700

ABMs

e 22,000 employees

Net income was $489 million, up 34% due
to the consolidation of Scotiabank Inverlat, our
Mexican subsidiary, and another year of record
earnings in the Caribbean and Central America.

Scotia Capital

Scotia Capital’s integrated global corporate
and investment banking operations provide
specialized solutions for corporate, institutional and
government clients. Scotia Capital has recognized
strengths in:
e structured and syndicated lending
e corporate debt and equity underwriting
* mergers and acquisitions
e derivatives, fixed income, foreign exchange and
precious metals

Net income rose 6% to $686 million in 2001.
Strength in Global Trading was mostly offset by
higher loan loss provisions in the U.S. portfolio.

Profitable
business lines

$ millions
Net income ($ millions) 2001 2000 1999®
Domestic Banking $ 960 $ 882 $ 649 2000
International Banking 489 364 296
Scotia Capital 686 650 745 1,500
Other® 34 30 (139)
Total net income 2,169 1,926 1,551 1,000
(1) Refer to Note 18 on page 65 for a description of the items included in Other. 500
(2) Refer to footnote (1) on page 6.
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