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Scotiabank announces dividend on cotimon shares SU? 3 B

TORONTO, June 1, 2004 - Scotiabank today announced a dividend of 30 cents per
common share for the quarter ending July 31, 2004, payable on July 28, 2004, to
shareholders of record at the close of business on July 6, 2004,
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The Bank also declared the following dividends on Non-Cumulative Preferred Shares for
the quarter ending July 31, 2004, payable on July 28, 2004, to shareholders of record at
the close of business on July 6, 2004:

» Series 12, Dividend No. 24 of $0.328125 per share.

Holders may elect to receive their dividends in common shares of the Bank in lieu of cash
dividends, in accordance with the Bank’s Shareholder Dividend and Share Purchase Plan.
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Scotiabank reports record results
Second guarter highlights compared to the same period a year ago:

~ Net income of $786 million, compared to $596 million, up 32%

—~ Earnings per share (diluted) of $0.75, compared to $0.56®
— Return on equity of 21.8% versus 17.2%

— Tier 1 capital ratio of 11.2%, compared to 10.3%

Quarterly dividend increased & cents to 30 cents per commmon share

Toronto, June 1, 2004 -
Scotiabank reported record earmings
in the second quarter of 2004 with
net income of $786 million. Earnings
rer share (diluted) were $0.75, up
frorn $0.56 in the second quarter of
2003. Return on equity was strong at
21.8%. This quarter's results included
a gain of $125 million ($81 million
after tax, or 8 cents per share) from
the sale of a portion of the Bank's
investment holding in Shinsei Bank
in Japan.

*This quarter we benefited from
our strategy of maintaining a diver-
sified growth platform — all three of
our businesses made great contribu-
tions,” said Rick Waugh, President
and CEO, “Along with substantial
gains on investment securities, there
was growth in both mortgage volumes
and market share in Canada, as well
as in retail brokerage and investment
barnking, Our international operations
also performed well, in particular, in
Mexico and the Caribbean,

*Compared with the second
quarter of 2003, there were significant

reductions in both our credit losses
and net irmpaired loans. This
favourable credit position reflects the
economic recovery we've seen in
North America.

“The Bank's capital position
continues to be very strong, allowing
us to increase the quarterly dividend
payable to shareholders to 30 cents,
up 36% over last yoar. This continues
our 12-year record of consecutive
dividend increases. The Bank's Tier 1
ratio has risen significantly to 11.2%,
while the tangible common equity
ratio, at 9.4%, remains higher than
any other rajor Canadian bank. The
strength of our capital position gives
us a broad range of options for future
growth and enables us to continue to
increase returns to shareholders.”

For the six-month period ended
April 30, 2004, net income was
$1,490 million, compared 1o
£1,191 million in the same period last
year, an increase of 25%. Earnings
per share (diluted) were $1.42 versus
$1.11, and return on equity was
20.6% compared to 16.9%.

(1) Adjusted Jor the Aprit 2004 stock dividend, Refer o botnow (L) o paga 2,

Live audic Web broadcast of the Bank's analysts’ conference <oll. See page 19 for tetsils.

Year-to-date
performance

Jersus
our 2004 targets was
as follows:

1. TARGET: Earn 2 return on equity
(ROE) of 16% to 19%. In the first
six months, Scotiabank earned a
ROE of 20.6%.

2. TARGET. Generate growth in
earnings per common share of
10% to 159% per year, Qur year-
over-year growth in earnings per
share was 28%.

3. TARGET. Mgintain a productivity
ratio of less than 58%.
Scotiabank’s performance was
54.3%, one of the best in the
financial sector.

4. TARGET: Maintain strong capital
ratios. At 11,2%, Scotiabank’s
Tier 1 capital ratio remains ameng
the highest of the Canadian
banks and strong by international
standards.

Seotiabank Second Quartor Report 2004 1



Financial Highlights

As at and for the three months ended For the slx months ended
. . April 30 January 31 Aprfl 30 April 30 April 30
(Lnaudited) 2004 2004 2003 2004 2003
Operating results (8 mitltons) ‘
Net intergst Income (TEB™) 1,838 1,548 1,603 3,108 3,214
Tutal revenue (TEB™M) 2,807 2,588 2,568 5,396 5,213
Provision for credit logsses o 180 170 248 300 513
Non-interest expenses 1,528 1.406 1,429 2.029 2,784
Provision for income taxes (TEBUT) 313 251 225 864 521
Net income 786 704 596 1,480 1,181
Net income available to commen shareholders . 780 884 572 1,464 1,140
Operating performance .
Basle camings per share® ($) 0.77 0.68 0.57 1.45 1,13
Dluted earmings per share® (§) 0.73 0.87 0.56 1.42 1.11
Return on equity (%) 21.8 19.4 17.2 206 16.9
Procluctivity ratio (%) (TERM) 54.3 54.3 550 54.3 534
Net interest margin on total average assets (%) (TEB"Y) 2.21 2.18 2.28 2.20 2.21
Balance sheet information ($ militons)
Cash and sacurities 81,273 81,578 77275
Loans and acceptances 178,887 175,680 160,182
Toral asaefs 283,634 2B81,45) 291,700
Deposits 197,641 191,800 189,218
Preferved shares . 550 550 800
Comunen shareholders' equity 14,857 14,209 13,603
Assets under administration 162,274 167,714 154,884
Assets under management : 20,929 20,497 18,640
Capital measures '
Tier 1 capital ratio (%) 11.2 10.9 10.3
Toted caplial ratio (%) 13.6 13.4 12.7
Tungible common equity to risk-welghted assets™ (%) . 9.4 8.2 8.4
Rlek-weighted assets (§ millions) 156,679 163,479 158,106
Credit quality
Net impaired loans after general allowance' (§ mdlitons) (104) 12 378
General allowance for credit losses (§ millions) 1475 1,475 1475
Net impaired loans as a % of loans and acceptances™ (0.08) 0.01 0.20
Specific provision for credit losses as a % of :
average loans and acceptances 0.30 0.38 0.53 0.34 0.60
Common share Information
Share price” (§)
High 37.45 34.24 27.90 37.45 27.90
Low . 83.38 31.08 24,84 31.08 2228
Close - 85.13 33.75 27.90
Shares outstanding® (millions) :
Average (basic) 1,011 1,011 1,007 1,01) 1,008
Average (diluted) 1,028 1,027 1,023 1,028 1,024
End of period 1,009 1,011® 1,008
Dividends per share™ ($) 0.26 0.25 0.20 0.50 0.40
Dividend yleld (%) . 2.8 3.1 3.0 2.9 32
Dividend payout ratio™ (%) " 324 37.0 352 34.5 36.4
Market capitalization (§ millions) 35,458 34,126 28,116
Book value per conunon share'™ (§) 14,78 14.05 13.50
Market value 10 book value multiple 2.4 2.4 2.1
Price to earnings mwtiple (trajling 4 quarters) . 18.0 135 12.6
Other information .
Braployees 44,294 44,304 43,772
Branches and offices 1,809 1.875 1,846

Cerain comparnling amonnis i this quarieriy *eport have been raclassificd (0 conform with current period presentation

(1) The adfustmend that changss GAAP meastres to tavabls squivalent dasts (TES) measures 13 discusied inbotnoles (2) and (8) on page 10.
(%) Amowrils have begn retrouctively adjusisd to reflsct the stock dividend paid Aprit £8, 2004, of one common share for euch 1ssusd and gutsiancdiag

comimen share. The stook dividend had the same gffect 05 a lwoforona stock splil.

(8} Reprusents cotnmon sharcholders’ equills amd non-comiroliing inierest 1 (he common squily of sudisidiarier (gss goodwill and intangible asasts,

us @ percentags qf Tisk-welghlod assets.
14) Net impuired loams are tmpaired loans sy the atlowance for cradit losses, including the general allowance,
(5) Mmetudes 1.4 million shares held by the Bank's droker-dealor subsidiary (rgfer o Nule | on page 16).

(6) Represcnts common, dtvidends for the period ag o perveniage of the nist incoma guallable to common sharoholders for the peviod.
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Message to Stakeholders

Across the Scotiabank Group, our strategy is to build stronger relationships with our
existing customers, expand our customer base and build our distribution capabilities in
all our charnnels. Overall, we believe that we continue to have good growth prospects,
largely because we have very diversiﬁed and sustainable earnings, generated by

our three strong growth platforms - Domestic Banking, Scotia Capital and
International Banking.

Domestic Banking
Qur focus in Domestic Banking is to build velurme and grow market share, while leveraging the winning
platforms we have in place. We believe that our Domestic platfortn = our strength in sales and service, and
our leading customer and ermployee satisfaction - gives us the capacity to do this.

Another key growth driver for us in Canada is our integrated Wealth Management operation. We
continue to have success in building our business, a3 demonstrated by higher mutual funds and retail
brokerage growth this quarter compared to last ycar

Scotia Capital _ ‘
In Scotia Capital, we are confident we have in place the processes and disciplines to effectively manage
our credit quality going forward. This has contributed in part to the decline in specific provisions
this quarter.

We are also looking at new areas for growth, especially non-lending sources of revenue, and places
where we can begin to offer certain products on a global basis. And in both Canada and the U.S., we
continue to leverage our long-established client relationships.

International Banking

In International Banking, we have confidence that there are significant growth oppertunities in many
ernerging markets due to the combination of underutilization of financial services, generally higher
economic growth rates and young populations, We see Mexico — where we increased our ownership of
Scotiabank Inverlat to 97% during the quarter - along with parts of the Caribbean and Central America as
key opportunities for us. Alse, over the long term, India, China and Malaysia offer good growth potential.

Economic outlook
Going forward, in the global economy, the U.8. and China are providing the engines of growth — which
bodes well for Canada. Over the next year, the prospect of a gradual rise in interest rates, and renewed
currency strength in Canada, rnay dampen but not derall the expansion.

The combination of econprmic growth and the strength of our core businesses will help ensure we
maintain our record of providing superior results for all our major stakeholders - our shareholders,
customers, employees and the cotnmunities we serve,

Richard E. Waugh
President and Chief Executive Officer

Seotiabank Second Quarter Repert 2004 3



Achievements

. Domestic Banking

We continue to leverage the successful family of Money
Muaster® high-interest savings products. This quarter,

more than 125,000 new accounts were established in the

market-leading Money Moaster® registered product.
ScotiaMcLeod Direct Investing turned in strong
perforrance numbers in 2004, Assets grew 40% year
over year and, for the five months ended March 81,
2004, new account openings were up 49% versus the
same period last year, in part reflecting a successful
in-branch RSP acquisition program. As well, trade
volumes were up 65% over last year, with a contmucd
shift toward the Internet channel,

Scotiabank has realized significant, growth in its
electronic banking channels. The onling customer base
and the number of online transactions increased 27%
and 47%, respectively, over the same period last year
As well, in the last 12 months, we have increased the
number of ABMs by morte than 16%, bringing the total
to more than 2,600,

Scotia Capital

ScotiaMocatta is the new chalr of the London (‘old
Fixing. This is the first time a non-British bark has held
the chair in its 85-year history. In addition, ScotiaMocatta
was again ranked second globally in both gold and silver
in the spot category, and achieved a new #2 ranking in
silver in the forwards category in Risk magazine's
Armnual Commodity Rankings survey.

Scotia Capital was ranked the #9 overall lead arranger,
and #1 Canadian lead arranger, In the U.S. syndicated
lending market for the first quarter of 2004, according
o Loan Pricing Corporation,

Scotla Capital acted as exclusive financlal advisor on
the $364 million privatization of Cara Operations
Limited. We also provided a $525 million credit -
commitment to ¢coraplete the transaction, along with
interest rate swaps.

International

4

We completed the acquisition of a further 6% of the
shares of Scotiabank Inverlat, bringing our ownership
1o 97%. As well, Inverlat was recognized as one of the
Top 50 Best Employers in Mexice, by exp Laboral, an
important business magazine in Mexico,

The co-ordinated efforts of corporate barnking officers
in Taiwan, Guangzhou and Hong Kong branches
resulted in the Bank successfully arranging substantial
new credit facilities for Taiwan branch customers
expanding their operations in maitdand China. Part of

Seotlabank Second Quarter Azport 2004

the facllities are denominated in China’s local currency,
the Renminbi, and represent the first such loan
aclvances since we were granted a local currency
license in late 2003,

In the Caribbean and Central America, we continye to
invest in our delivery network, launching online banking
in the Bahamas and Puerto Rico during the quarter. As
well, in order to streatnline and improve efficiency in
our credit card operations in the region, we are moving
to a single processing platform. The Bahamas was
converted during the quarter, and the remaining units
will be completed by year end.

Employees and Human Resources
* Canadian Business named Scotiabank as one of the

1op employers for minorities and Aboriginal peoples,
among all federally-regulated companies in Canada.
Training magazine named Scotiabank one of the
Top 100 training organizations globally from 552
companies that were considered for the list this ycar,
Scotiabank has begun a series of focused programs to
support the advancement of women to senior
leaclership roles in the Bank. These efforts include
formalized mentoring and networking programs, a
series of web-based interviews of senior women across
the Bank, and clarification of the career advancement
issue to all Scotiabank employees.

Community involvement
*» Ten Scotiabank employees were among the 58 graduates

of Altruvest’s BoardMatch Leaders Class of 2004 who
are now serving on the boards of 48 registered charities.
BoardMatceh Leaders provides corporatc supporters and
program participants with leadership training, strategic
business networking opportunities and a unique oppor-
tunity to contribute to the community.

The third annual Sheena'’s Place awarcness and
corporate fund-raising breakfast, presented by
Scotiabank, was held in Toronto on February 5. The
event raised $150,000 for this community-based charity,
which offers hope and support to people with eatinyg
disorders and their families.

Canada’s youngest children were the investiment of
cholee for Scotia Capital Inc, and the institutional
investment community on February 28, It was the third
time Scotia Capital hosted Invest in Kids Day, which
raised.$1,031,000 by donating institutional equity
trading commissions to help Canada’s children get the
best possible start in life. This brings the three-year
total to $2,549,000.



Management’s Discussion and Analysis

Group Financial Performance

Record results of operations were achieved in the second
quarter, in part due to strong gains on the sale of investment
securities and growth in our international operations. The
quarter's excellent results were achieved notwithstanding
the strong year-over-year appreciation of the Canadlan
dollar against most currencies in which the Bank conducts
business - including an 11% rise against the U.S. dollar.

Total revenue

In the second quarter, total revenue (on a taxable equiv-
alent basis) rose significantly to $2,807 million from
$2,568 million in the same period a year 4go, an increase
of 8232 million or 9%. Exeluding the effect of foreign
currency translation, total revenue grew a substantial
$416 million or 16%. Along with stronger gains on
investment securities, there was notable growth in
revenues in retail brokerage and investment banking, as
well as continued strengih in the Caribbean and Mexico.
Compared to the preceding quarter, total revenue rose
by $219 million or 8%.

Net interest income

This quarter, net interest income (on a taxable equivalent
basis) was $1,558 million, down $45 million or 3% from the
second quarter of last year. However, excluding the impact
of foreign currency transiation, net interest income roge
$51 million or 3%. Compared to the prior quarter, net
interest income increased $10 million.

Canadian currency net interest incorne was unchanged
from the swme quarter of last year; strong growth in
mortgages, other retail lending, business deposits and
Money Master accounts was offset by a lower net interest
rargin, Compared to last quarter, Canadian currency net
interest income fell $49 million, mainly as a result of
two fewer days in the quarter and a compression of
the margin,

The adoption of new Canadian accounting standards
{including hedging relationships and mortgage
prepayment fees, as described in Note 1 on page 16)
resulted in a net reduction to Canadian net interest
income in the quarter, partially offset by gains in foreign
currency net interest income and other income.

Foreign currency net interest income fell $44 million

from the same quarter a year ago but, excluding the effect

of forelgn currency translation, rose $52 million. This
increase was primarily due to ongoing growth in the
Caribbean and Mexico, and higher North American and
European funding spreads, partly offset by lower U.S.
corporate banking interest revenues, Quarter over quarter,
foreign currency net intevest income rose $59 million,
driven in part by a wider interest margin, especially

in Mexlco.

In the second quarter, the Bank’s total interest margin
was 2.21%, relatively stable corupared to the same period
a year ago and last quarter.

Other income
Other income climbed $284 million or 30% from the
second quarter of 2003 to $1,249 million. Excluding the
effect of foreign currency translation, other ineome rose
an even greater $363 million or 38%. These revenue
Increases were across most categories, particularly gains
oninvestment securities (which included a $125 million
gain on the sale of a portion of the Bank's investment.
holding in Shinsei Bank in Japan), as the Bank tovk
advantage of favourable conditions in equity markets.
There were also significant inereases in revenue from
retail brokerage and underwriting, due in part to the
stronger equities market, and from deposit and payment
services. Compared to last quarter, other income rose
20%, mainly due to higher gains on investment securities,
investment banking revenue, retatl brokerage fees and
securitization revenues.

Non-interest expenses and productivity

Non-interest expenses were $1,523 million in the gquarter,
an increase of $94 million ot 7% compared to the same
period of 2003. Excluding the fmpact of foreign exchange
translation, expenses rose $156 million. Notwithstanding
these increases, the Bank's productivity ratio - a measure
of the efficiency with which revenues are generated -
remained solid at 54.3%.

Year over vear, the change in expenses was mainly
attributable to an increase in performance-based
compensation, particularly given improved results from
investment banking and retail brokerage. As well, pension
costs and other staff benefits were above last year
primarily from the higher present value of future
obligations due to a decline in interest rates, Other
expenses rose partly due to increases in mortgage
acquisition costs, in line with growth in mortgage
volumes, and in general business expenditures.

Compared to the prior quarter, expenses increased
$117 million or 8%, mainly due to higher performance-
based compensation, pensions and staff benefits,

Taxes

The Bank's effective tax rate for the quarter was 22.7%, up
from 19.2% for the saume period o year ago and 10.404 last
quarter. The year-over-year increase rmainly arose ag a
larger portion of the Bank's earnings was taxed at higher
Canadian rates. The effective rate was above the preceding
quarter due to a decrease in taxes last quarter from a

$24 million revaluation of net future tax assets, a3 & resulf
of the Ontario government's reversal of previously enacted

tax rate reductions.
Scotiabank Second Quarter Report 2004 5



Non:controlling interest

. The deduction for the non-controlling interest in the
Bank’s net income was $55 million for the quarter, down
515 million from the same period a year ago, and siightly
below last quarter. The year-over-year reduction was due
to the effect of the acquisition of the additional 36% of
Scotiabank Inverlat on April 30, 2003, partially offset by
higher earnings in The Bank of Nova Scolia Jamaica.

Preferred dividends

The preferred dividends paid, which are a deduction to
determine the Bank's net incorne available to common
sharecholders, were $6 million in the quarter, down from
%24 million in the same quarter of last year and $20 million
last quarter. The reductions were due to the redemption of
the Series 9 Non-cumulative Prefarred Shares on April 28,
2003, and the Non-cumulative Preferred Shares Series 11
on Jarmary 28, 2004, as well as the inclusion of related
redemption premiums.

Risk management

The Bank's key risk management policies and practices are
unchanged from those outlined on pages 54 o 63 of the
2003 Annual Report.

Credit risk

The total provision for credit losses was $130 million this
quarter, a substanial improvement from $248 million in
the same period a vear ago, and down $40 million from the
preceding quarter. Excluding the reversal of provisions
related to Argentina last year, the yearover-year decline
was 5145 million. ’

Provisions for ¢redit losses in the domestic retail and
commercial portiolios in the second quarter were at similar
levels compared to the same quarter in 2003 and to the
previous quarter, Credit quality in the retail portfolios
remained strong with delingquency ratios trending at or
below 2003 levels. The commereial portfolio continued to
dernonstrate stable credit quality.

Provisions for credit losses in international operations
were also relatively stable compared to last year and the
prior quarter.

In Scotia Capital, the provision for credit losses declined
$159 million from the same quarter lagt year, and was
$39 million lower than the previous gquarter. Credit quality
has continued to improve, in part due to the continuing
econornic recovery in North America.

Overall, while loan losses in 2004 are expected to be
below 2003 levels, some volatility will likely be experienced
from quarter to quarter. As well, if the recent trend in
favourable credit conditions continues, this would likely
lead to a reduction in the general allowance for
credit losses.,
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Total net impaired loans, after deducting the allowance
for credit losses (both specific and general) were negative
$104 million, a substantial improvement from $378 million
in the same period a year ago, and a decline of 3116 million
from the preceding quarter.

Market risk

Value at Risk (VaR) is a key measure of market risk in the
Bank's trading activities. In the second quarter of 2004,
the average one-day VaR declined to $8.2 million from
$8.6 million in the same quarter of last year, dueto &
reduction in foreign exchange risk, partly offset by an
increase in interest rate risk. Compared to last quarter,
most of the decrease was associated with lower levels of
risk from interest mtes and equities,

Average for the three months ended

Risk {actor April 30 Jan. 31 April 30
(8 millions) 2004 2004 2005
Intereat rate $ 7.0 $ 88 -] 59
BEquities C 48 5.4 4.0
Foreign exchange - 1.2 1.4 258
Commodities - 1.0 1.0 0.5
Diversification (5.5) (6.3) (4.3)
Al-Bank VaR $ 8.2 & 103 8 8.6

Trading revenue was positive on more than 87% of the
days in the quarter, compared to 93% in the frst quarter,
No single day’s loss exceeded the one-day VaR.

Liquidity risk

The Bank manages liquidity (¢ ensure it has the ability
to generate or obtain funds to meet current and future
financial obligations in a cost-effective manner. This
involves maintaining sufficient liquid assets, other cash
resources and diverse sources of funding.

Scotiabank obtaings Amnding through a broad range
of sources, including retail and commercial deposits,
wholesale funding and capital. The Bark also raises term
funding through asset securitizations of personal and
credit card loans, mortgages and business loans.

The Bank maintains Jarge holdings of liquid assets to
support its operations. As at April 30, 2004, liquid assets
were $73 billion, representing 26% of tota assets,
unchanged from last quarter.

In the course of its day-to-day activities. the Bank
pledges assets to 2ecure an obligatiorn, participate in a
clearing or settlement system, or to operate in a forelgm
jurisdiction. As at April 30, 2004, total assets pledged or
sold under repurchase agreements were $40 billion,
unchanged from January 31, 2004. The majority of these
assets relate to repurchase agreements, as well as pledges
for securities borrowing and lending activities.



Balance sheet

On April 30, 2004, total assets were $284 billion, a decrease
of $8 billion or 3% over the same period last year, primarily
¢due to the appreciation of the Canadian dollar against the
U.S. dollar. Excluding the effect of foreign currency trans-
lation, International Banking's operations continued to
grow year over vear, driven by commercial and retail
lending, mainly in Mexico and the Carlbbean. Specifically,
Scotiabuank Inverlat experienced significant annual growth
of over 40% in its retail lending portfolios, due in part to an
acquisition of a portfolio of retall auto loans.

In Domestie Banking, retail lending remained very
strong, with net growth year over year of $6 billion in
mortgages and $3 billion in personal loans. In Scotia Capital,
the lending portfolio declined year over year, primarily in
the United States and Europe, because of more gelective
lending, as well as very liquid capital markets. Secwrities
purchased under resale agreements were down $92 billion,
partly due to the effect of foreign currency translation.

Total liabilities decreased $9 billion from the sarne quarter
last year, primarily due to the appreciation of the Canadian
doblar against the U.S, dollar. Excluding the effect of forsigm
currency translation, total deposits rose by $12 billion over
the same period. This increase was mainly in domestic
operations, in particular from the Bank's popular Money
Master account, which continued to achieve significant
growth, up $6 billion from the same quarter of 2008, Also in
Domestic Banking, there were higher levels of current
accounts. This deposit growth was offset by decreases in the
funding of trading operations, including lower obligations
related to securities sold under repurchase agreements and
a reduction in the market value of the trading derivatives’
Habiity.

On a quarter-over-quarter basis, total assets were up
$2 billion, driven mainly by mortgages and retail lending
growth in Canada, as well as an increagse in securities
purchased under resale agreements. This was partially
offset by a decrease in trading securities,

The surplus of market value over book value of the
Bank's investment securities was $1,007 million as at

April 30, 2004, compared 1o §1,157 million last quarter
end. This reduction was entirely due to gains realized this
quarter. The remaining portfolio rose in value, primarily
from higher equity vialues. At the end of the quarter, the
unrealized gains included approximately $280 million
related to the Bank's remaining Shinsei holdings.

Capital management

The Bank's capital ratios continue to be very strong, with
the Tier 1 ratic up significantly by 20 basis points from a
year ago to 11.2%. This represented a 30 basis point
increase from last quarter.

The tangible common equity ratio (Which represents
common equity less goodwill and intangibles as & percentage
of risk-weighted assets) was 9.4%, up 100 basis points from
lost year. This ratio remains higher than the corresponding
ratios of other major Canadian banks, During the quarter,
total sharcholders’ equity rose $848 million to $15.4 billion,
primarily due to net income after dividends of 527 million.

Dividend

The Board of Directors, at its meeting on June 1, 2004,
approved an increase in the quarterly dividend of 5 cents
to 30 cents per share, payable on July 28, 2004, to share-
holders of record on July 6, 2004. Consequently, the
quarterly dividend per comnon share will rise by more
than 36% over last year, This continutes the Bank's
excellent track record of growing its annual dividend
amount, with increases in 22 of the last 25 years,

Outlook

Overall, we continue to have confidence in the strength of
our core businesses and our ability to take advantage of
the growing global economy. At the same time, we still
face some challenges, namely, margin pressure in Canada,
volatility in ex¢hange rates and asset growth in business
lending. As well, the exceptional level of securities gains
achieved this quarter is not sustainable in the near term.
That said, we fully expect 1o meet our key targets that we
have set for 2004,

Scotlabank Second Quarter Report 2008 7



Business Line Review
. Domestic Banking

For the thret months ended

For the six months ended

{Unawdited) (8 millions) April 30 Janyary 31 April 30 April 30 April 30
(Taxable equivalent basis )" 2004 2004 2003 2004 <003
Business line income ‘ :

Net interest income $ 901 S 877 3 861 % 1,778 $ 1,730
Provision for credit Josseg (81) (92) P! (113 {(153)
Other incoine 424 417 a52 41 723
Non-interest expenses (803) (764) (738) (1,667) (1,454
Provision for income taxea (148) (139) (134) (287) (288)
Net income $§ 208 § 200 8 264 & B9z 8 558
Other measures

Return on equity™ 82.9% 32.4% 31.0% 82.6% 31.9%
Average asscts (§ billtons) $ 109 $ 107 8 100 3 108 3 89

(1) Rgfer to footnole () on page 10,
(2) Refer 1o footnole (6) on page 10,

Domestic Banking, which includes Wealth Management,
generated net income of $293 million in the second quarter.
an increase of $29 million or 11% over last year. Quarter
over quarter, net income fell 2%, as higher expenses and
the impact of two fewer days this quarter, were partly offset
by growth in retadl volurnes. Domestic earnings represented
37% of the Bank's total net income this quarter.

Net interest Income rose 5% year over year, malnly from
.continued strong growth in retail lending, and core retail
and business deposits, that also resulted in substantial
market share gains. Furthermore, there were higher
morigage prepayment fees. Partly offsetting these factors
was a compression of the margin,

Other income rose a significant $72 raillion or 21% year
over year, with half of the increase arising frotn higher

Scotia Capital

For the three months ended

brokerage and related revenues, reflecting more buoyant
equity markets. There were also smaller increases in
transaction-based fees, mutual fund reverues and foreign
exchange.

Credit quality remained solid in the retail and cormmercial
loan portfolios. -

Operating expenses rose 9% from the same quarter last
year. This growth reflected higher performance-based
compensation and pension costs, along with normal salary
increases. Also contributing to the rise in expenses were
higher mortgage acquisition costs, consistent with volume
growth.

Quarter over quarter, expenses increased 5%, attributable
to higher performance-based compensation, and growth in
pension costs.

For the gix months ended

April 30
2004

(Unaudiied) (8 millions)
( Tawable equivalent basis )"

April 30
2003

April 30 Aprl 20
2004 2003

January 31
2004

Business line income

Net interest income § 251 5 254 & 336 $ 515 $ 63%
Provision for credit losses (32) 7D (171) (108) (395)
Other incorne 328 332 315 660 664
Non-interest expenses (268) (241) (250) (509) @7
Provislon for income taxes (78) (1) (61) (149) (138)
Net income ' g .3 8 208 3 189 8 414§ 307
Other measures

Retum on equity'® 20.0% 17.4% 11.5%6 18.6% 9.0%
Average assets ( dillions) 8 114 E] 112 $ 123 8 113 5 128

(1) Refsr io fovtnote (2) on poga 10.
(4) Refer io fooinots (4) on poge 10.
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Scotia Capital reported net income of $211 million this
quarter, a significant $42 million or 25% increase frorm a
year ago, and up $8 million or 4% from last quarter, ROE
at 20% for the quarter was well ahead of the levels earned
in recent periods. The improvernents arose primarily from
lower levals of credit losses.

Total revenues decreased 9% from the same quarter a
vear ago, reflecting the impact of foreign currency trang-
lation and the significant reduction in North American
lending volumes. The latter was a result of more selective
lending and higher levels of liquidity in the U.S. capital
markets. Non-lending revenues, in particular derivatives
and underwriting, continued to show a strong performance,
up 16% from last year.

International Banking

Compared to last quarter, revenues increased a modest
1%. Higher derivative and underwriting revenues were
partly offset by lower asset levels in U.S. corporate
lending,

There was a significant reduction of $139 million in
credit losses compared to last vear, largely in Canada and
Europe. As well, loan loss provisions in the second quarter
were $39 million lower than last quarter, reflecting a
broad-based improvement in corporate lending portfolics.

Total expenses increased 7% from the previous year
and 11% from lugt quarter primarily due to higher
performance-based conmpensation,

For the three months ended For the slx months ended
(Unaudited) (& millions) April 30 January 31 April 30 April 30 April 20
(Taagdle equivaient basis )" 2004 2004 2003 2004 2003
Business line income
Net interest income 8 513 B 443 $ 501 ] 961 $ 1,028
Provigion for credit logses (18) ™ €)) (25) €20
Other income 187 174 217 aT1 : 410
Non-interest expenses (426) (30) (440) (818) (851)
Provision for income taxes (44) (39) (66) (’%) (127
Non-contrplling interest in net income of subsidiaries (22) (2 (38) (46) on
Net income $ 200 8 163 $ 171 t] 363 3 338
Other measures
Return on equity® 24.2% 19.4% 21.9% 21.8% 21.0%
Average assets (F biliions) $ 19 $ 48 3 63 $ 48 § 56

(1) Refer to footnole (2) on page 10.
(2) Refer w foolnwole (4) on poge 10,

Net income for International Banking was $200 million this
quarter, a significant increase of $29 million or 17% from
last year, notwithstanding the negative effect of foreign
currency translation. Excluding the impact of the stronger
Canadian dollar, net income rose $64 milllon or 37% from
the same period last year, Compared to last quarter,
growth in net income was also very strong at $37 million,
Scotiabank Inverlat’s contribution increased substan-
tially from last year and Jast quarter as a result of the
continued strong growth in retatl loans and deposits, and
the recognition of the benefits of tax loss carryforwards.
In addition, the acquisition of an additional 36% share of
Inverlat in 2003 contributed to the year-overyear increase.

The results of the remaining operations in Latin America
were below last year as a result of gains on the sale of
emerging market securities in that period, Net income fell
slightly compared to last quarter. '

Barnings in the Caribbean region increased by more
than 35% from both last year and last quarter from strong
fee income, and growth in retail loans and deposits across
most of the Bank's operations. In addition, credit losses
were significantly lower than prior quarters.

In Asig, this quarter's net income fell below last year
primarily due to increased credit losses and expenses.
Compared to last quarter, results rose slightly.
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Other®

For the three months ended

For the six months ended

(Unoudiled) (F millions) April 80 January 31 April 30 . Aprll 90 April 30

(Thzable equivalent basis)® 2004 2004 2003 2004 2003

Business line income -

Net interest income™ § (182) & M9 & 162y % (281) % (334)
Provision for ¢redit losses 1 - 3 1 G

Other income 300 117 81 417 202

Non-interest expenses (26) - (1 (0 (37 -

Provislon for income taxes®" 22 66 103 88 167

Non-controlling interest in net. incore of subsidiaries (8a) (34) (32) (67) (53)
Net income $ 82§ B8 ® $ 121 8 (12)
Other measures

Average assets (F bitlions) § 14 3 16 5 16 $ 15 5 17

The other segments, which include Group Treasury,
reported net incore of $82 million for the quarter, versus
a Joss of $8 million in the same quarter last year and net
income of §39 million last quarter, Group Treasury had

an exceptional quarter because of the $125 million

(881 million after tax) gain realized on the sale of a portion
of the Bank's investment holding in Shinsei Bank. There
were also higher gains on the sale of other investment

gecurities, most notably in equities, as Group Treasury
took advantage of opportunities given favourable market
conditions. However, there was a decrease in net interest
income reflecting lower holdings of investment securities
and the mark-to-market adjustment for certain derivatives
that did not qualify as hedges under the new accounting

rules.

Total
For the three months ended For the six moutha ended

Aprit 30 January 31 April 30 April 30 April 30
(Umaudited) (3 millions) 2004 2004 2002 2004 2003
Business line income
Nut interest income 3 1,493 $ 1,480 $ 1,636 3 2,973 $ 3079
Provigon for eredit losses (130) (170 (248) (300) (573)
Other income 1,249 1,040 965 2,289 1,989
Nun-interest expenses (1,523) (1,406) (1,429) (2,929) (2.784)
Provislon for income taxes (248) (183) (158) (431) (386)
Non-contrelling interest in niet income of subsidiaries (558) (G ‘(70) (112) (1443
Net income $ 786 $ TO4 $ 596 $ 1,490 § 118
Other measures
Return on equity” 21.8% 19.4% 17.2% 20.6% 16.9%
Average assets (& billions) . $ 286 & 283 & 292 § 284 $ 203

£1) hohidas all other smaller operuldng sagments and corporale adjustmaonis, such a3 the sliminalion of the tax-6Templ income gross-up reported in
nat intereat income ang provision for income tawes, dWferences n the actual amound of 0osts incurred ond charged lo the operaling segrmemis, wnd

the impact of socuritizations.

() The Bonk, like some other banks, anelyzos revenues, nel inleres, maryin on lotal average asssts and tho produciivity raito on a 1uxeble equivalent
bosis (TEB). This methodology grossas up lam-exempt income carned on Gortain securities lo an equivalent bgfore-tax basis. n the prasenintion of

business ling resulls, the corresponding qffset Ls made in Y provision for neome tazes.

Monagement belivues that Uiis bosis for measuremsnit providos a wuniform comparability of riel dnterast income arising from both taxable and
non-kurtdle sources and faciiiales a comsistont bagis of measurenend, 1his use of TEB results n measures thal are aiferent Syom comparable
GAAP mesasures and waoy nol ba tha rame as megsures presenind by other componies,

(8) Incindes the gliminglion qf the iat-cxampt. fncoma gross-up reported t1 hel dnloreat ingoms and provisten for income tazer for e three months
onded April R0, 8004 (865), Jonmary 31, 208 (865) omud April 30, 2003 ($67), and for the six months ended April 30, 3004 ($183), and April 30,

2003 (£135), to urrive al tha amounts reported im the Consoliduted Statement of frcome,

(4) For management and iniernal reporting purposes, (the Bank allocates equity L0 is businass lines using a methodology thal constiders creddl,
marker anad pporadional visk inhereml tn pach busingss line. Return om equity 13 calorlated bassd om the ecomomic epuity allocaied Lo the bustngss
ting. Economic equsly s nol o defimed term under GAAP and, accordingly, the resulting rolurn oty cquity for each bustness (trne may not be comnpa-

rable to MNesa uied by othar financiol (nsigiuldons,
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Geographic Highlights

For the three months ended Por the six menths ended
Aprll 30 January 31 April 30 April 30 April 30
(Unawdited) 2004 2004 2008 2004 2003
Net income (F millions) ‘
Canadn $ ' 9867 3 470 § 386 $ 887 $ 817
United States Bl T8 87 169 115
Other international 336 184 158 520 309
Corporate adjustments (28) (e8) (16) (56) (60

$ T8¢ $ 704 § oR6 5 1490 3 1191

Average assets ( billions) .
175 $ 186 $ 172

Canada $ 188 3 185 &

Urited States S 82 s 37 23 39

Other international 74 70 77 72 78

Corporate adjusiments 2 3 3 8 4
$ 286 $ 282 $ 292 3 284 $ 293

Forward-looking statements This docurnent includes forward-looking statements which are made pursuant to the “safe harbour” provisions
of the Unltad States Private Securities Litisation Reform Act of 1995, Thesge statements inclucle comuments with respact $0 our objectives,
strategies, expected financial results (including those in the area of risk management), and owr cutlook for our businesses and for the
Canadian, U.8. and global economies, Forward-looking statements are typieally 1dentified by words or phirases such a8 “belleve,” "expect,”
“anticipate,” “intent,” “estimate,” “may increase,” “may fluctuate,” and similar expressions of future or conditional verbs such as “will,"
“should,” “would™ and "cowld.” ‘

By their very nature, forward-looking statements involve nurmerous assumptions, inherent risks and uncertainties, both gengral and
specific, and the risk that predictions and other forward-looking statements will not prove to be accurate. The Bank cautions readers not to
place undue reliance on these starements, 48 a number of important factors could canse actual results to differ matedally from the estimates
and intentions expressed in such forward-lpoking statements. These factors include, but are not limited to, the economic and financial
conditions in Canade and globally; fluctuations in Interest ratcs and currency values; liguidity; the effect of changes in monetary policy;
legiglative and regulatory developments in Canaga and elsewhere; the accuracy and completeness of information the Bank receives on
custormers and counterparties; the timely development and introduction of new products and services; the Bank's ability to complete and
{ntegrate acquisitions; the Bank's abiiity to attract and retain key executives; reliance on third parties to provide components of the Bank's
business infrastructure; unexpecied changes in consurmer spending and saving habits; technological developments; consolidation in the
Canadian financial services sector; changes in tax laws; competition; judicial and regulatory proceedings; acts of God, such as earthquakes;
the possible impact of international confliets and other developments, including texrorist acts and war on terrorisrm; and the Bank’ antici-
pation of and success in managing the risks implied by the foregoing. A substantial amount of the Bank' business involves maldng loans or
otherwise committing resourees to apecific companies, industries or countries, Unforeseen events affeating such borrowers, industries or
countries cowld have a matenial adverse effect on the Bank’s financigl results, businesses, financial condition or Sauidity. These and other
factors may cause the Bank's actual performance to qiffer materially from that contemplated by forward-looking statements.

The Barik cautions that the foregolng list of important factors is not exhaustive. When relying on forward-looking statements to make
Jdecisions with respect to the Bank, investors and others should eacefully consider the foregoing factors, other uncertzinties and potential
events, The Bank does not undertake to update any forward-looking statements; whether written or oral, that may be made from tie to
time by or on behalf of the Bank,
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Interim Consolidated Financial Statements
‘ Consolidated Statement of Income

Por the three months ended For the six months ended
April 30 January 31 April 30 April 30 April 20
{{naudited) (8 miltions) 2004 2004 2003 2004 2003
Interest income v
louns $ 2,235 8 22300 3§ 2511 § 4,535 $ 5133
Securities 674 684 753 1,358 1,487
Deposits with banks 107 98 109 205 231
3,016 3,082 3,373 6,098 6,851
Interest expense '
Deposits 1,101 1,235 1,308 2,886 2,717
Subordinated debentures 27 26 42 63 a7
Other 308 241 489 736 068
1,623 1,602 1,837 3,126 3,772
Net interest income 1,408 1,480 1,536 2,973 3.079
Provision tor credil losses (Note 6) ) 130 170 248 800 573
Net interest income after provision for credit losses ' 1,363 1310 1,288 2,673 2,506
Other income
Card revenues 58 6l 42 114, 97
Deposit and payment services 161 185 142 aie 292
Mutual funds 48 41 38 84 79
Investment - management, brol‘ungc and trust services 143 125 106 6B 217
Credit fees 144 146 m 290 345
Trading revenues 105 152 136 287 283
Investrnent banking 188 164 144 ad4 al3
Net gaih on Investment securities 247 70 54 317 (i5)
Securitization revenues _ 40 28 20 6B 71
Other 130 101 112 231 227
1,249 1,040 965 2,289 1,089
Net interest and other Income 2,012 2,960 2,253 4,962 4,505
Non-interest expenses
Salaries and staff benefits o7 841 325 1,748 1,631
Premises and technology 282 281 282 563 556
Communications G0 59 65 119 129
Advertising and business development 53 47 49 100 06
Professional ‘ 47 29 41 76 ™
Business and capital taxes a6 37 36 73 73
Other 138 12 100 250 197
Logs on disposal of subsidiaty pperations - - 31 - 31
. ‘ 1,523 © 1,408 1,429 2,029 2,784
Income before the undernoted 1,089 944 324 2,033 1,721
Provision for incore taxes 248 183 158 431 386 -
Non-controlling interest in net income of subsicdlaries &5 a7 70 112 144
Net income 3 786 § 704 L] 586 $ 1,490 §  11%
Preferred dividends pald and other 6 20 24 26 ol
Net income available to common shareholders ' $ 780 5 684 § 572 0§ 1,464 5 1,140
Aversge number of common shares outstandings” (millions):
Basle 1,011 1,011 1,007 1011 1,008
Diluted 1,028 1,027 1,023 1,028 1,024
Earnings per common share" (i dollars):
Bosic $ 097 § 068 s 0.57 $ 1.45 $ 1.13
Diluted $ D75 0§ 067 3 .56 $ 1.42 $ L1
Dividends per common share!™ (in dollars) _ $ 025 $ 025 $ 0.20 $ 050 $ 0.40

(1) Amounts hove boem retroostively adiusted to reflect the stock dividond paid April 28, 2004, of ome cotmon share for sach. {esued onid owatonding
sommen shave. The slock dividend had the same ¢lect o a buo-for-ong Stock splil, -

The accompanying notes are av, tniegral 2art of thesa consolidalsd firancial sialoments.
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Consolidated Balance Sheet

As at
AprD 30 January 31 October 31 April 30
(Unaudited) (3 miliions) 2004 2004 2003 2003
Assats
Cash resources
Cash and non-interest-bearing deposits with banks $ 1417 $ 1,361 5 1373 $ 1312
Interest-bearing deposits with banks 16,668 15,363 17,111 15,064
Precious metsls 2,627 2,127 2,007 1877
80,712 18,851 20,581 18,743
Securities '
Investment 18,377 18,288 20,293 20,023
Trading 42,184 44,459 42 899 28,509
60,661 62,727 63,192 58,532
Loans o
Residential mortgages 63,829 62.583 61,646 57,300
Personal and credit eards 28,432 27,046 28,277 24,647
Busingss and governments 62,486 63.155 54,313 72,931
Securities purchased under resale agreements 21,225 | 19,266 22,648 30,269
176,971 172,050 174,884 185,147
Allpwanee for credit logaes (Now: 6) - 3,308 3,257 3217 8.576
172,668 168,793 171,667 181,571
Other .
Cuatomers’ liability under acceptances 7,219 6,887 6,811 7,611
Land, buildings and equipment 1,872 . 1,863 1,944 2,064
Trading derlvatives’ market valuation 13,745 15,047 15,208 16,193
Goodwill 280 280 270 371
Other intangible assets 263 . 278 284 290
Other assets 6,324 6,227 5,835 8,335
29,603 31,080 80,452 32,854
3 283,634 § 281461 § 285,302 $ 291,700
Liabllities and shareholders’ equity
Daposits
Personal 8 79464 $ 78,328 & 76,431 $ 76,783
Busingss and governmenta 95,486 89,463 83,54\ 87,488
Banka 22,691 24,008 22,700 24,947
197,641 191,800 192,672 189,218
Other )
Aceeptances . 7,219 6,887 6,811 7611
Obligations related to securities sold under repurchase Agreements 22,636 24,144 28,686 85,777
Obligations related to securities sold short 9.0527. 9,911 9.219 9,141
Trading derivatives’ market valuation 12,645 15,160 14,758 15,871
Other Labilitles 13,697 13,810 14,145 14,288
Non-¢ontrolling interest in subsidiaries 2,27'7' 2,316 2,326 2,318
67,900 12,228 75,045 85,006 -
Subordinatad debentures 2,686 2,664 2,561 3,073
Sharcholders’ equity
Capital stock
Preferred shatey 550 550 800 800
Comnion shares and contributed surplus 8,187 3,115 3,141 2,064
Retained earnings . 12,512 12,144 11,747 10,998
Cumulative forgigh currency translution (842) (1,050) (1.074) {459
16,407 14,759 14,614 14,403
$ 283,634 $ 281451 $ 285,892 5 291,700

The aocempanying noles are an sntegral part of thesa consolidated financial stalements.
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Consolidated Statement of Changes in Sharehalders’ Equity

For the six months ended

April 80 April 20
(Unaudited) (8 millions) 2004 2003
Preferrad shares
Bank:
Balance &t beginning of period § 560 3% 1,025
Redeemed (250> (475)
Balanee at end of period 300 550
Scotla Mortgage Investment Corpocation 260 2560
Total 850 800
Common shares and contributed surplus
Comaon shares:
Bulance ot baginning of period 3,140 3,002
Tagued 65 78
Purchased for cancellation (19) N
Balanee at end of period 3,186 3,063
Contributed surplus: Fair value of stock options 1 1
Total 3,187 3,064
Retained earnings
Balance at beginning of period 11,747 10,398
Net iIncome 1,490 1,191
Dividends: Preferred (16) (32
Common (506) (403)
Purchase of shares and premium on redempilon (203) (144)
Other - 123)
Balance st ¢nd of period 12,812 10,298
Cumulative foreign currency translation
Bulunce at beginning of period (1.074) 102
Net unrealized forelgn exchange translation gains/Qosses)™ 232 (561)
Balance at end of period (842) (459)
Total shareholders’ equity at end of period $ 15407 & 14,403

(1) Comprises unroalized forgign swchuenge tramslation goina/losses) on net (nvestments in solf-sustaintng foreign operutions of S562
(April 30, 2003 - §(1.118)) and gain/(losses) from rolated forsign exchange hodging activities of S(380) (Aprit 80, 2003 - $552).

The accompanying notes are an integral pavt of these consolidated finareiel stalsments.
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Condensed Consolidated Statement of Cash Flows

For the six months ended

For the three months ended

Sources and (uses) of cash flows April 30 Aprd 30 April 30 April 30
(Unaudited) (§ millions) 2004 2003 2004 2003
Cash flows from operating activities
Net income ' ‘ § 788§ 590 § 1490 § 119
Adjustments to ngt income to deterrming cash flows (63) 348 GO 679
Net accrued interest receivable and payable (145) 34 (186) 243
Trading securities 2,496 (3,544) 1,031 (4,650)
Trading derivatives’ market valuation, net (672) 752 (511) (78
Other, net (9R0) 802 (1,084) 260
1,422 (1,012) 800 (2.,346)
Cash flows from financing activities
Deposits 8,816 1,705 1,535 808
Obligations related to securities sold under repurchase agreements (1,826) 9277 (6,299) 5,670
Obligations related to securities sold short (453) 4 239 504
Suberdinated debenture redemptions/repaymenty - (716) - (716)
Capital stock jssued 30 43 G6 78
Capital stock redeemed/purchased for cancellation ‘(126) @25 (472) (6386)
Cash dividends pudd (259) (215) (522) (435)
Other, net 448 (646) 152 (215)
1,639 9,132 (5,402) 4,938
Cash flows from investing activities
Interest-bearlng deposits with banks (1,021) (2,227) 1,168 181
Loans, excluding securitizations (3,463) (6.360) (1,021) (3,518
Loan securitizations 909 378 1,876 1,127
Investment securities, net 820 8§48 8,101 510
Land, buildings ari equipment, net of dispusals 1) (36) 75 (56)
Other, net (59) (468) (38 (465)
(2,888) (7,862) 4,991 (2,221)
Effect of exchange rate changes on cash and cash equivalents ' 18 Gl 35 81
Net change in cash und ¢cash equivalents 214 207 424 310
Cush and cash equivalents at beginning of period L107 692 R97 589
Cush and cash equivalents at end of period 3 1321 B33 $ 1,321 % 899
Represented by: )
Cash and non-interest-bearing deposits with banks $ 1,417 1312
Cheques and other items in transit, net Hability (96) 1)
Cauh and cash equivalents ot end of peried § 1,821 899
Cash disbursements made for:
Interest 8. 1,711 1,747 8§ 39,437 § 3,1
" Income taxes 3 27z § 184 § 436 % 287

(1) For tha thres and six months ended April 80, 2004, imcludes snvosimant in subsidiaries of $58 (April 30, 2003 - 3465).

The accompanying notes are an {niogral part of thass consotidatod Sinanciol statements.
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Notes to the Interim Consolidated Financial Statements (timaudited):

These interim consolidated financial statements have been
prepared in accordance with Canadian generally accepted
accounting principles, They should be read in conjunction
with the consolidated financial statements for the year
ended October 31, 2003. The accounting pelicies used in
the preparation of these interim consolidated financlal
staternents are consistent with those used in the Bank's
year-end audited consolidated financial statements, except
as discussed in Note 1. Certain comparative amounts have
been reclassified to conform with the current period's
presentation.

1. New accounting policies:
Hedging
Effective November 1, 2003, the Bank adopted a new
accounting guideline for hedging relationships, issued
by the Canadian Institute ¢f Chartered Accountants
{CICA). This guideline establishes certain qualifying
conditions for the use of hedge accounting, which are
more stringent and formalized than prior standards.
Income and expenses on derivative instruments desig-
nated and qualifying as hedges under this guideline
are recognized in the Consolidated Statement of
Income in the same period as the related hedged lten.
Asset-liability management (non-trading) derivatives
that do not qualify for hedge accounting are carried at
fair value on the Consolidated Balance Sheet, and
subsequent changes in their fair value are recorded in
the Consolidated Statement of Income as follows:
interest rate-related contracts in net interest income;
options used in managing investment securities in net
gédn on investrnent securities; and other derivative
contracts in other income — other.

The Bank reassessed its hedging relationships as at
November 1, 2008, which on transition resulted in an
associated unrealized net loss of $44 millon. This
amount was deferred in other assets in the Consolidated
Balance Sheet, and is being recognized in earnings as
the original hedged items affect net income. The
adoption of this accounting guideline did not have a
material impact on the Bank's reswits of operations.
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Generally accepted accounting principles (GAAP)
Effective November 1, 2003, the Bank, as required,
prospectively adopted a new CICA standard for
financial reporting. This standard (section 1100)
formalizes the Canadian GAAP framework and
specifles that industry practice 1s no longer recog-
nized as a source of GAAP. The changes in accounting
policies as a result of adopting this standard did not
have a material impact on the Bank's results of opera-
tions and are set out below.

Computer sqfiwareg development costs

Effective November 1, 2003, certain costs incurred for
sofiware development are capitalized and amortized
over the useful life of the software. Previously, these
costs were expensed as incurred.

Common, shares

The Bank's brokerdealer subsidiary, as permitted by
Bank Act regulations, trades in the Bank's shares. Prior
to November 1, 2003, these shares were accounted for
as trading securities. Effective November 1, 2003,
trades in the Bark's shares are accounted fot as capital
trangactions in sharcholders’ equity.

Mortgage prepayment fees

Prior to Noveraber 1, 2003, mortgage prepayment fees
were deferred by the Bank and amortized over the
remaining term of the original mortgage. As at October
31, 2003, deferred mortgage prepayment fees of

375 million were recorded in other labilities. Effective
November 1, 2003, the Bank recognizes mortgage
prepayment fees in interest income unless only minor
modiflcations (based on a present value cash flow test)
were made to the mortgage, in which case they
continue to be deferred and amortized. The majority of
these prepaymerntt fees continue to be deferred and
amortized.

Other

The Bank continues to evaluate the presentation of
certain asset and liability balances on the Consolidated
Balance Sheet. The impact of these changes is not
gxpected to be material to the consolidated financial
statements,



2.

Future accounting changes:

Consolidation of variable interest entities (VIEs)
In March 2004, the CICA issued a draft document
amending the VIE accounting guideling, previously
issued in June 2003, to harmoenize with the December
2003 revisions to the U.S. VIE a¢counting standard.
Under these revisions, the Bank does not expect to
consolidate most of the mutual funds it sponsors, nor
its personal and corporate trust structures. Apart
from thig change, the disclosure of the estimated
financial staterment impact described in Note 2 to the
consolidated financial staterments for the year ended
October 31, 2003, continues to apply. As implemen-
tation issues are addressed and revisions to the
accounting guideline are made, the estimated impact
of this new guideline may change.

Liabilities and equity

In January 2004, the CICA issued a new
pronouncement amending the accounting for certain
finaneial instruments, which have the chamcteristles
of both a liability and equity. This pronouncement
requires certain contractual obligations that can be
setiled at the issuer's option by issuing a vatiable
number of the issuer's own equity instruraents to be
presented as liabilities rather than as equity. This
change in accounting would be applied retroactively,
with restatement of comparative amounts, and is
gffective for the Bank's interim financia) statements
commencing November 1, 2004,

The Bank expects that the $250 million of preferred
shares issued by Scotia Mortgage Investment
Corporation and $2.0 billion of Scotiabank Trust
Securities will be reclassified from shareholders’ equity
and non-controlling interest in subsidiaries, respec-
tively, to liabilities, This will not impact the Bank's
capital ratios, as the Superintendent of Financial

* Institutions Canada has confirmed that these existing

securities will rernain eligible as Tier 1 capital,

3.

Segmented results of operations

Scotiabank is a diversified financial services institution
that provides a wide range of financial products and
services to retail, commercial and corporate
customers around the world. The Bank is organized
into three main operating segments; Domestic
Banking, International Banking and Scotia Capital,
Results for these operating segments are presented in
the Business Mine income tables on pages & to 10.

Significant capital transactions

In the first quarter, the Bank initiated a new normal
course issuer bid to purchase up to approximately

b per cent of the Bank's then outstanding common
shares. The bid will terminate on the earlier of January
5, 2005, or the date the Bank completes its purchases.
During the quarter, the Rank purchased 5.0 million
common shares at an average cost of §35.04. For the
six months ended April 30, 2004, 6.2 million cormrmen
shares were purchased at an average price of $34.39.

On January 28, 2004, the Bank redeemed $250
mitlion Series 11 Non-cumulative Preferred Shares,
These shares were redeemed at a price of $26 per
share, which included a premium of $1 per share.

On April 28, 2004, the Bank paid a stock dividend of
one commen share for each of its issued and
outstanding commeon shares to commen shareholders
of record at the close of business on April 6, 2004, The
effect is the same as a two-for-one stock split of its
common shares. Amounts presented in this report
relating to the number of common shares, as well as
all per share amounts, have been retroactively
adjusted.
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5. Sales of loans through securitizations
The Bank securitizes residential mortgages through the creation of mortgage-backed securities. The net gain on qale
of the mortgages resulting from these securitizations is recognized in securitization revenues in the Consolidated
Staternent of Income. No credit losses are expected a5 the mortgages are insured. The following table summarizes
the Bank's sales.

For the thr¢e months ended For the six months ended

April 30 January 31 Aprll 30 April 30 April 30

(§ millions) 2004, 2004 2003 2004 2003

Net cash proceeds $ 900 & 967 8 378 $ 1,876 S 1127

Retalned interest 32 21 A 11 59 38
Retadned servicing linbility () Q) (2) (12) (7

Total sales consideration 930 987 387 1,928 1.158

Residential mortgages securitized 208 : 075 382 1,883 1,142

- Net gain on sale $ 28 $ 12 $ - 5 $ 40 L3 16

6. Allowance for credit losses
The following table surumarizes the change in the allowance for credlit losses.

For the three months ended For the six montha ended

April 30 January 31 April 30 April 30 April 30
8 millions) 2004 2004 2003 2004 2003
Balance at beginning of period ] 3,270 $ 3580 % 4,085 $ 3,580 5 3,848
Presented with securities _ e - {383y - (363w -
Write offs - (140) ekip) (245) (317 (a22)
Recoveries : 33 40 30 73 il
Proviglon for credit osses 130 170 248 300 573
Other, Including foreign exchange adjustment = . 24 20 (123) 44 (183)
Balance ot the end of period®™ $ 2417 $ 3270 0§ 3005w 8 3,917 $ 3,906

(1) Effactive November 1, 2008, the cowntry ek allowance relatedd (o tnpoaiment securities £ no longer disclosed as port of the allowance for
credit 10ssas, dul continues (o b deducied from investmend socuritics.

(8) Asud Aprib 30, 3002, 314 (Jwnuary 31, 2004 — 818; April 0, 003 - nsl) has beew rocordad in olher labtiiides,

(3) Mludes the general atlowence Jor credid losses of S1,475 at the e of ol the periods presemued,

(8) Includes ihe cowntry risk allowance raluted to investment secwritios of 8419, which wos deducted from. investmisnd Socurigiss.
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Share Capital
(thousands of shares) April 30, 2004
Preferred shares outstanding:

Series 12 12,000
Class A preferred shares issued by Scotia

Mortgage Investment Corporation 250
Series 2000-1 trust securities issued by

BNS Capital Trust 500w
Series 2002-1 trust securities issued by

Scotiabank Capital Trust 750Mm
Series 8003-1 trust securities issued by

Scotiabank Capital Trust : 7500
Common ghares outstanding 1,008,600

Outstanding options granted under the Stock
Option Plans to purchase common shares 45 823

(1} Reported in nom-conirolling intervst in subsidiarios in the
Consoitaaiod Balance Sheet.
(2) Included are 14,776 stock optioms with tundern SAR foaturss

Further details are available in Notes 13 and 14 of the
October 31, 2003, consolidated financial statements
presented in the 2003 Annual Report, and Note 4 on
page 17 of this report.

Shareholder & Investor Information

Direct deposit service

Shareholders may have dividends deposited directly into
accounts held at financial institutions which are members
of the Canadian Payments Association. To arrange direct
cleposit service, please write to the Transfer Agent.

Dividend and Share Purchase Plan

Scotiabank’s dividend reinvestment and share purchase
plan allows common and preferred shareholders to
purchase additional ¢common shares by reinvesting
their cash dividend without incurring brokerage or
administrative fees.

As well, eligible shareholders may invest up to
$20,000 each fiscal year to purchase additional common
shates of the Bank. Debenture holders may apply interest
on fully reglstered Bank subordinated debentures to
purchase additional corunon shares, Al administrative
costs of the plan are paid by the Bank.

FPor more information on participation in the plan,
please contact the Transfer Agent,

Dividend dates for 2004
Record and payment dates for common and preferred
shares, subject to approval by the Board of Directors.

Record Date Payment Date
January 6 January 28
April 6 April 28

July 8 July 28
October § October 27

Duplicated communication
If your shareholdings are registered under more than one:

' name or address, multiple mailings will result, To eliminate

this duplication, please write 1o the Transfer Agent to
combine the accounts.

Website
For information relating to Scotiabank and its services,
visit us at our website: www.scotiabank.com,

Conference call and Web broadcast

The quarterly results conference call will take place on
Tuesday, June 1, 2004, at 2:30 p.m. EDT and is expected
to last approximately one hour. Interested parties are
invited to access the call live, in listen-only mode, by
telephone, toll-ree, at 1-8300-814-3911 (please call five
to 15 minutes in advance). In addition. an avdio webcast,
with accompanying slide presentation, may be aceessed
via the Investor Relations page of www.scotiabank.com,
Following discussion of the results by Scotiabank
executives, there will be a question and answer session.
Listeners are also invited to submit questions by e-mail
to investor.relations@scotiabank.com.

Scotiabank Second Quarter Report 2004 19



* A telephone replay of the conference call will be
available from June 1, 2004, to June 15, 2004, by calling
(416) 640-1917 and entering the identification code
21048185#. The archived audio webcast will be available
on the Bank's website for three months.

Contact information
Investors:
Financial analysts, portfolio managers and other investors
requiring financial information, please contact Investor
Relations, Finance Department:

Scotiabank

Scotia Plaza, 44 King Street West,

Toronto, Ontatio, Canada M5H 1H]

Telephone: (416) 866-5982

Fax: (416) 866-7867

B-mail; investor.relations@scotiabank.com

Media:
For other information and for media enquiries, please
contact the Public and Corporate Affairs Department at
the above address.

Telephone: (416) 866-2025

Fax: (416) 866-4088

B-mail: corpaff@scotiabank.com

Shareholders:
For enguiries related to changes in share registration or
address, dividend information, lost shate certificates,
estate transiers, or to advise of duplicate mailings, please
contact the Bank's Trangfer Agent:

Computershare Trust Comparny of Canada

100 University Avenue, 9th Floor

Toronto, Ontario, Canada M5J 2Y1

Telephone: 1-800-564-6253

Fax: 1-888.453-0830

E-mail: service@computershare.com

A

2 Scotiabank™

™ Tepdemark of The Bank of Nova Scotis,

Co-Transfer Agent (U.S.A.)
Computershare Trust Company, Inc.
350 Indiana Street

Golden, Colerado 80401

Us.A.

Telephone: 1-800-962-4284

Co-Transler Agent (United Kingdom)
Computershare Investor Services PLC
The Pavilions

Bridgwater Road

Bedminster Down

Bristol BS99 TNH

United Kingdom

Telephone: +44 870 702 0003

Fax: +44 870 703 6101

For other sharcholder enquiries,

please contact the Secretary’s Department:
Scotiabank
Scotia Plaza, 44 King Street West
Toronto, Ontario, Canada M5H 1H1
Telephone; (415) 866-4790
Fax: (416) 866-5000
E-mail: corporate.secretary@scotiabank.com

Rapport trimestriel disponible en version frangaise

Le Rapport annuel et les états financiers périodiques de la
Banque sont publiés en francais et en anglais et distribuds
aux actionnaires dans la version de lewr choix, 3 vous
préférez que la documentation vous concernant vous soit
acressée en frangais, veuillez en informer le Service des
relations publiques de la Banque Scotia, Scotia Plaza,

44, rue King Ouest, Toronto (Ontarlo), Canada M5H 1H1,
en joignant, si possible I'étiquette d'adresse, afin que nous
puissions prendre note du changerment.

The Bank of Nova Scotia is incorporated in Canada with
Hmited liability.
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