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Third Quarter Report to
Shareholders

Scotiabank reports third quarter earnings of over $1 billion

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

'1))) Live audio Web broadcast of the Bank’s analysts’ conference call. See page 38 for details.

y

Earnings per share
(diluted) of $0.98
compared to $0.87

Net income of
$1.06 billion, versus
$931 million

Return on equity of
18.2%, compared
t0 17.3%

Productivity ratio of
52.5%, versus 51.0%

Quarterly dividend at 49
cents per common share

4.\
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Scotiabank

1 Earn a return on equity
(ROE)" of 16 to 20%.
For the nine months
Scotiabank earned an
ROE of 18.5%.

Toronto, August 31, 2010 — Scotiabank today reported third quarter income of $1.06 billion
compared with $931 million for the same period last year. Year over year, net income was up 14%.
Diluted earnings per share were $0.98, compared to $0.87 in the same period a year ago and
$1.02 last quarter. Return on equity remained strong at 18.2%, compared to 17.3% last year and

19.9% last quarter. A dividend of 49 cents per common share was announced.

“All three of our business lines contributed to our success this quarter,” said Rick Waugh,
Scotiabank President and CEO. “These strong results were achieved despite the negative impact of
$89 million from the year-over-year strengthening of the Canadian dollar. Top-line revenue growth
before the impact of foreign currency was 5% year over year.

“We have maintained our strategy of diversification by business and geography and continued our
emphasis on prudent risk and capital management while making investments in longer-term growth.
This enabled us to continue Scotiabank’s track record of achieving strong quarterly results.

“With net income of $604 million, Canadian Banking had another record quarter with all
businesses contributing. Year over year, there was strong asset growth and higher contributions
from wealth management. Businesses continued to earn through increased pressure on margins.

“International Banking’s core businesses performed well despite the negative impact of foreign
currency translation. Results included contributions from acquisitions made in select strategic
markets and a decline in provisions for credit losses. While earnings have been impacted by the
lagging economic recovery in some markets, we are now seeing encouraging signs of growth.

“Scotia Capital delivered a solid quarter, notwithstanding a decline in trading revenues, as
expected, from the records set in previous quarters. Corporate lending revenues were negatively
mpacted by lower lending volumes, in part due to slower than expected merger and acquisition
activities. ‘

“A notable accomplishment was our high return on equity. As well, we generated substantial
internal capital resulting in strong capital ratios, by both Canadian and international standards. This
has been achieved despite adverse foreign exchange movements and several acquisitions of financial
services companies and asset portfolios. Our existing shareholders have contributed significantly to
our capital by reinvesting their dividends.

“The new Basel III proposals will be finalized within the next few months and will result in
a tighter and more consistent definition of capital, and higher capital levels internationally. We
have completed sensitivity analyses and we are confident the Bank will be able to meet these new
requirements. As Basel III is implemented over the proposed phase-in period, we believe we are well
positioned to make any necessary changes to our businesses to continue to meet our stakeholders’
expectations: achieve our earnings and productivity targets, maintain our investment in people,
make acquisitions, meet our customers’ needs, and increase our dividends to shareholders.

“We remain focused on our core priorities; sustainable revenue growth, capital management,
leadership development, prudent risk management and expense control. With the results achieved
during the first nine months of the year, we are confident we will meet our established objectives
for 2010, and are strongly positioned for the future.”

Year-to-date performance versus key 2010 financial and operational objectives was as follows:

4 Maintain strong capital
ratios. At 11.7%,
Scotiabank's Tier 1 capital
ratio remains strong
by both Canadian and
international standards.

3 Maintain a productivity
ratio™ of less than 58%.
Scotiabank’s ratio was
50.9% for the nine months.

2 Generate growth in earnings per
common share (diluted) of 7 to
12%. Our year-over-year growth
in earnings per share was 17.3%.

o Refer to page 5 for a discussion of non-GAAP measures.



FINANCIAL HIGHLIGHTS N

As at and for the three months ended For the nine months ended
. July 31 April 30 July 31 July 31 July 31
(Unaudited) 2010 2010 2009 2010 2009
Operating results (§ millions)
Net interest income 2,173 2,058 2,176 6,378 6,229
Net interest income (TEB®) 2,243 2,129 2,244 6,594 6,444
Total revenue 3,784 3,873 3,775 11,663 10,722
Total revenue (TEB®) 3,864 3,944 3,843 11,779 10,937
Provision for credit losses ‘ 276 338 554 985 1,324
Non-interest expenses 2,023 1,967 1,959 5,999 5,855
Provision for income taxes 399 444 303 1,355 812
Provision for income taxes (TEB“) 469 515 371 1,671 1,027
Net income 1,062 1,097 931 3,147 2,645
Net income available to common shareholders 1,011 1,048 882 2,998 2,508
Operating performance
Basic earnings per share ($) 0.98 1.02 0.87 2.91 2.48
Diluted earnings per share ($) 0.98 1.02 0.87 - 291 2.48
Diluted cash earnings per share® ($) 0.99 1.04 0.88 2.95 2.52
Return on equity?® (%) 18.2 19.9 17.3 18.5 16.8
Productivity ratio (%) (TEB") 52.56 49.9 51.0 50.9 53.5
Net interest margin on total average assets® (%) (TEB®) 1.68 1.73 1.76 1.72 1.66
Balance sheet information ($ millions) '
Cash resources and securities® 167,396 181,390 148,257
Loans and acceptances® 286,462 281,268 276,815
Total assets® 523,424 526,125 486,469
Deposits 365,241 371,249 333,728
Preferred shares 3,975 3,975 3,710
Common shareholders’ equity® 22,5600 21,677 20,300
Assets under administration 229,289 230,964 207,913
Assets under management 44,927 45,419 39,806
Capital measures
Tier 1 capital ratio (%) 117 11.2 10.4
Total capital ratio (%) ~ 13.8 13.3 12.7
Tangible common equity to risk-weighted assets>® (%) 9.3 8.8 7.9
Risk-weighted assets (§ millions) 213,021 215,115 221,494
Credit quality
Net imapaired loans® ($ millions) 2,698 2,475 2,609
General allowance for credit losses ($ millions) 1,450 1,450 1,450
Sectoral allowance ($ millions) - 24 48
Net impaired loans as a % of loans and acceptances®® 0.91 0.88 0.91
Specific provision for credit losses as a % of
average loans and acceptances® (annualized) 0.43 : 0.65 0.64 0.51 0.561
Common share information '
Share price ($)
High 52.89 55.33 46.51 55.33 46.51
Low 47.71 44.39 33.75 44.12 23.99
Close 51.59 51.78 45,92
Shares outstanding (millions)
Average — Basic 1,034 1,030 1,017 1,030 © 1,010
Average - Diluted 1,036 1,031 1,020 1,032 1,013
End of period 1,038 1,034 1,020
Dividends per share($) 0.49 0.49 0.49 1.47 1.47
Dividend yield® (%) 3.9 3.9 49 3.9 5.6
Market capitalization ($ millions) 53,556 53,544 46,858 '
Book value per common share® () 21.67 20.87 19.89
Market value to book value multiple® 2.4 2.5 2.3
Price to earnings multiple (trailing 4 quarters) 13.8 14.2 16.6
Other information )
Employees 69,950 68,028 67,482
Branches and offices 2,747 2,730 2,689

(1) Refer to page 5 for a discussion of non-GAAP measures.

(2) Amounts for July 31, 2009, have been restated to reflect the impact of the new accounting policy related to the classification and impairment of
financial assets implemented in the fourth quarter of 2009, effective November 1, 2008 (refer to Note 1 of the Consolidated Financial Statements in
the 2009 Annual Report for further details).

(3) Amounts for July 31, 2009, have been restated to reflect a new definition of tangible common equity (refer to non-GAAP measures on page 5).

(4) Net impaired loans are impaired loans less the specific allowance for credit losses.

(5) Based on the average of the high and low common share price for the period.
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Forward-looking statements Our public communications often include oral or written forward-looking statements. Statements of this type
are included in this document, and may be included in other filings with Canadian securities regulators or the U.S. Securities and Exchange
Commission, or in other communications. All such statements are made pursuant to the “safe harbour” provisions of the United States

Private Securities Litigation Reform Act of 1995 and any applicable Canadian securities legislation. Forward-looking statements may include
comments with respect to the Bank’s objectives, strategies to achieve those objectives, expected financial results (including those in the area
of risk management), and the outlook for the Bank’s businesses and for the Canadian, United States and global economies. Such statements
are typically identified by words or phrases such as “believe,” “expect,” “anticipate,” “intent,” “estimate, plan,” “may increase,” “may fluctuate.”
and similar expressions of future or conditional verbs, such as “will,” “should,” “would” and “could.”

By their very nature, forward-looking statements involve numerous assumptions, inherent risks and uncertainties, both general and
specific, and the risk that predictions and other forward-looking statements will not prove to be accurate. Do not unduly rely on forward-
looking statements, as a number of important factors, many of which are beyond our control, could cause actual results to differ materially
from the estimates and intentions expressed in such forward-looking statements. These factors include, but are not limited to: the economic
and financial conditions in Canada and globally; fluctuations in interest rates and currency values; liquidity; significant market volatility and
interruptions; the failure of third parties to comply with their obligations to us and our affiliates; the effect of changes in monetary policy;
legislative and regulatory developments in Canada and elsewhere, including changes in tax laws; the effect of changes to our credit ratings;
amendments to, and interpretations of, risk-based capital guidelines and reporting instructions and liquidity regulatory guidance; operational
and reputational risks; the risk that the Bank's risk management models may not take into account all relevant factors; the accuracy and
completeness of information the Bank receives on customers and counterparties; the timely development and introduction of new products
and services in receptive markets; the Bank’s ability to expand existing distribution channels and to develop and realize revenues from
new distribution channels; the Bank’s ability to complete and integrate acquisitions and its other growth strategies; changes in accounting
policies and methods the Bank uses to report its financial condition and the results of its operations, including uncertainties associated
with critical accounting assumptions and estimates; the effect of applying future accounting changes; global capital markets activity; the
Bank’s ability to attract and retain key executives; reliance on third parties to provide components of the Bank’s business infrastructure;
unexpected changes in consumer spending and saving habits; technological developments; fraud by internal or external parties, including the
use of new technologies in unprecedented ways to defraud the Bank or its customers; consolidation in the Canadian financial services sector;
competition, both from new entrants and established competitors; judicial and regulatory proceedings; acts of God, such as earthquakes and
hurricanes; the possible impact of international conflicts and other developments, including terrorist acts and war on terrorism; the effects of
disease or illness on local, national or international economies; disruptions to public infrastructure, including transportation, communication,
power and water; and the Bank’s anticipation of and success in managing the risks implied by the foregoing. A substantial amount of the
Bank’s business involves making loans or otherwise committing resources to specific companies, industries or countries. Unforeseen events
affecting such borrowers, industries or countries could have a material adverse effect on the Bank’s financial results, businesses, financial
condition or liquidity. These and other factors may cause the Bank’s actual performance to differ materially from that contemplated by
forward-looking statements. For more information, see the discussion starting on page 62 of the Bank’s 2009 Annual Report.

The preceding list of important factors is not exhaustive. When relying on forward-looking statements to make decisions with respect to
the Bank and its securities, investors and others should carefully consider the preceding factors, other uncertainties and potential events. The
Bank does not undertake to update any forward-looking statements, whether written or oral, that may be made from time to time by or on its
behalf. .

The “Outlook” sections in this document are based on the Bank's views and the actual outcome is uncertain. Readers should consider the
above-noted factors when reviewing these sections.

Additional information relating to the Bank, including the Bank’s Annual Information Form, can be located on the SEDAR website at www.
sedar.com and on the EDGAR section of the SEC's website at www.sec.gov.

"« "« "« "«
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2010 Objectives

Our Balanced Scorecard

Financial People

¢ Return on equity of e High levels of employee
16-20% satisfaction and

* Diluted earnings per share engagement
growth of 7-12% ¢ Diversity of workforce

* Long-term sharéholder e Collaboration

value through increases in
dividends and stock price
appreciation

Notable Business Highlights

Serving our customers to help them become better off financially

Our Canadian broker sourced mortgage origination busi-
ness, Scotia Mortgage Authority’s client services earned
them a #1 ranking in market share for the six months
ended June 2010, as noted in the latest Mortgage Broker
Market Share Report by Davis + Henderson.

Positive momentum continued within Scotiabank’s
Canadian mutual fund business through the third quarter
of fiscal 2010. Scotiabank placed number one among banks
for total net sales, resulting in market share gains through
the past 12 months.

Scotiabank launched Let the Saving Begin, a new

program designed to inspire and empower Canadians to get

on track with their saving, investing and borrowing habits.

Scotia Capital, mandated by its clients SNC Lavalin and
Innisfree, acted as Lead Underwriter for the $764 million
senior secured bond transaction for the construction of the
new McGill University Health Centre — one of the largest
public-private-partnership bond transactions in Canadian
history. Scotia Capital also acted as Mandated Lead
Arranger for a $393 million credit facility for the project.

Scotia Capital acted as Joint Lead Bookrunner and
Syndication Agent on the Ruby Pipeline LLC US$1.51
billion credit facility, for a natural gas pipeline project
financing. Scotia Capital also provided a US$100 million
interest rate swap to the project. ‘

Scotiabank’s EcoLiving Program was launched to help

Janadian homeowners discover what green renovation

options are available and how they can save money by
reducing their energy bills and taking full advantage of the
available government rebates.
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Customer

s Deeper relationship with

e New customer acquisition .

Operational

High levels of customer
satisfaction and loyalty

e Productivity ratio of <58%

* Strong practices in orpo-

rate governance and

compliance processes

Strong capital ratios

e Corporate social
responsibility and strong
comrnunity involvernent

existing customers

Building our operations

In addition to the ongoing successful integration of R-G
Premier Bank of Puerto Rico, Scotiabank announced the
completion of its acquisition of The Royal Bank of Scot-
land’s wholesale banking operations in Colombia, marking
Scotiabank’s first foray into this country.

Scotiabank recognized for excellence

Trade Finance Magazine has named Scotiabank Best
Trade Bank in Central America and the Caribbean for
the second year in a row. The magazine also named
Scotiabank the Best International Trade Bank in Peru.
The Global Awards represent the opinions of over 13,000
readers, based on the services provided in selected trade
sectors and regiors.

For the eighth consecutive year, Scotia Capital’s
Corporate Derivatives team was ranked #1 in Canada by
an independent third-party survey firm.

Global Finance Magazine named Scotiabank the
Best Consumer Internet Bank in 20 Caribbean markets,
including Barbadcs, Dominican Republic, Jamaica,

Puerto Rico, and Trinidad & Tobago. Scotiabank was also
named the Best Corporate/Institutional Internet Bank in
St. Maarten.

Scotiabank’s annual global employee survey, ViewPoint,
revealed that 84% of Scotiabank employees are highly
engaged in their work and with the Bank as an employer.
This score places the Bank in the top 10 per cent of bench-
marked financial services organizations. The Employee
Engagement Index, a new measure on this survey, is
comprised of a series of questions that include job satisfac-
tion and pride in the Bank, and willingness to refer a friend
or family member to Scotiabank Group for employment.



Non-GAAP Measures

The Bank uses a number of financial measures to assess its
performance. Some of these measures are not calculated
in accordance with Generally Accepted Accounting Prin-
ciples (GAAP), are not defined by GAAP and do not have
standardized meanings that would ensure consistency and
comparability between companies using these measures.
These non-GAAP measures are used in our Management’s
Discussion and Analysis on pages 6 through 21. They are
defined below:

Taxable equivalent basis

The Bank analyzes net interest income and total revenues
on a taxable equivalent basis (TEB). This methodology
grosses up tax-exempt income earned on certain secur-
ities reported in net interest income to an equivalent
before tax basis. A corresponding increase is made to

the provision for income taxes; hence, there is no impact
on net income. Management believes that this basis for
measurement provides a uniform comparability of net
interest income arising from both taxable and non-taxable
sources, and facilitates a consistent basis of measurement.
While other banks also use TEB, their methodology may
not be comparable to the Bank’s. The TEB gross-up to net
interest income and to the provision for income taxes in
the current period is $70 million versus $68 million in the
same quarter last year and $71 million last quarter. For the
nine months, the TEB gross-up to net interest income and
the provision for income taxes was $216 million compared
to $215 million for the same period last year. For purposes
of segmented reporting, a segment’s net interest income
and provision for income taxes are grossed up by the
taxable equivalent amount. The elimination of the TEB
gross up is recorded in the “Other” segment.

Diluted cash earnings per share

The diluted earnings per share is adjusted to add back
the non-cash after-tax amortization of intangible assets to
arrive at diluted cash earnings per share.

Productivity ratio (TEB)

Management uses the productivity ratio as a measure of
the Bank’s efficiency. This ratio represents non-interest
expenses as a percentage of total revenue on a taxable
equivalent basis.

MANAGEMENT’S DISCUSSION & ANALYSIS

Net interest margin on total average assets (TEB)

This ratio represents net interest income on a taxable
equivalent basis as a percentage of total average assets.

Operating leverage

The Bank defines operating leverage as the rate of growth
in total revenue, on a taxable equivalent basis, less the rate
of growth in expenses.

Return on equity

Return on equity is a profitability measure that presents
the net income available to common shareholders as a
percentage of common shareholders’ equity. The Bank
calculates its return on equity using average common
shareholders’ equity.

Economic equity and return on economic equity

For internal reporting purposes, the Bank attributes
capital to its business segments based on their risk

profile and uses a methodology that considers credit,
market, operational and other risks inherent in each
business segment. The amount of risk capital attributed

is commonly referred to as economic equity. Return on
economic equity for the business segments is based on the
economic equity attributed.

Tangible common equity to risk-weighted assets

Tangible common equity to risk-weighted assets is an
important financial measure for rating agencies and

the investing community. Tangible common equity is
total common shareholders’ equity plus non-controlling
interest in subsidiaries, less goodwill and unamortized
intangible assets. Tangible common equity is presented as
a percentage of risk-weighted assets. Regulatory capital
ratios, such as Tier 1 and Total Capital ratios, have stan-
dardized meanings as defined by the Office of the Super-
intendent of Financial Institutions Canada (OSFI).

Scottabank Third Quarter Report 2010 5



MANAGEMENT'S DISCUSSION & ANALYSIS

Group Financial Performance and Financial Condition

Financial results

Scotiabank’s net income for the third quarter was $1,062
million, compared with $931 million for the same period
last year and $1,097 million last quarter.
Diluted earnings per share were $0.98, compared to
$0.87 in the same period a year ago and $1.02 last quarter.
Return on equity remained strong at 18.2%, compared
to 17.3% last year and 19.9% last quarter.

Impact of foreign currency translation

The table below reflects the impact of foreign currency
tfranslation on the quarter-over-quarter and year-over-
year change in key income statement items. The impact

of foreign currency translation was more significant when
comparing this quarter to the same quarter last year, due
to the significant strengthening of the Canadian dollar year
Over year.

For the three For the nine
- months ended months ended
Q32010 vs. Q32010 vs. July 31,2010 vs.

© (% millions except
per share amounts)

L o Q22010 Q32009  July 31,2009

[1.8./Canadian dollar
exchange rate (average)

July 81,2010 $ 0960 $ 0960 $  0.961
April 30, 2010 $ 0.973
July 31, 2009 $  0.882 $ 0833
% change (D% 9% 15%
Impact on income:
Net interest income $ 13§ (94) $ 0 (422)
Other income (6) (93) (326)
Non-interest expenses ) 56 236
Other items (net of tax) @) 42 180

Net income $ (1) % (89) $ (333)
[larnings per share T

(diluted) - (0.09) (0.32)
Impact by business line:
Canadian Banking - 2) (11)
International Banking 4 (29) (134)
Scotia Capital (5) (32) (113)
Other - (26) (75)

Q3 2010 vs Q3 2009

Net income

Scotiabank’s net income was $1,062 million in the third
quarter, an.increase of $131 million or 14% from the same
period last year. Excluding the negative impact of foreign
currency translation of $89 million, net income grew $220
million or 24%. This quarter’s net income reflected stable
net interest income and growth in wealth management
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August 31, 2010

revenues, while benefitting from reduced writedowns of
securities and lower provisions for credit losses. These
iterns were partly offset by lower trading and securitization
revenues, ncreased non-interest expenses and the impact
of a higher effective tax rate.

Total revenue

Total revenue (on a taxable equivalent basis) was $3,854
million this quarter, up $11 million from the same period
last year. Excluding the negative impact of foreign
currency translation of $187 million, total revenue grew by
$198 million or 5%. The year-over-year growth reflected
higher net gains on securities and growth in wealth
management revenues. These items were partly offset. by
lower trading and securitization revenues.

Net interest income

Net interest income (on a taxable equivalent basis) was
$2,243 million and remained relatively in line with the
same quarter last year, notwithstanding the negative
impact of foreign currency translation of $94 million. The
increase was driven by asset growth in Canada and the
acquisition of R-G Premier Bank of Puerto Rico. Partly
offsetting these factors were compression in the margin
and lower lending volumes in Scotia Capital.

The Bank’s net interest margin was 1.68%, compared to
1.76% last year. The reduction in the net interest margin
was a result of changes in the Prime rate lagging increases
in the Bank’s wholesale funding rates, higher volumes of
lower-spread deposits with banks and an unfavourable
change in the fair value of financial instruments used
for asset/liability management purposes. In addition,
there was a decline in corporate loan origination fees.
These factors were partly offset by a reduction in non-
earning assets and wider spreads on floating rate assets in
Canadian Banking.

Other income

This quarter’s other income was $1,611 nullion, up

$12 million from the same period last year, despite the
negative impact of foreign currency translation of $9:3
million. This growth was attributed to higher net gains on
securities, from a combination of higher gains on sale of
securities and lower writedowns, and increased wealth
managerent revenues. Last year’s results included

a writedown of an equity investment in International
Banking. These items were mostly offset. by a decline in
securitization and trading revenues from last year’s high
levels and the impact of a negative change in the fair value
of non-trading financial instruments.



Provisions for credit losses

The provision for credit losses was $276 million this
quarter, compared to $554 million in the same period last
year. Specific provisions were down $166 million across
all business lines, with Scotia Capital accounting for the
bulk of the decrease. This quarter’s provision included a
$24 million reversal of the sectoral allowance specific to
the automotive industry, while last year, $12 million was
reclassified from the sectoral allowance to specific provi-
sion. There was no change in the general allowance this
quarter, compared to the $100 million increase in the same
period last year.

Non-interest expenses and productivity

Non-interest expenses of $2,023 million this quarter rose
$64 million or 3% from last year, or $120 million or 6%
excluding the favourable impact of foreign currency trans-
lation. The year-over-year growth was due primarily to the
acquisition of R-G Premier Bank of Puerto Rico, increased
remuneration, advertising and professional expenses to
support business growth, and higher stock-based compen-
sation. The increases were partly offset by lower perform-
ance-based compensation reflecting the lower trading
revenues.

The Bank’s productivity ratio was 52.5% this quarter,
compared to 51.0% for the same period last year. The
Bank’s operating leverage was negative 3% relative to the
same period last year.

Taxes

The effective tax rate for this quarter was 26.8% compared
to 24.0% in the same quarter last year. The increase from a
year ago was due primarily to lower income in low tax rate
jurisdictions and higher future tax adjustments, partially
offset by a reduction in statutory tax rates in Canada.

Q3 2010vs Q2 2010

Net income

Net income declined $35 million or 3% to $1,062 million
from last quarter’s $1,097 million. The current quarter’s
earnings reflected growth in net interest income and
wealth management revenues, lower provisions for credit
losses and the impact of a lower effective tax rate. These
items were more than offset by lower trading revenues,
reduced net gains on securities and growth in non-interest
expenses. '

Total revenue

Total revenue (on a taxable equivalent basis) of $3,854
million was down $90 million or 2% from last quarter’s
$3,944 million. This quarter’s results benefitted from
higher net interest income, strong mutual fund revenues

MANAGEMENT'S DISCUSSION & ANALYSIS

and increased transaction-based fee income. These
increases were more than offset by lower trading revenues
and reduced net gains on securities.

Net interest income

Net interest income (on a taxable equivalent basis) grew
$114 million from $2,129 million last quarter. The quarter-
over-quarter increase was attributable to asset growth and
three additional days in the quarter. These items were
partly offset by a lower net interest margin.

The net interest margin was down from 1.73% last
quarter to 1.68% this quarter. The quarter-over-quarter
decline in net interest margin was due to higher volumes
of low-spread securities and an unfavourable change
in the fair value of financial instruments used for asset/
liability management purposes. In addition, the margin
was impacted by the changes in the Prime rate lagging
increases in the Bank’s wholesale funding rates.

Other income

Compared to the previous quarter, other income of
$1,611 million was down $204 million or 11%. The strong
growth in wealth management revenues and increased
transaction-based fees were more than offset by lower
trading revenues, reduced net gains on securities, and the
negative impact of changes in the fair value of non-trading
financial instruments.

Provisions for credit losses

The provision for credit losses was $276 million this
quarter, down from $338 million in the previous quarter.
Most of the decrease was attributable to lower commer-
cial provisions in Canadian and International Banking,
although retail provisions were moderately lower as well.

Non-interest expenses and productivity

Non-interest expenses of $2,023 million were up $56
million or 3% from last quarter. The acquisition of R-G
Premier Bank of Puerto Rico accounted for the majority
of the growth. The remaining increases in remuneration,
advertising, technology and premises reflect investment
to support business growth. These increases were partly -
offset by lower performance-based compensation to reflect
the lower trading revenues.

The productivity ratio was 52.5% this quarter,
compared to 49.9% last quarter. The Bank’s operating
leverage was negative 5.1% relative to the second quarter.

Taxes

The effective tax rate for this quarter was 26.8% compared
to 28.3% last quarter. The decrease from last quarter was
due to higher income in lower tax rate jurisdictions partly
offset by a non-recurring future tax adjustment.

Scotiabank Third Quarter Report 2010 7



MANAGEMENT'S DISCUSSION & ANALYSIS

Year-to-date Q3 2010 vs Year-to-date Q3 2009

Net income

Net income for the nine months was $3,147 million, $502
million or 19% higher than the same period last year,

or $835 million or 32% excluding the negative impact

of foreign currency translation of $333 million. In addi-
tion, record securitization revenue of $388 million were
included in last year’s results. Earnings were buoyed

by strong wealth management revenues, increased net
interest income from strong asset growth, higher net
gains on securities, and lower provisions for credit losses.
These items were partly offset by growth in non-interest
expenses and the impact of a higher effective tax rate.

Total revenue

For the nine months, total revenue (on a taxable equiva-
lent basis) of $11,779 million was up $842 million or 8%
from the same period last year, or $1,590 million or 15%
excluding the negative impact of foreign currency transla-
tion of $748 million. In addition to solid growth in wealth
management revenues, the year-over-year increase was
due primarily to higher net interest income and increases
In net gains on securities. These items were partly offset
by lower securitization revenues.

Net interest income

Year-to-date net interest income (on a taxable equivalent
basis) was $6,594 million up $150 million or 2% from the
same period last year, including the negative impact of
foreign currency translation of $422 million. The increase
was driven by organic asset growth, primarily in Canadian
Banking and a higher net interest margin. The year-to-
date margin was positively impacted by lower levels of
non-carning assets, higher spreads in Canadian Banking
and corporate lending, and the favourable changes in the
fair value of financial instruments used for asset/liability
management purposes.

Other income

I'or the nine-month period, other income was $5,185
million, an increase of $692 million or 15% from the same
period last year. Excluding the negative impact of foreign
curreney translation of $326 million, other income grew
by $1,018 million. The results reflected higher net gains
on securities, from a combination of gains on the sale

of securities and lower writedowns, and strong trading
revenues, partly offset by a loss on the Bank’s investment
in an affiliate in Venezuela. The increase in other income
was also driven by higher wealth management revenues
as aresult of growth in assets under management/assets
under administration and a one-time gain on the sale of

8 Scotiabank Third Quarter Report 2010

the pension administration business in Mexico. In addi-
tion, last year’s results included derivative trading losses
and a writedown of an equity investment in International
Banking. These items were partly offset by lower securi-
tization and trading revenues from last vear’s high levels
and reduced transaction-based fees.

Provisions for credit losses

For the nine-month period, total provisions for credit
losses were $98E5 million, compared to $1.324 million

over the same period last year. Specific provisions were
$1,029 million compared to $1,149 million over the same
period last year, and the sectoral allowance, specific to the
automotive industry, was down $44 million compared to
an increase of $48 million over the same period last year.
The general allowance was unchanged compared to an
increase of $127 million recorded last vear.

Non-interest expenses and productivity

For the nine-month period, non-interest expenses
were $5,999 million, up $144 million or 2% from $5,855
million last year. Excluding the positive impact of foreign
currency translation of $235 million, expenses were up
$379 million or 6%, with acquisitions contributing $4:3
million. The increase was primarily in compensation-
related expenses, particularly stock-based compensation
from a combination of plan changes and an appreciation
in the share price. There was also higher performance-
based compensarion from volume-related commission-
able revenues. Advertising expenses and other business
development costs were higher to support business initia-
tives. The remaining other non-interest expense categorics
declined from ongoing focus on expense management.
The year-to-date productivity ratio was 50.9%
compared 1o 53.5% for the same period last year.

Taxes

The year-to-date effective tax rate was 29.6%, comparced
to 22.9% for the same period last year, due primarily to
lower income in low tax jurisdictions.

Risk management

The Bank’s risk management policies and practices are
unchanged from those outlined in pages 62 to 76 of the
2009 Annual Report.

Credit risk

Provisions for credit losses

The provision for credit losses was $276 million this
quarter, compared to $554 million in the same period last
year and $338 million in the previous (uarter.



The total provision for credit losses was $163 million in
Canadian Banking, compared to $169 million in the same
period last year and $189 million in the previous quarter.
The total provision this quarter includes a $6 million
reversal of the sectoral allowance specific to the auto-
motive industry. On a year-over-year basis, moderately
higher retail provisions were more than offset by lower
commercial provisions. Compared to the previous quarter,
the provision for credit losses was down by $26 million.
Most of the quarter-over-quarter decrease was attributable
to lower commercial provisions. Retail provisions were
moderately lower.

International Banking’s provision for credit losses was
$138 million, compared to $179 million in the same period
last year, and $173 million last quarter. The year-over-year
decrease was due mainly to lower retail provisions in Peru
and Central America, and lower commercial provisions in
Chile and the Pacific region. Compared to the previous
quarter, retail provisions were moderately lower. However,
most of the decrease was attributable to lower commercial
provisions in the Caribbean and Chile.

Scotia Capital achieved net recoveries of $25 million,
compared to total provisions of $106 million in the same
period last year and net recoveries of $24 million last
quarter. Net recoveries this quarter include a $18 million
reversal of the sectoral allowance specific to the auto-
motive industry.

The remainder of the sectoral allowance specific to the
automotive industry of $24 million was reversed during
the quarter, as the automotive industry has stabilized. The
general allowance for credit losses was $1,450 million as at
July 31, 2010, unchanged from last quarter.

Impaired loans

Total gross impaired loans were $5,398 million as at

July 31, 2010, which includes impaired loans of $1,412
million relating to the recent acquisition of R-G Premier
Bank of Puerto Rico. The total gross impaired loans were
up slightly from $5,322 million last quarter.

Total net impaired loans, after deducting the allowance
for specific credit losses, were $2,598 million as at July 31,
2010, an increase of $123 million from last quarter.

Total net impaired loans in Canadian Banking were
$604 million, down slightly from $611 million in the
previous quarter, as declines in retail net impaired loans
were partially offset by increases in commercial net
impaired loans.

International Banking’s total net impaired loans were
$1,778 million, up from $1,634 million last quarter, due
primarily to the retail and commercial portfolios in the
Caribbean.

MANAGEMENT'S DISCUSSION & ANALYSIS

In Scotia Capital, total net impaired loans were $216
million this quarter, compared to $230 million in the prior
quarter, as reductions in the Canadian portfolio were
partially offset by a new impaired loan formation in the
European portfolio.

Overview of loan portfolio

A large portion of the Bank’s loan portfolio is comprised of
residential mortgages and consumer loans, which are well
diversified by borrower and geography. As at July 31, 2010,
these loans amounted to $178 billion or 62% of the Bank’s
total loans outstanding, little changed from last quarter
(after specific alowances but before general allowances for
credit losses). A very high percentage of these residential
mortgages and consumer loans are secured, with Canadian
Banking’s portfolio 92% secured and International Banking’s
portfolio 77% secured, in line with amounts at year end.

Sovereign credit risk

As aresult of the Bank’s broad international operations,
the Bank has sovereign credit risk exposure to a number
of countries. The Bank actively manages this sovereign
risk, including the use of risk limits calibrated to the
credit worthiness of the sovereign exposure. The Bank’s
exposure to certain European countries that have come
under recent focus is negligible, with no sovereign risk
exposure to Greece, Portugal or Italy.

Other credit risks

There has been stabilization in the automotive sector as
reflected by the reversal of the balance of the sectoral
allowance. There were no significant changes in the Bank’s
automotive industry exposure and consumer auto-based
securities.

Market risk

Value at Risk (VaR) is a key measure of market risk in the
Bank’s trading activities. In the third quarter, the average
one-day VaR was $12.7 million compared to $15.5 million
for the same quarter last year. The change was primarily
the result of reduced interest rate exposure, although all
risk factors declined. Compared to the second quarter,
the average one-day VaR decreased from $13.4 million to
$12.7 million, due primarily to a decline in equity risk.
Average for the three months cndod

Risk factor July 31 April 30 July 31
($ millions) 2010 2010 2009
Interest rate $ 11.8 $ 122 $ 155
Equities 3.5 6.5 5.0
Foreign exchange 14 1.5 2.3
Commodities 2.2 1.9 3.2
Diversification effect (6.2) (8.7) (10.5)
All-Bank VaR $ 12.7 $ 134 $ 15.5
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Credit markets were more volatile in the third quarter,
resulting in greater variability in trading revenues. As a
result, there were 16 trading loss days in the third quarter,
compared to two days in the prior quarter. The losses
were within the range predicted by VaR.

Liquidity risk

The Bank maintains large holdings of liquid assets to
support. its operations. These assets generally can be sold
or pledged to meet the Bank’s obligations. As at July 31,
2010, liquid assets were $153 billion or 29% of total assets,
compared to $167 billion or 32% of total assets as at April
30, 2010. The mix of these assets between securities

and other liquid assets, including cash and deposits with
banks, was 66% and 34%, respectively (January 31, 2010 —
65% and 35%, respectively).

In the course of the Bank’s day-to-day activities, secur-
ities and other assets are pledged to secure an obligation,
participate in clearing or settlement systems, or operate
in a foreign jurisdiction. Securities may also be sold under
repurchase agreements. As at July 31, 2010, total assets
pledged or sold under repurchase agreements were $92
billion, compared to $93 billion as at April 30, 2010. In some
over-the-counter derivative contracts, the Bank would be
required to post additional collateral in the event its credit,
rating was downgraded. The Bank maintains access to suffi-
cient collateral to meet its obligations in the event of a down-
grade of its ratings by one or more of the rating agencies.

Balance sheet

The Bank’s total assets at July 31, 2010, were $523 billion,
up $27 billion from October 31, 2009. Excluding the nega-
tive impact of foreign currency translation, total assets
were up $38 billion or 8%.

Cash resources grew by $7 billion, primarily from
interest-bearing deposits with banks. Securities purchased
under resale agreements increased by $10 billion.

Trading sccurities were up $7 billion, due mainly to
larger holdings of U.S. government debt and Canadian
equities. There was a decline in available-for-sale secur-
ities of $8 billion from reduced holdings of government and
corporate bonds and mortgage-backed securities. Equity
accounted investments increased by $864 million, due
mainly to an additional investment in Thanachart Bank to
finance that entity’s acquisition of Siam City Bank.

As at July 31, 2010, the unrealized gain on available-
for-sale securities, after the impact of qualifying hedges is
taken into account, was $915 million, an increase of $119
million from last quarter. The change was due primarily to
increases in the values of mortgage-backed securities and
Canadian government. debt, from changes in interest rates,
partially offset by decreases in the values of corporate
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bonds and equity securities, as well as realized gains on
the sale of foreign government bonds.

The Bank’s loan portfolio, before the allowance for
credit losses, increased $14 billion from October 31, 2009,
or $18 billion or 7% excluding the negative impact of
foreign currency translation. In retail lending, residen-
tial mortgages increased $16 billion, with growth of $12
billion in Canadian Banking and $4 billion in International
Banking. The increase in International Banking was due
primarily to the recent acquisition of R-G Premier Bank
of Puerto Rico. Business and government loans decreased
$3 billion from the negative impact of foreign currency
translation.

Total liabilities were $497 billion as at July 31, 2010, up
$25 billion from October 31, 2009. Excluding the negative
impact of foreign currency translation, total liabilities rose
$37 billion or 8%.

Total deposits increased by $15 billion, net of foreign
currency translation of $9 billion. Business and govern-
ment deposits grew by $11 billion, mainly in the U.S. This
increase includes the issuance of US$2.5 billion in covered
bonds that are backed by residential mortgages through
the Bank’s recently launched Covered Bond Program.
Personal deposits increased by $4 billion, primarily from
growth in high interest savings accounts in Canada.

Acceptances, as well as the corresponding receivable
from customers, decreased by $2 billion.

Obligations related to securities sold short and obliga-
tions related to securities sold under repurchase agree-
ments grew by $7 billion and $3 billion, respectively.

Other liabilities increased $2 billion, due mainly to the
acquisition of R-G Premier Bank of Puerto Rico.

Total shareholders’ equity increased $1,703 million
from October 31, 2009. This was driven by internal capital
generation of $1,484 million. The Bank issued $575 million
in common shares through the Dividend Reinvestment.
Program, the Employee Share Purchase Plan and the
exercise of options. Preferred shares of $265 million were
also issued. Partially offsetting the growth was an increase
of $641 million in accumulated other comprehensive loss.
The latter was due mainly to higher unrealized foreign
exchange losses from the strengthening of the Canadian
dollar.

Capital management

Scotiabank is committed to maintaining a solid capital
base to support the risks associated with its diversified
businesses. The Bank’s capital management framework
includes a comprehensive internal capital adequacy
assessment process (ICAAP), aimed at ensuring that the
Bank’s capital is more than adequate to meet current,
and future risks and achieve its strategic objectives. Key



components of the Bank’s ICAAP include sound corporate
governance; establishing risk-based capital targets;
managing and monitoring capital, both currently and
prospectively; and utilizing appropriate financial metrics
which relate risk to capital, including regulatory capital
measures. The Bank’s capital management practices are
unchanged from those outlined on pages 38 to 43 of the
2009 Annual Report.

Capital ratios

The Bank continues to maintain a strong capital position.
The Tier 1 and Total capital ratios as at July 31, 2010,
were 11.7% and 13.8%, respectively, compared to 11.2%
and 13.3% as at April 30, 2010. The increase in Tier 1 and
Total capital ratio this quarter was largely a result of an
increase in internally generated capital, including share
issuances through the Dividend Reinvestment Plan and

a modest decline in risk-weighted assets. The tangible
common equity (TCE) ratio was 9.3% as at July 31, 2010,
an increase from 8.8% as at April 30, 2010.

Common dividend

The Board of Directors, at its meeting on August 30,
2010, approved a quarterly dividend of 49 cents per
common share. This quarterly dividend applies to share-
holders of record as of October 5, 2010 and is payable
October 27, 2010.

Financial instruments

Given the nature of the Bank’s main business activities,
financial instruments make up a substantial portion of the
balance sheet and are integral to the Bank’s business. There
are various measures that reflect the level of risk associated
with the Bank’s portfolio of financial instruments. Further
discussion of some of these risk measures is included in the
Risk Management section on page 8. The methods of deter-
mining the fair value of financial instruments are detailed
on pages 78 to 79 of the 2009 Annual Report. Management'’s
judgment on valuation inputs is necessary when observable
market data is not available, and in the selection of valuation
models. Uncertainty in these estimates and judgments can
affect fair value and financial results recorded. During this
quarter, changes in the fair value of financial instruments
generally arose from normal economic, industry and market
conditions. Total derivative notional amounts were $2,150
billion as at July 31, 2010, compared to $1,540 billion as at
October 31, 2009, largely due to an increase in interest rate
contracts. The percentage of derivatives held for trading
and those held for non-trading or asset liability management
was generally unchanged. The credit equivalent amount,
after taking master netting arrangements into account, was
$17.8 billion, compared to $18.5 billion last year end.

MANAGEMENT'S DISCUSSION & ANALYSIS

Selected credit instruments

A complete discussion of selected credit instruments
which markets regarded as higher risk during the financial
crisis was provided on pages 47 to 50 of the Bank’s 2009
Annual Report. The disclosure provided a detailed discus-
sion on the nature and extent of the Bank’s exposures.

There have been no significant changes to the Bank’s
exposure to mortgage-backed securities, asset-backed
commercial paper, structured investment vehicles, Alt-A
loans and securities, highly leveraged loans awaiting syndi-
cation, and auction-rate securities, since April 30, 2010,
and October 31, 2009.

Collateralized debt obligations and collateralized loan obligations

Non-trading portfolio

As at July 31, 2010, the carrying value of cash-based
CDOs/CLOs reported as loans on the Consolidated Balance
Sheet was $944 million (April 30, 2010 — $959 million;
October 31, 2009 — $1,059 million). The fair value was
$613 million (April 30, 2010 — $656 million; October 31,
2009 — $688 million). None of these cash-based CDOs/
CLOs are classified as impaired loans. The overall risk
profile of cash-based CDOs/CLOs has not changed signifi-
cantly since April 30, 2010, and October 31, 2009.

The Bank’s remaining exposure to synthetic CDOs/
CLOs was $283 million as at July 31, 2010 (April 30,
2010 — $295 million; October 31, 2009 — $323 million).
During the quarter, the Bank recorded a pre-tax loss of $5
million in net income for changes in fair value of synthetic
CDOs/CLOs (second quarter of 2010 — pre-tax gain of
$30 million; third quarter of 2009 — pre-tax gain of $65
million). The change in fair value of the synthetic CDOs/
CLOs was mainly driven by the widening of credit spreads.
The overall risk profile of synthetic CDOs/CLOs has not
changed significantly since April 30, 2010, and October 31,
2009.

Trading portfolio

The Bank holds synthetic CDOs in its trading portfolio
as a result of structuring and managing transactions with
clients and other financial institutions. The portfolio
remains substantially hedged through the purchase or sale
of CDOs to other financial institutions.

The risk profile of the Bank’s CDOs has not changed
significantly from April 30, 2010, and October 31, 2009.

Exposure to monoline insurers

The Bank has insignificant direct exposure to monoline
insurers. The Bank has indirect exposures of $1.0 billion
(April 30, 2010 — $1.0 billion; October 31, 2009 — $1.3
billion) in the form of monoline guarantees, which provide
enhancement to public finance and other transactions,
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where the Bank has provided credit facilities to either the
Issuers of securities or facilities which hold such secur-
ities. Of this exposure, $0.6 billion (April 30, 2010 and
October 31, 2009 - $0.7 billion) relates to guarantees by
the monolines on diversified asset-backed securities held
by the Bank’s U.S. multi-seller conduit (as discussed below
in the section on Multi-seller conduits sponsored by the
Bank). The two monoline insurers are rated non-invest-
ment grade by the external rating agencies.

Off-balance sheet arrangements

In the normal course of business, the Bank enters into
contractual arrangements that are not required to be
consolidated in its financial statements, but could have
a current or future impact on the Bank’s results of oper-
ations or financial condition. These arrangements can be
classified into the following categories: variable interest
entities (VIEs), securitizations, and guarantees and other
commitments. No material contractual obligations were
entered into this quarter by the Bank that are not in the
ordinary course of business. Processes for review and
approval of these contractual arrangements are unchanged
from last year.

For a complete discussion of these types of arrange-
ments, please refer to pages 43 to 46 of the Bank’s 2009
Annual Report.

Multi-seller conduits sponsored by the Bank

The Bank sponsors three multi-seller conduits, two of
which are Canadian-based and one in the United States.

Canada

The Bank’s primary exposure to the Canadian-based
conduits is the liquidity support provided, with total
liquidity facilities of $1.4 billion as at July 31, 2010 (April
30, 2010 — $1.4 billion; October 31, 2009 — $1.8 billion). As
at July 31, 2010, total commercial paper outstanding for
the Canadian-based conduits administered by the Bank
was $1.1 bilion (April 30, 2010 — $1.2 billion; October

31, 2009 — $1.6 billion), and the Bank held less than one
per cent of the total commercial paper issued by these
conduits. Funded assets purchased and held by the Bank’s
two Canadian multi-sellers as at July 31, 2010, as reflected
at original cost, were $1.1 billion (April 30, 2010 - $1.2
billion; October 31, 2009 — $1.6 billion). The fair value of
these assets approximates original cost. There has been
no significant change in the composition or risk profile of
these conduits since October 31, 2009.
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United States

The Bank’s primary exposure to the 11.S.-based conduit is
the liquidity support and program-wide credit enhance-
ment provided, with total liquidity facilitics of $6.8 billion
as at July 31, 2010 (April 30, 2010 — $7.0 billion; October
31, 2009 — $7.5 billion).

As at July 31, 2010, total commercial paper outstanding
for the U.S.-based conduit administered by the Bank was
$3.5 billion (April 30, 2010 - $3.1 billion; October 31, 2009
— $4.2 billion), and the Bank did not hold any commercial
paper issued by this conduit.

Funded assets purchased and held by the Bank's [1.S.
multi-seller conduit as at July 31, 2010 were $3.5 billion
(April 30, 2010 - $3.1 billion; October 31. 2009 — $4.0
billion). The fair value of these assets as at July 31, 2010
was $3.2 billion (April 30, 2010 - $2.7 billion; October 31,
2009 — $3.6 billion). There has been no significant change
in the composition of this conduit since October 31, 2009.

The conduit has investments in two pools of diversi-
fied asset-backed securities. The assets underlving these
securities are prirnarily retail loans, including U7.S. home
equity, student loans and residential mortgage-backed
securities. These pools are guaranteed by monoline
insurers which are rated non-investiment grade by the
external rating agencies.

Other off-balance sheet arrangements

The Bank provides liquidity facilities to non-Bank spon-
sored conduits, all of which are U.S. third party conduits.
There has been no significant change in our exposures
through these liquidity facilities since last quarter or the
year-end.

The Bank may securitize residential mortgages as a
means to diversify its funding sources, as this represents
a cost-effective means to fund the growth in this portfolio.
A further $0.7 billion in residential mortgages was securi-
tized this quarter, bringing the balance of outstanding
mortgages securitized to $15.2 billion as at July 31, 2010,
compared to $17.3 billion as at October 31, 2009.

Guarantees and other indirect commitments decreased
2% from October 31, 2009. Fees from guarantees and
loan commitment arrangements recorded in other income
were $108 million in the three-month period ended July
31, 2010, compared to $103 million in the previous quarter
($105 million in the fourth quarter of 2009).



Accounting Policies and Controls

Accounting policies and estimates

The interim consolidated financial statements have been
prepared in accordance with Canadian Generally Accepted
Accounting Principles (GAAP). See Note 1 to the 2009
annual consolidated financial statements for more infor-
mation about the significant accounting principles used

to prepare the financial statements. The key assump-
tions and bases for estimates that management has made
under GAAP, and their impact on the amounts reported in
the interim consolidated financial statements and notes,
remain substantially unchanged from those described in
our 2009 Annual Report.

Future accounting changes

Transition to International Financial Reporting Standards (IFRS)

Canadian publicly accountable enterprises must transition
to IFRS for fiscal years beginning on or after January 1,
2011. For the Bank, IFRS will be effective for interim and
annual periods commencing November 1, 2011 (adop-
tion date), and will include the preparation and reporting
of one year of comparative figures, including an opening
balance sheet as at November 1, 2010 (transition date).

In order to prepare for the transition to IFRS, the Bank
has implemented a project governance structure and
has developed an implementation plan which consists of
three phases: (i) planning and governance; (ii) review and
detailed assessment; and (iii) design, development and
implementation. The Bank is currently in the latter stages
of the second phase and has started the third phase for
certain key areas.

Page 82 of the Bank’s 2009 Annual Report contains a
discussion of the Bank’s IFRS implementation plan and
the aspects of IFRS that have the potential to most signifi-
cantly impact the Bank.

Key elements of the Bank’s IFRS changeover plan

The following provides an update of the key elements
identified in the Bank's implementation plan.

Financial statement presentation

The Bank has completed detailed assessments of the
accounting differences related to IFRS standards that are
applicable to the Bank. Furthermore, the Bank continues
to analyze the impacts of first-time adoption and future
accounting policy choices under [FRS and has made
significant progress in this regard; however, final decisions
regarding these choices have not been made at this time.
Key decisions will likely be finalized by the end of the year.

MANAGEMENT’S DISCUSSION & ANALYSIS

The Bank has appropriately engaged its external and
internal auditors in the IFRS conversion project. Timely
review and concurrence from the Bank’s auditors is critical
to the Bank’s overall implementation success.

Training and communication

A training program has been implemented for key stake-
holders. To date, training has been focused on raising
awareness across the Bank and providing in-depth training
to finance, key support areas and IFRS governance
members (including the Board of Directors and senior
management) to equip them with the necessary know-
ledge to assess the impact of IFRS on the Bank. From a
broader perspective, training has also been provided to
the Bank’s credit and banking personnel, as they will be
reviewing customer financial information prepared on a
different basis of accounting.

The Bank’s internal global learning group continues
to execute a comprehensive learning needs assessment
for all stakeholders impacted by IFRS. Training will be
focused and tailored to meet the varying requirements for
all stakeholders.

Training and communication will continue as a priority
during the remainder of the transition period.

Information technology systems

Based on analysis of current IFRS, the Bank has not
identified the need for any significant modifications to its
information technology systems. As the Bank continues
to analyze and complete its in-depth business and process
assessment work, this view may change. The Bank is
focused on developing processes and controls relating to
the comparative year period in fiscal 2011.

Business and process activities

The Bank’s analysis of differences between Canadian
GAAP and IFRS includes identification of business and
process activities that will be impacted outside of financial
reporting, such as contractual arrangements and client
covenants. The Bank is also assessing the impact to its
performance measurement processes, including planning
and budgeting.

Control environment

The identification and assessment of internal control over
financial reporting (ICFR) is embedded in our existing
change management processes. The Bank has not identi-
fied any significant changes in ICFR to date. ICFR will be
appropriately addressed as processes and system changes
are made. The ICFR related to the reporting of IFRS finan-
cial statements and notes, including comparative year

Scotiabank Third Quarter Report 2010 13



MANAGEMENT'S DISCUSSION & ANALYSIS

information as well as ongoing financial reporting, are a
key area of focus as process and system assessments are
finalized.

The Bank’s implementation plan also considers the
impact of IFRS on its disclosure controls and
procedures, and no significant changes have been
identified to date.

IFRS Accounting Standards

IFRS are premised on a conceptual framework similar to
Canadian GAAP, although significant differences exist in
certain matters of recognition, measurement and disclo-
sure. The Bank has determined a number of key differ-
ences that have the potential to significantly affect the
financial statements, operations or capital of the Bank. Net
adjustments to the Bank’s opening balance sheet resulting
from differences between Canadian GAAP and IFRS will
be recorded against retained earnings on transition.

Derecognition

Canadian GAAP uses a control-based model to assess
derecognition, while IFRS primarily focuses on whether
risks and rewards have been substantively transferred.
These differences in criteria will likely result in an
increase in total assets and liabilities on the Bank’s
Consolidated Balance Sheet, particularly in respect of
residential mortgages securitized through the Canadian
Government’s Canada Mortgage Bond (CMB) program.

Consolidation

Canadian GAAP determines consolidation based on the
variable interest entity (VIE) and voting control models,
while IFRS is based on control. Under IFRS, control can
be based on either majority voting or de facto control,
which could result in different consolidation conclusions.
As a result, certain VIEs may be consolidated under IFRS
that were not consolidated under Canadian GAAP. The
Bank has not finalized its consolidation analysis.

Business combinations

The business combinations model under [FRS represents a
fair value model of accounting which can result in a signifi-
cant change in accounting compared to current Canadian
(GAAP. The fair value model includes carrying contingent
consideration and non-controlling interest at fair value.
Furthermore, IFRS is more restrictive on the capitalization
of acquisition costs. Separate from the Bank's transition
decision on past acquisitions, the impact from this change
will be related to acquisitions made subsequent to transi-
tion date.
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Financial instruments and hedging

For classification and measurement of financial instru-
ments, there is significant alignment between Canadian
GAAP and IFRS. In addition, for the Bank, the impact
of IFRS on hedge accounting is not expected to be
significant.

First-time adoption of IFRS

The Bank’s adoption of [FRS will require the application
of IFRS 1, Fursi-Time Adoption of Internalional Fiviar-
cial Reporting Standards (IFRS 1), which provides
guidance for an entity’s initial adoption of IFRS. IFRS 1
generally requires that an entity retrospectively apply all
IFRS effective at the end of its first IFRS annual reporting
period. However, IFRS 1 does include certain mandatory
exceptions and limited optional exemptions from this
general requirement of retrospective application. The
Bank has not finalized these transition decisions.

The following are the more significant optional exemp-
tions available under I[FRS 1 which the Bank is currently
considering. This is not an exhaustive list and does not,
encompass all exemptions which the Bank is analyzing,.

Business combinations

Entities can elect to not retrospectively restate any of the
business combinations that occurred prior to the transi-
tion date.

Employee benefits

Entities can elect to recognize all cumulative unamortized
actuarial gains and losses for employee defined benefit,
plans at transition date instead of retrospective restate-
ment, with an offsetting adjustment against opening
retained earnings.

Based on the Bank’s latest actuarial valuation, this
accounting election for employee benefits would nega-
tively impact opening retained earnings.

Cumulative translation differences

IFRS 1 allows entities to elect that cumulative translation
differences for all foreign operations to be deemed zero
at the date of transition to IFRS, instead of recalculating
from inception. This would result in the reclassification
of amounts in accumulated other comprehensive income
to retained earnings on transition.

Accounting and regulatory developments

As interpretations of current accounting standards
continue to change, the Bank will continue to adjust
its implementation plan accordingly. The Bank actively



monitors developments and changes in standards from the
International Accounting Standards Board (IASB) and the
Canadian AcSB, as well as regulatory requirements from
the Canadian Securities Administrator and OSFI.

In March 2010, OSFT issued the Advisory on Conver-
ston to IFRS for Federally Regulated Entities. OSFI has
allowed banks the option to phase in the impact of conver-
sion to IFRS on retained earnings for regulatory capital
purposes over five quarters. OSFI has also made a conces-
sion on the calculation of the asset-to-capital multiple
with respect to certain securitized insured mortgages that
will likely come back on balance sheet. The government
insured mortgages securitized through the CMB program
up-until March 31, 2010 will be grandfathered and there-
fore, would not impact the capital leverage ratio. OSFI has
also communicated that early adoption of IFRS standards
will generally not be permitted.

The impact of IFRS on the Bank’s consolidated finan-
cial results at the time of transition is dependent upon
prevailing business circumstances, market factors and
economic conditions at that time, as well as the accounting
elections that have not yet been made. As a result, the
transition impact is not reasonably determinable at this
time.

Changes in internal control over
financial reporting

There have been no changes in the Bank’s internal control
over financial reporting during the quarter ended July 31,
2010, that have materially affected, or are reasonably likely
to materially affect, the Bank’s internal control over finan-
cial reporting.

Related party transactions

There were no changes to the Bank’s procedures and poli-
cies for related party transactions from those outlined on
pages 82 and 136 of the 2009 Annual Report. All trans-
actions with related parties continued to be at market
terms and conditions.

MANAGEMENT'S DISCUSSION & ANALYSIS

Qutlook

The global economy remains in recovery mode. The
developing world continues to post solid output gains,
led by China and South Korea in the Pacific region, India
in Asia, and Brazil, Mexico and Peru in Latin America.
However, the pace of growth remains highly uneven and
more moderate in the developed world, with Canada
leading the United States, and Germany ahead in Europe.
Other nations, such as Japan, are reporting lacklustre
overall growth. Nonetheless, exports by many of the
advanced nations to the developing world remain quite
solid, buoyed by relatively firm commodity prices.

Looking ahead, low borrowing costs throughout much
of the world should remain supportive of growth, although
the pace of global activity will be affected by the structural
adjustments underway in a number of regions. U.S. house-
holds are saving more and spending less, a development
that will constrain prospects for its major trading partners.
Several countries, especially in Europe, have begun to
rein in large fiscal imbalances in response to emerging
sovereign debt concerns. Others such as Canada, India and
Brazil for example, have already begun to raise interest
rates, while some nations, such as China, are tightening
credit conditions.

With the solid results achieved during the first nine
months of the year, the Bank is well positioned to meet its
established objectives for 2010.
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MANAGEMENT'S DISCUSSION & ANALYSIS

Business Segment Review
Canadian Banking

For the three months ended Tor the nine months ended

(Unandited) (5 millions) July 31 April 30 July 31 July 31 July 31
(Tavable equivalent basis) ' 2010 2010 2009 2010 2009
Business segment income

Net interest income $ 1,292 $ 1,287 $ 1,212 $ 3,877 $ 3,500
Provision for eredit losses 163 189 169 532 513
Other income 679 664 593 1,966 1,673
Non-interest expenses 983 95h4 933 2,899 2,766
rovision for income taxes 221 224 203 663 552
Non-controlling interest in net income of subsidiaries - - - 1 -
Net income $ 604 $ N84 $ 500 $ 1,748 $ 1,348
Other measures

Return on economic equity'” 28.6% 27.9% 22.3% 27.3% 22.4%
Average assets (8 billions) $ 206 $ 201 $ 193 $ 202 $ 191

(1) Referto page 5 jor a discussion of non-GAAP measures.
Q3 2010 vs. Q3 2009

Canadian Banking reported record net income of $604 million
this quarter, an increase of $104 million or 21% from the same
quarter last year. Return on economic equity iraproved to
28.6% from 22.3% last year.

Average assets before securitization rose $13 billion
or 7% from the same quarter last year. The increase was
due primarily to growth of $11 billion or 9% in residential
mortgages with significant contributions from the broker
chanmel. Personal lines of credit were up $2 billion or 8%.
Average deposits grew $18 billion, an increase of 12%. This
includes $10 billion of broker-sourced deposits transferred
from Group Treasury in the first. quarter of this year. In
addition, strong growth was recorded in current accounts,
chequing accounts and high interest savings accounts.
Partly offsetting these were lower term deposits.

Total revenues increased a substantial $166 million or 9%
from the same period last year, with significant growth in
both net interest income and other income, particularly in
wealth management.

Net interest income of-$1,292 million was up $80 million
or 7% from the third quarter of last year, driven by strong
asset and deposit volume growth, reflecting continued
market demand in the current low interest rate environ-
ment, as well as new and innovative products and services
introduced in the last year. The net interest margin was

unchanged from the same quarter last vear. Improved
spreads on assets reflecting re-pricing actions taken in 2009,
were offset by the impact of higher short-term wholesale
funding interest rates. There were also competitive pres-
sures on pricing on a variety of asset and deposil products.

Other incorne rose $86 million or 15% from the sanwe
quarter last year reflecting growth in each of wealth
management, commercial, and retail banking. Wealth
management revenues grew in multiple businesses, particu-
larly mutual funds. There were also increased contributions
from the Bank’s investments in associated corporations,
which included a positive adjustment to the equity pick-up
relating to a prior period. This growth was driven by new
sales and improved market conditions. There were also
higher gains on investments in Commerial Banking and
higher card revenues in Retail Banking.

The provision for credit losses was $16:3 million,
comparcd to $169 million in the same quarter last year.
Moderately higher retail provisions were more than offset by
lower commercial provisions. including a 56 million reversal
this quarter of a sectoral allowance established for the auto-
motive industry.

Non-interest expenses rose 5% from the same quarter
last year largely due to growth initiatives, volume-related
expenses including broker commissions. and inflation.
Overall expenses continue to be well managed, and the
segment reported strong positive operating leverage,

Q3 2010 vs QZ 2010

Quarter over quarter. net. income grew by $20 million or 3%.
Return on economic equity was 28.6% versus 27.9% last
quarter.

Average assets before securitization rose $6 billion or 3%
driven mainly by continued growth in retail mortgages and
commercial loans. Deposits grew $2 billion or 1%, primarily
in current accounts, chequing accounts and high interest
savings accounts. Partly offsetting the growth was a decline
in term deposits.

Total revenue rose $20 million or 1% quarter over quarter,
from both higher net interest. income and other income.

Net interest income was up $56 million quarter over
quarter, primarily benefitting from three more days in the
quarter and continued asset and deposit, growth. Partly
offsetting this growth was a lower net interest margin due
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mainly to higher short-term wholesale funding interest rates
and the short-quarter impact in the second quarter.

Other income increased by $15 million or 2% quarter over
quarter, mainly from higher mutual fund fees and full service
brokerage revenues, and the associated corporations adjust-
ment noted above, partly offsel by lower securities gains.

The provision for credit losses was $163 million, down
from $189 million in the previous quarter. Most of the
quarter-over-quarter decrease was attributable to lower
commercial provicions, including a $6 million reversal of the
sectoral allowance specific to the automotive industry. Retail
provisions were moderately lower.

Non-interest expenses were 3% above last quarter mainly
due to three more days in the quarter, higher volume-
related expenses including broker commissions, support
arca expenses and growth initiatives. Partially offsetting this
increase was lower incentive compensation.



International Banking

MANAGEMENT'S DISCUSSION & ANALYSIS

For the three months ended ___For the nine months ended

July 31

(Unaudited) ($ millions) July 31 April 30 July 31 July 31
(Taxable equivalent basis) " 2010 2010 2009 2010 2009
Business segment income

Net interest income $ 980 $ 822 % 979 $ 2,742 § 2,885
Provision for credit losses 138 173 179 488 410
Other income 404 447 296 1,285 1,116
Non-interest expenses 754 681 718 2,141 2,219
Provision for income taxes . 151 100 38 423 254
Non-controlling interest in net income of subsidiaries 24 27 28 76 86
Net income , $ 317 $ 288 § 312 $ 899 % 1,032
Other measures )

Return on economic equity*" 11.0% 11.3% 10.9% 11.3% 1:3.4%
Average asscts ($ billions) $ 90 $ 82 $ 87 $ 85 $ 92

(1) Refer to page 5 for a discussion of non-GAAP measures.

Q3 2010 vs Q3 2009

International Banking’s net income in the third quarter was
$317 million, an increase of $5 million or 2% from last year.
Excluding the negative impact of a stronger Canadian dollar,
the increase was $34 million, or 11%. Return on economic
equity was 11.0% versus 10.9% last year.

Average assets were $90 billion this quarter, an increase
of $3 billion from the same period last year. Growth through
acquisitions, mainly R-G Premier Bank of Puerto Rico, offset
the 9% adverse impact of foreign currency translation. While
there was some organic growth in retail lending, this was
more than offset by reductions in commercial loan volumes.
Underlying growth in low-cost deposits was widespread and
strong at 12%, led by the Caribbean region.

Total revenue was $1,384 million in the third quarter, an
increase of $109 million or 9%. Excluding foreign currency
translation, revenue increased by 16%.

Net interest income was $980 million this quarter
compared to $979 million last year. Higher margins in
Mexico and Central America, retail and commercial loan
growth in several markets, combined with the benefit of
acquisitions contributed to the increased interest income.
This was offset by negative foreign currency translation, an

Q3 2010 vs Q2 2010

Quarter over quarter, net income of $317 million was up
$29 million, or 10%. Return on economic equity was 11%, in
line with last quarter.

Average assets of $90 billion compared to $82 billion last
quarter, largely reflecting the acquisition of R-G Premier
Bank of Puerto Rico. Excluding this and the impact of
foreign currency translation, retail lending growth was 1.3%,
while commercial lending and low-cost deposits were flat
compared to last quarter.

Total revenue increased $115 million or 9% over last
quarter, including a positive impact from foreign currency
translation of $13 million.

Net interest income increased $158 million quarter over
quarter, to $980 million, including an incremental
$70 million from acquisitions. Excluding the impact of
acquisitions and foreign currency translation, growth
reflected widespread margin improvements, most notably

overall decline in commercial lending volumes, and lower
treasury results.

Other income was $404 million, up $108 million or 36%,
largely reflecting higher gains on sccurities including the
effect of last year’s $79 million writedown of an equity
investment. Partly offsetting the growth were the negative
impact of foreign currency translation and lower trading
revenues. '

The provision for credit losses was $138 million this
quarter, compared to $179 million in the same period last
year. The decrease was due mainly to lower retail provisions
in Peru and Central America and lower commercial provi-
sions in Chile and the Pacific region.

Non-interest expenses were $754 million, up $36 million,
including the increase associated with new acquisitions.
The main areas affected were compensation, marketing
and business taxes. The increase was offset by the favour-
able impact of foreign currency translation arising from the
stronger Canadian dollar. Underlying expense growth was
6%, mainly reflecting inflationary increases.

The effective tax rate increased sharply this quarter to
31%, compared to 10% last year. This quarter’s results were
adversely affected by a non-recurring tax adjustment and
lower earnings in low tax jurisdictions.

in Chile, due to changes in the fair value of financial instru-
ments used for asset/liability management.

At $404 million, other income decreased by $43 million,
mainly arising from last quarter’s $36 million gain on the
disposition of Siam City Bank shares and a foreign exchange
revaluation adjustment.

The provision for credit losses was $138 million,
compared to $173 million last quarter. Retail provisions
were moderately lower, however most of the decrease was
attributable to lower commercial provisions in the Carib-
bean and Chile.

Non-interest expenses of $754 million increased $73
million or 11% from last quarter, mainly from the impact
of R-G Premier Bank of Puerto Rico. Underlying expenses
increased quarter over quarter duc to increases in compen-
sation costs, the seasonality of certain expenses and profes-
sional expenses related to acquisitions and integrations.

The effective tax rate this quarter was 31%, up by 7%
due primarily to a non-recurring future tax adjustment.
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Scotia Capital

For the three months ended

For the nine months ended

(Unaudited) ($ millions) July 31 April 30 July 31 July 31 July 31
(Ta:xable equivalent basts) ' 2010 2010 2009 2010 2009
Business segment income

Net interest income $ 271 $ 275 $ 423 $ 850 $ 1,106
Provision for credit losses (25) (24) 106 (35) 275
Other income 426 583 681 1,605 1,649
Non-interest, expenses 267 299 266 873 788
Provision for income taxes 150 192 262 540 494
Net income $ 305 $ 391 3 470 $ 1,077 $ 1,098
Other measures

Return on economic equity" 17.5% 22.2% 21.8% 19.4% 20.7%
Average assets® (§ billions) $ 169 $ 156 3 181 $ 162 $ 189

(1) Refer to page 5 for a discussion of non-GAAP measures.

-

(2) Amounts for July 31, 2009, have been restaied to reflect the impact of the new accounting policy velated to the classification and mpairment of
Sfinancial assets implemented in the fourth quarter of 2009, effective November 1, 2008 (refer to Note 1 of the Consolidated Financial Statements in

thee 2009 Aionual Report for further details).
Q3 2010 vs Q3 2009

Net. income for the quarter was solid at $305 million, but
down $165 million or 35% from the record results achieved
in the same period last year. Return on economic equity was
17.5%, down from 21.8% last year.

Average assets decreased $12 billion or 7% from the same
period last year. There was a $17 billion or 36% decrease
in corporate loans and acceptances across all lending busi-
nesses. There was also a $9 billion decrease in both the
average derivative instrument assets and liabilities. These
decreases were partially offset by a $14 billion increase in
securities purchased under resale agreements, trading secur-
ities and other assets to support both client-driven activities
and trading opportunities.

Total revenues at $697 million decreased $407 million or
37% from last year’s record level. Revenues fell substantially
in Global Capital Markets (GCM) as markets returned to more
norrmal levels. Also, revenues in Global Corporate and Invest-
ment Banking (GCIB) were down, due primarily to a signifi-
cant decline in interest. income from reduced lending volumes.

Net interest income decreased $152 million or 36%, due
primarily to the substantial decrease in corporate loan volurnes

and lower loan origination fees. Interest from trading oper-
ations was also down compared to the same period last year.

Scotia Capital had a net recovery in credit losses of
$25 million in the third quarter, primarily reflecting a reversal
of the remaining sectoral allowance. This compares to provi-
sions for credit losses of $106 million in the same period last
year, mainly in the U.S. and Canadian portfolios.

Other income declined $255 million or 37%, largely driven
by trading revenues in GCM. While all trading businesses
contributed solid results, most saw revenues reduced from
the very strong levels achieved last year. Other income
also decreased in GCIB due to a volume-driven reduction
in acceptance fees, lower fair value changes in non-trading
financial instruments and a drop in investiment banking
revenues.

Total non-interest expenses were $267 million in the
third quarter, slightly higher than last year. Increases were
in salaries, hiring costs, pension and benefits and technology
expenses to support business initiatives. This was largely
offset by reduced performance-related compensation and
legal provisions.

Q3 2010vs Q2 2010
Net income decreased $86 million or 22% from last quarter.
Return on economic equity was 17.5% versus 22.2% last
quarter.

Total assets increased $13 billion, primarily from growth
in securities purchased under resale agreements, trading
securities and other assets to support both client-driven
activities and trading opportunities. This was partly offset
by a $3 billion reduction in corporate loans and acceptances
across all lending businesses.

Total revenues at $697 million were $161 million or
19% lower than last quarter. Revenues in GCM were lower,
primarily in the fixed income and institutional equity busi-
nesses. All businesses contributed solid results, albeit at
more hormal levels than recent quarters. Revenues in GCIB
were down, due primarily to lower lending volumes. There
was also a reduction in fair value changes in non-trading
financial instruments.

Interest income decreased $4 million, reflecting lower
corporate loan voluies and lower loan origination fees.
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This was partly offset by higher interest from trading
operations.

Scotia Capital had a net recovery in credit losses of
$25 million compared to a net recovery of $24 million in the
previous quarter. Both the current quarter and prior quarter
provisions reflect partial reversals of the sectoral allowance
related to the automotive industry sector.

Other income was down $157 million or 27% from the
previous quarter. In GCM, revenues fell in the institutional
equity and fixed income businesses, primarily due to lower
results in Canada. This was partly offset by higher revenues
from the precious metals business. Other income was down
in GCIB, due primarily to a decrease in fair value changes in
non-trading financial instruments.

Total non-interest expenses were $267 million, 11%
lower than last quarter. The decrease primarily reflects
lower performance-based compensation. This was partly
offset by higher salaries and technology costs.



MANAGEMENT'S DISCUSSION & ANALYSIS

Other™

. For the three months ended For the nine months ended
(Unaudited) ($ millions) July 31 April 30 July 31 July 31 July 31
(Taxable equivalent basis)”’ 2010 2010 2009 2010 o 2009
Business segment income
Net interest income® $ (370) $ (1,091) $  (1,267)

$ (326) $ (438)

Provision for credit losses 100 - 127
Other income 121 29 329 155
Non-interest expenses 33 42 86 ’ 82
Provision for income taxes'® (123) (72) (200) 271) (488)
Net income (loss)® $ (164) $ (166) $ (3B $ (BT S  (833)

Other measures
Average assets (§ billions) ' $

$ 66 $ 45 $ 63 $ 47

(1) Includes all other smaller operating segments and corporate adjustments, such as the elimination of the tax-exempt income gross-up reported in
net interest income and provision for income taxes, differences in the actual amount of costs incurred and charged to the operating segments, and

the impact of securitizations.
(2) Refer to page 5 for a discussion of non-GAAP measures.

(3) Includes the elimination of the tax-exempt income gross-up reported im met interest income and provision for income taxes for the three months
ended July 31, 2010 ($70), April 30, 2010 ($71), and July 31, 2009 ($68), and for the nine months ended July 31, 2010 ($216), and July 31, 2009
($215) to arrive at the amounts reported in the Consolidated Statement of Income.

(4) As a result of a transfer of $10 billion of broker-sourced deposits to Canadian Banking from Group Treasury, the net loss for the three months
ended July 31, 2010, decreased by $30 million (April 30, 2010 - $34 million). For the nine months ended July 31, 2010, the net loss decreased by

$101 million.

Q3 2010 vs Q3 2009

The Other segment had a net loss of $164 million in the third
quarter, compared to a loss of $351 million last year.

Net interest income and the provision for income taxes
include the elimination of tax-exempt income gross-up. This
amount is included in the operating segments, which are
reported on a taxable equivalent basis. The elimination was
. $70 million in the third quarter, compared to $68 million in
the same period last year.

Total revenue this quarter was negative $268 million, an
improvement of $141 million from the prior year.

Net interest income was negative $370 million this
quarter as compared to negative $438 million in the same
quarter last year. The year-over-year immprovement was due
to the transfer of broker-sourced deposits from the Other
business segment to Canadian Banking in the first quarter
of 2010, as well as the increase in wholesale rates used for
transfer pricing with the business segments. This was partly

offset by an unfavourable change in the fair value of finan-
cial instruments used for asset/liability management.

Other income was $102 million in the third quarter,
$73 million higher than last year. This increase was mainly
attributable to a lower level of writedowns and higher gains
on available-for-sale securities, partly offset by lower securi-
tization revenues, from the high levels last year.

Provisions for credit losses were nil in the third quarter.
The prior year included a $100 million increase in the
general allowance.

Non-interest expenses were $19 million this quarter, a
decrease of $23 million from last year. This was mainly due
to lower issuance costs associated with asset securitization,
the transfer of broker-sourced deposits and a decrease in
property expenses.

The provision for income taxes was a credit of $123
million this quarter, a decline of $77 million from the prior
year, driven by more favourable business results.

Q3 2010vs Q2 2010

There was a net loss of $164 million in the third quarter,
compared to a loss of $166 million in the prior quarter.

The elimination of tax-exempt income gross-up was
$70 million in the third quarter, compared to $71 million
last quarter.

Total revenue this quarter was negative $268 million, a
deterioration of $63 million from last quarter.

Net interest income was negative $370 million in the
third quarter, compared to negative $326 million last
quarter, mainly due to the change in the fair value of
financial instruments used for asset/liability management
purposes, more days in the quarter, and lower net interest
due to sales in the bond portfolio.

Other income was $102 million in the third quarter,
$19 million below last quarter. This decrease was due
mainly to reduced gains on the sales of securities, partly
offset by lower writedowns.

Non-interest expenses were $19 million this quarter,
$14 million lower than last quarter.

The provision for income taxes was a credit of $123
miillion this quarter, a decline of $51 million from the prior
quarter.
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Total

For the three months ended ~For the nine months ended

July 31 April 30 July 31 July 31 July 31

(Unandited) (3 nullions) 2010 2010 2009 . .2010 2009
Business segment income
Net interest income $ 2,173 $ 2,058 3 2,176 $ 6,378 S (5,229
Provision for credit losses 276 338 554 985 1,324
Other income 1,611 1,815 1.599 5,185 4,493
Non-interest. expenses 2,023 1,967 1,959 5,999 5,855
Provision for incone taxes 399 444 303 1,355 812
Non-controlling interest in net income of subsidiaries 24 27 28 77 86
Net income $ 1,062 $ 1,097 5 931 $ 3,147 $ 2,645
Other measures
Return on equity' 18.2% 19.9% 17.3% 18.5% 16.8%
Average assets™ ($ billions) $ 530 $ H05 5 506 $ 512 $ 519

(1) Referto page 5 for a discussion of non-GAAP measures.
() Vwoants for July 31, 2000, have been vestated to reflect the impact of the kew accounting policy velated to the classification and impairient of
fincncial assets implemented i the fourth quarter of 2009, effective November 1, 2008 (referto Note [ of the Consolidated Fipaveial Stadements i

Hhee 2009 Xionaal Report for further details).

Geographic Highlights

For the three months ended

__For the nine months ended

. July 31 April 30 July 31 July 31 Juldy 31
(Unaudited) (8 millions) 2010 2010 2009 2010 2004
Geographic segment income
Canada $ 642 $ 709 $ 650 $ 2,027 S 1.406
United States 108 137 111 376 1849
Mexico 39 64 48 172 146
Other international 385 347 340 1,040 1,354
Corporate adjustments (112) (160) (218) (468) (450)
Net income $ 1,062 $ 1,097 $ 931 $ 3,147 S 2,645
Average assets ($ billions) _

Canada $ 340 $ 330 $ 338 $ 334 S 335
United States 49 52 38 50 44
Mexico 17 18 19 18 20
Other international 113 98 107 102 113
Corporate adjustments 11 7 4 8 T
$ 530 $ 505 $ 506 $ 512 § 514
Quarterly Financial Highlights
For the three months ended ,

July 31 April 30 Jan. 31 Oct. 31 July 31 April 30 Jan. 31 Oct, 31

) o 2010 2010 2010 ] 2009 2009 - 2009 2009 2008

Totat revenue (8 meillions) $ 3,784 S 3873 F 3,906 |$ 3,735 0% 3,775 S 3596 8 u35H1 | $ 0 2491

Total revenue (TEB ) (S millions) 3,854 3,944 3,981 3,808 3,843 3,673 D21 2.586

Net income (8 millions) 1,062 1,097 988 902 931 872 842 315

Basic earnings per share(.$) 0.98 1.02 01.92 0.84 0.87 0.81 (.80 .28

Diluted carnings per share () 0.98 1.02 091 (.83 0.87 (.81 (.80 (.28

(1) Referto page 5 for a diseussion of noi-GAAP measues.
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Share Data

o _ As at
July 31
(thousands of shares outstanding) . 2010
Common shares L 1,038,101
Preferred shares Series 12 12,000
Preferred shares Series 13 12,000
Preferred shares Series 14 13,800«
Preferred shares Series 15 13,800®
Preferred shares Series 16 13,800®
Preferred shares Series 17 9,200™
Preferred shares Series 18 13,800®®
Preferred shares Series 20 14,000®00
Preferred shares Series 22 12,000®xb
Preferred shares Series 24 10,000®02
Preferred shares Series 26 13,000®0%
Preferred shares Series 28 11,000®04
Preferred shares Series 30 10,600®0
Series 2000-1 trust securities issued by BNS Capital Trust 50009
Series 2002-1 trust securities issued by Scotiabank Capital Trust 75009
Series 200:3-1 trust securities issued by Scotiabank Capital Trust 75007
Series 2006-1 trust securities issued by Scotiabank Capital Trust 75047
Series 2009-1 trust securities issued by Scotiabank Tier 1 Trust B 65097
Scotiabank Trust Subordinated Notes — Series A issued by Scotiabank Subordinated Notes Trust 1,000
Outstanding options granted under the Stock Option Plans to purchase common shares 23,268¢®

(1) As at August 20, 2010, the maomber of outstanding common shares and options were 1,038,134 and 23,200, respectively. The number of other
securities disclosed in this table were unchanged.

(2)  These shares are entitled to non-cumulative preferential cash dividends payable quarterly in an amount of $0.828125 per share.

(3) These sharves are entitled to non-cumulative preferential cash dividends payable quarterly in an amount of $0.30 per share.

(4) These shares are entitled to non-cumulative preferential cash dividends payable quarterly in an amount of $0.28125 per share.

(5) These shares are entitled to non-cumulative preferential cash dividends payable quarterly in an amount of $0.28125 per share.

(6) These shares are entitled to non-cumulative preferential cash dividends payable quarterly in an amount of $0.328125 per share

(7) These shares are entitled to non-cumulative preferential cash dividends payable quarterly in an amount of $0.35 per share.

(8) These preferred shares have conversion features.

(9) These shares are entitled to non-cumulative preferential cash dividends payable quarterly. Dividends, {f and when declared, during the initial
five-year period ending on April 25, 2013, will be payable in an amount of $0.3125 per share. Subsequent to the initial five-year fized rate
period, and resetting every five years thereafter, the dividends will be determined by the sum of the five-year Government of Canada Yield plus
2.05%, mulliplied by $25.00.

(10) These shares are entitled to non-cumulative preferential cash dividends payable quarterly. Dividends, if and when declared, during the nitial
Jive-year period ending on October 25, 2013, will be payable in an amount of $0.8125 per share. Subsequent to the initial five-year fixed rate
period, and resetting every five years thereafter, the dividends will be determined by the sum of the five-year Government of Canada Yield plus
1.70%, multiplied by $25.00.

(11) These shares are entitled to non-cumulative preferential cash dividends payable quarterly. Dividends, if and when declared, during the initial
five-year period ending on January 25, 2014, will be payable in an amount of $0.8125 per share. Subsequent to the initial five-year, fived rate
period, and resetting every five years theveafter, the dividends will be determined by the sum of the five-year Government of Canada Yield plus
1.88%, multiplied by $25.00.

(12) These shares ave entitled to non-cumulative preferential cash dividends payable quarterly. Dividends, if and when declared, during the initial
five-year period ending on January 25, 2014, will be payable in an amount of $0.3906 per share. Subsequent to the initial five-year fived rate
period, and resetting every five years thereafter, the dividends will be determined by the sum of the five-year Government of Canada Yield plus
3.84%, multiplied by $25.00.

(13) These shares are entitled to non-cumulative preferential cash dividends payable quarterly. Dividends, if and when declared, during the initial
five-year period ending on April 25, 2014, will be payable in an amount of $0.390625 per share. Subsequent to the initial five-year fived rate
period, and resetting every five years thereafter, the dividends will be determined by the sum of the five-year Government of Canada Yield plus
4. 14%, multiplied by $25.00.

(14) These shares are entitled to non-cumulative preferential cash dividends payable quarterly. Dividends, if and when declared, during the ivitial
[ive-year period ending on April 25, 2014, will be payable in an amount of $0.890625 per share. Subsequent to the initial five-year fixed rate
period, and resetting every five years thereafter, the dividends will be determined by the sum of the Jfive-year Government of Canada Yield plus
4.46%, multiplied by $25.00.

(15) These shares are entitled to non-cumulative preferential cash dividends payable quarterly. The initial dividend was paid on July 28, 2010 in an
camount of $0.2822 per share. Dividends, if and when declared, during the nitial five-year period ending on April 25, 2015, will be payable v an
amount of $0.240625 per share. Subsequent to the initial five-year fixed rate period, and reselting every five years thereafter, the dividends will
be determined by the sum of the five-year Government of Canada Yield plus 1.00%, multiplied by $25.00.

(16) Reported in capital instruwment labilities on the Consolidated Balance Sheet.

(17) Reported in deposits on the Consolidated Balance Sheet.

(18) Included are 17,580 stock options with tundem stock appreciation right (SAR) features.

Further details, including convertibility features, are available in Notes 13, 14 and 17 of the October 31, 2009, consolidated
financial statements presented in the 2009 Annual Report.
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INTERIM CONSOLIDATED FINANCIAL STATEMENTS

Consolidated Statement of Income

For the three months ended ) For the nine months ended
July 31 April 30 July 31 July 31 July 231
(Unaudited) ($ millions) 2010 2010 2009 2000 2009
Interest income '
Loans $ 3,106 $ 2,889 $ 3,267 $ 8,970 11,012
Securities'! 1,149 1,030 1,234 3,203 3,061
Securities purchased under resale agreements 46 39 97 121 352
Deposits with banks 76 71 89 222 417
4,377 4,029 4,687 12,516 14,842
Interest expenses
Deposits 1,817 1,649 1,805 5,065 6,668
Subordinated debentures 83 57 78 211 210
Capital instrument liabilities 9 9 10 27 28
Other 295 256 618 835 1,707
2,204 1,971 2511 6,138 8613
Net interest income 2,173 2,068 2,176 6,378 6,229
Provision for credit losses (Note 4) 276 338 5564 985 1,324
Net interest income after provision for credit losses 1,897 1,720 1,622 5,393 4,905
Other income
Card revenues 107 100 104 317 32
Deposit and payment services 226 216 229 662 685
Mutual funds 170 140 104 435 247
Investment management, brokerage and trust services 193 199 185 584 536
Credit fees 201 212 218 618 606
Trading revenues 190 322 387 797 802
Underwriting fees and other commissions 137 132 145 412 436
IForeign exchange other than trading 88 89 88 258 305
Net gain (loss) on securities, other than trading 87 137 (155) 315 (432)
Securitization revenues 15 22 71 55 388
Other 197 246 223 732 599
1,611 1,815 1,599 5,185 4,493
Net interest and other income 3,508 3,635 3,221 10,578 9,398
Non-interest expenses
Salaries and employee benefits 1,126 1,143 1,093 3,456 3,247
Premises and technology 384 360 382 1,115 1,149
Communications 84 81 86 251 2656
Advertising and business development 87 77 66 242 212
Professional 61 ' 44 47 155 154
Business and capital taxes 45 40 47 122 136
Other 236 222 238 658 692
2,023 1,967 1,959 5999 5,855
Income before the undernoted : 1,485 1,568 1,262 4,679 3,543
Provision for income taxes 399 444 303 1,355 812
Non-controlling interest in net income of subsidiaries 24 27 28 77 86
Net income : $ 1,062 $ 1,097 $ 931 $ 3,147 $ 2,645
Preferred dividends paid 51 49 49 149 137
Net income available to common shareholders $ 1,011 $ 1,048 $ 882 $ 2,998 $ 2,508
Average number of common shares outstanding (millions):
Basic 1,034 1,030 1,017 1,030 1,010
Diluted 1,036 1,031 1,020 1,032 1,013
Earnings per common share (in dollars)~:
Basic $ 0.98 $ 1.02 $ 0.87 $ 2.91 $ 2.48
Diluted $ 0.98 $ 1.02 $ 0.87 $ 2.91 b 2.48
Dividends per common share (in dollars) $ 0.49 b 0.49 $ 0.49 $ 147 $ 1.47

Certain comparative amounts have been reclassified to conform to current peviod presentation.

(1) Amownts for July 31, 2009, have been restated to reflect the impact of the rew accownting policy related (o the classification cand bnpairiment of
Jinancial assets implomented i the fourth quarter of 2009, effectine Novernber 1, 2008 (refer to Note 1 of the Consolidated Financial Statements in
the 2009 Annual Report for further details).

(2) The cadenlation of earnings per sharve is based on full dollar and share amounts.

The accompanying notes arve an integral part of these interim consolidated fivancial statements.
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Consolidated Balance Sheet
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As at o
July 31 April 30 October 31
(Unaudited) ($ millions) 2010 2010 2009
Assets
Cash resources
Cash and non-interest-bearing deposits with banks $ 3,789 $ 3,743 $ 3,355
Interest-bearing deposits with banks 41,186 48,047 34,343
Precious metals 5,031 5,687 5,580
50,006 57,377 43,278
Securities
Trading 65,385 69,219 58,067
Available-for-sale (Note 2) 47,613 50,489 55,699
Equity accounted investments 4,392 4,305 3,628
117,390 124,013 117,294
Securities purchased under resale agreements 27,398 21,315 17,773
Loans
Residential mortgages 118,020 113,771 101,604
Personal and credit cards 61,467 60,964 61,048
Business and government 103,804 103,199 106,520
283,291 277,934 269,172
Allowance for credit losses (Note 4) 4,250 4,321 2,870
279,041 273,613 266,302
Other
Customers’ liability under acceptances 7,421 7,655 9,583
Derivative instruments 25,221 22,770 25,992
Land, buildings and equipment 2,401 2,320 2,372
Goodwill 2,744 2,701 2,908
Other intangible assets - 568 555 561
Other assets 11,234 13,806 10,453
49,589 49,807 51,869
$ 523,424 $ 526,125 $ 496,516
Liabilities and shareholders’ equity
Deposits
Personal $ 127,856 $ 124,255 $ 123,762
Business and government 214,724 221,009 203,594
Banks 22,661 25,985 23,063
365,241 371,249 350,419
Other
Acceptances 7,421 7,655 9,683
Obligations related to securities sold under repurchase agreements 39,939 40,781 36,568
Obligations related to securities sold short 21,433 23,119 14,688
Derivative instruments 29,399 27,023 28,806
Other liabilities 26,522 23,826 24,682
Non-controlling interest in subsidiaries 570 539 554
125,284 122,943 114,881
Subordinated debentures (Note 5) 5,924 5,881 5,944
Capital instrument liabilities 500 500 500
Shareholders’ equity
Capital stock
Preferred shares 3,975 3,975 3,710
Common shares and contributed surplus 5,644 5,358 4,946
Retained earnings 21,397 20,894 19,916
Accumulated other comprehensive income (loss) (Note 8) (4,441) (4,675) (S,SQOL
26,475 25,652 24,772
$ 523,424 $ 526,125 $ 496,516

The accompanying notes are an integral part of these interim consolidated financial statements.

Scotiabank Third Quarter Report 2010 23



INTERIM CONSOLIDATED FINANCIAL STATEMENTS

Consolidated Statement of Changes in Shareholders’ Equity

_For the nine months ended

July 31 July 31
(Unaudited) (5 midlions) 2010 _ 2009
Preferred shares
Balance at beginning of period $ 3,710 $ 2.860
[ssued 265 850
Balance at end of period 3,975 3,710
Common shares and contributed surplus
Common shares:
Balance at beginning of period 4,946 3,829
Issued 575 939
Balance at end of period 5,521 4,768
Contributed surplus:
Balance al beginning of period -
Stock option expense (Note 9) 23 -
Balance at end of period 23 -
Total 5,544 4,768
Retained earnings
Balance at beginning of period 19,916 18,5449
Net income 3,147 2,645
Dividends: Preferred (149) (137)
Common (1,514) (1.489)
Other (3) (7)
Balance at end of period 21,397 19,561
Accumulated other comprehensive income (loss)"
Balance at beginning of period as previously reported (3,800) (33,596)
Cumulative effect of adopting new accounting policies - 595
Balanco at beginning of period as restated . ) (3,8003 (3.001)
Other comprehensive income (loss) (641) (1,028)
Balance at end of period (4,441) (4,029)
Total shareholders’ equity at end of period $ 26475 S 24,010

Consolidated Statement of Comprehensive Income

For the three months ended

~_For the nine months ended

July 31 July 31 July 31 July 31

(Unaudited) (8 millions) 2010 2009 2010 2009
Net income $ 1,062 $ 931 $ 3,147 % 2,645
Other comprehensive income (loss), net of income taxes (Note 8):

Net change in unrealized foreign currency translation losses 209 (1,428) @7 (1.877)

Net change in unrealized gains (losses) on available-for-sale securities'” 77 937 80 839

Net change in losses on derivative instruments designated as

cash flow hedges (52) 138 56 10

Other comprehensive income (loss)™" 234 (335:3) (641) (1,028)
Comprehensive income'"” $ 1,296 $ 578 $ 2,506 $ 1,617

(1) Comparative amounts have beer vestated to veflect the impact of the new accownting policy related to the classification and fnpesirment of
financial assets implemented in the fourth quarter of 2009, effectice November 1, 2008 (refer to Note [ of the Consolidated Fivceial Stetewents in

the 2009 Annnal Report for furthei details).

The accompainging notes are an integral part of these Gudervim consolidated financial statements.
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Condensed Consolidated Statement of Cash Flows

. ; For the three months ended For the nine months ended
Sources (uses) of cash flows July 31 July 31 July 31 July 31
(Unaudited) ($ millions) 2010 2009 2010 2009
Cash flows from operating activities
Net income $ 1,062 $ 931 $ 3,147 $ 2,646
Adjustments to determine net cash flows from (used in) operating activities'” 295 877 1,533 1,775
Changes in operating assets and liabilities: ’
Net accrued interest receivable and payable 36 155 60 (5N
Trading sccurities 3,904 668 (8,001) (12,533)
Derivative assets (842) 5,281 (1,161) 10,941
Derivative liabilities 791 (2,898) 1,669 (4,491)
Other, net'"” 2,975 (4,080) (2,094) (7,810)
- 8,221 934 (4,847) (9,632)
Cash flows from financing activities
Deposits (8,112) (812) 18,072 1,330
()bligafions related to securities sold under repurchase agreements (808) (5,808) 3,887 633
Obligations related to securities sold short (1,684) (657) 6,993 2,333
Subordinated debentures issued - _ - 2,000
Subordinated debentures redernptions/repayments - (342) (11) (342)
Preferred shares issued - - 265 600
Common shares issued 183 137 548 434
Cash dividends paid (558) (548) (1,663) (1,626)
Other, net 3,047 245 3,794 2,119)
(7,932) (7,785) 31,885 3,243
Cash flows from investing activities
Interest-bearing deposits with banks 7,697 4,015 (8,855) 6,854
Securities purchased under resale agreements (6,037) 342 (9,595) 4,570
Loans, excluding securitizations'”’ (8,5688) 619 (19,082) (9,136)
Loan securitizations 684 2,008 1,850 11,189
Non-trading securities'’ 6,295 472 10,099 (4,488)
Land, buildings and equipment, net of disposals (140) ' (17 (215) (144)
%er, net'*’ (73) (39) (669) (1,604)
(262) 7,400 (26,467) 7,241
Effect of exchange rate changes on cash and cash equivalents 19 (160) (137) A 2 l_%l
Net change in cash and cash equivalents 46 389 | 434 734
Cash and cash equivalents at beginning of period 3,743 2,919 3,355 2,574
Cash and cash equivalents at end of period® $ 3,789 $ 3,308 $ 3,789 3 3,308
Cash disbursements made for:
Interest $ 2,270 $ 2,699 $ 6477 $ 9,162
Income taxes $ 221 $ 262 $ 1438 $ 981

(1) Comparative amounts have been restated to reflect the impact of the new accounting policy related to the classification and impairment of
Jinancial assets implemented in the fourth quarter of 2009, effective November 1, 2008 (refer to Note 1 of the Consolidated Financial Statemends in
the 2009 Annual Report for further details).

(2) For the three and nine months ended July 31, 2010, comprises investments in subsidiaries and associated corporations, net of cash and cash
equivalents at the date of acquisition of nil and $203, respectively (July 31, 2009 — $4 and $4), net of non-cash consideration of commnon shares
issued from treasury of nil and nil, respectively (July 31, 2009 — nil and $500), and net of non-cumulative preferred shares of nil and nil (July 31,
2009 — nil and $250 respectively).

(3) Represents cash and non-interest-bearing deposits with banks.

The accompanying notes are an integral part of these interim consolidated fina ncial statements.
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Notes to the Interim Consolidated Financial Statements (Unaudited)

26

These interim consolidated financial statements have been prepared in accordance with Canadian Generally
Accepted Accounting Principles (GAAP). They should be read in conjunction with the consolidated financial state-
ments for the year ended October 31, 2009. The significant accounting policies used in the preparation of these
interim consolidated financial statements are consistent with those used in the Bank’s year-end audited consolidated
financial statements.

Changes in accounting policies

There were no new accounting policies adopted in the current fiscal year. Note 1 to the Bank’s 2009 annual audited
consolidated financial statements describes accounting policy changes.

Available-for-sale securities

An analysis of unrealized gains and losses on available-for-sale securities is as follows:

o As at
July 31, 2010 October 31,2009
Gross Gross Gross Gross
- unrealized unrealized Fair unrealized unrealized Fair

(8 millions) Cost®® gains losses value Cost'" gains  losses  value
Canadian federal government debt $ 9218 $ 137 § 2 $ 9353 $11507 $ 163 % 68 $11,602
Mortgage-backed securities®™ 19,898 450 32 20,316 20,972 488 6 21,384
Canadian provincial and municipal debt 816 21 - 837 1,164 20) - 1,184
U.S. treasury and other U.S. agencies’ debt 366 1 6 361 706 9 14 701
Other foreign governments’ debt, 5,245 227 28 5,444 7,703 321 35 7.989
Bonds of designated emerging markets 194 131 - 326 270 175 - 445
Other debt 8,058 216 183 8,091 9,609 224 234 9,599
Preferred shares 494 19 63 450 544 17 140 421
Common shares 2,216 261 41 2,436 2,211 224 61 2,374
Total available-for-sale securities $46,505 $1,463 $ 355 $47,613 $54686 $1,641 % 628 $55,699

(1) Cost for debt securities is amortized cost.

(2)  Includes securities retained by the Bank in connection with its mortgage securitizations. The outstanding balance of these mortgage-backed
securities is $19,596 (October 31, 2009 — $20,864 ). Canada Mortgage and Housing Corporation provides a guarantee of timely payment to
NHA mortgage-backed security investors.

The net unrealized gain on available-for-sale secur- after the impact of qualifying hedges is taken into
ities of $1,108 million (October 31, 2009 — gain of account. The net unrealized gain on available-for-sale
$1,013 million) decreases to a net unrealized gain of securities is recorded in accumulated other compre-
$915 million (October 31, 2009 — gain of $828 million) hensive income.
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3. Sales of loans through securitizations

The Bank securitizes residential mortgages through
the creation of mortgage-backed securities. No
credit losses are expected, as the mortgages are
insured. For the quarter ended July 31, 2010, the

INTERIM CONSOLIDATED FINANCIAL STATEMENTS

the fair value at the dates of securitization were a
prepayment rate of 22.4%, an excess spread of 1.0%
and a discount rate of 2.2%. The following table
summarizes the Bank’s sales.

key weighted-average assumptions used to measure

For the three months ended For the nine months ended

July 31 April 30 July 31 July 31 July 31
($ millions) 2010 2010 2009 2010 2009
Net cash proceeds® $ 684 $ 584 $ 2,008 $ 1850 $ 11,189
Retained interest 19 18 62 56 457
Retained servicing liability ) 4) (13) (13) (66)
B 698 598 2,057 1,893 11,580
Residential mortgages securitized® 695 590 2,006 1,875 11,253
Net gain (loss) on sale® $ 3 $ 8 $ 51 $ 18 $ 327

(1) Excludes insured mortgages which were securitized and retained by the Bank of $3,168 for the three months ended July 31, 2010 (April
30, 2010 — $132; July 31, 2009 — $16,852) and $3,690 for the wine months ended July 31, 2010 (July 31, 2009 - $18,345). These assets are
classified as available-for-sale securities and have an outstanding balance of $19,596 (refer to Note 2).

(2) Includes sales of mortgage-backed securities in the current period that related to residential mortgages securitized by the Bank in prior
periods but retained by the Bank at that time. For the three months and nine months ended July 31, 2010, these were nil and nil respectively
(three months ended April 30, 2010 - nil; wine months-ended July 31, 2009 - $2,126).

(83) Net of issuance costs.

Impaired loans and allowance for credit losses
(a) Impaired loans

As at .
April 30 October 31
July 31, 2010 2010 2009
Specific
($ millions) Gross allowance® Net Net Net
By loan type:
Residential mortgages $ 1,920 $ 681 $ 1,239 $ 1,135 $ 878
Personal and credit cards 819 707 112 153 193
Business and government 2,659 1,412 1,247 1,187 1,492
Total $§ 5398> § 2,800 $ 2,598 $ 2,475 3 2,563
By geography:
Canada $ 650 3 696 3 719
United States 130 145 354
Other international®® 1,818 1,634 1,490
Total $ 2598 § 2475 $ 2,563

(1) The specific allowance for impaired loans evaluated on an individual basis totalled $1,406 (April 30, 2010 — $1,286; October 31, 2009 — $446).
(2) Includes $1.8 billion related to the acquisition of R-G Premier Bank of Puerto Rico (refer to Note 13). The number is subject to change as the
purchase price allocation z’s»not yet finalized.

(b) Allowance for credit losses
- As at and for the nine months ended

April 30 October 31
July 31, 2010 2010 2009
Other,
Provision including
Balance at for foreign Balance Balance Balance
beginning credit currency at end at end at end
($ mallions) of period Write-offs Recoveries losses  adjustment® of period of period of period
Specific $ 1,381 $(1,109) $ 198 $ 1,029 $ 1,310 $ 2,809 $ 2,856® $ 1,381
Sectoral 44 - - (44) - - 24 44
General 1,450 - - - - 1,450 1,450 1,450
$ 2,87 $(1,109) $ 198 $ 985 $ 1,310 $ 4,259 $ 4,330 $ 2875

(1) As at July 31, 2010, includes $1,351 in specific allowances and nil of general allowances related to acquisitions (April 30, 2010 - 31,436 and
nil; October 31, 2009 — $9 and nil).

(2) As at July 31, 2010, $9 has been recorded in other liabilities (April 30, 2010 ~ $9; October 31, 2009 — $5).

(3) Includes $1.3 billion related to the acquisition of R-G Premier Bank of Puerto Rico. The number is subject to change as the purchase price

allocation is not yet finalized.
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5.

28

Subordinated debentures

On December 15, 2009, the Bank repurchased US$10.1 million of Floating Rate Subordinated Debentures due

August 2085,

Covered bond trust

During the third quarter, the Bank issued its first
covered bonds for US$2.5 billion. Scotia Covered Bond
Trust (SCB Trust) guarantees payments under the
Bank’s covered bond program. Canadian Mortgage and
Housing Corporation insured residential mortgages
are the primary assets held by SCB Trust which is a

Capital management

The Bank has a capital management process in place
to measure, deploy and monitor its available capital
and assess its adequacy. The objectives and practices
of the Bank’s capital management process are
consistent with those in place as at October 31, 2009.

Regulatory capital ratios

Regulatory capital ratios are determined in
accordance with the revised capital framework
based on the international convergence of capital
measurement and capital standards: A revised
framework, commonly known as Basel I

The two primary regulatory capital ratios used to
assess capital adequacy are Tier 1 and Total capital
ratios, which are determined by dividing those capital
components by risk-weighted assets. Risk-weighted
assets represent the Bank’s exposures to credit,
market and operational risk and are computed by
applying a combination of the Bank’s internal credit

Variable Interest Entity. The Bank consolidates SCB
Trust as it is exposed to a majority ol the variability

of its assets. Total assets in SCB Trust as at. July 31,

2010, were cornprised of C$3.1 billion of residential

mortgages.

risk parameters and the OSFI prescribed risk weights
to on-and off-balance sheet exposures.

The Bank uses the Advanced Internal Ratings Based
Approach (AIRB) to compute credit risk for material
Canadian, U.S. and European portfolios. The Bank is
targeting the remaining material credit portfolios for
application of AIRB approach between fiscal vears 201 1
and 2013, and currently uses the standardized approach
for these portfolios. The Bank uses both internal models
and standardized approaches to calculate market risk
capital, and the standardized approach to calculate the
operational risk capital requirements.

The regulatory minimum ratios prescribed by OSFI

are 7% for Tier 1 capital and 10% for Total capital.

The Bank substantially exceeded these minimum ratio
thresholds as at July 31, 2010. OSFI has also prescribed
an asset-to-capital leverage multiple: the Bank was in
compliance with this threshold as at..July 31, 2010.

Bank regulatory capital consists of two components — Tier 1 capital, which is more permanent, and Tier 2 capital as follows:

R - As al

July 31 April 30 Oc I<>l>< r 3l
($ millions) B 2010 2010 2009
Shareholders’ equity per consolidated balance sheet $ 26475 $ 25,552 $ 0 24772
Components of accumulated other comprehensive income excluded from Tier 1 (253) (228) (117)
Capital instrument liabilities — trust securities 3,400 3,400 3,400
Non-controlling interest in subsidiaries 570 534 © 551
Goodwill deduetion (2,744) (2,701) (2,908)
Other capital deductions™ (2,464) (2,42) (2,051)
Tier 1 capital 24,984 24,120 23,650
Qualifving subordinated debentures, net of amortization - 5,824 5781 5,833
Trust subordinated notes 1,000 1,000 1,000
Other net capital items* (2,307) (2,193) (1,895)
Tier 2 capital 4,517 4,588 1938
Total regulatory capital 29,601 28,708 28,588

Total risk weighted assets

$ 213,021 $ 215,115 S 221,656

Capital ratios

Ticr 1 capital ratio

Total capital ratio
Assets-to-capital multiple

11.7% 11.2% 10.7%
13.8% 13.3% 12.9%
17.1x 17.7x 16.6x

(1) Comprised of 50% of all ivvestments in cevlain specified corporations and other items.
(2) Comprised of 50% of all investments in certain specified corporations and other items, 100% of fuvestments in insuvance cniitios. offset by
cligible allowance for eredit losses and net after-tar unrealized gain on anailable-for-sale equeity securitios.
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Significant capital transactions

Series 30 non-cumulative five-year rate reset
preferred shares totaling $265 million were issued on
April 12, 2010. Holders are entitled to receive fixed
non-cumulative preferential cash dividends, payable
quarterly, if and when declared, in an amount of
$0.240625 per share for the initial five-year fixed rate
period ending on April 25, 2015. The initial dividend
was paid on July 28, 2010 in an amount of $0.2822
per share. Subsequent to the initial five-year fixed
rate period, and resetting every five years thereafter,
the dividends will be determined by the sum of the
five-year Government of Canada yield plus 1%, multi-
plied by $25.00. Holders of Series 30 preferred shares
have the option to convert their shares into an equal
number of Series 31 non-cumulative floating rate
preferred shares on April 26, 2015, and on April 26
every five years thereafter.

Series 31 preferred shares are entitled to receive
floating rate non-cumulative preferential cash
dividends, if and when declared, in an amount per

Accumulated other comprehensive income (loss)

INTERIM CONSOLIDATED FINANCIAL STATEMENTS

share equal to the sum of the T-bill rate plus 1%,
multiplied by $25.00. If the Bank determines that,
after giving effect to any Election Notices received,
there would be less than 1,000,000 Series 30 preferred
shares issued and outstanding on the applicable Series
30 Conversion Date, all of the issued and outstanding
Series 30 preferred shares will automatically be
converted on such Series 30 Conversion Date into an
equal number of Series 31 preferred shares.

With prior written approval of the Superintendent

of Financial Institutions Canada, Series 30 preferred
shares and, if applicable, Series 31 preferred shares,
are redeemable by the Bank. These shares are
redeemable at $25.00 per share on April 26, 2015,
and every five years thereafter. On all other dates
beginning April 26, 2015, Series 31 preferred shares
are redeemable at $25.00 per share plus a redemption
premium of $0.50 per share. These preferred shares
qualify as Tier 1 capital.

The components of accumulated other comprehensive income (loss) as at July 31, 2010, and other comprehensive
income (loss) for the nine months then ended were as follows:

Accumulated other comprehensive income (loss)

As at and for the nine months ended

July 31, 2010

July 31, 2009

Opening Net Ending Opening Transition Net Ending

($ millions) balance change balance balance amount change balance
Unrealized foreign currency

translation losses, net of

hedging activities $ (3917) $ (717) $ (4,6940) S5 (2,181) $ - % (1,877) $(4,068)"
Unrealized gains (losses) on

available-for-sale securities,

net of hedging activities 540 80 620 @ (949 595 839 485 w
Gains (losses) on derivative

instruments designated as

cash flow hedges ' (423) 56 (367w (466) - 10 (456)

Accumulated other comprehensive
income (loss)

$ (3,800) $ (641) 8§ (4,441) $ (3,596)

$ 595 $ (1,028) $ (4,029

(1) Net of cumudative income tax expense of $762 (July 31, 2009 - expense of $636).

(2) Net of cumulative income tax expense of $295 (July 81, 2009 — expense of $260).

(3) For further details refer to the new accounting policy related Lo the classification and impairment of financial assets implemented in the fourth
quarter of 2009, effective November 1, 2008, in Note 1 of the Consolidated Financial Statements in the 2009 Annual Report.

(4) Net of cumulative income tax benefit of $126 (July 31, 2009 — benefit of $192).
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Other comprehensive income (loss)

The following table summarizes the changes in the components of other comprehensive income (10ss).

___For the three months ended  For the nine months ended

($.millions)

July 31 July 31 July 31 July 31
2010 2009 2010 2009

Net change in unrealized foreign currency translation losses

Net unrealized foreign currency translation gains (losses)®

$ 340 $ (2.053) $ (1,083) $(2,576)

Net gains (losses) on hedges of net investments in self-sustaining foreign operations (131) 625 306 699
' o 209 (1.428) amm (1877
Net change in unrealized gains (losses) on available-for-sale securities
Net unrealized gains on available-for-sale securities® 251 719+ 332 Thi
Reclassification of net (gains) losses to net incorme® (174) 218 (252) 86

' - 77 937 80 839
Net change in losses on derivative instruments designated as cash flow hedges
Net gains (losses) on derivative instruments designated as eash flow hedges™ (18) 134 (317) (165)
Reclassification of net (gains) losses to net incomet™ (34) 4 373 175

o ' (52) 138 56 10

$ 234 $ (353) $ (641) $(1,028)

(1) Net of income tar expense of nil.

(2) For the three and nine months ended July 31, 2010, nel of income tax benefit of $41 and expense of $116, respectively (July 31, 2009 - copense

of 8201 and $318, respectively).

(3) For the three and nine months ended July 31, 2010, net of income tax expense of $110 and $104, respectively (July 31, 2000 - copense of $249

and $234, respectively).

(4) Refer to the new accounting policy related to the classification and impairment of financiol assets tmplemented in the fonrth quarter of 2009,
effective November 1, 2008 in Note 1 of the Consolidated Financial Statements in the 2009 Annual Report for further details
(5) For the three and wine months ended July 31, 2010, net of income tax expense of $68 and $97, respectively (July 31, 2009 - benefit of $80 ad

874, respectively)

(6) Forthe three and nine months ended July 31, 2010, net of income tax benefit of $8 and $116, respectively (July 31, 2009 - copense of $42 and

benefit of $46, respectively).

(7) Forthe ihree and nine months ended July 31, 2010, net of income tax expense of $15 and benefit of $164, respectively (July 31. 2009 = benefil of

S5 and $72, respectively).

9. Stock based compensation
Equity Classified Stock Option Plan

Stock options issued after November 1, 2009, require
settlement in shares only and do not contain the
tandem share appreciation features, which provide the
choice for settlement in cash or shares. On December
11, 2009, the Bank granted 3,953,456 options with an
exercise price of $47.75 per option and at a weighted
average fair value of $8.47 to selected employees,
under the terms of the amended Employee Stock
Option Plan. The Black Scholes option pricing model
was used to determine the grant date fair value

after incorporating appropriate assumptions as they
relate to volatility, expected term, discount rate

and dividend yield. These stock options vest evenly

10. Employee future benefits

over a four-year period and are exercisable no later
than 10 years after the date of grant. The fair value

on the date of grant is expensed over the vesting
period. Where the employee is eligible to retire prior
to the vesting date, the fair value is expensed over
the period between the grant date and the date of
retirement eligibility. These expensed amounts are
recorded in nen-interest expenses in the Consolidated
Statement of Income with a corresponding credit to
contributed surplus within Shareholders’ equity in the
Consolidated Balance Sheet. An amount of $23 million
was recorded in contributed surplus as at July 31,
2010.

Employee future benefits include pensions and other post-retirement benefits, post-employment benefits and
compensated absences. The following table summarizes the expenses for the Bank’s principal plans' .

For the three months ended

For the nine months ended

July 31 April 30 July 31 July 31 July 31
($ millions) . 2010 2010 2009 2010 2009
Benefit expenses
Pension plans $ $ 5 $ - $ 15 % (14)
Other benefit plans 29 29 87 86
I o $ $ 34 % 29 $ 102 $ 72

(1) Other plans operated by certain subsidiaries of the Bank are not considered material and ave not included in this wote.
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11. Segmented results of operations

Scotiabank is a diversified financial services insti-
tution 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:
Canadian Banking, International Banking and
Scotia Capital.

The results of these business segments are based

upon the internal financial reporting systems of the
Bank. The accounting policies used in these segments

INTERIM CONSOLIDATED FINANCIAL STATEMENTS

are generally consistent with those followed in the
preparation of the consolidated financial statements
as disclosed in Note 1 of the 2009 Consolidated
Financial Statements. The only notable accounting

measurement difference is the grossing up of

tax-exempt net interest income to an equivalent

before-tax basis for those affected segments.

This change in measurement enables comparison

of net interest income arising from taxable and

tax-exempt sources.

Scotiabank’s results, and average assets, allocated by these operating segments, are as follows:

For the three months ended July 31, 2010

Canadian International Scotia
Taxable equivalent basis'” ($ millions) Banking Banking Capital Other® Total
Net interest income $ 1,292 $ 980 $ 271 $ (370) $ 2,173
Provision for credit losses 163 138 : (25) - - 276
Other income 679 . 404 426 102 1,611
Non-interest expenses 983 754 267 19 2,023
Provision for income taxes 221 151 150 (123) - 399
Non-controlling interest in net income of subsidiaries - 24 - - 24
Net income® » $ 604 $ 317 $ 305 $ (164) $ 1,062
Average assets ($ billions) $ 206 $ 90 $ 169 $ 65 $ 530
For the three months ended April 30, 2010

Canadian International Scotia
Taxable equivalent basis® ($ millions) Banking Banking Capital Other® Total
Net interest income $ 1,287 $ 822 $ 275 - § (326) $ 2,058
Provision for credit losses 189 173 (24) - 338
Other income 664 447 583 121 1,815
Non-interest expenses 954 681 299 33 1,967
Provision for income taxes 224 100 192 (72) 444
Non-controlling interest in net income of subsidiaries - 27 - - 27
Nét income® 584 $ 288 $ 391 $ (166) $ 1,097
Average assets (‘§ billions) 201 $ 82 $ 156 $ 66 $ 505

For the three months ended July 31, 2009

Canadian International Scotia
Taxable equivalent basisV ($ mzillions) Banking Banking Capital Other® Total
Net interest income $ 1,212 $ 979 $ 423 $ (438) $ 2,176
Provision for credit losses 169 179 106 100 554
Other income 593 296 681 29 1,599
Non-interest expenses 933 718 266 42 1,959
Provision for income taxes 203 38 262 (200) 303
Non-controlling interest in net income of subsidiaries - 28 - - 28
Net income 500 $ 312 $ 470 $ (351) $ 931
Average assets ($ billions) 193 3 87 $ 181  §$ 45 $ 506

(1) Refer to page 5 for a discussion of non-GAAP measures.

(2) Includes all other smaller operating segments and corporate adjustments, such as the elimination of the tax-exempt itncome gross-up reported
in net interest income and provision _for income taxes for the three months ended July 31, 2010 (870), April 30, 2010 ($71), and July 31,
2009 ($68), to arrive at the amounts reported in the Consolidated Statement of Income, differences in the actual amount of costs incurred and

charged to the operating segments, and the impact of securitizations.
(3) As a result of a transfer of $10 billion of broker-sourced deposits to Canadian Banking from Group Treasury in the first quarter, the n

the three months ended July 31, 2010, decreased by $30 million (April 30, 2010 - $34 million ).
(4) Amounts have been restated to reflect the impact of the rew accounting policy related to the classification and impairment of financial
assets implemented in the fourth quarter of 2009, effective November 1, 2008 (for further details refer to Note 1 of the Consolidated Financial

Statements in the 2009 Annual Report for further details).

et loss for
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For the nine months ended July :31, 2010

Canadian International Scotia
Taxable equivalent basis' ($ millions) Banking Banking Capital Other® Total
Net interest income $ 3,877 $ 2,742 $ 850 $ (1,091) $ 6,378
Provision for credit losses 532 488 35) - 985
Other income 1,966 1,285 1,605 329 5,185
Non-interest expenses 2,899 2,141 873 86 5,999
Provision for income taxes . 663 423 540 (271) 1,355
Non-controlling interest in net income of subsidiaries 1 76 - - 77
Net incomet? $ 1,748 $ 899 $ 1,077 $ (B77) $ 3,147
Average assets (§ billions) $ 202 $ 85 $ 162 $ 63 $ 512

For the nine months ended July 31, 2009

Canadian International Scotia
Taxable equivalent basis' ($ millions) Banking Banking Capital —~ Other Total
Net interest income $ 3,505 $ 2,885 $ 1,106 $ 0 (1,267) $ 6,299
Provision for credit losses 512 410 275 127 1,324
Other income 1,673 1,116 1,549 155 4,493
Non-interest expenses 2,766 2,219 788 82 5855
Provision for income taxes 552 254 494 (188) 812
Non-controlling interest in net incore of subsidiaries - s = - 86
Net income $ 1,348 $ 1,032 $ 1,098 $ (833) $ 2,645
Average assots (§ billions) $ 191 $ 92 $ 189 % 47 $ H1y

(1) Refer to page 5 for a discussion of non-GAAP measures.

(2) Includes all other smaller operating segments and corporate adjustments, such as the elindnation of the ta-coempl [ncome qross-iup
reported in met (nterest income and provision for income taxes for the three months ended Juiy 31, 2010 ($70), April 30. 2010 (871), and
July 31, 2009 ($68), and for the nine months ended July 31, 2010 ($216), and July 31, 2009 ($215) to arrive af the amonts veported in the
Consolidated Statement of Income, differences in the actual amount of costs incurred and charged 1o the operating seqivents, and the impact of
securitizations.

(3) As a result of a transfer of $10 billion. of broker-sourced deposits to Canadian Banking from Geoup Treasury in the fivst quartor, the net {oss for
the wone wonths ended July 31, 2010, decreased by $101 million.

(4) Amounts have been yestated to reflect the impact of the new accounting policy related to the classification and impaivment of finaycial
assels implemented te the fourth quarter of 2009, effective November 1, 2008 (for further details vefer to Note [ of the Consolidated Financeionl
Statements in the 2009 Annual Report for further details ).
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12. Financial Instruments

Risk management

The Bank’s principal business activities result in a
balance sheet that consists primarily of financial
instruments. In addition, the Bank uses derivative
financial instruments for both trading and asset/
liability management purposes. The principal
financial risks that arise from transacting financial
instruments include credit risk, liquidity risk and
market risk. The Bank’s framework to monitor,
evaluate and manage these risks is consistent with
that in place as at October 31, 2009.

(a) Credit risk

Credit risk is the risk of loss resulting from the failure
of a borrower or counterparty to honour its financial

or contractual obligations to the Bank.

INTERIM CONSOLIDATED FINANCIAL STATEMENTS

Credit risk exposures

Credit risk exposures disclosed below are presented
based on Basel I approaches utilized by the Bank.
All material portfolios in Canada, U.S. and Europe
are treated under the advanced internal ratings
based approach (AIRB), and the remaining portfolios
including other international portfolios are treated
under the standardized approach. Under the AIRB
approach, the Bank uses internal risk parameter
estimates, based on historical experience.

Under the standardized approach, credit risk is
estimated using the risk weights as prescribed by the
Basel II framework, either based on credit assess-
ments by external rating agencies or based on the
counterparty type for non-retail exposures and
product type for retail exposures.

Exposure at default'" As at o
April 30 October 31
July 31, 2010 2010 2009
($ mallions) AIRB® Standardized Total Total Total
By exposure sub-type
Non-retail®
Drawn'® $ 135,123 $ 68,364 $ 203,487 215,490 $ 209,324
Undrawn commitments 51,366 3,898 55,264 54,726 57,887
Other exposures™ 55,529 2,955 58,484 60,619 62,351
Total non-retail $ 242,018 $ 75,217 $ 317,235 330,835 $ 329562
Retail
Drawn®” $ 122,573 $ 28,076 $ 150,649 145,756 $ 138,874
Undrawn commitments . 6,361 - 6,361 6,137 6,664
Total retail $ 128,934 $ 28,076 $ 157,010 151,893 145,538
Total $ 370,952 $ 103,293 $ 474,245 482,728 475,100

(1) After credit risk mitigation, excludes available-for-sale equity securities and other assets.

(2) Nom-retail AIRB drawn and undrawn exposures include government guaranteed mortgages.

(3) Nom-retail drawn includes loans, bankers’ acceptances, deposits with banks and available-for-sale debt securities.

(4) Includes off-balance sheet lending instruments such as letters of credit, letters of guarantee, securitization, derivatives and repo-style

transactions net of related collateral.

(5) Retail drawn includes residential mortgages, credit cards, lines of credit and other personal loans.

Credit quality of non-retail exposures

The Bank’s non-retail portfolio is well diversified
by industry. As at July 31, 2010, 82% (April 30,
2010 - 83%; October 31, 2009 — 80%) of the AIRB
portfolio was internally assessed at a grade that
would generally equate to an investment grade
rating by external rating agencies. Exposures in
the standardized portfolio, mainly in the Caribbean
and Latin American region, are primarily to
non-investment grade counterparties, based on the
Bank’s internal grade systems. There has not been
a significant change in concentrations of credit risk
since October 31, 2009.

Credit quality of retail exposures

The Bank’s retail portfolios consist of a number of
relatively small loans to a large number of borrowers.
The portfolios are distributed across Canada and a
wide range of countries. As such, the portfolios inher-
ently have a high degree of diversification.

Retail standardized portfolio

The retail standardized portfolio of $28 billion as at
July 31, 2010 (April 30, 2010 — $27 billion; October
31, 2009 — $25 billion), was comprised of residential
mortgages, personal loans, credit cards and lines of
credit to individuals, mainly in the Caribbean and
Latin American region. Of the total standardized retail
exposures, $16 billion (April 30, 2010 - $16 billion;
October 31, 2009 — $13 billion) was represented by
mortgages and loans secured by residential real estate,
mostly with a loan-to-value ratio of below 80%.
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Loans past due but not impaired®

A'loan is considered past due when a counterparty has not made a payment by the contractual due date. The
following table presents the carrying value of loans that are past due but not classified as impaired because they
are either less than 90 days past due, or fully secured and collection efforts are reasonably expected to result in
repayment, or restoring it to a current status in accordance with the Bank’s policy.

As at - ) )
B July 31, 2010 October 31, 2009

91 days ) 91 days
($ millions) 31-60 days 61-90 days and greater Total  31-60 days  61-90 days and greater Total
Residential mortgages $ 1,236 $ 485 §$ 214 $ 1,935 $ 1,173 $ 463 S 302§ 1,938
Personal and credit. cards 400 2156 58 673 429 220 61 710
Business and government 499 227 177 903 342 201 168 711
Total 0§ 2135 $ 927 $ 449 $ 3511 $ 1944 $ 884 § 531 S 335
(1) Loans past due 30 days or less are not presented in this analysis as they are not administratively considered past due.
(b) Market risk Interest rate risk
Market risk arises from changes in market prices Interest rate risk, inclusive of credit spread risk, is
and rates (including interest rates, credit spreads, the risk of loss due to the following: changes in the
equity prices, foreign exchange rates and commodity level, slope and curvature of the yicld curve; the
prices), the correlations among thern, and their levels volatility of interest rates; mortgage prepayment
of volatility. rates; changes in the market price of credit; and the

creditworthiness of a particular issuer.

Interest rate sensitivity

Based on the Bank’s interest rate positions, the following table shows the pro-forma after-tax impact on the Bank’s
net income over the next twelve months and economic value of shareholders’ equity of an immediate and sustained
100 and 200 basis point (bp) increase and decrease in interest rates across major currencies as defined by the Bank.

o As at o , o
July 31, 2010 April 30,2010 July 31, 2009
Net income Economic value of equity
) : Economic Economic
Canadian Other Canadian Other Net value Net. value
($ millions) dollar _ currencies Total dollar currencies Total income of equity income _ of equity
100 bp increase $ 42 $ 92 $ 134 $ (51) $ (279) % (330) & 101 $ (459) $ 142 % (253)
100 bp decrease (14) (95) (109) (29) 324 295 (175) 400 (156) 236
200 bp increase § 71 $ 180 $ 251 $(161) $ (523)$ (684) § 227 $  (899) S 284 § (506
200 bp decrease - (56) (194) (2560) 230 623 853 (327) 848 (312) 473
Non-trading foreign currency risk unrealized foreign currency translation losses in the
Foreign currency risk is the risk of loss due to accumulated other comprehensive income section of
changes in spot and forward rates, and the volatility shareholders’ equity by approximately $193 million
of currency exchange rates. (April 30, 2010 — $189 million; July 31, 2009 — $179
As at July 31, 2010, a one per cent increase million), net of hedging.
(decrease) in the Canadian dollar against all Equity risk
currencies in which the Bank operates decreases Equity risk is the risk of loss due to adverse
(increases) the Bank’s before-tax annual earnings movements in equity prices. The Bank is exposed
by approximately $35 million (April 30, 2010 - $36 to equity risk through its available-for-sale equity
million; July 31, 2009 — $46 million) in the absence portfolios. The fair value of available-for-sale equity
of hedging activity, primarily from exposure to U.S. securities is shown in Note 2.

dollars. A similar change in the Canadian dollar as
at July 31, 2010, would increase (decrease) the
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Trading portfolio risk management
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Market risk arising from the Bank’s trading activities can be aggregated using VaR and stress testing measures. The

table below shows the Bank’s VaR by risk factor:

One-day VaR by risk factor

As at For the three months ended ‘ As at As at

July 31 " July 31, 2010 April 30 July 31

($ millions) 2010 Average High Low 2010 2009

Interest rate $ 9.9 $ 118 $ 19.0 $ 8.1 $ 14.0 $ 132

Equities 23 . 3.5 5.6 2.3 3.6 6.5

Foreign exchange 14 1.4 2.3 0.8 1.5 3.1

Commodities 2.0 2.2 2.7 1.5 1.9 44
Diversification (6.4) (6.2) n/a n/a (6.0) (13.2)

All-Bank VaR $ 92 $ 127 $ 195 $ 83 $ 15.0 $ 14.0

Hedges

There are three main types of hedges for accounting
purposes: (i) fair value hedges, (ii) cash flow hedges
and (iii) net investment hedges.

In a fair value hedge, the change in fair value of

the hedging derivative is offset in the Consolidated
Statement of Income by the change in fair value of
the hedged item relating to the hedged risk. The Bank
uses fair value hedges primarily to convert fixed rate
financial assets and liabilities to floating rate. The
main financial instruments designated in fair value
hedging relationships include bond assets, loans,
deposit liabilities and subordinated debentures.

In a cash flow hedge, the change in fair value of the
hedging derivative is recorded in other compre-
hensive income until the hedged item affects the
Consolidated Statement of Income. The Bank uses
cash flow hedges primarily to.convert floating rate
deposit liabilities to fixed rate. The reclassification
from accumulated other comprehensive income

to earnings over the next 12 months as a result of
outstanding cash flow hedges is expected to be a
net after-tax loss of approximately $177 million
(April 30, 2010 — $167 million; July 31, 2009 — $220
million). The maximum length of cash flow hedges
outstanding was less than 9 years (April 30, 2010 and
July 31, 2009 — less than 10 years).

Any hedge ineffectiveness is measured and recorded
in current period income in the Consolidated
Statement of Income. The Bank recorded a gain of
$15 million during the three months ended July 31,
2010 (April 30, 2010 — gain of $44 million; July 31,
2009 — gain of $40 million), of which a gain of $7
million (April 30, 2010 — gain of $10 million; July

31, 2009 — gain of $26 million) related to cash flow
hedges, due to the ineffective portion of designated
hedges. For the nine months ended July 31, 2010, the

Bank recorded a gain of $86 million (July 31, 2009

— gain of $88 million) of which a gain of $18 million
(July 31, 2009 - gain of $35 million) related to cash
flow hedges. When either a fair value or cash flow
hedge is discontinued, any cumulative adjustment
to either the hedged item or other comprehensive
income is recognized in income over the remaining
term of the original hedge, or when the hedged item
is derecognized.

In a net investment hedge, the change in fair value of
the hedging instrument is recorded directly in other
comprehensive income. These amounts are recog-
nized in income when the corresponding cumulative
translation adjustments from the self-sustaining
foreign operation are recognized in income. No
ineffectiveness was recognized on net investment
hedges.

Items designated as trading

The Bank has elected to designate certain portfolios
of assets and liabilities as trading, which are carried
at, fair value with changes in fair values recorded in
income. These portfolios include:

— loans to economically hedge the derivative
exposure arising from credit derivatives in the
trading book transacted on behalf of customers,
in order to significantly reduce or eliminate an
accounting mismatch.

— loans in specifically authorized trading portfolios for
which performance is evaluated on a fair value basis.

— certain debt and equity investments, in order to
reduce an accounting mismatch between these
assets and fair value changes in related derivatives.

— certain deposit note liabilities containing extension
features, in order to significantly reduce an
accounting mismatch between these liabilities and
fair value changes in related derivatives.
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The following table presents the fair value of assets and liabilities designated as trading and their changes in fair

value.
Fair value o Change in fair value'
As at o For the three months endec __For the nine months ended
July 31 April 30 October 31 July 31 April 30 July 31 July 31 July 31

($ millions) 2010 2010 2009 2010 2000 2009 2010 2009
Loans hedging derivative

exposures $2,438 $2,778 $3,542 $(34) $90 $456 $155 $684
Proprietary loans 2 2 47 - (5) 11 (6) 16
Debt and

cquity investments 3,337 3,796 4,283 60 (24) 10 95 135
Deposit note liabilities™ 89 87 22 2) 2 - (1 (2)

(1) These amounts were recorded in trading income except for deposit liabilities and certain debt investments which were vecorded in net interest

Heome.

2) Asat July 31, 2010, the Bank was contractually obligated to pay $88 to the holders of the notes at maturity (April 30, 2010 - S87: October 31,

2009 - $22).

Reclassification of financial assets

The Bank reclassified certain non-derivative financial
assets out of trading securities to available-for-sale
securities effective August 1, 2008. These assets
were comprised of $303 million of bond assets and
$91 million of preferred shares that were no longer
traded in an active market and which management
intends to hold for the foreseeable future. As at

July 31, 2010, the fair values of the bond assets and
preferred shares were $194 million (April 30, 2010

- $212 million; October 31, 2009 — $257 million) and
$56 million (April 30, 2010 — $64 million; October 31,
2009 — $67 million), respectively.

Due to the reclassification of bond assets, for the
three and nine months ended July 31, 2010, the Bank
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recorded a pre-tax other comprehensive income
gain of $3 million (April 30, 2010 - gain of $5 million;
July 31, 2009 - gain of $19 million) and a gain of $17
million (July 31, 2009 — gain of $16 million), respect-
ively, relating to fair value movements. Duce to the
reclassification of preferred shares, for the three and
nine months ended July 31, 2010, the Bank recorded
a pre-tax other comprehensive income gain of $1
million (April 30, 2010 - loss of $2 million; July 31,
2009 — gain of $10 million) and a gain of $3 million
(July 31, 2009 — gain of $8 million), respectively,
relating to fair value movements. If these reclassifi-
cations had not been made, these gains and losses
would have been recorded in the Consolidated
Statement of Income.
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Fair value hierarchy

The Bank values instruments carried at fair value using quoted market prices, where available. Quoted market

prices represent a Level 1 valuation. When quoted market prices are not available, the Bank maximizes the use of
observable inputs within valuation models. When all significant inputs are observable, the valuation is classified as
Level 2. Valuations that require the significant use of unobservable inputs are considered Level 3. The following table
outlines the fair value hierarchy of instruments carried at fair value.

As at
. July 31, 2010® October 31, 2009w

($ millions) Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Assets: :
Trading securities® $ 49431 $ 14,757 $ 1,197 § 65,385 $ 40,408 $ 15683 $ 1,976 $ 58,067
Available-for-sale securities® 13,243 31,838 1,602 46,683 16,485 36,861 1,395 54,741
Derivative instruments 160 24,637 524 25,221 81 24,683 1,228 25,992
Liabilities:
Obligations related to

securities sold short $ 17,779 $ 3653 $ 1 $ 21,433 $ 11,707 $ 2981 $ - $ 14,688
Derivative instruments 149 27,760 1,490 29,399 105 26,188 2,613 28,806

(1) Loans and deposit notes designated as trading are classified as Level 2.

(2) Includes securities designated as trading. Level 2 trading securities are comprised of $4,563 (October 31, 2009 - $4,861) of bonds mainly
issued by foreign governments and $10,194 (October 31, 2009 ~ $10,822) of corporate bonds and other debt and equity instruments which
generally trade in public markets.

(3) Excludes available-for-sale equity securities that are not quoted in an active market of $930 (October 31, 2009 - $958). Level 2 available-
for-sale securities include $3,982 (October 31, 2009 — $7,204) of bonds mainly issued by foreign governments and $7,405 (October 31, 2009
— 88,204) of corporate bonds and other debt instruments which generally trade in public markets. The remaining Level 2 available-for-sale
securities are primarily comprised of mortgage-backed securities guaranteed by Canada Mortgage and Housing Corporation.

Acquisitions

On April 9, 2010, the Bank’s affiliate, Thanachart On April 30, 2010, the Bank through its subsidiary,
Bank, acquired a 48% stake of Thailand’s Siam City Scotiabank de Puerto Rico, acquired R-G Premier
Bank. Scotiabank owns 49% of Thanachart Bank. In Bank of Puerto Rico. Under the terms of the trans-
accordance with securities laws in Thailand, upon action, Scotiabank acquired US $5.6 billion in assets,
closing of the 48% stake, Thanachart Bank launched which includes US $5.3 billion in loans covered under
a tender offer for the remaining shares in Siam City a loss-sharing agreement with the Federal Deposit
Bank. Subsequent to completion of the tender offer Insurance Corporation (FDIC). Under this agreement,
and any additional regulatory approvals, Thanachart the FDIC guarantees 80% of loan losses. The acqui-
Bank and Siam City Bank will be merged. Scotiabank sition also includes US $2.2 billion in deposits with
will continue to own 49% of the merged bank, to be the remainder financed by FDIC. To facilitate the
known as Thanachart Bank. As part of the financing transaction, the capital of Scotiabank de Puerto Rico
for this transaction, Scotiabank subscribed to was increased by a contribution of US $460 million
additional shares in Thanachart Bank of approxi- from the Bank. The purchase price allocation has not
mately $650 million. This investment is accounted for been finalized as the Bank is completing its valuation
under the equity method of accounting. of the assets acquired and liabilities assumed.
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SHAREHOLDER 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 deposit 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 shares of the Bank. Debenture holders may apply
interest on fully registered Bank subordinated debentures to purchase additional
common shares. All administrative costs of the plan are paid by the Bank.

For more information on participation in the plan, please contact the transfer
agent.

Dividend dates for 2010
Record and payment dates for common and preferred shares, subject to
approval by the Board of Directors.

Record Date Payment Date
January 5 January 27
April & April 28

July 6 July 28
October 5 October 27

Annual Meeting date for fiscal 2010

The Annual Meeting of Shareholders of the Bank for the fiscal year ending
October 31, 2010, will be held in Halifax, Nova Scotia, on Tuesday, April 5,
2011,

Duplicated communication

If your shareholdings are registered under more than one name or address,
multiple mailings will result. To eliminate this duplication, please write to 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 August 31, 2010, at
2:00 pm 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-free, at
(416) 644-3414 or 1-800-814-4859 (please call five to 15 minutes in advance).
In addition, an audio webcast, with accompanying slide presentation, may be
accessed 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 invited to submit questions by e-mail to
investor.relations@scotiabank.com.

A telephone replay of the conference call will be available from August 31,
2010, to September 14, 2010, by calling (416) 640-1917 or 1-877-289-8525
and entering the identification code 4343235#. 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, Ontario, Canada M5H 1H1
Telephone: (416) 933-1273
Fax: (416) 866-7867
E-mail: investor.relations@scotiabank.com

Media:
For other information and for media enquiries, please contact the Public,
Corporate and Government Affairs Department at the above address.
Telephone: (416) 866-3925
Fax: (416) 866-4988
E-mail: corpaff@scotiabank.com

Shareholders:
For enquiries related to changes in share registration or address, dividend
information, lost share certificates, estate transfers, or to advise of duplicate
mailings, please contact the Bank's transfer agent:

Computershare Trust Company of Canada

100 University Avenue, 9th Floor

Toronto, Ontario, Canada M5J 2Y1

Telephone: 1-877-982-8767

Fax: 1-888-453-0330

E-mail: service@computershare.com
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Shareholders (continued):
Co-Transfer Agent (U.S.A.)
Computershare Trust Company N.A.
250 Royal! Street
Canton, MA 02021 U.S.A.
Telephone: 1-800-962-4284

For other shareholder enquiries, please contact the Finance Department:
Scotiabank

Scotia Plaza, 44 King Street West

Toronto, Ontario, Canada M5H 1H1

Telephone: (416) 866-4790

Fax: (416) 866-4048

E-mail: corporate.secretary@scotiabank.com

Rapport trimestriel disponible en frangais
Le Rapport annuel et les états financiers de la Banque sont publiés en francais
et en anglais et distribués aux actionnaires dans la version de leur choix. Si vous
préférez que la documentation vous concernant vous soit adressée en francais,
veuillez en informer Relations publiques, Affaires de la société et Affaires
gouvernementales, La Banque de Nouvelle-Ecosse, Scotia Plaza, 44, rue King
Ouest, Toronto (Ontario), Canada M5H 1H1, en joignant, si possible, I'étiquette
d'adresse, afin que nous puissions prendre note du changement.

The Bank of Nova Scotia is incorporated in Canada with limited fiability.
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