‘ B, " JN{,@ 5 Rt ~~
SREGISTRANT'S NAME ~ ___. }{éM\fﬁD ,fi:(/) //\ ML &W

T

MICROFICHE CONTROL LABEL

e e

ETEIIIT

*CURRENT ADDRESS
N LA

««FORMER NAME - : : ‘ __ PROCESSED
««NEW ADDRESS ‘ jANZB%%EE
: THOMSON
< - FGRGAL

FILE NO. 82- /{361 - | FISCAL YEAR /() ﬁ57/:1§%/h

. Complm Jor Initial submissions only ** Please xoce nome ul sddress changes

WORKIL :
12G3~28 (INITIAL FILIRG) l AR/S (ANNUAL REPORT) | ’////
12G32BR (REINSTATEMENT) | |  SUPPL  (oTHER) M

L ‘ -
DEF 14A (PROXY) !

vz

e



iubank

Scot

flA\
mmu
A~/
7



e

[
!







L CONSOLIDATED EINANCIAL STATEMENTS
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Management’'s Responsibility for Financial information

The management of The Bank of Nova Scotia {the Bank) is respon-
sible for the integrity and fair presentation of the financial informa-
tion contained in this Annual Report. The consolidated financial
statements have been prepared in accordance with Canadian
generally accepted accounting principles. The consolidated financial
statements also comply with the accounting requirements of the
Bank Act.

The consolidated financial statements, where necessary, include
amounts which are based on the best estimates and judgement of
management. Financial information presented elsewhere in this
Annual Report is consistent with that shown in the consolidated
financial statements.

Management has always recognized the importance of the Bank
maintaining and reinforcing the highest possible standards of
conduct in all of its actions, including the preparation and dissemi-
nation of statements fairly presenting the financial condition of the
Bank. In this regard, management has developed and maintains a
system of accounting and reporting which provides for the neces-
sary internal controls to ensure that transactions are properly
authorized and recorded, assets are safeguarded against unautho-
rized use or disposition, and liabilities are recognized. The system is
augmented by written policies and procedures, the careful selection
and training of qualified staff, the establishment of organizational
structures providing an appropriate and well-defined division of
responsibilities, and the communication of policies and guidelines of
business conduct throughout the Bank.

The system of internal controls is further supported by a profes-
sional staff of interna! auditors who conduct periodic audits of all
aspects of the Bank’s operations. As well, the Bank’s Chief Auditor
has full and free access to, and meets periodically with, the Audit
and Conduct Review Committee of the Board of Directors. In

Rick Waugh
President and Chief Executive Officer

Toronto, Movember 29, 2005

Sharehoiders’ Auditors’ Report

HOGE LOUE
We have audited the Consolidated Balance Sheets of The Bank of
Nova Scotia as at October 31, 2005 and 2004, and the Consoli-
dated Statements of Income, Changes in Shareholders’ Equity and
Cash Flows for each of the years in the three-year period ended
October 31, 2005. These financial statements are the responsibility
of the Bank’s management. Our responsibility is to express an
opinion on these financial staternents based on our audits.

We conducted our audits in accordance with Canadian gener-
ally accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance whether
the financial statements are free of material misstatement. An audit

To the dhareiy

KPMG LLP
Chartered Accountants

Scotiabank 2005 Annual Report

addition, the Bank’s compliance function maintains policies, proce-
dures and programs directed at ensuring compliance with regulatory
requirements, including conflict of interest rules.

The Office of the Superintendent of Financial Institutions,
Canada, which is mandated to protect the rights and interests of
the depositors and creditors of the Bank, examines and enquires
into the business and affairs of the Bank, as deemed necessary, to
determine whether the provisions of the Bank Act are being
complied with, and that the Bank is in a sound financial condition.

The Audit and Conduct Review Committee, composed entirely
of outside directors, reviews the consclidated financial statements
with both management and the independent auditors before such
statements are approved by the Board of Directors and submitted to
the shareholders of the Bank.

The Audit and Conduct Review Committee reviews and reports
their findings to the Board of Directors on all related party transac-
tions that may have a material impact on the Bank.

KPMG LLP and PricewaterhouseCoopers LLP, the independent
auditors appointed by the shareholders of the Bank, have audited
the consolidated financial statements of the Bank in accordance with
Canadian generally accepted auditing standards and'have expressed
their opinion upon completion of such audit in the following report
to the shareholders. In order to provide their opinion on these
consclidated financial statements, the Shareholders’ Auditors review
selected aspects of the system of internal controls and conduct their
work to the extent that they consider appropriate. The Shareholders’
Auditors have full and free access to, and meet periodically with, the
Audit and Conduct Review Committee to discuss their audit,
including any findings as to the integrity of the Bank’ accounting,
financial reporting and related matters.

Luc A. Vanneste
Executive Vice-President
and Chief Financial Officer

includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the Bank as at
October 31, 2005 and 2004, and the results of its operations and
its cash flows for each of the years in the three-year period ended
October 31, 2005 in accordance with Canadian generally accepted
accounting principles.

PricewaterhouseCoopers LLP
Chartered Accountants

Toronto, November 29, 2005
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Consolidated Balance Sheet

As at October 31 (3 millions) 2005 2004
Assets

Cash resources

Cash and non-interest-bearing deposits with banks $ 2501i% 1,921
Interest-bearing deposits with banks ' 15,182 12,932

Precious metais ‘ : 2,822 2,302
o Co 20,505 17,155

Securities (Note 3) ‘
Investment ‘ 23,452 15,717
Trading ) 50,007 43,056
73,459 58,773

Loans (Note 4)

Residential mortgages o ’ 75,520 69,018
Personal and credit cards S 34,695 30,182
Business and government R ' ' 62,681 57,384
Securities purchased under resale agreements : 20,578 17,880
i ’ 193,474 | 174,464
Allowance for credit losses (Note 5 (b)) ' 2,469 2,696
' a 191,005 | 171,768

Other ‘
Customers' lisbility under acceptances : ' 7,576 7,086
Trading derivatives’ market valuation (Note 23 (d)) ) ' B ' 11,822 14,198
Land, buildings and equipment (Note 7) “ ’ 1,934 1,872
Goodwill (Note 8) ‘ ‘ - 498 261
Other intangible assets (Note 8) ’ 235 240
Other assets (Note 9) ' . ’ 7,191 L 7,859

29,056 31,516
$ 314,025 ; $ 279,212

Personal . oo ) 1% 83953 1% 79020
Business and government . 109,389 94,125
Banks 24,103 22,051
217,445 195,196
Other
Acceptances - 7,576 7,086
Obligations related to securities sold under repurchase agreements 26,032 19,428
Obligations related to securities sold short 11,250 7,585
Trading derivatives’ market valuation (Note 23 (d)) 11,193 14,054
Other liabilities {(Note 11) 20,794 15,733
Non-controlling interest in subsidiaries 306 280
77,151 64,166
Subordinated debentures (Note 12) 2,597 2,615
Capital instrument liabilities (Note 13) _ . : 750 2,250
Shareholders’ equity.
Capital stock (Note 14) Coe
Preferred shares e . 600 300
Common shares and contributed surplus o - - 3,317 3,229 .
Retained earnings . . 14,126 13,239
Cumulative foreign currency translation (1,961) (1,783)

16,082 14,985
$ 314,025 | § 278,212

Arthur R.A. Scace Rick Waugh
Chairman of the Board . President and Chief Executive Officer

(1) Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and liability instruments.

The accompanying notes are an integral part of these consolidated financial statements,
Scotiabank 2005 Annua! Report 93
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Consolidsted Statement of Income

For the year ended October 31 ($ millions) 2005 2004 20037
terest Incomes

Loans $ 10,053 13 9074 $ 9945
Securities 3,104 2,662 2,859
Deposits with banks 646 441 442

13,803 12,177 13,246

interast expense

Deposits 5,755 4,750 5,222
Subordinated debentures 134 112 139
Capital instrument liabilities 53 164 182
Other 1,990 1,410 1,735
7,932 6,476 7,278
Net interest income - 5,871 5,701 5,968
Provision for credit losses (Note 5 (b)) 230 390 893
Net interest income after provision for credit losses 5,641 5,311 5,075
Onher wncome
Card revenues 251 231 204
Deposit and payment services 701 646 583
Mutual funds 193 171 161
Investment management, brokerage and trust services 600 504 455
Credit fees o 542 583 684
Trading revenues - ) 594 476 501
Investment banking 680 648 673
Net gain on investment securities (Note 3) 414 477 159
Securitization revenues 79 11 140
Other : 475 473 445
. . 4,529 4,320 4,015
Net interest and other income 10,170 9,631 9,090

Nar-interest expenses

Salaries and employee benefits 3,488 3,452 3,361
Premises and technology 1,148 1,139 1,156
Communications 255 248 251
Advertising and business development 232 210 199
Professional 186 163 141
Business and capital taxes 147 142 144
Other 587 508 479

' 6,043 5,862 5,731
Income before the undernoted 4127 3,769 3,359
Provision for income taxes (Note 16) 847 786 777
Non-controlling interest in net income of subsidiaries 71 75 160
Net income $ 3209 (% 2908 $ 2422
Preferred dividends paid ] 25 16 16
Net income available to common shareholders $ 3184 1% 2892 $ 2,406

Average number of common shares outstanding (millions)® (Note 18):

Basic 998 1,010 1,010

Diluted 1,012 1,026 1,026
Earnings per common share (in dollarsy™* (Note 18):

Basic $ 319 1% 287 % 2.38

Diluted $ 315 | § 282 % 234
Dividends per common share (in dollars)? $ 132 (% 110 § 0.84

(1) Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating 1o the distinction between equity and {ability instruments.
(2} Amounts have been retroactively adjusted to reflect the stock dividend paid April 28, 2004, of one common share for each issued and outstanding cammon share.

The stock dividend had the same effect as a two-for-one stock split,
(3) The calculation of earnings per share is based on full doliar and share amounts.

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

¢4 Scotiabank 2005 Annual Report
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Consolidated Statement of Changes in Shareholders’ Equity

For the year ended October 31 (§ millions) 2005 2004 2003
Preferred shares (Note 14)

Balance at beginning of year - . $ 300 : $ 300 3% 300
Issued 300 - -
Balance at end of year - _ 600 300 300

Common share

Common shares (Note 14):

Balance at beginning of year 3,228 3,140 3,002
Issued o 172 17 163
Purchased for cancellation- - ¢ (84) (29) (25)
Balance atend of year  © - 3,316 3,228 3,140
Contributed surplus: Fair value.of stock options (Note 15) 1 1 1
Total S 3,317 3,229 3,141
Retained earnings
Balance at beginning of year 13,239 11,747 10,398
Net income 3,209 2,908 2,422
Dividends: Preferred (25) (16) (16)
Common . (1,317) (1,110 (849)
Purchase of shares (973) (290) (201)
Other : &) - (7)
Balance at end of year 14,126 13,239 11,747
Curnulat ion currengy transiation .
Balance at beginning of year (1,783) (1,074 102
Net unrealized foreign exchange. translation losses™ (178) (709) (1,176)
Balance at endof year co (1,961) (1,783) (1,074)
Total shareholders’ équity at end of year $ 16082 13 14,985 $ 14,114

{1} Certain comparative amounts have been retroactively restated for new CICA accounting reguirements relating to the distinction between equity and liability instruments,
{2) Comprises unrealized foreign exchange translation losses on net investments in self-sustaining foreign operations of $(416) (2004 - $(1,085); 2003 - ${2,185)) and gains
from related foreign exchange hedging activities of $238 (2004 - $376; 2003 - $1,009).

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

Scotiabank 2005 Annual Report $5
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Consolidated Statement of Cash Flows
Sources and (uses) of cash fiows

For the year ended October 31 (3 millions) 2005 2004 2003
Cash y operating activities
Net income $§ 3209 :$ 2908 § 2422
Adjustments to net income to determine cash flows:
Depreciation and amortization 202 216 237
Provision for credit losses 230 390 893
Future income taxes (231) (87) {(108)
Net gain on investment securities (414) (477) (159)
Net accrued interest receivable and payable (204) (103) 406
Trading securities (7,014) (1,514) (10,218}
Trading derivatives’ market valuation, net (400) 350 (375)
Other, net 1,300 (718) (244)
(3,322) 965 (7,146)
Deposits _ 22,282 8,106 10,941
Obiigations related to securities sold under repurchase agreements 6,676 (8,011 722
Obligations related to securities sold short 3,693 (1,528) 653
Subordinated debentures redemptions/repayments - - (1,059}
Capital instrument liabilities issued -~ - 750
Capital instrument liabilities redemptions/repayments ~ (260) (494)
Capital stock issued 416 114 163
Capital stock redeemed/purchased for cancellation (1,057) (319 (226)
Cash dividends paid (1,342) (1,126) (865)
Other, net 806 (230) (1,165)
31,474 (3,254) 9,420
Interest-bearing deposits (2,814) 3,483 (2,061
Loans, excluding securitizations (23,910) (7,998) (303
Loan securitizations 2,153 3,514 2,443
Investment securities:
Purchases (26,200) (24,471) (26,566)
Maturities 12,955 14,742 10,685
Sales 10,724 14,384 15,168
Ltand, buildings and equipment, net of disposals (168) (228) (135
Other, net? (276) (59) (449)
{27,536) 3,367 {1,818}
Effect of exchange rate changes on cash and cash equivalents (36) (54) (148)
Net change in cash and cash equivalents® 580 1,024 308
Cash and cash equivalents at beginning of year 1,921 897 589
Cash and cash equivalents at end of year $ 2501 % 1,921 § 397
Represented by:
Cash and non-interest-bearing deposits with banks $ 2501 % 1,821 § 1,373
Chegues and other items in transit, net liability® - - (476)
Cash and cash equivalents at end of year $ 2501 i$ 1921 $ 897
Cash disbursements made for;
Interest $ 8142 i$ 6581 § 7,153
Income taxes $ 907 9% 751 % 414

(1} Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and flapility instruments.
(2} Comprises investments in subsidiaries which are net of non-cash consideration consisting of common shares issued from treasury of $49 (2004 — nil; 2003 - nil) and

cash and cash equivalents at the date of acquisition of $17 (2004 - nil; 2003 ~ $38).

(3) Inthe fourth quarter of 2004, the Bank prospectively changed the balance sheet presentation of certain types of cheques and other items in iransit. These items are
recorded gross in different asset and liability categories, whereas previously these items were recorded net in cheques and other items in transit in other liabilities in the
Consolidated Balance Sheet. This change in balance sheet presentation aiso resuited in certain types of cheques and other items in transit no longer being classified as
part of cash and cash equivalents and had the effect of increasing the 2004 net change in cash and cash equivalents by $519. These changes resulted from a new
Caradian Institute of Chartered Accountants’ standard for financial reporting, which eliminated industry practice as a source of generally accepted accounting principles.

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

9% Scotiabank 2005 Annual Report
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1. Significant accounting policies

The consolidated financial statements of The Bank of Nova Scatia (the
Bank) have been prepared in accordance with Section 308 of the
Bank Act which states that, except as otherwise specified by the
Superintendent of Financial Institutions Canada (the Superinten-
dent), the financial statements are to be prepared in accordance
with Canadian generally accepted accounting principles (GAAP). The
significant accounting policies used in the preparation of these
consolidated financial statements, including the accounting require-
ments of the Superintendent, are summarized on the following
pages. These accounting policies conform, in all material respects, to
Canadian GAAP. In addition, Note 25 describes and reconciles the
significant measurement differences between Canadian.and U.S.
GAAP affecting the accompanying consolidated financial statements.

The preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities at the date of the financial
statements, and income and expenses during the reporting period. Key
areas where management has made difficult, complex or subjective
judgements, often as a result of matters that are inherently uncertain,
include those relating to the allowance for credit losses, the fair value
of financial instruments, corporate income taxes, pensions and other
employee future benefits, other-than-temporary impairment of invest-
ment securities and determination of the primary beneficiary of a
variable interest entity (VIE). Actual resuits could differ from these and
other estimates.

Certain comparative amounts have been reclassified to conform
with current year presentation. Where new accounting policies have
been adopted during the year, the effects of these changes have
been discussed in the respective notes.

The consohdated fmanc:al statements include the assets, liabilities,
results of operations and cash flows of the Bank and all of its
subsidiaries after the elimination of intercompany transactions and
balances. Subsidiaries are defined as corporations controlled by the
Bank, which are normally corporations in which the Bank owns more
than 50% of the voting shares. .

Investments where the Bank has mgmﬁcant influence, which is
normelly evidenced by direct or indirect ownership of between 20%
and 50% of the voting shares, are accounted for using the equity
method and are included in investment securities in the Consoli-
dated Balance Sheet. The Bank's share of earnings of such carpora-
tions is included in interest income — securities in the Consolidated
Statement of income.

Change in accounting policy:
Effective November 1, 2004, the Bank adopted a new accounting
guideline issued by the Canadian Institute of Chartered Accountants
(CICA), which requires consolidation of VIEs by the primary benefi-
ciary. An entity is a VIE when, by design, one or both of the
following conditions exist: (a) total equity investment at risk is insuf-
ficient to permit the entity to finance its activities without additiona!
subordinated support from others; (b) as a group, the holders of the
equity investment at risk lack certain essential characteristics of a
controlling financial interest. The VIE guideline also exempts certain
entities from its scope. The primary beneficiary is the enterprise that
absorbs or receives the majority of the VIE's expected losses,
expected residual returns, or both.

Investments in VIEs where the Bank has significant influence,
but where the Bank is not the primary beneficiary, are accounted for
using the equity method.

2% Scotiabank 2005 Annual Report

On adoption of this new accounting guideline, the Bank
assessed that it was the primary beneficiary of multi-seller commer-
cial paper conduit programs which it administers, and consclidated
these conduits in its financial statements. As a result, investment
securities, personal and credit card loans, and other liabilities on the
Consolidated Balance Sheet increased by $5 billion, $3 billion, and
$8 billion, respectively. Refer to Note 6 for total asset balances as at
October 31, 2005.

The Bank also assessed that it is not the primary beneficiary of
Scotiabank Capital Trust. As a result, on adoption of this new
accounting guideline, the Bank deconsolidated this entity on a
prospective basis, with the effect of reclassifying $1.5 billion of obli-
gations to business and government deposit liabilities from capital
instrument liabilities in the Consolidated Balance Sheet.

There were other structures that the Bank consolidated on
adoption of this new accounting guideline, However, the resulting
increase in total assets and liabilities was insignificant. The adoption
of this new accounting guideline did not affect net income available
to common shareholders or .earnings per share.

Accounting standard setters continue to deliberate issues associ-
ated with the VIE guideline. As these issues are addressed and revi-
sions to the accounting guidance are made, the effects of this new
guideline, as described above, may change in future.

Transiation of o
Foreign currency monetary assets and liabilities of the Bank’s
integrated foreign operations, and all foreign currency denominated
assets and liabilities of its self-sustaining foreign operations are
translated into Canadian dollars at rates prevailing at the end of the
financial period. Foreign currency non-monetary assgts and liabilities
of the Bank’s integrated foreign operations are transiated into
Canadian dollars at historical rates,

Unrealized gains and losses arising upon transiation of net
foreign currency investment positions in self-sustaining branches,
subsidiaries and associated corporations, together with any gains or
losses arising from hedges of those net investment positions, are
credited or charged to cumulative foreign currency translation in the
Consclidated Balance Sheet, except as noted below. Upon sale,
reduction or substantial liquidation of an investment position, the
previously recorded unrealized gains or losses thereon are trans-
ferred from cumulative foreign currency translation in the Consoli-
dated Balance Sheet to the Consolidated Statement of Income.

Translation gains and losses arising in the Bank’s integrated foreign
operations, as well as those arising from self-sustaining foreign opera-
tions in highly inflationary environments, if any, are included in other
income-trading revenues in the Consolidated Staterment of income.

Revenues and expenses denominated in foreign currencies are
translated using average exchange rates, except for depreciation
and amortization of foreign currency denominated buildings, equip-
ment and leasehold improvements of the Bank's integrated foreign
operations, which are translated using historical rates.

Frecions
Precious metals are carried at market value and are included in cash
resources in the Consolidated Balance Sheet. The liability arising
from outstanding certificates is also carried at market value and
included in other liabilities in the Consolidated Balance Sheet.

Securities are held in either the investment or trading portfolio. Invest-
ment securities comprise debt and equity securities held for liquidity
and longer-term investment. Equity securities in which the Bank’s
holdings of voting shares are less than 20% are carried at cost, except
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where significant influence is demonstrated. Debt securities held in the
investment account are carried at amortized cost with premiums and
discounts being amortized to interest-income — securities over the
period to maturity. When there has-been a decline in value of debt or
equity securities that is other than temporary, the carrying value of the
securities is appropriately reduced: Such reductions, if any, together
with gains and losses on disposals; which are determined:on an
average cost basis, are included in other income — net gain on
investment securities in the Consolidated Statement of Income.
Trading securities are intended to be held for a short period of time
and are carried at market value. Gains and-losses on-disposal and adjust-
ments 1o market value are included in other income — trading revenues
in the Consolidated Statement of Income. Where securities are used to
mariage the volatility of stock-based compensation, gains and losses on
disposal and adjustments to market value are included in salaries and
empioyee benefits expense in the Consolidated Statement of Income.

The purchase and sale of securmes under resa\e and repurchase
agreements are treated as collateralized lending and borrowing
transactions and are recorded at cost. The related interest income
and interest expense are recorded on an accrual basis.

The Bank S obhgatlon to dehver securities sold that wére not owned
at the time of sale is recorded at fair value. Realized and unrealized
gains and losses are recorded in other income ~ 'trading revenues in
the Consclidated Statement of Income. Interest expense accruing on
debt securities sold short is recorded in interest expense in‘the
Consolidated Statement of income.

Ltoans

Loans are stated net of any unearnedsincome and of an allowance
for credit losses. Interest income is accounted for on the accrual
basis for all loans other than impaired loans, Accrued interest is
included in other assets in the Consolidated Balance Sheet.

A loan is classified as impaired when, in management’s opinion,
there has been a deterioration in credit guality to the extent that there
is no longer reasonable assurance of timely collection of the full
amount of principal and interest. If a payment on a loan is contractually
90 days in arrears, the loan will be dassified as impaired, if not already
classified as such, unless the loan i is fully secured, the collection of the
debt is in process, and the collection efforts are reasonably expected to
result in repayment of the loan or in restoring it to & current status
within 180 days from the date a payment has become contractually in
arrears. Finally, a loan that is contractually 180 days in arrears is classi-
fied as impaired in all situations, except when it is guaranteed or
insured by the Canadian government, the provinces or a Canadian
government agency; such loans are classified as impaired if the loan is
contractually in arrears for 365 days. Any credit card loan that has a
payment that is contractually 180 days in arrears is written off.

When a loan is classified as impaired, recognition of interest
ceases. Interest received on impaired loans is credited to the carrying
value of the loan. ' :

Loans are generally returned to accrual status when the timely
collection of both principal and interest is reasonably assured and alt
delinguent principal and interest payments are brought current.

Foreclosed assets received after April 30, 2003, meeting specified
criteria are considered to be held for sale and recorded at fair value
less costs 1o sell. If the specified criteria are not met, the asset is
considered to be held for use, measured initially at fair value and
accounted for in the same manner as a similar asset acquired in the

normal course of business. Prior to May 1, 2003, foreclosed assets
were included in impaired loans and presumed to be held for sale.

Loan fees are recognized in interest income over the appropriate
lending or commitment period. Mortgage prepayment fees are
recognized in interest income when received, unless they relate to a
minor modification to the terms of the mortgage, in which case the
fees are deferred and amortized over the remaining period of the
original mortgage. Loan syndication fees are included in credit fees
in other income when the syndication is completed.

/\

ance for cradin fosses

The Bank maintains an allowance for credit losses which, in manage-
ment’s opinion,:is adequate to absorb all incurred credit-related losses in
its portfolio of the following on-and off-balance sheet items: deposits
with banks, securities purchased under resale agreements, loans, accept-
ances and other indirect credit commitments, such as letters of credit
and guarantees. The allowance for credit losses consists of specific
allowances and a general allowance which are reviewed on a regular
basis. Full or partial write-offs of loans are generally recorded when
management believes there is no realistic prospect of full recovery. Actual
write-offs, net of recoveries, are deducted from the allowance for

credit losses. ‘

Specific allowances

Specific allowances, except those relatmg to credit card loans,
certain personal loans and certain international residential mort-
gages, are determined 6n an item-by-item basis and reflect the
associated estimated credit loss. In the case of loans, the specific
allowance is the amount that is required to reduce the carrymg vaiue
of an lmpaured loan to its estimated realizable amount. Generally,
the estimated realizable amount is determined by discounting the
expected future cash flows at the effective interest rate inherent in
the loan at the date of impairment. When the amounts and timing
of future cash flows cannot be measured with reasonable reliability,
either the fair value of any security underlying the loan, net of
expected costs of: realization and any amounts legally required to be
paid to the borrower, or the observable market price for the loan is
used to measure the estimated realizable amount. The change in the
present value attributable to the passage of time on the expected
future cash flows is reported as a reduction of the provision for credit
losses in the Consolidated Statement of Income. Specific allowances
for credit card loans, certain personal loans and certain international
residential. mortgages are calculated using a formula method taking
into account recent loss experience. The allowance for credit losses
against on-balance sheet items is reflected as a reduction of the related
asset category, and allowances relating to off-balance sheet items are
included in other liabilities in the Consolidated Balance Sheet.

General allowance :
The general allewance is estabhshed against the loan portfolio in
respect of the Bank'’s core business.lines where prudent assessment by
the Bank of past experience and-existing economic and portfolio
conditions indicate that it.is probable that losses have occurred, but
where such losses cannot be determined on an item-by-item basis.
The general allowance for business and government loans is
underpinned by a risk rating process in which internal risk ratings are
assigned at the time of loan origination, monitored on an ongoing
basis, and adjusted to reflect changes in underlying credit risk. With
the internal risk ratings as the foundation, the allowance is initially
calculated through the application of migration and default statistics
by risk rating, loss severity in the event of default, and exposure at
default patterns within each of the business line portfolios. Based
upon recent observable data, senior management forms a judgement

Scotiabank 2005 Annual Report
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whether adjustments are necessary to the initially calculated (quantita-
tive) allowance and the amount of any such adjustments. In making
this judgement, management considers observable factors such as
economic trends and business conditions, portfolio concentrations,
and trends in volumes and severity of delinguencies.

For personal loan, credit card and mortgage portfolics, expected
losses are estimated through analysis of historical loss migration and
write-off trends.

The level of the general allowance is re-assessed quarterly and may
fluctuate as a result of changes in portfolio volumes, concentrations and
risk profile; analysis of evolving trends in probability of loss, severity of
loss and exposure at defauit factors; and management's current assess-
ment of factors that may have affected the condition of the portfolic.

While the total general allowance is established through a step-
by-step process that considers risk arising from specific segments of
the portfolio, the resulting total general allowance is available to
absorb all incurred losses in the loan portfolio that have not been
specifically provided for.

The general allowance for credit losses is recorded as a reduction
of loans in the Consolidated Balance Sheet.

of loans

Transfers of loans to unrelated parties are treated as sales provided
that control over the transferred loans has been surrendered and
consideration other than beneficial interests in the transferred loans
has been received in exchange. If these criteria are not satisfied, then
the transfers are treated as financing transactions. !f treated as sales,
the loans are removed from the Consolidated Balance Sheet and a
gain or loss is recognized in income immediately based on the
carrying value of the loans transferred, allocated between the assets
sold and the retained interests in proportion to their fair values at the
date of transfer. The fair values of loans sold, retained interests and
recourse liabilities are determined using either quoted market prices,
pricing models which take into account management’s best estimates
of key assumptions such as expected losses, prepayments and
discount rates commensurate with the risks involved, or sales of
similar assets. Where the Bank continues to service the loans sold, a
servicing liability or asset is recognized and amortized over the serv-
icing period as servicing fees.

Retained interests in securitizations that can be contractually prepaid
or otherwise settled in such a way that the Bank would not recover
substantially all of its recorded investment are classified in investment
securities in the Consolidated Balance Sheet. Such retained interests are
tested regularly for other-than-temporary impairment. When there has
been an adverse change in the expected cash flows and the fair value of
such retained interests is less than the carrying value, the retained
interest’s carrying value is reduced to that fair vaiue by a charge to securi-
tization revenues in the Consolidated Statement of Income. Other
retained interests are classified and accounted for as loans.

For securitizations of loans, gains anid losses on sale and servicing
fee revenues are reported in other income = securitization revenues
in the Consolidated Statement of income. Where a servicing liability
or asset is recognized, the amount is recorded in other liabilities or
other assets in the Consolidated Balance Sheet.

For the sale of performing loans (other than by way of securitiza-
tion), which is one of the Bank's credit risk management strategies, gains
and losses are reported in other income — other, Gains and {osses on
sales of impaired loans are reported in the provision for credit losses in
the Consolidated Statement of Income.

The Banks potentlal liability under acceptances is reported as a liability
in the Consolidated Balance Sheet. The Bank has equivalent claims
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against its customers in the event of a call on these commitments,
which are reported as an asset. Fees earned are reported in other
income - credit fees in the Consolidated Statement of Income.

o
Land, Bl

Land is carned at cost Burldmgs equipment and computer software,
and leasehold improvements are carried at cost less accumulated
depreciation and amortization. Depreciation and amortization are
calculated using the straight-line method over the estimated useful
life of the related asset as follows: buildings — 40 years, equipment
and computer software — 3 to 10 years and leasehold improvements ~
term of lease. Prior to November 1, 2003, computer software was
expensed as incurred. This change was made following the CICA’s
elimination of industry practice as a source of GAAP and did not have
a material impact on the Bank’s results of operations for fiscal 2004.

Net gains and losses on disposal are included in other income - other,
in the Consolidated Statement of income, in the year of disposal.

Goodw:ll is the excess of the purchase price paid over the fair value
of the net assets purchased in the acquisition of a subsidiary or a VIE
that is & business where the Bank is the primary béneficiary.

Goodwill and other intangible assets with indefinite useful lives
are not amortized, but are subject to impairment tests on at least an
annual basis. Goodwill is allocated to reporting units and any poten-
tial goodwill impairment is identified by comparing the carrying value
of a reporting unit with its fair value. If any potential impairment is
indicated, then it is quantified by comparing the carrying value of
goodwill to its fair value, calculated as the fair value of the reportmg
unit less the fair value of its assets and liabilities.

intangible assets, other than'goodwill, which do not have indefi-
nite useful lives are amortized on a straight-line basis over their
useful lives not exceeding 20 years. These intangible assets are
subject to an impairment test when events and circumstances indi-
cate the carrying amounts may not be recoverable. The amortization
of intangible assets is recorded in other non-interest expenses in the
Consolidated Statement of Income. :

Change in accountlng pohcy

Effective November 1, 2004, the Bank, as required, retroactively
adopted, with restatement of prior periods, a new pronouncement
issued by the CICA amending the accounting for certain financial
instruments that have the characteristics of both a liability and
equity. This pronouncement requires those instruments that must
or can be settled by issuing a variable number of the issuer’s

own equity instruments to be preéented as liabilities rather than

as equity.

This pronouncement affected $2 billion of Scotiabank Trust
Securities issued through BNS Capital Trust and Scotiabank Capital
Trust, and $250 million of preferred shares |ssued by Scotia Mort-
gage Investment Corporation. These instruments were retroactively
reclassified from non-controlling interest in subsidiaries and share-
holders’ equity, respectively, to capital instrument liabilities. As well,
for fiscal 2004 disbursements of $164 million (2003 - $182 million)
associated with these instruments were retroactively reclassified as
interest expense, whereas prior to fiscal 2005, such disbursements
were recorded as non-controlling interest in net income of
subsidiaries of $134 million (2003 - $120 million) and preferred divi-
dends of $23 million (2003 - $55 million), net of provision for
income taxes of $7 million (2003 - $7 million).

Furthermore, effective November 1, 2004, in accordance with
a new Canadian accounting pronouncement related to VIEs,
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$1.5 billion of Scotiabank Trust Securities were reclassified
prospectively to deposit liabilities in the Consolidated Balance Sheet
(see the above changes in accounting policy regarding the basis

of consolidation).

In all cases, there was no change to net income available to
common shareholders or earnings. per share. As well, the Bank's
regulatory capital ratios were not affected, as the Bank's innovative
Tier 1 capital instruments remain eligible as Tier 1 capital for regule-
tory purposes. '

The Bank fol’ows the asset and habilxty method of accounting for
corporate income taxes. Under this.method, future tax assets and
liabilities represent the cumulative amount of tax applicable to
temporary differences between the carrying amount of the assets and
liabilities, and their values for tax purposes. Future tax assets and
liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those
temporary differences are expected 1o be recovered or settled.
Changes in future income taxes related to a change in tax rates are
recognized in income in the period in which the tax change was
enacted or substantively enacted.

Future tax assets and liabilities are included in other assets and
other liabilities in the Consolidated Balance Sheet.

Derivat :
Denvatlve instruments are fmanoal contracts whose value is derived
from interest rates, foreign exchange rates or.other financial or
commuodity indices. Most derivative:instruments can be character-
ized as interest rate contracts, foreign exchange.and gold contracts,.
commaodity contracts, equity contracts or credit contracts. Derivative
instruments are either exchange-traded contracts or negotiated
over-the-counter contracts. Exchange-traded derivatives include
futures and option contracts. Negotiated over-the-counter deriva-
tives include swaps, forwards and options,

The Bank enters into these derivative contracts for trading
purposes, as well as to manage its exposures, mainly to currency
and interest rate fluctuations, as part of the Bank’s asset/liability
management. Trading activities are undertaken to meet the needs of
the Bank's customers, as well as for the Bank's own account to
generate trading income,

Trading derivatives are carried at their fair values [refer to Note
23(d)]. The determination of the fair value of trading derivatives
includes consideration, on a portfolio basis, of customer credit risk
and ongoing direct costs over the life of the instruments. The gains
and losses resulting from changes in fair values are included in other
income - trading revenues in the Consolidated Statement of
Income. Unrealized gains and unrealized losses on trading deriva-
tives are reported separately in the Consolidated Balance Sheet as
trading derivatives’ market valuation.

Derivative instruments designated as "asset/liability manage-
ment” (non-trading) are those used to manage the Bank's interest
rate, foreign currency and other exposures. These include instru-
ments that meet specified criteria to be designated as hedges for
accounting purposes.

Effective November 1, 2003, the Bank adopted a new
accounting guideline for hedging relationships, issued by the CICA.
"This guideline establishes certain qualifying conditions for the use of

hedge accounting which are more stringent and formalized than
prior standards. The Bank formally documents all relationships
between hedging instruments and hedged items, as well as its risk
management objective and strategy for undertaking hedge transac-

TLHTENES

tions. This process includes linking all derivatives to specific assets
and liabilities on the Consolidated Balance Sheet or to specific firm
commitments or forecasted transactions. The Bank also formally
assesses both at the hedge’s inception, and on an ongoing basis,
whether the derivatives that are used in the hedging transactions
are highly effective in-offsetting changes in fair values or cash flows
of hedged items.

The Bank reassessed its hedging relationships as at November 1,
2003, which on transition resuited in an associated unrealized net loss
of $44 million from asset/liability management derivatives that did not
qualify for hedge accounting under the new criteria. This amount was
deferred in other assets in the Consolidated Balance Sheet, and is
being recognized in earnings as the original hedged items affect net
income. The adoption of this accounting guideline did not have a
material impact on the Bank’s results of operations for fiscal 2004.

Incorne and expenses on derivative instruments designated and
qualifying as hedges are recognized in the Consolidated Statement of
Income in the same period as the related hedged item. If a designated
hedge is no longer effective, the associated derivative instrument is.
subsequently carried at fair value. Assetfiiability management derivatives
that do not qualify for hedge accounting are carried at fair value in the
Consolidated Balance Sheet, and subsequent changes in their fair
value are recorded in the Consolidated Statement of Income as
foliows: interest rate-related contracts in net interest income; options‘
used in managing investment securities in net gain on investment
securities; and other derivative contracts in other income - other.
Accrued income and expenses, and deferred gains and losses are
included in other assets and other liabilities, as appropriate, in the

Consolidated Balance Shest.

Where the Bank manages its exposures using written credit
default swaps, these derivatives are carried at fair value with
changes in their fair value included in other income - other, in the
Consolidated Statement of Income. Where derivative instruments
are used to manage the volatility of stock-based compensation,
these derivatives are carried at fair value with changes in their fair
value included in salaries and embloyee benefits expense, in the
Consolidated Statement of Income.

Emplovee future benehits

The Bank provides pension and other future benefit plans for quali-
fied employees in Canada, the United States and other international
operations. Pension benefits are generally based on an employee’s
length of service and the final five years' average salary. Other
future benefits provided include post-retirement health care, dental
care and life insurance, along with post-employment benefits and
compensated absences.

The cost of these employee future benefits is actuarially determined
each year using the projected benefit-method prorated on service. The
calculation uses management's best estimate of a number of assump-
tions — including the long-term rates of investment return on plan assets,
future compensation, health care-costs, mortality, as well as the retire-
ment age of employees. The discount rate is based on market conditions
as at the calculation date. The expected return on plan assets is generally
based on a market-related value of plan assets, where gains or losses on
equity investments are recognized over three years; fixed income invest-
ments are recognized at market value. The Bank's main pension plan
uses a measurement date of August 31, while the other principal
employee future benefit plans use a July 31 date.

Past service costs, from plan amendments that impact previously
earned employee benefits, are amortized on a straight-line basis over the
estimated average remaining period to full benefit eligibility for active
employees. For the Bank’s principal pension plans, these periods range
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from 11 to 22 years. For principal other benefit plans, these periods range
trom 7 to 27 years. If the unrecognized net actuarial gain or loss is more
than 10% of the greater of the plan assets or benefit obligation at the
beginning of the year, the excess above this 10% threshold is generally
amortized over the estimated average remaining service period of
employees. For the Bank’s principal pension plans and principal other
benefit plans, these periods range from 11 to 22 years and from

7 to 27 years, respectively. A pension valuation allowance is recognized if
the prepaid benefit expense (the cumulative difference between pension
income/expense and funding contributions) is more than the Bank’s
expected future benefit.

The cumulative difference between pension income/expense and
funding contributions is included in other assets and other liabilities,
as appropriate, in the Consclidated Balance Sheet. The difference
between other future benefits expense and payments to qualified
plan members is included in other assets and other liabilities in the
Consolidated Balance Sheet.

wed comg ton

The Bank has stock option plans and other stock-based compensa-
tion plans for certain eligible employees and non-officer directors
that are described more fully in Note 15.

Employee stock options granted.after November 1, 2002, have
Tandem Stock Appreciation Rights (Tandem SARs),. which provide the
employee the choice to either exercise the stock option for shares, or to
exercise the Tandem SAR and thereby receive the intrinsic value of the
stock option in cash. Options with Tandem SARs are awards that may
call for settlement in cash and therefore, are recorded in other liabil-
ities in the Consolidated Balance Sheet. Changes in this liability,
which arise from fluctuations in the market price of the Bank's
common shares, are recorded in salaries and employee benefits
expense in the Consolidated Statement of Income on a graded
vesting basis. If an employee chooses to exercise the option, thereby
cancelling the Tandem SAR, both the exercise price and the accrued
liability are credited to common shares in the Consolidated Balance
Sheet,

The Bank’s other stock-based compensation plans are accounted
for in the same manner as stock options with Tandem SAR features.

The stock-based compensation expense is recognized evenly over an

applicable vesting period.

Stock options granted after November 1, 2002, to non-officer
directors do not have Tandem SAR features. These are expensed using
a fair-value-based method (Black-Scholes pricing model) and recorded
in other nen-interest expenses with a corresponding credit to
contributed surplus in the Consolidated Balance Sheet.

For stock options granted prior to November 1, 2002, the Bank
accounts for these options using the intrinsic method. Under this
method, the Bank does not recognize any compensation expense,
since the exercise price was set at an’amount equal to the closing price
on the day prior to the grant of thestock ogtions. When these stock
options are exercised, the proceeds received by the Bank are credited
10 common shares in the Consolidated Balance Sheet.

£
™
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2. Future accounting changes

The following summarizes future accounting policy changes that are
relevant to the Bank’s Consolidated Financial Statements subseguent
to October 31, 2005.

The CICA has issued three new standards: Financial instruments —
Recognition and Measurement, Hedges and Comprehensive Income.
These will be effective for the Bank on November 1, 2006, and
require the following:

Financial Instruments —~ Recognition and Measurement

All financial assets and liabilities wiil be carried at fair value in the
Consolidated Balance Sheet, except the following, which will be
carried at amortized cost: foans and receivables, certain securities
and non-trading financial liabilities. Realized and unrealized gains
and losses on financial assets and liabilities that are held for trading
will continue to be recorded in the Consolidated Statement of
Income. Unrealized gains and losses on financial assets that are held
as available for sale will be recorded in other comprehensive income
until realized, when they will be recorded in the Consolidated State-
ment of Income. All derivatives, including embedded derivatives that
must be separately accounted for, will be recorded at fair value in

-the Consolidated Balance Sheet,

" Hedges

In & fair value hedge, the change in fair value of the hedging deriva-
tive will be offset in the Consolidated Statement of Income against
the change in the fair value of the hedged item relating to the
hedged risk. In a cash flow hedge, the change in fair value of the
derivative to the extent effective will be recorded in other compre-
hensive income until the asset or liability being hedged affects the
Consolidated Statement of Income, at which time the related
change in fair value of the derivative will also be recorded in the
Consolidated Statement of Income. Any hedge ineffectiveness will

be recorded in the Consolidated Statement of Income.

Comprehensive Income

Unrealized gains 'and losses on financial assets that will be held as
available for sale, unrealized foreign currency translation amounts
arising from self-sustaining foreign operations, and changes in the
fair value of cash flow hedging instruments, will be recorded in a
Statement of Other Comprehensive Income until recognized in the
Consolidated Statement of Income. Other comprehensive income
will form part of shareholders’ equity.

The transitional impact of these new standards is not yet deter-
minable as it is dependent on the Bank’s outstanding positions,
hedging strategies and market volatility at the time of transition.
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3. Securities
Remaining term to maturity 2005 2004
Within Three to One to Over spec;\fjig Carrying ; Carrying
As at October 31 (3 miltions) 3 months 12 months 5 years 5 years maturiyy value value
Investment securities:
Canadian federal government debt® $ 1606 % 103§ 1,41 $ 14 3 - 1$ 31341 % 1,658
Canadian provincial and municipal debt - 350 30 17 - - 397 384
U.S. treasury and other U.S. agencies 6 59 1,498 1,466 - 3,029 1,386
Other foreign governments 977 808 912 1,875 - 4,572 4,363
Bonds of designated emerging markets 28 - 105 459 - 592 708
Other debt 1,926 669 5,286 1,088 - 8,969 4,353
Preferred shares — - -3 ~ 679% 682 760
Common shares - - - - 1,910 1,910 1,964
Associated corporations - - — 5 162 167 141
Total 4,893 1,669 9,232 4,907 2,751 23,452 15,717
Trading securities™: _ . '
Canadian federal government debt 736 1,1‘,5‘2 2,403 1,554 - 5,845 5,452
Canadian provincial and municipal debt 1,011 489 965 2,113 - 4,578 2,923
U.S. treasury and other U.S. agencies 3 ) - 670 174 - 847 711
Other foreign governments 758 . 1,504 3,273 270 - 5,805 5,226
Common shares - - - - 25,494 25,494 21,447
Other 1,984 902 3,086, 1,238 218 7,438 7,297
Total 4497 4,047 10,407 . 5,349 25,712. 50,007 43,056
Total securities $ 938 § 5716 $ 19639 . § 10,256 $ 28463 |{$ 73,459 : § 58773
Total by currency (in Canadian equivalent): . PR . o
Canadian dollar $ 4911 $-.2319 $ 6562 § 4335 - % 23207 i$ 41,3341 $ 34,200
U.S. doltar 1,929 © 706 8,531 | 4,273 5,006 20,445 14,528
Other currencies 2,545 2,691 4,546 . 1,648 . 250 11,680 10,045
Total securities $ 9, 385 -3 5 716 % 19,639, § 10256 § 28463 |$ 73,459 | $ 58773

(1) Includes securities retained by the Bank in connection with its morigage secumzauons The outstandmg balance of these mortgage-backed securities is $1,214 (2004 ~
nil} {refer to Note 4 (b))

Although these securities have no stated term, most provide the Bank with various means 10, retract or di spose of these shares on earlier dates.

Equity securities of associated corporations have no stated term, and as a result; haverbeen dassmed in xhe ‘No specific maturity” column.

Trading securities are carried at market va)ue

2)
3)
@

An analysis of unrealized gains and losses on investment securities is as follows:

2005 2004

Gross Gross  -Estimated Gross Gross Estimated

Carrying  unrealized  unrealized market Carrying unrealized unrealized market

As at October 31 (3 miilions) value gains losses value value gains losses value
Canadian federal government debt $ 3134 % 10 3% 18 $ 3,126} 31658 % - 3 - $1,658
Canadian provincial and municipal debt 397 - - 397 384 1 - 385
U.S. treasury and other U.S."agencies 3,029 - " 50 2,979 1,386 8 1 1,383
Other foreign governments 4,572 411 14 4,969 4,363 408 11 4,760
Bonds of designated emerging markets 592 286 - 878 708 360 2 1,066
Other debt 8,969 48 20 8,997 4,353 84 9 4,428
Preferred shares 682 21 9 694 760 31 11 780
Common shares 1,910 528 34 2,404 1,964 535 39 2,460
Associated carporations 167 - - 167 | 141 C - L - 141
Total investment securities $23,452 ¢ 1,304 $ 145 $24,611! $15717°'5 1,427 § 73 $17.,071

derivative instruments and other hedge amounts associated with
these securities is taken into account.

The net unrealized gain on investment securities of $1,159 million
(2004 - $1,354 million) decreases to a net unrealized gain of
$1,035 million (2004 - $1,048 million) after the net fair value of
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An analysis of net gain on investment securities is as follows;

For the year ended October 31 ($ milions) 2005 2004 2003
Realized gains § 5995 691 $ 492
Realized losses and impairment writedowns : 185 214 333
Net gain on investment securities 3 414 1§ 477 % 159
4. Loans
{a} Loans outstanding
The Bank’s loans, net of unearned income and the allowance for credit losses in respect of loans, are as follows™:
As at October 31 ($ millions) 2005 2004
Canada:
Residential mortgages $ 69,431 1§ 64,347
Personal and credit cards 30,122 26,296
Business and government 24,843 22,294
Securities purchased under resale agreements 11,683 11,450
136,079 | 124,387
United States:
Business, government and other 9,494 10,591
Securities purchased under resale agreements 6,052 3,174
15,546 13,765
Other International:
Personal lending 10,594 8,513
Business and government 28,411 24,543
Securities purchased under resale agreements 2,844 3,256
41,849 36,312
193,474 174,464
Less: allowance for credit losses 2,469 2,696
Total? $ 191,005 | $ 171,768

(1) Geographic segmentation of assets is based upon the location of the ultimate risk of the underlying assets.

(2) Loans denominated in U.S. doliars amount to $35,560 (2004 - $30,590) and loans denominated in other foreign currencies amount to $22,466 (2004 — $20,753).

(b} Sales of lvans through securitizations

The Bank securitizes residential mortgages through the creation of
mortgage-backed securities. The net gain on sale of the mortgages
resulting from these securitizations is recognized in securilization
revenues in the Consclidated Statement of Income. The key
weighted-average assumptions used to measure fair value at the

dates of securitization were a prepayment rate of 15.2% (2004 ~
15.6%; 2003 - 14.3%), an excess spread of 1.2% (2004 - 1.2%;
2003 - 1.4%), and a discount rate of 3.8% (2004 - 4.2%, 2003 -
4.3%). No credit losses are expected as the mortgages are insured.
The following table summarizes the Bank’s sales.

For the year ended Cctober 31 ($ millions} 2005 2004 2003
Net cash proceeds'” $ 215313 3514 § 2443
Retained interest 66 106 89
Retained servicing liability (14) (23) (16)

2,205 3,597 2,516
Residential mortgages securitized 2,161 3,537 2,467
Net gain on sale $ 44 | S 60 S 49

(1) Excludes insured morigages which were securitized and retained by the Bank of $1,452 (2004 and 2003 - nif). These assets are classified as investment securities and

have an outstanding balance of $1,214 (2004 and 2003 ~ nib) {refer to note 3).
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The key assumptions used in measuring the fair value of the retained interests for mortgages securitized and the sensitivity of the current fair
value of retained interests to @ 10% and 20% adverse change to these assumptions are as follows:

As at October 31 (§ millions) . 2005 2004
Carrying value of the retained interest ($) 212 209
Fair value of the retained interest ($) 216 222
Weighted average life (in years)ﬁ ' 3 . 4
Prepayment rate (%) 14.8 14.5
Impact on fair value of a 10% adverse change ($) (5) 0!
impact on fair value of a 20% adverse change ($) (9 (14)
Residual cash flow annual discount rate (%) 3.3-4.2 3.0-45
Impact on fair value of a 10%. adverse change ($) M (@)
Impact on fair value of a 20% adverse change ($) (3) 4)
Excess spread (%) T 1.2 1.3
Impact on fair value of a 10% adverse change ($) (20 (20)
Impact on fair value of a 20% adverse change (§) {39) (40)

The sensitivity measures above are hypothetical and should be used
with caution. Other sensitivity estimates should not be extrapolated
from those presented above since the relationship between the
change in the assumption to the change in fair value is not linear.

the fair value of the retained interests is calculated without
changing any other assumption; however, the factors are not inde-
pendent and the actual effects could be magnified or counteracted
from the sensitivities presented.

in addition, changes in a particular assumption and the effect on

Information on total securitized loan assets' is summarized as follows:

2005 2004 2003
Qutstanding  Impaired and Net credit Outstanding  Impaired and Net credit Outstanding impaired and Net credit
securitized other past due losses for securitized  other past due losses for securitized  other past due losses for
loans as at loans as at  the year ended toans as at loans as at  the year ended loans as at ioans as at  the year ended
(§ millions} October 31 October 31 October 31 Cctober 31 October 31 October 31 October 31 October 31 QOctober 31
Mortgages $ 7,801 % - 3 -1 % 7523 % - 3 - $ 5248 S - 3 -
Personal and
credit cards 809 4 2 1,318 5 5 2,417 12 16
Total $ 8610 § 4 § 2 3 8842 3§ 5 3 5 $ 7665 S 12 $ 16
(1) Excludes insured mortgages which were securitized and retained by the Bank [refer to Note 3].
5. impaired loans and alicwancge for credit losses
{a} impaired loans
2005 2004
) Speciiic
As 3t October 31 (§ miilions) Gross'"! allowance™? Net Net
By loan type: .
Residential mortgages $ 264 § (106) i$ 158 % § 96
Personal and credit cards 366 (356) 10 39
Business and government 1,190 (677) 513 744
Total . ' 7§ 1820 § (1,139 1S 6811 879
By geography:
Canada ‘ $ 188 1 % 144
United States 249 442
Other International ) 244 293
Total : ' T $ 681 $ 879

(1) Gross impaired loans denominated in U.S. dollars amount to $612 (2004 - $940) and those denominated in other foreign currencies amount to $674 (2004 ~ $779).
(2} The specific aliowance for impaired loans evaluated on an individual basis amounts to $681 (2004 ~ 1865}, ’

{3) Impaired loans without an allowance for credit losses against individual loans totalled $151 (2004 - $110).

(4) Average balance of gross impaired loans totalled $1,939 (2004 - $2,989).
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{b} Allowance for credit losses

Specific Generai
As at October 31 (§ millions) allowance allowance 2005 2004 2003
Balance at beginning of year $ 1,329 % 1,375 1% 2,704 15 3580 § 3848
Presented with securities™ - - - (363) -
Write-offs? (650) - (650) (982) (948)
Recoveries 205 - 205 158 164
Provision for (reversal of) credit losses 275 (45) 230 390 893
Cther, including foreign currency adjustment (14)* — (14) (79) (377)
Balance at end of year® $ 1,145 $ 1,330 i$ 2475 $ 2,704 $ 3,580

M

(73
3)
@)

6.

Effective November 1, 2003, the country risk allowance related to investment securities is no longer disclosed as part of the aliowance for credit fosses, but continues to

be deducted from investment securities.

Write-offs of loans restructured during the year were $18 (2004 - $10; 2003 - $40).

Includes $59 on acquisition of Banco de Comercio S.A. de C.V,, El Salvador,

As at October 31, 2005, $6 (October 31, 2004 ~ $8; October 31, 2003 - nil) has been recorded in other liabilities.

Yariable interest entities

Effective November 1, 2004, the Bank adopted a new accounting guideline, which requires' prospective ‘consolidation of variable interest enti-
ties (VIEs) by the primary beneficiary [refer to Note 1]. The following table provides information about VIEs that the Bank consolidated and
other VIEs in which the Bank has a significant variable interest but is not the primary beneficiary. A significant variable interest is considered
to exist where the Bank absorbs or receives between 10% and 50% of the VIE's expected losses, expected residual returns, or both.

P
LN

solidated vits™

Total
As at October 31, 2005 {$ millions) assets
Muiti-seller conduits that the Bank administers™ $ 4,722
Funding vehicles® 824
Other® 750
o Bans

Maximum
Total exposure

As at October 31, 2005 (3 millions) assets to loss®
Multi-seller conduits that the Bank administers® $ 4,08 § 4712
Funding vehicles 1,608 -
Structured finance entities® 2,076 1,239
Collateralized debt obligation entities” 1,404 375
Other 486 91

(a) The assets supporting the obligations of these consolidated VIEs

~o-

as at October 31, 2005 are as follows: cash and non-interest
bearing deposits with banks of $128 million; residential mort-
gage loans of $763 million; investment securities of $5,309
million; and other assets of $96 million. In general, the investors
in the obligations of consotidated VIEs have recourse only to the
assets of those VIEs and do not have recourse to the Bank
except where the Bank has provided a guarantee to the
investors or is the counterparty to a derivative transaction
involving the ViE.

The Bank administers multi-seller commercial paper conduit
programs, which involve the purchase of assets by conduit vehi-
cles from outside parties funded by the issuance of asset-backed
commercial paper. The sellers continue to service the assets and
absorb first losses for their portion of the programs. The Bank
has no rights to these assets as they are available to support the
obligations of the respective programs, but manages for a fee
the commercial paper selling programs. As well, in some
instances the Bank is counterparty to derivative contracts with
these conduit programs and provides them with a large portion
of their backstop liquidity and partial credit enhancement facili-

. ties. As at October 31, 2005, the conduit programs had

commitments of $4,243 million to purchase securities in
the future.
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The Bank uses special purpose entities to facilitate cost-efficient
financing of its own operations. Activities of these entities are
generally limited to holding a pool of assets or receivables from
the Bank used to finance distributions to their investors. Prior to
the adoption of this new accounting guideline, the Bank consol-
idated all of these funding vehicles. =~ .

This includes special purpose entities used to assist corporate
clients in accessing cost-efficient financing. Generally, both the
Bank and the client invest in such entities with the proceeds
used to make loans to corporations affiliated with

the client.

The Bank’s maximum exposure to loss represents the notional
amounts of guarantees, liquidity facilities, and other credit
support relationships with the VIE, the credit risk amount for
certain derivative contracts with the entities, and the amount
invested where the Bank holds an ownership interest in the VIE,
The Bank has recorded $1,669 million of this exposure, primarily
its ownership interest in the VIEs, on its Consolidated Balance
Sheet as at October 31, 2005.

The Bank holds an interest in VIEs structured to match specific
investor requirements. Loans or credit derivatives are held by the
VIEs to create security offerings for investors that match their
investment needs and preferences.




7. Land, bulldings and eguipment

OLIDATED FINANCIAL STATEMENTS.

2005 2004

Accumulated Net Net

depreciation & book book

As at October 31 (§ millions) Cost amortization value value
Land $ 247 - 247 236
Buildings 1,417 400 1,017 1,005
Equipment and computer software 2,464 1,987 477 447
Leasehold improvements 700 ‘507 193 184
Total $ 4,828 2,894 1,934 1,872

Depreciation and amortization in réspect of the above buildings, equipment and computer software, and leasehold improvements for the

year amounted to $173 million (2004 - $189 million; 2003 ~ $208 million).

8. Goodwill and other intangible assets

Gt g
The changes in the carrying amount of goodwill by main operating segment are as follows:
: international Scotia
As at Octeber 31 ($ millions) Banking Capital 2005 2004 2003
Ralance at beginning of year 135§ M 261 270 299
Acquisitions 143 84 227 - 76
Impairment - -~ - - -
Adjustment to goodwill - - - - 95y
Effects of foreign exchange and other- 10 - S = - 10- (9) (10)
Balance at end of year 288 % 95~ 498 261 270
ible assets
Gross

carrying Accumulated 2005 2004 2003
As at October 31 (3 miliions) amount amortization Net Net Net
Intangible assets: 421§ - 186 235 240 - 284

intangible assets are comprised primarily of core deposit intangibles. The aggregate amortization expense for the year ended October 31,

2005, was $29 million {2004 - $27 million; 2003 - $29 million).

(1) In prior years, the Bank recognized income tax benefits (2004 - $94; 2003 - §102), relating to pre-acquisition income tax loss carryforwards that had not been reflected
in the purchase price equation at the date of acquisition. These income tax benefits were applied first to decrease goodwill (2004 - nil; 2003 - $95) and then to reduce

intangible assets (2004 - $18; 2003 - §7).

&, Other assets

As at October 31 (§ miilions) 2005 2004
Accrued interest 1,561 1,608
Accounts receivable 1,016 1,020
Future income tax assets (Note 16) 1,295 1,055
Other 3,319 4,176
Total 7,191 7,859
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CONSOLIDATED

10, Deposits

Payable Payable Payable on

on demand after notice a fixed date 2005 2004
As at October 31 ¢$ millions) Interest-bearing  Non-interest-bearing

Personal ' $ 1,654 $ 1,330 $ 30,444 $ 50,525 $§ 83,953 $ 79,020
Business and government® 11,498 7,180 12,611 78,'100 109,389 94,125
Banks 98 221 855 22,929 24,103 22,051
Total 13,250 8,731 43,910 151,554 217,445 195,196

Recorded in: L '
Canada . 154,297 136,949
United States 9,778 9,592
Other Internationel 53,370 48,655
Total® ‘ B $217,445 $195,196

(1} Includes deposits by Scotiabark Capital Trust of $1,500 (2004 - nil). Prior to November 1, 2004, the Bank consolidated Scotiabank Capital Trust, and the Trust's liabilities
were recorded as capital instrument liabilities [refer to Note 1 and Note 13].
(2) Deposits denominated in U.S. dollars amount to $51,220 (2004 ~ $49,923) and deposits denominated in ather foreign currencies amount to $33,095 (2004 - $29,193).

11, Other Habilities

As at Qctober 31 (3 millions) 2005 2004
Accrued interest $ 1876 $ 2,107
Accounts payable and accrued expenses ‘ 3,353 3,280
Deferred income : ‘ 322 341
Other liabilities of subsidiaries and VIEs® 5,969 | 919
Gold and silver certificates ‘ 2,711 ¢ 2,018
Future income tax liabilities (Note 16) ’ 62 56
Other ‘ ' 6,501 7.012
Total ' : $ 20,7941 $ 15,733

(1} Excludes deposits and capital instrument liabilities.

12. Subordinated debentures

These debentures are direct, unsecured obligations of the Bank and are subordinate to the claims of the Bank's depositors and other credi-
tors. The Bank, where appropriate, enters into interest rate and cross-currency swaps to hedge the related risks. The outstanding debentures
as at October 31 were:

As at October 31 (§ millions)

Maturity date Interest rate (%) Terms™ (currency in millions) 2005, 2004
September 2008 6.25 US $250 $ 295 $ 305
February 2011 7.4 Redeemable at any time. After February 8, 2006,
interest will be payable at an annual rate egual
to the 90-day bankers' acceptance rate plus 1% 300 300
July 2012 6.25 Redeemable at any time, After July 16, 2007, interest
will be payable at an annual rate equal to the 20-day
bankers’ acceptance rate plus 1% _ o 500 500
July 2013 565 Redeemable at any time. After July 22, 2008,
interest will be payable at an annual rate :
equal to the 90-day bankers’ acceptance rate p!us 1% 425 425
September 2013 83 Redeemable at any time 250 250
May 2014 575 Redeemable at any time, After May 12, 2009, interest ;
: will be payable at an annual rate equal to the 90-day
a bankers’ acceptance rate plus 1% ' 325 325
June 2025 89 ‘ Redeemable at any time 250 250
August 2085 Floating US $214 bearing interest at a floating rate of the
offered rate for six-month Eurodoliar deposits plus .
0.125%. Redeemable on any interest payment date 252 260
$ 2,597 $ 2,615

The aggregate maturities of the debentures are as follows ($ millions): :
Less than 3 years $ 295

From 3 to 5 years -
From 5 to 10 years 1,800
Over 10 years 502

$ 2,597

(1) In accordance with the provisions of the Capital Adequacy Guideline of the Superintendent, all redemptions are subject to reguiatory approval.
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13, Capite! instrument liabiiities

Capital instrument liabilities are financial instruments, which can be settled at the Bank's option by issuing a variable number of the Bank’s
own equity instruments. These instruments, including the securities issued by Scotiabank Capital Trust that are not reflected as capital instru-
ment liabilities in the Consolidated Balance Sheet in 2005, as a result of the prospective deconsolidation of Scotiabank Capital Trust effective
November 1, 2004, [refer to Note 1 and Note 10] remain eligible as Tier 1 capital for regulatory purposes.

As at October 31 {§ millicns) - 2005 2004
Preferred shares issued by Scotia Morfgage Investment Corporation $ 250] % 250
Scotiabank Trust Securities — Series2000-1 issued by BNS Capital Trust® 500 500
Scotiabank Trust Securities — Series 2002-1 issued by Scotiabank Capital Trust - 750
Scotiabank Trust Securities - Series 2003-1 issued by Scotiabank Capital Trust® - 750

' $ 750f $ 2,250

(a) Scotia Mortgage Investment Corporation, a wholly-owned
-subsidiary of the Bank, issued Class A Preferred Shares which are
entitled to non-cumulative preferential cash dividends, if and
when declared, payable semi-annually in an amount per share of
$32.85. With regulatory approval, on or after October 31, 2007,
Class A Preferred Shares may be redeemed in whole by the
payment of cash by Scotia Mortgage Investment Corporation or,
at the option of the Bank, exchanged for a variable number of
common shares based upon an average of the Bank's common
share price near the redemption date. On or after October 31,
2007, the Class A Preferred Shares will be exchangeable at the
option of the holder into a variable number of common shares
based upon an average of the Bank’s common share price,
subject to the right of the Bank prior to the exchange date to
purchase for cash or find substitute purchasers for such shares.
‘Under certain circumstances the Class A Preferred Shares of Scotia

" Mortgage Investment Corporation will be automatically
exchanged, without the consent of the holder, into Series Z Non-
cumulative Preferred Shares of the Bank which would bear the
same dividend rate and similar redemption features [refer to Note
14 - Restrictions on dividend payments].

{p) On April 4, 2000, BNS Capital Trust, a wholly-owned closed-end
trust, issued 500,000 Scotiabank Trust Securities — 2000-1 (“Scotia
BaTS"). Each Scotia BaTS is entitled to receive non-cumulative fixed
cash distributions payable.semi-annually in an amount per Scotia
BaTsS of $36.55. With regulatory approval, these securities may be
redeemed in whole by the payment of cash prior to June 30, 2005,
upon the occurrence of certain tax or regulatory capital changes, or
on or after June 30, 2005, at the option of BNS Capital Trust. On
or after June 30, 2011, the Scotia BaTS may be exchanged, at the
option of the holder and subject to certain prior rights of the Bank,
into Non-cumulative Preferred Shares Series Y of the Bank. These’
Non-cumulative Preferred Shares Series Y would pay a dividend
rate equivalent to the cash distribution rate of the Scotia BaTs.
Under certain circumstances, the Scotia BaTS would be automati-
cally exchanged without the consent of the holder, into Non-cumu-
lative Preferred Shares Series Y of the Bank [refer to Note 14 —~
Restrictions on dividend payments]. In all circumstances, the Non-
cumulative Preferred Shares Series Y are exchangeeble at the
option of the holder into a variable number of common shares of
the Bank based upon an average of the Bank’s common share price,
subject to regulatory approval, and certain prior rights of the Bank.

(¢) On April 30, 2002, Scotiabank Capital Trust, 'a wholly-owned
open-end trust, issued 750,000 Scotiabank Trust Securities —~
Series 2002-1. These securities are entitled to receive non-cumu-
lative fixed cash distributions payable semi-annually in an
amount of $33.13 per security. The first such payment was
made on June 30, 2002, in an amount of $11.07. With

regulatory approval, these securities may be redeemed in whole
by the payment of cash prior to June 30, 2007, upon the occur-
rence of certain tax or regulatory capital changes, or on or after
June 30, 2007, at the option of Scotiabank Capital Trust. The
holder has the right at any time to exchange their security into
Non-cumulative Preferred Shares Series W of the Bank. The
Series W shares will be entitled to cash dividends payable semi-
annually in an amount of $0.53125 per $25.00 share. Under
certain circumstances, these trust securities would be automati-
cally exchanged without the consent of the holder, into Non-
cumulative Preferred Shares Series X of the Bank. The Series X
shares will be entitied to non-cumulative cash dividends payable
semi-annually in an amount of $0.70 per $25.00 share [refer to
Note 14 - Restrictions on dividend payments]. Both the Non-
cumulative Preferred Shares Series W and the Non-cumulative
Preferred Shares Series X are exchangeable at the option of the
helder into a variable number of common shares of the Bank
based upon an average of the Bank’s common share price,
subject to regulatory approval, and certain prior rights of the Bank.
On November 1, 2004, the Bank deconsolidated Scotiabank
Capital Trust and these liabilities were reclassed to deposits
frefer to Note 1 and Note 10).

On February 13, 2003, Scotiabank Capital Trust issued 750,000
Scotiabank Trust Securities — Series 2003-1. These securities are
entitled to receive non-cumulative fixed cash distributions payable -
semi-annually in an amount of $31.41 per security. The first such
payment was made on June 30, 2003, in an amount of $23.58.
With regulatory approval, these securities may be redeemed in
whole by the payment of cash prior to June 30, 2008, upon the
occurrence-of certain tax or regulatory capital changes, or on or
after June 30, 2008, at the option of Scotiabank Capital Trust. The
holder has the right at any time to exchange their security into

" Non-cumulative Preferred Shares Series U of the Bank. The Series U

shares will be entitled to cash dividends payable semi-annually in
an amount of $0.50 per $25.00 share. Under certain circum-
stances, these trust securities would be automatically exchanged
without the consent of the holder, into Non-cumulative Preferred
Shares Series V of the Bank. The Series V shares will be entitled to
non-cumulative cash dividends payable semi-annually in an
amount of $0.61250 per $25.00 share [refer to Note 14 — Restric-
tions on dividend payments]. Both the Non-cumulative Preferred
Shares Series U and the Non-cumulative Preferred Shares Series V
are exchangeable at the option of the holder into a variable
number of common shares of the Bank based upon an average of
the Bank’s common share price, subject to regulatory approval,
and certain prior rights of the Bank. On November 1, 2004, the
Bank deconsclidated Scotiabank Capital Trust and these liabilities
were reclassed to deposits {refer to Note 1 and Note 10].
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14, Capital stock

Authorized:
An unlimited number of preferred and common shares without nominal or par value.
Issued and fully paid:

2005 2004" _2003®
As 3t October 31 ($ mitlions) Number of shares Amount Number of shares Amount Number of shares Amount
Preferred shares: ’
Series 12 12,000,000 § 300 12,000,000 $ 300 12,000,000 $ 300
Series 13 12,000,000 300 - - - -
Total preferred shares 24,000,000 § 600 12,000,000 § " 300 12,000,000 $ 300
Common shares:® ’
Qutstanding at beginning of year 1,008,505,580 $ 3,228 | 1,010,705,772  $3,140 1,008,243,800 $ 3,002
Issued under Shareholder Dividend ‘
and Share Purchase Plan® 154,168 6 178,021 6 143,400 4
Issued under Stock Option Plans (Note 15) 6,423,684 117 6,760,287 1M1 10,612,772 159
Issued for acquisition of a subsidiary 1,195,294 49 - - - -
Purchased for cancellation® (26,096,600) (84) (9,138,500) (29) (8,294,200) (25)
Qutstanding at end of year 990,182,126  $3,316 | 1,008,505580 §3,228 1,010,705,772  $ 3,140
Total capital stock $3,916 $ 3,528 $ 3,440

(1) Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and iiability instruments.

(a) Series 12 Non-cumulative Preferred Shares are entitled to non-
cumulative preferential cash dividends payable quarterly in an
amount per share of $0.328125. With regulatory approval, the
shares may be redeemed by the Bank at par on or after October
29, 2013, in whole or in part, by the payment in cash of $25.00
per share, together with declared and unpaid dividends to the
date then fixed for redemption.

Series 13 Non-cumulative Preferred Shares, issued on March 15,
2005, are entitled to non-cumulative preferential cash dividends
payable quarterly in an amount per share of $0.30. The initial
dividend, paid July 27, 2005, was $0.4405 per share. With regu-
latory approval, the shares may be redeemed by the Bank on or
after April 28, 2010, at $26.00 per share, together with declared

_and unpaid dividends to the date then fixed for redemption, and
thereafter at annually dedlining premiums until April 28, 2014,
following which no redemption premium is payablg.

(0 On April 28, 2004, the Bank paid a stock dividend of one
common share for each of its issued and outstanding common
shares to common shareholders of record at the dose of busi-
ness on April 6, 2004. The effect is the same as a two-for-one
stock split of its common shares. Comparative amounts
presented in these consolidated financial statements relating to
the number of common shares and options, as well as all per
share amounts, have been retroactively adjusted.
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(d) As at October 31, 2005, 22,134,489 common shares have been .

reserved for future issue under the terms of the Shareholder
Dividend and Share Purchase Plan.
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(&) In January 2005, the Bank initiated a new normal course issuer
bid to purchase up to 50 million of the Bank’s common shares.
This represents approximately 5 per cent of the Bank’s
outstanding common shares. The bid will terminate on the
earlier of January 5, 2006, or the date the Bank completes its
purchases. During the year ended October 31, 2005, 26.1 million
shares (2004 - 9.1 million shares; 2003 - 8.3 million shares) were
purchased at an average price of $40.51 (2004 - $34.96; 2003 -

. $27.31).

Restrictions oo dhidend pavments
Under the Bank Act, the Bank is prohibited from declaring any divi-
dends on its common or preferred shares when the Bank is, or would
e placed by such a declaration, in contravention of the capital
adeguacy, liquidity or any other regulatory directives issued under the
Bank Act. In addition, common share dividends cannot be paid
unless all dividends to which preferred shareholders are then entitled
to have been paid or sufficient funds have been set aside to do so.
Further, dividends cannot be declared if the total of all dividends
dedlared in that year would exceed the éggregaté of the Bank's net
income to that date and its net income for the preceding two
financial years, unless the Superintendent’s approval is obtained.

In the event that applicable cash distributions on any of the
Scotiabank Trust Securities [refer to Note 13 Capital instrument
liabilities] are not paid on a regular distribution date, the Bank has
undertaken not to declare dividends of any kind on its preferred or
common shares. Similarly, should the Bank fail to declare regular
dividends on any of its directly issued outstanding preferred or
common shares, cash distributions will also not be made on any of
the Scotiabank Trust Securities.

Currently, these limitations do not restrict the payment of
dividends on preferred or common shares.
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15. Stock-based compensation
{a} Stock option plans

Under the terms of the Employee Stock Opticn Plan, options to
purchase common shares may be granted to selected employees at
an exercise price not less than the closing price of the Bank’s
common shares on the Toronto Stock Exchange (TSX) on the day
prior to the date of the grant. As well, the exercise price must not be
less than the volume weighted average price on the TSX for the ﬁve
trading days immediately preceding the grant date. Employee
stock options granted after Névember 1,72002, have Tandem Stock ™
Appreciation Rights (Tandem SARs), which provide the employee the . -
choice to either exercise the stock option for shares, o to exercise the
Tendem SAR and thereby receive the intrinsic value of the stock option in
cash. In addition, in fiscal 2003, Tandem SARs were retroactively. .
attached to the fiscal 2002 employee stock options. All other terms
and conditions relating to these 2002 stock options remained

unchanged. These 2002 stock options were out of the'money at the -
date of attachment. As a result, there was no impact on the Bank's -

stock-based compensatior expense on the-date-of retroactive
attachment of the Tandem SARs,

Options vest evenly over a four-year perlod and are exercisable no
later than 10 years after the date of the grant. Outstanding options
expire on dates ranging from June'3, 2006 to December 3, 2014. As

approved by the shareholders, a total of 114 million common shares
have been reserved for issuance under this plan of which 54.0 million
common shares have been issued as a result of the exercise of
options and 37.4 million common shares are committed under
outstanding options, leaving 22.6 million common shares available for
issuance :as options.

" . In 2001, a Directors’ Stack Option Plan was approved by the share-
holders. A'fotal of 800,000 common shares have been reserved for
issuance to non-officer directors under this plan. As of November 1,
2002, director stock options are expensed using a fair-value-based
method. As these options are fully exerciseble at the time of grant, the
ralr value of $0.5 million for the 76,000 stock options granted in fiscal
2003 was fully expensed in the 2003 fiscal year in other non-interest
expenses in the Consclidated Statement of Income. Currently, 224,000
(2004 - 257 150; 2003 - 282,000) options are outstanding at a
‘weighted average exercise price of $23.19 (2004 - $23.13; 2003 -
$22.94). In 2005, 33,150 of these options (2004 -~ 24,850; 2003 - nil)
were exercised at a weighted average exercise price 