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INDEPENDENT AUDITORS' REPORT

Ta the Members of
CORNERSTOME TRUST & MERCHANT BANK LIMITED

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Cornerstone Trust & Merchant
Bank Limnited {"thea Company”), set out on pages 5 to 71, which comprise the
staterment of financial position as at September 30, 2022, the statements of
profit or loss and other comprehansive income, changes in equity and cash
flows for the year then ended, and notes, comprising significant accounting
policies and other explanatory information

In our opinen, the accompanying financial statements give a true and fair
vigw of the financial position of the Company ag at September 30, 2022 and
of its financial performance and cash flows for the year then ended in
accordance with International Financal Reporting Standards (IFRS) and the
Jamaican Companies Act.

Basis for Opimion

We conducted our audit in accordance with International Standards on
Auditing (15As). Qur responsibilities under those standards are further
described in the Auditors’ Responsibiities for the Audit of the Financial
Statements section of our report. We are independent of the Company in
accordance with the International Ethics Standards Board for Accountants
Code of Ethics for Professional Accountants including International
Independence Standards (IESBA Code) and we have fulfiled our other ethical
responsibilities in accordance with the IESBA Code. We believe that the audit
avidence we have obtained is sufficient and appropriate to provide a basis for
QU CRIneon,
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INDEPENDENT AUDITORS' REPORT {Continued)

T tha Members of

CORNERSTONE TRUST & MERCHANT BANK LIMITED

Report on the Audit of the Financial Statements (Continued)

Responsibiiities of Management and Thase Charged with Governance for the
Financial Statements

Management is responsible for the preparation of financial statemeants that
give a trug and farr view in accordance with IFRS and the Jamaican
Companies Act, and for such internal control as management determines is
necessary 10 enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for
assessing the Company’s ability 1o continue as a going concern, disclosing,
as applicable, matters related to going concern and using the going concern
basis of accounting unless management either intends to liquidate the
Company or to cease opearations, of has no realistic alternative but 1o do so.

Those charged with governance are responsible tor overseeing the
Company's financial reporting process.

Auditors’ Responsibilitios for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the
financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issue an auditors” report that includas
our opinion. Beasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with 154As will always
detect a material misstatement whan it exists. Misstatemants can anse from
fraud or error and are considered material if, indnidually or in the aggregate,
they could reasonably be expected to influence the economic decisions of
users aken on the basis of these financial statements.

As part of an audit in accordance with 154s, we exercise professional
judgment and maintain professional scepticism throughouwt the audit. We
also:

= |dentify and assess the risks of material misstatement of the financial
statements, whether due to fraud or error, design and perform audn
procedures responsive 10 those risks, and obtain audit evidence that is
sufficient and appropriate 1o provide a basis for our opinion. The risk of
not detecting a matarial misstatement resulting from fraud is higher than
for one resulting from error, as fraud may involve coflusion, forgery,
intentional omissions, misfepresentations, or the override of internal
control,
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INDEPENDENT AUDITORS® REPORT (Continued)

To the Members of
COBMERSTOME TRUST & MERCHANT BAMK, LIMITED

Report on the Audit of the Financial Statements (Continued)

Auditors” Responsibilities for the Audit of the Financial Statements
fcontinuad)

As part of an audit in accordance with 15As, we exercise professional
judgment and maintain professional scepticism throughout the audit, We
also [continued):

= (Obtain an understanding of internal control relevant to the audit in order
io design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an cpinion on the effectiveness of the
Company’s internal control,

= Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made by
managemeant.

s« Conclude on the appropriateness of management’s use of the going
concern basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or canditions that
rmay cast significant doubt on the Company’s ability to continue as 8
going concern, It we conclude that a material uncertainty exists, we are
required to draw attention in our auditors’ report 1o the related
disclosures in the financial statements or, if such disclosures are
inadegquate, 1o modify our apinion. Cur conclusions are besed on the
audit evidence obtainad up to the date of our auditors” report. Howewver,
future events or conditions may cause the Company [0 cease 1o
conlinue as a going concern,

o Evaluate the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the financial
statements represent the underlying transactions and events in a
manner that achieves fair presentation,

We communicate with thoze charged with governance regarding, among
other matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal control that
we identify during our audit
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INDEPENDENT AUDITORS' REPORT (Continued)

To the Members of
CORMERSTONE TRUST & MERCHANT BANE LIMITED
Report on additional matters as required by the Jamaican Companies Act

We have obtained all the information and explanations which, to the best of
our knowledge and belief, were necessary for the purposes of our audt,

In our opinion, proper accounting records have been maintained, so far as
appears from gur examination of those records, and the financial statements,
which are in agreement therewith, given the information required by the
Jamaican Companies Act in the manner required.

[Pt

Chartered Accountants
Kingston, Jamaica

January 27, 2023



CORNERSTONE TRUST & MERCHANT BANK LIMITED

Statement of Profit or Loss and Other Comprehensive Income

Year ended September 30, 2022
fExpressed (n Jamalca dollars unless otherwise indicated)

Motes 2022 2021
£'000 £'000
Met interest income and other revenue
Interest income calculated using the effective interest
method
Interest income on investment and resale agreements 134,330 114,926
Interest income on loans and bank deposits 252,647 155,656
Ohher inferest income
[nterest income on leases 18,749 32,085
Total interest meome 405,726 302,667
Interest expense on deposits { O8,054) { 58379
Interest expense on securities sold under repurchase agreements (_20.923) {_14.4%)
Met interest income 286,749 229792
Met (loss)gain from financial assets at fair value through
profit or loss (FVTPL) ( 4,762) 8,227
Other revenue & 58,692 06,770
340,673 334,789
Non-interest expenses
Staff costs 7 (160,487) (208,345)
Impairment losses on financial assets { 15,019 [ 2,658)
Other 8 (115.803) (106,640)
(221,309) (117.643)
Profit before income tax 49,370 17,146
Income tax charge 9 (43.919) (13.034)
Net profit for the year 5431 4,042
Other comprehensive income
Unrealised {loss)/gain on investment securities
at fair value through other comprehensive income,
being total other comprehensive income,
met of tax 48,645 1676
Total comprehensive (loss)/income for the year (_43.194) s 08

The accompanying notes form an integral part of the financial statements.



CORNERSTOME TRUST & MERCHANT BANK LIMITED

Statement of Financial Position

September 30, 2022
{Erpressed in Jamaica dollars uniess otherwive indicated)

Notes 208 2021
5000 £'000
ASSETS
Cash resources
Statutory reserves with Bank of Jamaica 10{a) 245,590 280,617
Amounts due from banks and cash in hand 10{B) B3, 473 16684
1,051,063 797,301
Resale agreements 11 476,743 058,508
Investment securities 12 1,553,256 1,832,202
Loans receivable 13 3654 998 2,722,062
Met investment in finance leases 14 177,446 262041
Property, plant and equipment 15 46,152 21,968
Onher assels 16 817,360 239,173
Deferred tax asset 17 B5,058 20,162
Right-of-use assets 18 TBA53 4,006
Tax recovérable 9.146 .
Total assets 8,050,076 6,987,523
LIABILITIES
Customers’ deposits ] 2,684,327 2. 743,066
Other liabilities 20 252357 [ 1,560
Employee benefits obligation 22 19,027 26,933
Lease liabilities 18 83,331 55,897
Income tax payable - 17,170
Securities sold under repurchase agreement 21 534 358 214,018
Total liabilitics 3,573,400 2,467,653
EQUITY
Share capital 23 4 471, 500 3,471,500
Reserve fund 24 64,001 64,001
Retained camings reserve 25 65,000 63,000
Loan loss reserve 26 38386 20,852
Fair value reserve 27 {  41.034) 78611
Accumulated deficit (121,170 (118,094
Total equity 4 AT6676 19,870
Total liabilities and equity BO50,076 £9RT 23

ents on pages 5 1o 71 were approved for issue by the Board of Directors on January 27,
by behalf by:

Chairmean

2
ﬂk‘f"-r 7 Drirector

The accompanying notes form an integral part of the financial statements.




CORNERSTONE TRUST & MERCHANT BANK LIMITED

Statement of Changes in Equity
Year ended September 30, 2022

(Expressed in Jamaice dolfars unless otherwise indicated)

Balances at September 30, 2020

Total comprehensive income:
Profit for the vear
Oher comprehensive income:
Unrealized net paing on
IVESITent securities a1
FYOCL, net of expected
credit losses and tax

Total comprehensive income
for the year
Movenent befween reserves:
Transfer to loan loss
reserve (hote 26}

Balances at September 30, 2021

Total comprehensive income:
Profit for the vear
Other comprehensive income:
Unrealised net losses on
investment securities at
FVOLC], net of expected
credii losses and tax

Total comprebensive loss
for the vear
Muovement between reserves:
Transfer to loan loss
reserve (note 26)

Shares issued [note 23 {iii}]
Balances at Septem ber 30, 2022

The accompanying notes form an integral part of the financial statements.

Retaned  Loan

Share Reserve eamings  loss
capital _fund | peserve  peserve  peserve deficit  Total

5000

5'000 S'000 5000

Fair
value Accumulated

£'000 £°000 5000

{note 23) (note 24)  {nate 23} {note 26) (note 27}

3471500 64001 63000 16,705 5935  (109.039) 3,514,102
- - 4092 4,092
: 1,676 - 1676
2 : 1676 4082 5768
£ . 13,147 = CLLIeD =
SATLE00 64001 65000 298537 7611 (118.004) 2519870
- - 1451 5,451
= 2 3 (48.645) - {__ 48.643)
- - (48.643) _345] (_43.084)

" . X 8,534 - { 8534)
4471500 §4.001 63000 38386 (41.034) (1ILITT) 4476676



CORNERSTONE TRUST & MERCHANT BANK LIMITED

Statement of Cash Flows

Year ended Seprember 30, 2022
(Expressed fn Somaica dolfars unless otherwise inafcated)

otes

Cash Mows from operating activities

Prafit for the year

Adjustments for:
Depreciation 15,18
Impairment losses on financial instruments 3(a)
Amonisation of software |6
Interest income
Interest expense
Employes benefit expenses 22(h)
Income tax 9
Unrealised gain on foreign currency assets and liabilities

Changes in operating assets and labilities
Starutory reserves with central bank
Met investment i leases
Custemers' deposis, net
Securities sold under repurchase agreements, net
Loans, net
Daher assets
Crher liakilities

Employee benefits paid 22(b}
Interest received

Interest paid

Taxation paid

Met cash used in operafing activities
Cash Mows from investing aclivities

Investments, net
Purchase of property, plant and equipment 15

et cash provided by/Nused) in investing activities
Cush Mows from financing activity

[ssue of shares 2340
Payment of lease liabilities | 8{e1)

Met cash provided by/Nused) in financing activities

Effect of exchanpe rale changes on cash and cash
equivalems

Met decreast in cash and cash equivalkents for vear
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of vear 10c)

The accompanying notes form an integral part of the financial statements.

FLLEY,
5000

3431

21,320
15019
567

{ 405,726)
125,549
5,681
41919
(__2.903)
[ 191,12%)
35,027
55 486
{58739
20,835

[ Dd7.633)
{ 546274)
141,436

(1,460,987)

{ 1358T)

73 448
{119,121)
(__32.348)

(12252.397)

210,465
(133,069

75396

1,000,000
(__14.420)

_985.580

37,046
( 154,575)
1,584,767
1430132

2021
5000

4,092

13,423
2,658
110

{ 302,657)
72,878
26,513
13,054
(_15.102)
[ 184,424)
[ 1234585)
177,451
844,215
17,008
(1,446,728)
{ 161415)
_ 105,932

(671416}

302,668
{ 63,613)
o= )
(_432.391%

[ 3T9495)
780

(589,245}

(_12.245)
L 12.243)

— 20,633
(1,013,228)
2,597,995
L4767

]



CORNERSTONE TRUST & MERCHANT BANK LIMITED

Motes to the Financial Statements

Year ended September 30, 2022

(Expressed in Jamaica dollars unless otherwize indicated)

L. Identification

Comerstone Trust & Merchant Bank Limited (“the Company™), which is incorporated and domiciled
in Jamaica, is a 100% subsidiary of Comerstone United Holdings Jamaica Limited (“*CUHJIL" or
“parent company™'}. The registered office of the Company is located at 17 5t. Lucia Way, Kingston
5, Jamaica and its principal activities are accepting deposits and granting loans and finance leasing.

2. Licence and Regulation
The Company 15 licensed under the Banking Services Act (2014),

I, S

(a)

(b}

(c)

(d)

ent of complinnce and basis o aration
Statement of compliance:

The financial statements have been prepared in accordance with Intemational Financial
Reporting Standards (“IFRS")and the relevant provisions of the Jamaican Companies Act (“the
At

New and amended standards that became effective during the year:

Certain new and amended standards came into effect during the current financial year. The
Company has assessed them and has adopted those which are relevant fo its financial
statements. None of these have material changes to the amounts recognised or disclosed in the
financial statements.

Details of the Company’s accounting policies are included in note 4.

Basis of measurement;

The firancial statements are prepared on the historical cost basis, except for cenain investments
which are measured at fair value.

Functional and presentation currency:

Items included in the financial statements are measured using the currency of the primary
econemic environment in which the Company operates. The financial statements are presented
in Jamaica dollars, which is the Company's functional currency. Amounts are rounded to the
nearest thousand, unless ctherwise indicated.

Use of judgements and estimates:

The preparation of the financial statements in conformity with IFRS requires management 1o
make estimates and judgements that affect the selection of accounting policies and the reported
amounts of, and disclosures relating to, assets, liabilities, contingent assets and contingent
liabilities at the reporting date and the income, expenses, gains and losses for the period then
ended.



10

CORNERSTOME TRUST & MERCHANT BANK LIMITED

Motes to the Financial Statements (Continued)

seplember 30, 2022
(Exprexsed in Jamaica dollars wniess otherwise indicated)

i

Statement of compliance and basis of preparation (continued)
(d} Useof judgements and estimates (continued):

Actual amounts could differ from those estimates, The estimates and the assumptions
underlying them, are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period of the revision and future periods if the revision affects both current
and future periods. The critical judgements made in applying accounting policies and the key
areas of estimation uncertainty that have the most significant effect on the amounts recognised
in the financial statements, and or that have a significant risk of material adjustment in the next
financial period, are as follows:

(1)

{ii)

Judgemenis:

For the purpose of these financial statements, judgement refers to the informed
identification and analysis of reasonable alternatives, considering all relevant facts and
circumstances, and the well-reasoned, objective and unbiased choice of the altlemative
that is most consistent with the agreed principles set out in IFRS. The key relevant
judgements are as follows:

(1}

(2)

Classification of financial assets:

The assessment of the business model within which the assets are held and
assessment of whether the contractual terms of the financial asset are solely
payments of principal and interest (SPPI) on the principal amount outstanding
requires management to make certain judgements on its business operations.

Impairment of financial assets:

Establishing the criteria for determining whether credit risk on the financial asset
has increased significantly since initial recognition, determining methodology for
incorporating forward-looking information into measurement of expected credit
loss (ECL) and selection and approval of models used to measure ECL requires
significant judgement.

Key assumptions concerning the future and other sources of estimation uncertainty:

(1)

Allowance for impairment losses:

In determining amounts recorded for impairment of financial assets in the financial
statements, management makes assumptions in determining the inputs 1o be used
in the ECL measurement model, including incorporation of forward-looking
information. Management also estimates the likely amount of cash flows
recoverable on the financial assets in determining loss given default. The use of
assumptions make uncertainty inherent in such estimates,
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CORNERSTONE TRUST & MERCHANT BANK LIMITED

Motes to the Financial Statements (Continued)

{Expressed in Jamaica dollars unless ortherwise indicated)

September 30, 2022
3. fatem
{d)

i of compliance and basi Eion {continued)

Use of judgements and estimates (continued):

(ii) Key assumptions concerning the future and other sources of estimation uncertainty
{continued):

(2} Fairvalue of financial instrements

(3

In the absence of quoted market prices, the fair value of certain of the Company's
financial instruments was determined by surveying market participants to obtain
indicative prices.

Considerable judgement is required in interpreting market data to arrive at
estimates of fair value or in interpreting market data to amrive at estimates of fair
value or in selecting inputs for price estimation models, particularly singe pricing
inputs include data not observed in actual market transactions but indicative
information. Consequently, the estimates arrived at may be significantly different
from the actual price of the instrument in an arm’s length transaction.

[neome taxes:

Estimates are required in determining the provision for income taxes. There are
some transactions and calculations for which the ultimate tax determination is
uncertain during the ordinary course of business,

The Company recognises liabilities for anticipated tax issues based on estimates
of whether additional taxes will be due. It recognises deferred tax assets on
management’s assessment of the availability of future taxable profits against which
deductible temporary differences and tax losses carried forward can be utilized.
Where the tax outcome of these matters result in amounts that are different from
the amounts that are initially recorded, such differences will impact the income tax
and deferred tax provisions in the period in which such determination is made.

d, Significant accounting policics

The principal accounting policies applied in the preparation of these financial statements are set out
below and have been consistently applied to all the years presented unless otherwise stated.

{a}

Financial instruments — Classification, recognition and de-recognition, and measurement:

A financial instrument is any contract that gives rise to a financial asset of one entity and a
financial liability or equity instrument of another entity. In these financial statements, financial
assets comprise cash and cash equivalents, net investment in finance leases, resale agreements,

investment securities, and other assets. Financial liabilities comprise customers' deposits and

other liabilities and securities sold under repurchase agreements.
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CORNERSTONE TRUST & MERCHANT BANK LIMITED

Maotes 1o the Financial Statements {Continwed )
September 30, 2022

{Expressed in Jomalca dollars wnless arherwite fndicated)

4, Significant accounting policies (continued)

(@} Financial instruments = Classification, recognition and de-recognition, and measurement
{continued )

(e

(i}

Becognition and initial measurement

Financial instruments are classified, recognised and measured in accordance with the
substance of the terms of the contracts, as set out herein.

Other receivables and debt securities issued are initially recognised when they are
originated. All other financial assets and financial liabilities are initially recognised when
the Company becomes a party to the contractual provisions of the instrument.

A Financial asset (unless it 15 a receivable without a significant financing component) or
financial liability is initially measured at fair value plus, for an item not at FVYTPL,
transaction costs that are directly attributable to its acquisition or issue, A trade receivable
without a significant financing component is initially measured at the transaction price.

Classification and subscquent measurement

On initial recognition, a financial asset is classified as measured at: amortised cost, fair
value through other comprehensive income (FVOCT) - debt investment, FVOCI — equity
investment or fair value through profit or loss (FYTPL)

Financial assets are not reclassified subsequent to their initial recognition unless the
Company changes its business model for managing financial assets, in which case all
affected financial assets are reclassified on the first day of the first reporting period
Following the change in the business model.

A financial asset is measured at amortised cost if it meets both of the following conditions
and 1z not designated as at FWVTPL:

- it is held within a business model whose objective is to hold assets 1w collect

contractual cash flows; and
- its contractual terms give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding (SPPI).

A debt investment is measured at FVOCI if it meets both of the following conditions and
is not designated as at FVTPL:

it is held within a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and

- its contractual terms give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding (SPPL).

= |

dan |



CORMERSTONE TRUST & MERCHANT BANK LIMITED

Motes 1o the Financial Statements (Continued )

September 30, 2022
(Expressed in Jamaica dollars unless orherwise indicated)

4.  Significant accounting policies (continued)

(a) Financial instruments — Classification, recognition and de-recognition, and measurement
(continwed):

(ii}

Classification and subsequent measurement {continued)

All financial assets not classified as measured at amortised cost or FVOCT are measured
at FVTPL. On initial recognition, the Company may irrevocably designate a financial
asset that otherwise meets the requirements to be measured at amortised cost or at FVOCI
as at FVTPL if doing so eliminates or significantly reduces an accounting mismatch that
would otherwise arise.

Assessment whether contractual cash flows are solely payments of principal and interest:

The Company makes an assessment of the objective of the business model in which a
financial asset is held at a portfolio level because this best reflects the way the business
is managed and information is provided to management. The information considered
includes:

- the stated policies and objectives for the portfolio and the operation of those policies
in practice. These include whether management's strategy focuses on earning
contractual interest income, maintaining a particular interest rate profile, matching
the duration of the financial assets to the duration of any related liabilities or expected
cash outflows or realising cash flows through the sale of the assets;

- how the performance of the portfolio is evaluated and reported 1o the Company’s
management;

- the risks that affect the performance of the business model {and the financial assers
held within that business model) and how those risks are managed.

- how managers of the business are compensated — e.g. whether compensation is based
on the fair value of the assets managed or the contractual cash flows collected; and

- the frequency, volume and timing of sales of financial assets in prior periods, the
reasons for such sales and expectations about future sales activity, However, the
information about sales activity is not considered in isolation, but as part of an overall
assessment of how the Company's stated ohjective for managing the financial assets
is achieved and how cash flows are realised.

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial
assct on initial recognition. ‘Interest” is defined as consideration for the time value of
money and for the credit risk associated with the principal amount owtstanding during a
particular period of time and for other basic lending risks and costs (e.g. liquidity risk
and administrative costs), as well as a profit margin.
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CORNERSTONE TRUST & MERCHANT BANK LIMITED

Notes to the Financial Statements (Continued)
Seplember 30, 20232

(Expressed in Jomaica dollars inless otherwise indicated)

4. Significant accounting policies {continued)

{a) Financial instruments — Classification, recognition and de-recognition, and measurement
(continued):

(i)

Classification and subsequent measurement (continued)

Assessment whether contractual cash flows are solely payments of principal and interest
{continued):

The Company”s objective is to hold financial assets to collect contractual cash flows.

In assessing whether the contractual cash flows are solely payments of principal and
interest, the Company considers the contractual terms of the instrument. This includes
asseasing whether the financial asset contains a contractual term that could change the
timing or amount of contractual cash flows such that it would not meet this condition. In
making this assessment, the company considers the following:

- contingent events that would change the amount or timing of cash flows,
terms that may adjust the contractual coupon rate, including variable-rate features;

- leverage features, that modify consideration of the time valee of money such as
periodic reset of inferest rates;

- prepayment and extension features; and

- terms that limit the Company's claim to cash flows from specified assets (e.g. non-
recourse features),

A prepayment feature is consistent with the solely payments of principal and interest
eriterion if the prepayment amount substantially represents unpaid amounts of principal
and interest on the principal amount outstanding, which may include reasonable
additional compensation for early termination of the comtract. Additionally, for a
financial asset acquired at a discount or premium o its contractual paramount, a feature
that permits or requires prepayment al an amount that substantially represents the
contractual par amount plus accrued (but unpaid) contractual interest (which may also
include reasonable additional compensation for early termination) is treated as consistent
with this criterion if the fair value of the prepayment feature is insignificant at initial
recognition.

Keclassifications:

Financial assets are not reclassified subsequent to their initial recognition, except in the
period after the Company changes its business model for managing financial assets.



CORNERSTONE TRUST & MERCHANT BANK LIMITED

Notes to the Financizl Statements (Continued)

September 30, 2022

{Expressed in Jomaica dolfars wnless otherwise ndicated)

{a) Financial instruments — Classification, recognition and de-recognition, and measurement
(continued):

{iii) Derecognition:

(v)

(¥)

The Company derecognises a financial asset when the contractual rights to the cash flows
from the financial asset expire or it transfers the rights to receive the contraciual cash
flaws in a transaction in which substantially all of the risks and rewards of ownership of
the financial asset are transferred or in which the Company neither transfers nor retains
swbstantially all of the risks and rewards of ownership and it does not retain control of
the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the
asset (or the carrying amount allocated to the portion of the asset derecognised) and the
sum of (i) the consideration received (including any new asset oblained less any new
linbility assumed) and (i) any cumulative gain or loss that had been recognised in OCI
is recognized in profil or loss,

The Company enlers into transactions whereby it transfers assets recognised on its
statement of financial position, but retains cither all or substantially all of the risks and
rewards of the transferred assets or a portion of them. In such cases, the transferred assets
are not derecognised. Examples of such transactions are securities lending and sale-and-
repurchase transactions.

In transactions in which the Company neither retains nor transfers substantially all of the
risks and rewards of ownership of a financial asset and it retains control over the asset,
the Company continues to recognise the asset to the extent of its continuing involvement,
determined by the extent to which it is exposed 1o changes in the value of the transferred
asset,

The Company derecognises a financial liability when its contractual obligations are
discharged or cancelled, or expired.

Measurement and gains and losses:

Financial assets at amortised cost are subsequently measured at amortised cost using the
effective interest method. The amortised cost is reduced by impairment losses. Interest
income, foreign exchange gains and losses and impairment are recognised in profit or
loss. Any gain or loss on derecognition is recognised in profit or loss.

Offsetting:

Financial assets and financial liabilities are offset and the net amount presented in the
statement of financial position when, and only when, the Company currently has a legally
enforceable right to set off the amounts and it intends either to senle them on a net basis
or to realise the asset and settle the lability simultanecwsly.
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CORNERSTONE TRUST & MERCHANT BANK LIMITED

Notes o the Financial Statements (Continued )
September 30, 2022

fExpressed fn Jamaica dollars unless orherwise mnﬁ':m

4,  Significant a

niin ligies {contin

{a) Financial instruments — Classification, recognition and de-recognition, and measurement
(continued):

(v)

(vi)

Offsetting (continued):

Income and expenses are presented on a net basis only when permitted under IFRS, or
for gains and losses ansing from a group of similar transactions such as in the Company’s
trading activity,

Specific financial instruments:

(1)

{2)

Cazh and cash equivalents:

Cash comprises cash on hand and demand deposits. Cash equivalents comprise
short-term highly liquid investments that are readily convertible to known amounts
of cash, are subject to an insignificant risk of changes in value, and are held for the
purpose of meeting short-term commitments rather than for investment purposes
(these include short-term deposits and resale agreements where the maturities do
not exceed three months from the acquisition date). Cash excludes statutory
reserves al Bank of Jamaica as such amounts are not available for use by the
Company., Cash and cash equivalents are measured at amaortised cost.

Resale and repurchase agreemenis:

Transactions involving purchases of securities under resale agreements (‘resale
agreements’ or ‘reverse repos’) or sales of securities under repurchase agreements
(‘repurchase agreements’ or ‘repos’) are accounted for as short-term collateralized
lending and borrowing, respectively and are measured at amortised cost.
Accordingly, securities sold under repurchase agreements remain on the statement
of financial position and are measured in sccordance with their original
measurement principles. The proceeds of sale are reported as liabilities and are
carried at amortized cost. Securities purchased under resale agreements are
reported not as purchases of the securities, but as receivables and are carried at
amortized cost. It is the policy of the branch to obtain possession of collateral with
a fair value in excess of the principal amount loaned under resale agreements

The difference between the amount borrowed or invested and the amount repaid or
collected is recognized as interest expense or interest income, respectively, in
profit or loss over the life of each agreement using the effective interest method.
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4, ernifeant aecounti licies (continued

{a) Financial instruments — Classification, recognition and de-recognition, and measurement

(continued):

{vi} Specific financial instruments (continued):

(3

(4)

(5}

(6)

(7

Equity instruments

- Equity instruments are instruments that meet the definition of equity from the
issuer's perspective; that is, instruments that do not contain & contractual
obligation to pay and that evidence a residual interest in the issuer’s net
assets. Examples of equity instruments include basic ordinary shares,

The Company measures all equity investments at fair value through profit or
loss

= Gains and losses on equily investments at FVTPL are included in the *Other
revenue’ line in the statement of profit or loss.

Oither assets:

Accounts receivable 1s measured at amontised cost, less impairment losses,
Oither liabilities:

Other liabilities are measured at cost or amortised cost.

Customers’ deposits;
Customers’ deposits are measured at amortised cost.

Share capital and dividends:

The Company classifies capital instruments as equity instruments or financial
liabilities in accordance with the substance of the contractual terms of the
instrument, Preference share capital is classified as equity if it is non-redeemable,
or redeemable only at the issuer’s optien, and any dividends are discretionary.
Dividends thereon are recognised as distributions within equity. Preference share
capital is classified as a liability if it is redeemable on a specific date or at the
option of the holders, or if dividends are not discretionary. Dividends thereon are
recognised as interest in profit or loss,

The Company's preference shares are nen-redeemable; also, they bear specified
entitlements to dividends that are non-cumulative — which is interpreted by the
directors as not creating a contractual obligation o pay; rather, payment is at the
discretion of the directors. Accordingly, they are presented as equity.

Incremental costs directly attributable to the issue of an equity instrument are
deducted from retained eamings at the initial measurement of the equity
instruments.

Dividends on instruments classified as equity are recognised directly in equity;
they are recognised when there is an irrevocable obligation to pay the dividend.
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4,

Sigmificant accounfing policies (continued )

(b}

Leases:

At inception of @ contract, the Company assesses whether a contract is, or contains, a lease, A
confract is, or contains, & lease if the contract conveys the right to control the use of an identified
assel for a period of time in exchange for consideration. To assess whether a contract Conveys
the right to control the use of an identified asset, the Company uses the definition of a lease in
IFRS 16,

fiy

As a lessee

At commencement or on modification of a contract that contains a lease component, the
Company allocates the consideration in the contract to cach lease component on the basis
of itz relafive standalone prices, However, for the leases of property, the Company has
elected not to separate non-lease components and account for the lease and non-lease
components as a single lease component.

The Company recognises a right-of-use asset and a lease liability at the lease
commencement date. The nght-ofuse asset 15 initally measured at cost, which
comprises the initial amount of the lease ligbility adjusted for any lease payments made
at or before the commencement date, plus any initial direct costs incurred and an estimate
of costs to dismantle and remove the underlying asset or to restore the underlying asset
or the site on which it is located, less any lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from
the commencement date to the end of the lease term, unless the lease transfers ownership
of the underlying asset to the Company by the end of the lease term or the cost of the
right of use asset reflects that the Company will exercise a purchase option. In that case,
the right-ef-use asset will be depreciated over the useful life of the underlying asset,
which is determined on the same basis as those of property and equipment. In addition,
the right-of-use asset is periodically reduced by impairment losses, if any, and adjusted
for certain re-messurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are
not paid at the commencement date, discounted using the interest rate implicit in the lease
or, if that rate cannot be readily determined, the Company's incremental borrowing rate.
Generally, the Company uses its incremental borrowing rate as the discount rate.

The Company determines its incremental borrowing rate by obtaining interest rates from
various external financing sources and makes certain adjustments to reflect the terms of
the lease and type of the asset leased,

vy

.
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4, Significant accounting policies (continued)

(b}  Leases (continued):

(il

fit)

As a lessee feontinued)

Lease payments included in the measurement of the lease liability comprise the
following:

—-  fixed payments, including in-substance fixed payments;

~  wvariable lease payments that depend on an index or a rate, initially measured using
the index or rate as at the commencement date;

—~ amounts expected to be payable under a residual value guarantee; and

- the exercise price under a purchase option that the Company is reasonably cenain
to excrcise, lease payments in an optional renewal period if the Company is
repsonably cerain to exeércise an exiension option, and penalties for early
termination of a lease unless the Company is reasonably certain not to terminate
early.

The lease lability is measured at amortised cost using the effective interest method. It is
re-measured when there is a change in future lease payments arising from a change in an
index or rate, if there is a change in the Company's estimate of the amount expected to
be payable under a residual value guarantes, if the Company changes its assessment of
whether it will exercise a purchase, extension or termination option or if there is a revised
in substance fixed lease payment,

When the lease liability is re-measured in this way, a corresponding adjustment is made
to the carrying amount of the right-of-use asset, or is recorded in profit or loss if the
carrying amount of the right-of-use asset has been reduced to zero.

Short-term leases

The Company has elected not to recognise right-of-use assets and lease liabilities for
shori-term leases, including IT equipment. The Company recognises the lease payments
associated with these leases as an expense on a straight-line basis over the lease term.

As lesgor

When the Company acts as a lessor, it determines at lease inception whether each lease
is finance lease or an operating lease.

To classify the lease, the company makes an overall assessment of whether the lcasc
transfers substantially all of the risks and rewards incidental to ownership of the
underlying asset. If this is the case, then the lease is a finance lease; if not, then it is an
operating lease. As part of this assessment, the company considers certain indicators such
as whether the lease is for the major pant of the economic life of the asset.
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4.  Significant accounting policies (continued)

{b)

(ch

Leases (continued):
(il As lessor (continwed)

When assets are held under finance lease, the present value of the lease payments is
recoenised as a receivable and classified as net investment in leases on the statement of
financial position. The difference between the gross receivable and the present value of
the receivable is recognised as uncamed finance income. Interest eamed on leases is
recognised over the term of the lease using the net investment method (before tax), which
reflecis a constant periodic rate of refurn on the net invesiment in the lease.

Interest income:

[nterest income is recognised in profit or loss wsing the effective interest method. The
“effective interest rate” is the rate that exactly discounts the estimated future cash receipts
through the expeeted life of the financial instruments o its gross carrying amount.

When calculating the effective interest rate for financial instruments, the Company estimates
future cash flows considering all contractual terms of the financial instrument, but not ECL.

The calculation of the effective interest rate includes transaction costs and fees and points paid
or received that are an integral part of the effective interest rate, Transaction costs include
incremental costs that are directly attributable to the acquisition of a financial asset,

The "amortised cost’ of a financial asset is the amount at which the financial asset is measured
on initial recognition minus the principal repayments, plus or minus the cumulative
amortisation using the effective interest method of any difference between that initial amount
and the maturity amount and, for financial assets, adjusted for any expected credit loss
allewance.

The *gross carrying amount of a financial asset’ is the amortised cost of a financial asset before
adjusting for any expected credit loss allowance,

The effective interest rate of a financial asset is caleulated on initial recognition of a financial
assel. In calculating interest income, the effective interest rate is applied to the gross carrying
amount of the assel (when the asset is not credit-impaired). The effective interest rate 15 revised
as a result of periedic re-estimation of cash flows of floating rate instruments to reflect
movements in market rates of interest.

However, for financial assets that have become credit-impaired subsequent to initial
recognition, interest income is calculated by applying the effective interest rate to the amonised
cost of the financial asset. If the asset is no longer credit-impaired, then the calculation of
interest income reverts to the gross basis.
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4. Significant accounting policies {continued)

()

(d)

Interest income (continued):

Interest income calculated using the effective interest method presented in the statement of
profit or loss and OCI, includes interest on financial assets measured at amortised cost, other
interest income presented in the statement of profit or loss and OCI includes interest income
on finance leases,

Fees and commassion income:

Fee and commission income from contracts with customers is measured based on the
consideration specified in a contract with a customer. The Company recognises revenue when
it transfers control over a service to a customer.

Fee and commission income — including account service and trustees fees are recognised as
the related services are performed. Ifa loan commitment is not expected to result in the draw-
down of a loan, then the related loan commitment fee is recognised on a straight-line basis over
the commitment period.

A contract with a customer that results in a recognised financial instrument in the Company's
financial statements may be pantially in the scope of IFRS 9 and partially in the scope of IFRS
15. If this is the case, then the Company first applies [FRS 9 to separate and measure the part
of the contract that is in the scope of IFRS 9 and then applies IFRS 15 to the residual,

The nature and timing of the satisfaction of performance obligations in contracts with
customers, including significant payment terms, and the related revenue recognition policies
are as follows:

Type of service  Nature and timing of satisfaction of Revenue recogmition under
performance  oblipations,  including  TFRS 13
significant payment terms.

Service fees The Company provides administration, Revenue from service fees is
credit risk evaluation and execution recognised over time as the
services 10 certain customers. Fees are services are provided.
charged on a monthly basis and are
based on fixed rates agreed.
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4.

Significant accounting policies {(continued)

(€)

(f)

(&)

Dvviidend income:

Dividends are recognised in profit or loss when the Company's irrevocable right to receive
payment is established.

Interest expense:

Interest expense 5 recognised in profit or loss using the effective interest method. The
*effective interest rate” is the rate that exactly discounts estimated future cash payments through
the expected life of the financial instrument to the amortised cost of the fnancial lability.

The calculation of the effective interest rate includes transaction costs and fees and points paid
or received that are an integral part of the effective interest rate. Transaction costs include
incremental costs that are directly attributable 1o the issue of financial liability.

The ‘amorised cost” of a financial liability is the amount at which the financial liability is
measured on initial recognition minus the principal repayments, plus or minus the cumulative
amortisation using the effective intérest methed of any difference berween that initial amount
and the maturity amount,

The effective interest rate of a financial liability is calculzted on initial recognition of a financial
liability. In calculating interest expense, the effective interest rate is applied to the amortised

cost of the lability.

Interest expense presented in the statement of profit or less and OCI includes financial
liabilities measured at amortised cost,

Foreign currencies:

Monetary assets and liabilities denominated in foreign currencies are translated at the exchange
rates prevailing at the reporting date. Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing at the date of those transactions (as a
matter of practicality, an average rate may be used). Gains and losses resulting from the
settlement of such transactions, and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies, are recognised in profit or loss,

Changes in the fair value of monetary securities classified as available-for-sale are analysed
between differences resulting from changes in the amortised cost of the security and other
changes in the carrying amount of the security. Translation differences related to changes in
the amortised cost are recognised in profit or loss and other changes in the carrying amount are
recognised in other comprehensive income,
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4, Significant sccounting policies (continued)

(h)

(i)

Loans and leases and provision for impairment losses:

Loans are measured at amortised cost less impairment losses. They are initially measured at
fair value plus incremental direct transaction costs, and subsequently at their amortised cost
using the effective interest method.

Finance lease receivables are measured as indicated in note 4(h),
Impairment is recognized as indicated in note 4(i)
Impairment of financial assets:

The Company recognises loss allowances for ECL on the following financial instruments that
are not measured at FVTPL:

- fnancial assets that are debt instruments;
= lease receivables:

The Company measures loss allowances at an amount equal to lifeime ECL, except for the
following, for which they are measured as |1 2-month ECL:

- debt investment securities that are determined to have low credit rizk at the reporting date;
and

- other financial instruments on which credit risk has not increased significantly since their
initial recognition.

The Company considers a debt investment security 1o have low credit risk when its credit risk
rating is equivalent to the globally understood definition of *investment grade'. The Company
does not apply the low eredit risk exemption to any other financial instrumeants,

12-month ECL are the portion of ECL that result from defanlt events on a financial instrument
that are possible within the 12 months after the reporting date. Financial instruments for which
a 12-month ECL is recognised are referred 1o as ‘Stage | financial instruments’.

Life-time ECL are the ECL that result from all possible default events over the expected life of
the financial instrument. Financial instruments for which a lifetime ECL is recognised but
which are not credit-impaired are referred to as *Stage 2 financial instruments’.

Measurement of ECL

ECL are a probability-weighted estimate of credit losses. They are measured as follows:

- financial assets that are not credit-impaired at the reporting date: as the present value of all
cash shortfalls (i.e. the difference between the cash flows due to the entity in accordance
with the contract and the cash flows that the Company expects (o receive);
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4. Significant accounting policies (continued)

(1)

Impairment of financial assets (continued):

Measurenent of ECL fcontinwed)

ECL are a probability-weighted estimate of credit losses. They are measured as follows
(continued);

- financial assets that are credit-impaired at the reporting date: as the difference between the
gross carrying amount and the present value of estimated future cash flows,

Restructured financial assers

If the terms of a financial asset are renegotiated or modified or an existing financial asset is
replaced with a new one due to financial difficulties of the borrower, then an assessment is
made of whether the financial asset should be derecognised and ECL are measured as follows:

If the expected restructuring will not result in derecognition of the existing asset, then the
expected cash flows arising from the modified financial asset are included in calculating
the cash shorifalls from the existing asset.

= If the expected restructuring will result in derecognition of the existing asset, then the
expected fair value of the new asset is treated as the final cash flow from the existing
financial asset at the time of its derecognition, This amount is included in calculating the
cash shortfalls from the existing financial asset that are discounted from the expected date
of derecognition to the reporting date using the original effective interest rate of the
existing financial asset,

Credit-impaived financiol assets

At each reporting date, the Company assesses whether financial assets carried at amortised
costs are credit-impaired (referred to as *Stage 3 financial assets'). A financial asset is
‘credit-impaired” when one or more events that have a detrimental impact on the estimated
future cash Nows of the financial asset have occurred

Evidence that a financial asset is credit-impaired includes the following observable data:

- significant financial difficulty of the borrower or issuer;

= abreach of contract such as a default or past due event;

- the restructuring of a loan or advance by the Company on terms that the Company would
not consider otherwise,

- it is becoming probable that the bomrower will enter bankruptcy or other financial
renrganisation; or

- the disappearance of an active market for a security because of financial difficulties.

A loan that has been renegotiated due to a deterioration in the borrower's condition i% usually
considered to be credit-impaired unless there is evidence that the risk of not receiving
contractual cash flows has redeced significantly and there are no other indicators of
impairment. In addition, a loan that is overdue for 30 days or more is considered credit-impaired
even when the regulatery definition of default is different.
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4,  Significant accounting policies {continued)

(i)

[mpairment of Nnancial assets (continued):
Credir-impaired financial asseis fromiinied)

In making an assessment of whether an investment in sovereign debt is credit-impaired, the
Company considers the following factors.

- The market's assessment of creditworthiness as reflected in the bond vields.

- The rating agencies’ assessments of creditworthiness.

- The country's ability to access the capital markets for new debt issuance.

- The probability of debt being restructured, resulting in holders suffering losses through
voluntary or mandatory debt forgiveness.

- The international support mechanisms in place to provide the necessary support as ‘lender
of last resort’ to that country, as well as the intention, reflected in public statements, of
governments and agencies to use those mechanisms. This includes an assessment of the
depth of those mechanisms and, irrespective of the political intent, whether there is the
capacity to fulfil the required criteria.

Presentation of alfowance for ECL in the staterment of financial position
Loss allowances for ECL are presented in the statement of financial position as follows:

- financial assets measured at amortised cost: as a deduction from the gross carrying amount
of the assets;
- loan commitments and financial guarantee contracts: generally, as & provision.

Write=off

Loans and debt securities are written off {either partially or in full) when there is no reasonable
expectation of recovering a financial asset in its entirety or a portion thereof. This is generally
the case when the Company determines that the borrower does not have assets or sources of
income that could generate sufficient cash flows to repay the amounts subject o the write-off.
This assessment is carried out at the individual asset level.

Recoveries of amounts previously written off are included in ‘impairment losses on financial
instruments’ in the statement of profit or loss and OCL

Financial assets that are written off could still be subject to enforcement activities in order 1o
comply with the Company’s procedures for recovery of amounts due.

As required by the Banking Services Act, if & payment i5 contractually 90 days in arrears, the
loan or leases is classified as impaired, if not already classified as such.

Statutory and other regulatory reserve requirements that exceed the amounts required under
IFRS are included in a non-distributable reserve fund as an appropriation of profits,
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4, Significant accounting policies {continyed)

()

(k)

Impairment of non-financial assets:

The carrying amounts of the Company’s non-financial assets are reviewed at each reporting
date to determine whether there is any indication of impaimment. I any such indication exists,
the asset’s recoverable amount is estimated. An impairment loss is recognised whenever the
carrying amount of an assel or ils cash-generating unit exceeds its recoverable amount,
Impairment losses are recognised in profit or loss.

(i) Caleulation of recoverable amount:

The recoverable amount of other assets is the greater of their fair value less cost to sell
and value in use. In assessing value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that reflects current market
assessments of the time valuwe of money and the risks specific 1o the assat. For an asset
that does not generate largely independent cash inflows, the recoverable amount is
determined for the cash-generating unit to which the asset belongs.

(i) Reversals of impaimment:

An impairment loss is reversed if there has been a change in the estimates used to
determine the recoverable amount.

An impairment loss is reversed only 1o the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognised.

Property, plant and equipment:

Property, plant and equipment are measured at cost less accumulated depreciation and, if any,
impairment losses. Cost includes expenditure that is directly attributable to the acquisition of
the items. Depreciation of property, plant and equipment is calculated using the straight-line
method, to write down the cost of the assets w their residual values over their estimated useful
lives, as follows:

Maotor vehicle 20.0%
Furniture, equipment and leasehold 10.0%
Computer hardware 22.5%

The assets' residual values and useful lives are reviewed and, if appropriate, adjusted af each
reporting date. An asset’s carrying amount is written down immediately to its recoverable
amount if such carying amount is greater than its estimated recoverable amount. The
recoverable amount is the higher of the asset's fair value less costs to sell and value in use.

Cains and losses on disposals are determined by comparing procecds with the carryving
amounts, and are included in profit or loss. Repairs and renewals are charged to profit or loss
during the financial period in which they are incurred.
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4,  Significant accounting policies (continued)

(1)

{m)

(n)

Employee benefits:

Employee benefits are all forms of consideration given by the Company in exchange for service
rendered by employees. These include current or shori-term benefits such as salaries, bonuses,
NIS contributions, vacation leave; non-monetary benefits such as medical care; post-
emplovments benefits such as pensions; and other long-term employee benefits such as
termination benefits.

{i)  Benefits other than pensions

Employee benefits that are eamned as a result of past or curment service are recognised in
the following manner: Shor-term employee benefits are recognised as a liability, net of
payments made, and charged as expense. The expected cost of vacation leave that
accumulates is recognised when the employee becomes entitled to the leave. Post-
employment benefits are accounted for as described in note (1)ii) below.

The company’s net outgoing in respect of other long term employee benefits is the
amount of future benefit that employees have eamned in retum for their service in the
current and prior periods, That benefit is discounted 0 determine its present value,
remeasurements are recognised in profit or loss in the period in which they arise.

{ii} Pension plan:

Pensions are the only post-employment benefits to which the Company is committed. To
better secure such benefits, the Company participates in the defined contribution pension
plan with Serameo Limited, a related company of previous parent company, which
replaced a prior defined benefit pension scheme.

Pensions obligations in the former defined benefit plan were transferred by way of
annuity purchases and active members started to contribute on a defined contribution
basis. The scheme is funded by contributions from the Company and employees in
accordance with the rules of the scheme. Under the defined contribution schemes,
retirement benefits are based on the Company’s and employees’ accumulated
contributions, plus investments retums and, therefore, the Company has no further
liability to fund pension benefits. Obligations for contributions to defined contribution
plans is expensed as the related services are provided (note 2493,

Intangible asset:

Computer software is capitalised on the basis of costs incurred to acquire and bring to use the
specific software. This is amortised on the basis of its expected useful life of five (3) years.

[ncame tax:

Income 1ax on the profit or loss for the period comprises current and deferred income tax.
Income tax is recognised in profit or loss except 1o the extent that it relates to items recognised
directly in other comprehensive income, in which case it is recognised in other comprehensive
ingome.
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4, ienificant accounting polici i j

(n}

{a)

Income tax (continwed ):

(i)

()

Currenl income tax;

Current income tax is the expected tax recoverable or payable on the taxable income for
the vear, using tax rates enacted at the reporting date, and any adjustment to income tax
payable in respect of previous years.

Deferred income tax:

Deferred income tax is recognised in respect of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for income tax purposes. Deferred income tax is measured at the tax rates
that are expected 1o be applied (o temporary differences when they reverse, based on laws
that have been enacted at the reporting date,

A deferred tax liability is recognised for all taxable temporary differences except 1o the
extent that the company is able to control the timing of the reversal of the temporary
difference and it is possible that the temporary difference will not reverse in the
foresceable future.

A deferred tax asset is recognised only to the extent that it is probable that future taxable
profits will be available against which the asset can be utilised. Future taxable profits are
determined based on the reversal of relevant taxable temporary differences. Ifthe amount
of taxable temporary differences is insufficient to recognise a deferred tax asset in full,
then future taxable profits, adjusted for reversals of existing temporary differences, are
considered, based on the business plans for the Company, Deferred tax assets are reduced
to the extent that it is no longer probable that the refated tax benefit will be realised; such
reductions are reversed when the probability of future taxable profits improves,

Mew and amended standards and interpretations issued but not yvet effective:

At the date of authorisation of these financial statements, certain new and amended standards
and interpretations have been ssued which are not vet effective and have not been early-
adopted by the Company. The Company has assessed them and determined that the following

are relevant:

Amendments to IAS 37 Provision, Contingent Lighilities and Contingent Assels is
effective for annual reporting periods beginning on or after January 1, 2022 and clarifies
those costs that comprise the costs of fulfilling the contract.

The amendments clarify that the ‘costs of fulfilling a contract” comprise both the
incremental costs = e.g. direct labour and materials; and an allocation of other direct cosis
- ¢.g. an allocation of the depreciation charge for an item of property, plant and equipment
used in fulfilling the contract.
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4,

Significant aecounting policies (continued)

(o)

New and amended standards and interpretations issued but not yet effective (continued):

Amendments to IAS 37 Provisfon, Comtingent Liabilities and Contingent Assels
(continued)

This clarification will require entities that apply the ‘incremental cost® approach to
recognise bigger and potentially more provisions. At the date of initial application, the
cumulative effect of applying the amendments is recognised as an opening balance
adjustment to retained eamings or other component of equity, as appropriate. The
comparatives are not restated.

The Company is assessing the impact the amendment above may have on its future
financial statements,

Annual Improvements to IFRS Standards 2018-2020 cycle contain amendments to certain
standards and are effective for annual reporting periods beginning on or after January |,
2022, Those that affect the Company's operations are IFRS 9 Fimancial Irstruments and
IFRS 16 Leases.

(i) IFRS 9 Financial Instruments amendment clarifies that — for the purpose of
performing the *10 per cent test’ for derecognition of financial liabilities — in
determining those fees paid net of fees received, a borrower includes only fees paid
or received between the borrower and the lender, including fees paid or received by
either the borrower or lender on the other’s behalf.

(it} IFRS 16 Leases amendment removes the illustration of payments from the lessor
relating to leaschold improvements.

The Company is assessing the impact the amendment above may have on its future
financial statements.

Amendments 1o TAS | Presentation of Financial Statements, will apply retrospectively for
annual reporting periods beginning on or after January 1, 2023, The amendments promaote
consistency in application and clarify the requirements on determining if a liability is
CUrTENt OF non-current.

Under existing 1AS | requirements, companies classify a liability as current when they do
not have an unconditional right to defer settlement of the liability for at least twelve months
after the end of the reporting period. As part of its amendments, the requirement for a right
to be unconditional has been removed and instead, now requires that a right to defer
settlement must have substance and exist at the end of the reporting period. An entity
classifies a liability as non-current if it has a right to defer settlement for at least twelve
months after the reporting period. It has now been clarified that a right to defer exists only
if the entity complies with conditions specified in the loan agreement at the end of the
reporting peried, even if the lender does not test compliance until a later date.
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(o)

bicies (continued )

New and amended standards and interpretations issued but not yet effective (continued):

Amendments to IAS | Presentarion of Financial Statements (continued)

With the amendments, convertible instruments may become current. In light of this, the
amendments clarify how a entity classifies a liability that includes a counterparty
cenversion option, which could be recognised as either equity or a liability separately from
the liability component under IAS 32, Generally, if a liability has any conveérsion options
that invelve & transfer of the entity’s own equity instruments, these would affect its
classification as current or non-current. [t has now been clarified that a entity can ignore
only those conversion options that are recognised as equity when classifying liabilities as
current or non-current.

The Company is assessing the impact the amendment above may have on its future
financial statements.

Amendments to [AS | Presentation of Financial Statements are effective for annual
periods beginning on or after January 1, 2023 and may be applied earlier. The amendments
help companies provide useful accounting policy disclosures.

The key amendments to IAS | include:

& requiring companies to disclose their material accounting policies rather than their
significant accounting policies;

o clarifying that accounting policies related to immaterial transactions, other events or
conditions are themselves immaterial and as such need not be disclosed; and

o clarifving that not all accounting policies that relate to material transactions, other
events or conditions are themselves material to a company's financial statements.

The amendments are consistent with the refined definition of material:

“Accounting policy information is material iff when considered together with other
information included in am entity's financial statements, it can reasonably be expected 1o
influence decisions that the primary wsers of general-purpose financial statements make
on the basis of those financial statememns ™,

The Company is assessing the impact the amendment above may have on its future
financial stalements.
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4.

Significant accounting policies {continued)

(o)

New and amended standards and interpretations issued but not yet effective (continued ):

Amendments to 1AS 8 Accounting Policles, Changes in Accouming Estimates and Errors
are effective for periods beginning on or afler January 1. 2023, with carly adoption
permitted. The amendments introduce a new definition for accounting estimates: clarifying
that they are monetary amounts in the financial statements that are subject to measurement
ucertainty. The amendments also clarify the relationship between accounting policies and
accounting estimates by specifying that a company develops an accounting cstimate to
achieve the objective set out by an accounting policy.

Develaping an accounting estimate includes both:

o selecting a measurement wehnigue (estimation or valuation technique) - e.g. an
estimation technigue used to measure a loss allowance for expected credit losses
when applying IFRS 9 Financial fustruments; and

o choosing the inputs to be used when applying the chosen measurement technigque —
e.g. the expected cash outflows for determining a provision for warranty obligations
when applying 1AS 37 Provisions, Contingent Liabilities and Comingent Assels.

The effects of changes in such inputs or measurement techniques are changes in accounting
estimates,

The Company is assessing the impact the amendment above may have on its future
financial statements,

Amendments to 1AS 12 Income Taxes are effective for annual reporting periods beginning
on or after January 1, 2023, with early adoption permitted. The amendments clarify how
companies should account for deferred tax on certain transsctions — e.g. leases and
decommissioning provisions.

The amendments narrow the scope of the initial recognition exemption (“IRE") so that it
does not apply to transactions that give rise 10 equal and offsetting temporary differences.
As a result, companies will need to recognise a deferred tax asset and a deferred tax liability
for temporary differences arising on initial recognition of a lease and a decommissioning
provision.

For leases and decommissioning liabilities, the associated deferred tax asset and liabilities
will need to be recognised from the beginning of the earliest comparative period presented,
with any cumulative effect recognised as an adjustment to retained eamnings or other
components of equity at that date. If a company previously accounted for deferred tax on
leases and decommissioning liabilities under the net approach, then the impact on transition
is likely to be limited to the separate presentation of the deferred tax asset and the deferred
tax liability.

For all other transactions, the amendments apply to transactions that occur after the
beginning of the earliest period presented.

The Company is assessing the impact the amendment above may have on its future
financial statements.
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5. Financial instruments - nsk manacement and fair values

The Company's activities expose it to a variety of financial risks and those activities involve the
analysis, evaluation, acceplance and management of some degree of risk or combination of risks.
Taking risk is core to the financial business, and operational risks are an inevitable consequence of
being in business. Management's aim is therefore to achieve an appropriate balance between risk and
return and minimize potential adverse effects on the Company’s linancial performance.

The Company’s risk management policies are designed 1o identify and analyse these risks, 10 set
appropriate risk limits and controls, and w monitor the risks and adherence to limits by means of
reliable and up-to-date information systems, The Company regularly reviews its risk management
policies and systems to reflect changes in markets, products and emerging best practice,

The Board of Directors is ultimately responsible for the establishment and oversight of the Company's
risk management framework. The Board has established the following committees for managing and
monitoring risks:

(i) Assets and Liability Committee:

The Assets and Liability Committee is responsible for managing the Company's assets and
liabilities and the overall financial structure. It is also primarily responsible for the funding and

liquidity risk of the Company.
(i) Apdit Commitiee;

The mandate of the Audit Commitiee is to oversee how management monitors compliance with
the Company’s risk management policies and procedures and to review the adequacy of the risk
management framework in relation to the risks faced by the Company. The Audit Committee
is assisted in its oversight role by Internal Audit. Intemnal Audit undertakes both regular and ad
hoc reviews of risk management controls and procedures, the results of which are to be reported
to the Audit Committee.

The main risks to which the Company is exposed are credit, liquidity and market risks. Market risk
includes interest rate risk and forcign currency risk. The Company's exposure to these risks and the
way in which it measures and manages these risks are described below:

{a) Impact of COVID 19

The World Health Organization declared the novel Coronavirus (COVID-19) outbreak a
pandemic on March 11, 2020 and the Government of Jamaica declared the island a disaster
area on March 13, 2020. The pandemic and the measures to control its human impact have
resulted in significant disruptions to economic activities, business operations and asset prices.
In light of the heightened concerns and in accordance with the directives of the various
governments, the Company activated its Business Continuity Plan to minimize the potential
exposure to stafl and clients, whilst ensuring that any disruption to the business is kept at a
minimum. With the launch of the Business Continuity and Contingency Plan (“BCCP”), as at
September 30, 2020, specific work from home protocols were established and implemented 1o
minimize the number of employees physically in office.
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5. Financial instruments - risk management gnd fair valugs (continued)
{a) Impactof COVID 19 (continued)

(B

In-office staff are equipped with hand sanitizers, masks and face shields (where necessary),
and are required to comply with the social/physical distancing rules mandated by governments
in the various jurisdictions. Furthermore, the Company acquired additional equipment,
including computer hardware and software, to support the increased flexible working

arrangements.

The Company continues to monitor the impact of COVID-19 on its members/customers and
has implemented forbearance measures inclusive of granting moratoria, which included
deferral of loan payments for up to nine months. The Company ensures that its locations remain
compliant with govermmentpublic health restrictions and attendant mitigating measures.
Under IFRS 9, businesses are expected to include the impact of forward-looking
macroeconomic indicators in their Expected Credit Loss (ECL) computation as at September
30, 2022,

Management continues to review the effect of developments arising from the pandemic on the
risks faced by the Company. Management believes the Company is in a sufficiently strong
position to deal with the possible significant cconomic downturn, However, management is
aware that  long duration of the pandemic and the attendant containment measures could have
a material adverse effect on the Company, and its customers, employees and suppliers,

Credit risk:

The Company takes on exposure to credit risk, which is the risk that its customers, clients or
other counterparties will cause a financial loss for the Company by failing to discharge their
contractual obligations. Credit risk is the most important risk for the Company's business,
management therefore carefully manages its exposure to credit risk. Credit exposures arise
principally in lending and investment activitics, There is also credit risk in credit contracts net
recognized in the statement of financial position, such as loan commitments. The Company
structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted
in relation to a single counterparty or group and single related party or group of related
counterparties.

Credit-related commitment risks arise from guarantees which may require payment on behalf
of customers. Such payments are collected from customers based on the terms of the letters of
credit. They expose the Company to similar risks to loans and these are mitigated by the same
control policies and processes.
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5. FEinancial instruments - risk management and fair values {continued)
(b}  Credit risk (continued):

Maximum exposure ta credit risk before collaieral held or ather credit enhancements

Credit risk exposure to the Company at September 30, 2022 and September 30, 2021, without
taking account of any collateral held or other eredit enhancements, is as follows:

{13 Credit risk exposures relating 1o financial assets represent the amounts carried on the
statement of financial position.

(2} Credit risk exposures relating to items not carried on the statement of financial position
amount to $833,619,000 (2021: $764,600,000) [see note 5(c)].

Credit exposure
(i} Loans and leases

The following table summarises the Company's credit exposure for loans and leases at
their carrying amounts, as categorised by industry sectors:

2022 021

ST000 000
Agriculture and fishing 74,347 89,850
Mining, quarrying and processing 49,905 61,773
Construction 116,714 40,592
Distribution 513,402 528314
Manufacturing 192,714 151,051
Personal 1,684,024 [,325,556
Professional and other services Be5. 62T 652,545
Electricity, gas & water 334,227 131,982
3,830,960 2081 663
Interest receivable 25,149 _ 12201
3856109 2,993 864

Loss allowance {___23.665) (8861}

Liizad  L.983.000
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2

Financial instruments - risk management and fair values {continued)

(k)

Credit risk (continued):
Credit exposure (continued)
(it}  Debi securities

The following table summarises the Company’s credit exposure for debt securitics at
their carrying amounts, as categorised by issuer (see notes 11 and 12}

2022 2021

£ 000 000
Government of Jamaica and Bank of Jamaica 60,808 144,155
Corporate bonds 1,300,252 1,481,575
Oither financial instifutions 624,720 1068132
1985780 2,693,862

Collateral and other credit enfancements held against financial assels

The amount and type of collateral required depend on an assessment of the credit risk of the
counterparty. Guidelines have been implemented regarding the acceptability of different types
of collateral. The main types of collateral obtained are morgages over commercial and
residential properties, charges over business assets, such as premises, inventories and accounts
receivable, and charges over financial instruments such as debt securities and equities.

Estimates of fair value are based on the value of collateral assessed at the time of granting credit
or acquiring other financial assets, and generally are not updated except when a loan {or other
financial asset) is individually assessed as impaired. Collateral generally is not held over
halances with banks or brokersidealers, except when securities are held under resale
agreements. Collateral is generally not held against invesiment securities, and no such
collateral was held as at September 30, 2022 and September 30, 2021. All resale agreements
were fully collateralised as at September 30, 2022. The fair value of such securities was
£497.379,000 (2021: §1,002.793,000).

Management monitors the market value of collateral held during its review of the adequacy of
the provision for credit losses and requests additional collateral in accordance with the

underlying agreement.
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(b)

Credit nisk (continued):

36

Callateral and other credit enhancements held against financial assets (comtinued)

An estimate, made at the time of borrowing, of the fair value of collateral and other security
enhancements held against loans to borrowers and others 15 shown below:

Properties

Debt securitics (note 117

Liens on motor vehicles
& equipment

Hypothecation of deposits

Total

Credit review process

Loans and advances

2022
$'000

12,707,348

1,058,290
—9134]

13836973

. Resale agreements
2021 2022 2021

L1000 S"000 000
B.684,741 - -

- 497379 1,002,793
1,418,680 =
67416 S -

10,170,837 497,379 L.00Z2.793

The Company has an established credit quality review process involving regular analysis of the
ability of borrowers and other counterparties to meet interest and principal repayment

obligations,
Credlit quality

(i} Loans and leases:

The Company assesses the probability of default of individual counterparties using
internal ratings. Clients of the Company are segmented into five rating classes. The
Company’s internal rating scale, which is shown below, reflects the range of default
probabilities defined for each rating class, via:

Company’s rating

LAy En bk B e

Description of the rating

Standard

Potential Problem Credin

Sub-Standard
Doubaful
Laoss

Exposure to credit risk is managed in part by obtaining collateral and corporate and
personal guarantees. Counterparty limits are established by the use of a credit
classification system, which assigns each counterparty a risk rating. Risk ratings are
subject 1o regular revision. The credit quality review process allows the Company to
assess the potential loss as a result of the risk to which it is exposed and take corrective

action,
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s, Financial instruments - risk management and fair values {continued)

{(b)  Credit risk (continued):
Credit review process fcontinied)
Credit quality {comtinued)
{1) Loans and leases (continued):

The credit quality of loans and lease receivables is as follows:

2022
Stage | Staged  Staged Total
ST0H0 £000 000 2000
Loans receivable:
Standard 3,545,669 - = 3,545,609
Potential problem
eredit - 125,270 = 125,270
Sub-Standard - - 7.680 7,680
3,545,669 125,210 7680 3678619
Loss allowance {18387y (___436) ( 4.798) (__23.621)

1Li27282 124834 @ _LBEZ  L.034.0%8

2021
Stage 1 Stage?  Stage3 Total
7000 27000 £ 000 7000
Loans receivable:
Standard 2611,120 - - 2.611,120
Potential problem
credit . 119,768 . 119,768
2611,120 119,768 - 2,730,888
Loss allowance (___ 8.826) - - (___B.826)
2602294 119768 - 2J2106]
2022 202]
000 S"000
Lease receivable;
Standard 177,490 262976
Loss allowance i 4y | 33)

177446  262.94]
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ents - risk nd fair val continued

5. Financi

{h)

Credit risk (contineed):

Credit review process foomiimied)

Credit guality {fcontinued)

(ii)

(i)

Investments in debt securities and resale agreements:

The Company limits its exposure to credit risk associated with investment securities by
investing mainly in liquid securities with counterparties that have high credit quality and
Government of Jamaica securilies.

The Company identifies changes in credit risk by tracking published external credit
ratings. To determine whether published ratings remain up to date and to assess whether
there has been a significant increase in credit risk at the reporting date that has not been
reflected in published ratings, the Company supplements this by reviewing changes in
bond yields together with available press and regulatory information on ISELLTS,

12-month and lifetime probabilities of default are based on historical data supplied by
each credit rating and are recalibrated based on current bond yiclds, Loss given default
(LGD) parameters generally reflect an assumed recovery rate except when the security
is credit-impaired, in which case the estimate of loss is based on the instrument’s current
market price and original effective interest rate,

The credit quality of investment securities and resale agreements is as follows:

2022 2021
Resale Resale
Agrecments  Investments  Agresments  Investments
£000 000 £ 000 000
Credit rating
B+ 476,744 1,402,227 058,557 |,648 389
Loss allowance { 13 = { 49y

470,743 La02.227 438,508 Lo648.389
Cash resources
Cash resources are held with banks and other financial institutions counterparties.

Impairment has becn measured at 12- month expected loss basis and reflects the shon
maturities of the exposures. The Company considered that cash resources have low
credit risk. No impairment allowances was recognised on initial adoption of IFRS 9 and
there was no change during the year.

an

e
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g, Financial instruments - risk management and fair values {(continued)

(b}

Credit risk (continued):
Impairment

Inputs, assumptions and techniques used for estimating impairment
Significant increase in credit risk

When determining whether the risk of default on a financial instrument has increased
significantly since initial recognition, the Company considers reasonable and supporiable
information that is relevant and available without undue ¢ost or effort. This includes both
quantitative and qualitative information and analysis, based on the Company’s historical
experience and third party policies including forward-looking information.

The objective of the assessment is to identify whether a significant increase in credit risk has
occurred for an exposure by comparing:

- the remaining lifetime probability of default (PD) as at the reporting date; with
- the remaining lifetime PD for this point in time that was estimated at the time of initial
recognition of the exposure (adjusted where relevant for changes in prepayment

expectations).

The Company uses three criteria for determining whether there has been a significant increase
in ¢redit risk:

- quantitative test based on movement in PD;
- qgualitative indicators; and
- @ backstop of 30 days past due.

Credit risk grades:

The Company allocates each exposure to a credit risk grade based on a variety of data that is
determined 1o be predictive of the risk of default and applying experienced credit judgement.
Credit risk grades are defined using qualitative and quantitative factors that are indicative of
risk of default. These factors vary depending on the nature of the exposure and the type of
borrower,

Each exposure is allocated to a credit risk grade on initial recognition based on available
information about the borrower. Exposures are subject to engoing monitoring, which may
result in an exposure being moved 1o a different credit risk grade. The monitoring typically
involves use of the following data:

- Information obtained during periodic review of customer files - e.g. audited financial
statements, managemeni accounts, budgets and projections, Examples of areas of
particular focus are: profit margins, financial leverage ratios, debt service coverage,
compliance with covenants, quality of management, senior management changes.

- Data from credit reference agencies, press articles, changes in external eredit ratings.
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5.

Financial instruments - sk management and fair values (¢ontinged)

(b)

Credit nsk {continued):
Tmpairment fcontinued)
[nputs, assumptions and techniques used for estimating impairment (continued):

Significant increase in credit visk fcontinued)
Credit risk grades (continued):

Each exposure is allocated to a credit risk grade on initial recognition based on available
information about the borrower. Exposures are subject to engoing monitoring, which may
result in an exposure being moved to a different credit risk grade. The monitoring typically
invelves use of the following data (continued);

- Actual and expected significant changes in the political, regulatory and technological
envirenment of the borrower or in its business activities,

- External data from credit reference agencies, including industry-standard credit scores.

- Payment record — this includes overdue status as well as a range of variables about payment
ratios.
- Existing and forecast changes in business, financial and economic conditions.

Determining whether credit risk has been increased significantly:

The Company assesses whether credit risk has increased significantly since initial recognition
at each reporting date. Determining whether an increase in credit risk is significant depends on
the characteristics of the financial instrument and the borrower.

Credit risk is deemed to increase significantly where the credit rating of a security decreased
from grade 1 to grade 3 and the risk grade of loans and lease has moved from grade 1 {standard)
to grade 3 (sub-standard).

As a backstop, the Company considers that a significant increase in credit risk occurs no later
than when an asset is more than 30 days past due. Days past due are determined by counting
the number of days since the carlicst elapsed due date in respect of which full payment has not
been received. Due dates are determined without considering any grace period that might be
available to the borrower.

If there is evidence that there is no longer a significant increase in credit risk relative to initial
recognition, then the loss allowance on an instrument refurms to being measured as | 2-month
ECL. Some qualitative indicators of an increase in credit risk, such as delinquency or
forbearance, may be indicative of an increased risk of default that persists afier the indicator
itself has ceased to exist. In these cases, the Company determines a probation period during
which the financial asset is required to demonstrate good behaviour to provide evidence that
its credit risk has declined sufficiently. When contractual terms of a loan have been modified,
evidence that the criteria for recognising lifetime ECL are no longer met includes a history of
up-to-date payment performance against the modified contractual terms.
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3. Financial instruments - risk management and fair values (continued)

(k)

Credit nsk (continued);

Impairment (continued)

Inputs, assumptions and techniques used for estimating impairment {continued}:
Significant increase in credit risk {continued)

Determining whether credit risk has been increased significantly (continued):

The Company monitors the effectiveness of the criteria used to identify significant increases in
credit risk by regular reviews to confirm that;

- the criteria are capable of identifying significant increases in credit nisk before an
exposure is in default;

- the criteria do not align with the point in time when an asset becomes 30 days past due;

. the average time between the identification of a significant increase in credit risk and
default appears reasonable;

- exposures are not generally transferred directly from 12-month ECL measurement 1o
credit-impaired; and

- there is no unwarranted volatility in loss allowance from transfers between 12-month PD
(Stage 1) and lifetime PD (Stage Z).

Definition of default:
The Company considers a financial asset to be in default when:

. the borrower is unlikely to pay its credit obligations 1o the Company in full, without
recourse by the Company to actions such as realising security (if any is held);

- the borrower is more than 90 days past due on any material credit obligation 1o the
Company,

- it is becoming probable that the borrower will restructure the asset as a result of
bankruptey due to the borrower’s inability to pay its credit ebligations.

In assessing whether a borrower is in default, the Company considers indicators that are:
qualitative: e.g. breaches of covenant;
quantitative: ¢.g. overdue status and non-payment on another obligation of the same

issuer to the Company; and
- based on data developed internally and obtained from external sources.

Inputs into the assessment of whether a financial instrument is in default and their significance
may vary over time to reflect changes in circumstances.

The definition of default largely aligns with that applied by the Company for regulatory capital
puUrposes,
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3,

Finangial instruments - risk management and fair values (continued)

(b)

Credit nzk (continued):

Impairment {continued)

Inputs, assumptions and technigues used for estimating impairment (continuwed)
Significant increase in credit risk fcontinued)

fmearporation of forward-leoking informarion

The Company incorporates forward-looking information into both the assessment of whether
the credit risk of an instrument has increased significantly since its initial recognition and the
measurement of ECL.

The Company uses a forward-looking score card model to estimate the potential of future
economic conditions. It formulates three economic scenarios: a base case, which is the median
scenario assigned a 45% probability of occurring, and two less likely scenarios, one upside and
one downside, cach assigned a 20% and 35% probability of occurring, respectively. Each
scenario considers the expected impact of interest rates, unemployment rates, gross domestic
product {GDP) and inflation. The base case is aligned with information used by the Company
for other purposes such as strategic planning and budgeting. External information considered
includes economic data and forecasts published by governmental bodies and monetary
authorities in Jamaica, supranational organisations and selected private-sector forecasters.

Measwrenent of ECL
The key inputs into the measurement of ECL are the term structure of the following variables:

- probability of default (PD);
loss given default (LGD); and
- exposure at default (EAD).

ECL for exposures in Stage 1 is calculated by multiplying the 12-month PD by LGD and EAD.
Lifetime ECL is calculated by multiplying the lifetime PD by LGD and EAD.

LGD is the magnitude of the Iikely loss if there is a default. The Company estimates LGD
parameters based on the history of recovery rates of claims against defaulted counterparties.
The LG D models consider the structure, collateral, seniority of the claim, counterparty industry
and recovery costs of any collateral that is integral 1o the financial asset. For loans secured by
property, LTV ratios are a key parameter in determining LGD. LGD estimates are recalibrared
for different economic scenarios and, for real estate lending, to reflect possible changes in
property prices. They are calculated on a discounted cash flow basis using the effective interest
rate as the discounting factor.
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5. Financial instruments - risk management and fair values (continued)
(b} Credit risk {continued):
fmpairment (continued)
Measurement of ECL (continued)

EAD represents the expected exposure in the event of a default. The Company derives the EAD
from the current exposure to the counterparty and poiential changes to the current amount
allowed under the contract and arising from amortisation, The EAD of a financial asset is its
gross carrying amount at the time of default, For lending commitments, the EADs are potential
future amounts that may be drawn under the contract, which are estimated based on historical
ohservations and forward-looking forecasts, For financial guarantees, the EAD represents the
amount of the guaranteed exposure when the financial guarantee becomes payable. For some
financial assets, EAD is determined by modelling the range of possible exposure cutcomes at
various points in time using scenario and statistical techniques.

As described above, and subject to using 3 maximum of a 12-month PD for Stage 1 financial
assets, the Company measures ECL considering the risk of default over the maximum
contractual period (including any borrower's extension options) over which it is exposed 1o
credit risk, even if, for credit risk management purposes, the Company considers a longer
period, The maximum contractual period extends to the date at which the Company has the
right to require repayment of an advance or terminate a loan commilment of guarantee.

Loss allowance
The loss allowance recognised is analysed as follow:

{a) HEesale agreements

2022
Stage 1
£'000
Balance at beginning of vear 49
MNew financial assets purchased 1
Financial assets derecognised { 49)
Balance at September 30, 2022 Sl
2021
Stage |
7000
Balance at beginning of year 143
New financial assets purchased 49
Financial assets derecognised (143}

Balance at September 30, 2021 49
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5. Einancial instruments - risk management and fair values (continued)

(b)

Credit risk (continued):

Impairment {continued)

Loss allowance {comiinued)

The loss allowance recognised is analysed as follow {continued):

(k)

Loans and leases

Balance a1 beginning of year
Transfer from stage 2 to stage |
Transfer from stage | to stage 3
New financial assets purchased
Net remeasurement during

the vear
Financial assets derecognised

Balance at September 30, 2022

Balance at beginning of vear
Transfer from stage 2 to stage |
New financial assets purchased
Met remeasurement during

the vear
Financial assets derecognised

Balance at September 30, 2021

2022
Stage | Stage 2 Staged  Total
$'000 £°000 £000 £°000
8.861 - : 8,861
834) - 8§34 b
13,050 240 687 13,977
{ 4,338) 194 - { 4,142)
120 (=) (=) 120
16,612 A6 L2l 18316
2021
tage | Stage 2 Stage3  Total
000 £000 57000 $' 000
5,855 160 179 6,194
152 ( 152) . :
2,979 - . 2979
(125 (8 (179 {_312)
5861 i o 8861
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5. Financial instruments - risk management and fair values {continued)
(b}  Credit risk (continued):
Tmpralvrnent feontined)
Loss allowance {continued)
The loss allowance recognised is analyzed as follow {continued):
(c)  Debt securities
2022
siage |
37000
Balance at beginning of year 3,258
New financial assets purchased 3,244
Financial assets derecognised (2,097}
et remeasurement during
the vear (_B82)
Balance at September 30, 2022 3523
2021
Stage |
000
Balance at beginning of year 3171
Met remeasurement during
the year — &7
Balance at September 30, 2021 3,228
(c) Liquidity risk:

Liguidity risk is the risk that the Company will encounter difficulty in mecting the ﬂhligatinps
associated with its financial liabilities that are settled by delivering cash or another financial
asset. The consequence may be failure to meet cbligations to repay depositors, fulfil
commitments o lend and meet other payment obligations.

Liguidity risk management process
The Company's liquidity management process, as carried out within the Company and

monitored by treasury personnel, along with the management team, mcludes:

(i) Monitoring future cash flows and liquidity on a daily basis. This incorporates an
assessment of expected cash flows and the availability of high-grade collateral which
could be used to secure funding if required;

(i)  Maimaining a portfolio of highly marketable assets that can easily be liquidated as
protection against any unforeseen interruption of cash flow;

(i}  Maintaining commiited lines of credit;

iiv)  Optimising cash retumns on investments;
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5. Financial instruments - risk management and fair values {continued)
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(ch

Liquidity risk {continued):
Liguidlity risk management process feontinged)

The Company's liquidity management process, as carried out within the Company and
monitored by treasury personnel, along with the management team, includes {continued):

(v Monitering liquidity ratios against internal and regulatory requirements. The most
important of these is to maintain limits on the ratio of net liguid assets to customer
liabilities; and

(vi) Managing the concentration and profile of debt maturities.

Monitoring and reporting take the form of cash flow measurement and projections for the next
day, week and month, as these are key periods for liquidity management. The starting point for
those projections is an analysis of the contraciual maturity of the financial liabilities and the
expected collection date of the financial assets.

The matching and controlled mismatching of the maturities and interest rates of assets and
lizbilities are fundamental to the management of the Company. It is unusual for companies to
be completely matched since business transacted is often of uncertain term and of differem
types. An unmatched position potentially enhances profitability but can also increase the risk
of loss,

The maturities of assets and liabilities and the ability to replace, at an acceptable cost, interest-
bearing liabilities as they mature, are important factors in assessing the liquidity of the
Company and its exposure to changes in interest rates and exchange rates.

ftems carried on the statement of financial position

The tables below present the undiscounted cash flows (both interest and principal} of the
Company's financial liabilities based on contractual and expected repayment rights and
ebligations,

2022
Withinl 1toe3 3wl2 1te5 OverS Contractual Carrying
_month  months months _vears  vears  cash flows  amount
£ 000 SO00 ST000  STO{d) £ 000 £'000 S 000

Customers”
deposits TE5.082 1,007,131 907,508 464 . 2,700,185 2,684,327
Securities sold under
repurchase agreement 76,872 461,080 - - . 537952 534358
Lease liabilities 1,202 3605 14421 70325 20,680 110,233 83,331
Oiher liabilities 252357 - - - - 252 357 252357

Total liabilities LUSSII L4TLEIS 920929 10789 20.680 3.600.727 3554013
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5. Financial instruments - risk management and fair values {continugd)

(c}

(d}

Liquidity risk {continued):
Irems carried on the starement of financial position (continted)

W21 -

Withinl I3 3twi12 1tw35 Over5 Contractual Carrying
months months _wears. wears  cash flows  amounl
SO0D $000  $'ODD SO00  §°000 £'000 €000

Custoimers’

deposits 14,217 2,026,888 ATE276 40417 - 2,750 818 2,743,066
Securities 2old upder

repurchase agréement - 440,407 T3620 - - 514027 514,018
Lease liabilities T86 1,571 T070 37,704 26,743 T1874 55,5897
Other liabilities 105,759 - - . - 106,759 106,759

Total liahilities 121,782 2468866 138966 IB.U21 26743 1434478 1413740

The tables below show the contractual expiry by maturity of the Company's loans and lease
commitments and guarantees.

2022 2021
Mo later Mo later
than than
1 vear | vear
O 000
Guarantees 150,500 450,500
Loans and leases commitments 683,119 314,100

833619 Io4600

Assets available to meet all of the liabilities and to cover outstanding loan commitments include
cash, balances with BOJ, investment securitics and loans and advances to customers. In the
normal course of business, debt securities have been pledged to secure liabilities. The Company
is also able to meet unexpected net cash outflows by selling securities and accessing additional
funding from its parent company and other financial institutions,

Market risk:

The Company takes on exposure to market risk, which is the risk that the fair value or future
cash flows of a financial instrument will fluctuate because of changes in market prices, Market
risk mainly arises from changes in foreign currency exchange rates, interest rates and equity
prices. Market risk is monitored by the Executive Commitiee which carries oul extensive
research and monitors the price movement of financial assets on the local and international
markets. Market risk exposures are measured using sensitivity analysis,

There has been no change in the nature of the Company’s exposure to market risk or the manner
in which it measures and manages the risk,
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(dy Market risk (continued):
(i}

Currency risk:

48

Currency risk is the risk that the fair value or future cash flows of a financial instrument
will Muctuate because of changes in foreign exchange rates.

The Company also has transactional currency exposure, Such exposure arises from
having financial assets in currencies other than those in which financial liabilities are
expected to settle. The Company ensures that its net exposure is kept to an acceptable
level by buying or selling foreign currency assets to address shont-term imbalances.

Finuncial assets
Cazh respurces
Resale agreements
Investment securities
Loans receivable
Chher assets

Total financial assets

Financial linbilities

Customers” deposits

Securities sold under
agreements fo resell

Cither habalitses

Tatal financial
labilities

Met position

Financial assets
Cash resources
Resale agreements
Investment secufilies
Loans receivable
bt aseers

Total financial assets

Financial liabilities

Customers” depasis

Securities sold under
agreements o resell

Orher liabdlities

Tiozal financial
liabilities

Met position

2022
UsD GEP CAN  EURD  TOTAL
$000  S000  §°000 000 £°000

759,331 343 134 570 260,378
476,091 . : s 476,091
533,286 3 < 533,286
73,287 . . . 73,287
_268.568 83500 —_ _636 333698
Lel0563 83845 136 1196 1695740
1,371,866 913 g ; 1,372,779
534,358 ? 5 534,358
16526 83490 - = _loo0ls
1922730  B4.403 . . 2.007,153

(LD (_S38) 36 L1%% (311413

2021

UsD GEP CAN  EURD  TOTAL

SO00  §'000  §°000 5000 $'000
167,452 546 2015 620 170,633
453,439 : 2 : 453,439
751,785 ; - . 751,785
70,787 = . 70,787

41,614 : . 41614
LABSOTT 546 2015 _620  LA4BR258
1,399,098 1,097 =~ - 1,400,195
514,018 . - 2 $14,018
— 1.BO0% —_ 81763 - 86 574
1314925 1.097 87,7635 —= 2003787
(422848 (381 (BRSO =Safl (L 313.38%)
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5. Financial instruments - risk management and fair values {continued)
idy  Market risk (continwed):

()

(ii)

Currency risk {continued):
Sensitiviry ro foreign exchange rate movemenis

The following table indicates the currency to which the Company had significant
exposure on its monetary asscts and liabilities and its forecasted cash flows. The change
in currency rates below represents management's assessment of the reasonably possible
change in foreign exchange rates at the reporting date. The sensitivity analysis presents
the effect of adjusting foreign currency denominated monetary items al the reporting date
for a 4% increase and a 1% decrease (2021: % increase and a 2% decrease) in foreign
currency exchange rates. The comelation of variables will have a significant effect in
determining the ultimate impact on market risk, but to demonstrate the impact due 1o
changes in variables, each variable had to be considered on an individual basis. There
was no change in the basis of caleulation from the previous reporting date.

20323 202

Effect an Effect on

% Change profit % Change profit

in currency befare in currency befare
taie imcome fnx e income bax

000 £ 000

Currency:

usp 4% {12,487) 2% {34,388

UsD 1% i 2% lbeidd

The change in foreign currency exchange would not affect the carrying value of the
Company's financial instruments as they are not carried at fair value.

Interest rate risk:

Interest rate risk is the risk that the value or future cash flows of a financial instrument
will fluctuate because of changes in market intcrest rates.

Floating rate instruments expose the Company to cash flow interest rate risk, whereas
fixed interest rate instruments expose the Company to fair value interest rate risk.

The Company's interest rate risk policy requires it to manage interest rate risk by
maintaining an appropriate mix of fixed and variable rate instruments. The policy also
requires it to manage the maturities of interest bearing financial assets and interest
bearing financial liabilities. The Executive Comminee sets limits on the level of
mismatch of interest rate repricing that may be undertaken, which is monitored daily by
the management team and treasury personnel,
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(i)

instruments - risk manag
Market risk {continued)

Interest rate risk (continued):

50

The following tables summarise the Company's exposure to interest rate risk. It includes
the Company's financial instruments at carrying amounts, categorised by the earlier of

contractual repricing and maturity dates,

L |
Moin
Within 1 Il Jel2 15 Civer § imierest
month  months months years YERrS bearing Tosal
$'000 $'00:d U000 S0 S 00 57000 000
Finamcial assets;
Cash resources 1,051,053 - - - 1.051,063
Besale spreement - 4TH 743 - - = . ATH,743
Investment securilics " I08.958 150,086 1,094,214 - 1553256
Loans recelvable T8 e T.B53 214,584 3,120,680 3634908
Ml investment m leases - 2 851 11,623 23309 119653 . 177,446
(rther assels . - = = _BIT360  _BET. G0
Total financial assets  LOBGATS 1064639 _ 169562 1332107 32600333 _BI7.360 Z.T7ML%06
Financial lalxibitees:
Customers
deposits GI8006 1088266 1,007,492 462 - - 1,684,327
Repurchase agreement To 60 457508 - - - - 534,358
Lease liakilities f%1 1,56% RA32 5509 17.351 = 83,331
Other linbilities - = = . = 232357 _ Q32357
Total finapcial
lezhalitses _E05547 LS17.432 LOI1S.M2% _ 55560 _ 19351 _ 252,357 3584373
Total liquidity gap 2L A2E (452,503 (_B46.563) 1276546 3242981 _S65003 4,176,493
Cumulative gap IR A2E {__6LATS)| SOROE) J6BSO0R LGILAN 406433 -
2021
Mo
Within 1 13 Jwid 1wl Crver 5 interest
month  months  menthd vears NERTE bearing Total
000 5000 $000 500D L1000 £ SO0
Financial assels:
Cash resources 197,301 . - 157,341
Rezale agrecment - 958,508 - . . - 958,508
Invesiment securilied B8 G223 - 400 A8% 1275003 . o692 1832302
Loans recsivahle 1,552 4T 55 198,770 2471074 = g 2,712,062
Mel investment i leases 6,038 3.207 33271 42,588 177837 - 26254]
Total financial assets B96EIY LOO4380 _ 632636 LTM666 _1TIEIT 4176 GH06.495
Fimancial liabilitbes:
Customers
deposits 14306 20019161 670,312 0287 - & 2. 745 D66
Repurchase agreement - 240,402 ThLGIGE . ) - SE4018
Lease Hiabilitics 4316 &850 4,101 26215 24 2as - 55807
Orher liabilities = N 2 = - _ 106759 _ 106759
Total financinl
linbilitics 14,742 2460443 748029 65502 _ 24265 106739 3419740
Total liquidity gap BEZOTI (1456,063) (LIS 403)3. 728 164 135371 130401 3386038
Cumulative gap S82.071 (ST390)( GB35 3005769 J08%%41 ISRETER oo
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(e}

ie)

Market risk (continued)

(111 Interest rate risk (continued):
Sensitivity to inferest rate movemenis

The following table indicates the sensitivity to a reasonably possible change in interest
rates, with all other variables held constant, on the Company’s profit before taxation.

The sensitivity of the profit before taxation is the effect of the assumed changes in interest
rates on net income based on floating rate financial assets and financial liabilities. The
correlation of variables will have a significant effect in determining the ultimate impact
on market risk, but to demonstrate the impact due to changes in variables, variables had
to be considered on an individual basis. It should be noted that movements in these
variables are non-linear,

2033 2021
" Effect om Effeci on
Change prafil Change i
in basis hefore in basis hefore
points inxation (pet} points tnxation (met)
LISENIND 000 LIS IkiCy L0
5050 (11,580) =1 0-50 (12,501)
200+ 200 1AL ] D+ 300 FEO2E

{iii} Eguity risk:

Equity price risk arises on equity securities held by the Company as part of its investment
portfolio. Management monitors the mix of debt and equity securities in its investment
partfolic based on market expectations. The primary goal of the Company’s investment
strategy is to maximise investment returns while managing risk so as to minimise
potential adverse effects on the Company’s financial performance.

The Company’s equity securities which were listed on the Jamaica Stock exchange were
sold during the year. As at 30 September 2021, an increase in 5% and a decrease of 5%
in quoted bid prices at the reporting date would have resulted in increase or decrease
equity and profit of 33,534,000 respectively.

Capital management:

The Company's objectives when managing capital, which is a broader concept than the ‘equity’
on the face of the statement of financial position, are:

{i}  Tocomply with the capital requirementis set by the regulators;

(i)  Tosafeguard the Company’s ability to continue as a going concern so that it can continue
to provide returns for shareholders and benefits for other stakeholders; and

(iii} To maintain a strong capital base to support the development of its business.
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5.  Financial instruments - risk management and fair va continued)

{e) Capital management {continued):

The Company's objectives when managing capital, which is a broader concept than the ‘equity’
on the face of the statement of financial position, are (continued):

(i) T maintain a strong capital base to support the develepment of its business.
Capital adequacy and the use of regulatory capital are monitored monthly by the
Company's management, employing technigues based on the guidelines developed by
the Basel 11 Committee as implemented by BOJ. The required information is filed with
BOJ on a quarterly basis.

B0 requires cach financial institution to:
(i)  Maintain a ratio of Tier 1 capital to total assets of 6%6; and
(ii) Maintain a ratio of total regulatory capital to risk-weighted assets at or above 10%.

The Company's regulatory capital as managed by the Executive Committee is divided into two
tiers:

{iy  Tier 1 capital: share capital, rescrve fund and reserves created by appropriations of
retained earnings; and

(i) Tier 2 capital: qualifying subordinated loan capital, collective impairment allowances
and unrealised gains arising on the fair valuation of Government securities and equity
instruments held as available-for-sale.

The risk-weighted assets are measured by means of a hierarchy of four risk weights
classified according to the nature of, and reflecting an estimate of credit, market and other
risks associated with each asset and counterparty, taking into account any eligible
collateral or guarantees. A similar treatment is adopted for off-statement of financial
position exposure, with some adjustments to reflect the more contingent nature of the
potential losses.

The table below summarises the composition of regulatory capital and the ratios for the
period and vear ended September 30, 2021 and September 30, 2021:

2023 2021

000 L1000
Tier | capital 4,479 324 3,482 408
Tier 2 capital ___38.386 29 852

Total regulatory capital 4311710 3.212.260
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5,  Financial instruments - risk management and fair values (continued)
{e)  Capital management {continued):

The table below summarises the compesition of regulatory capital and the ratios for the period
and year ended September 30, 2022 and September 30, 2021 {continued):

2022 2021
S'000 §1000
Risk-weighted assets:
Om-statement of financial position 6837328 5,030,359
Off-statement of financial position 150,500 __ 450,500
Tatal risk-weighted assets I8 1828 3,480,839
Tier 1 capital to total assets:
Actual ratio 030 —4%.53%%
Required ratio 1 0.00%% 100005
2022 2021
8000 7000
Total regulatory capital to risk-weighted assets:
Actual ratio _64.65% &4.07%
Required ratio L0 — 000

The Company was in compliance with the externally imposed capital requirement.
{fy Fair value of financial instruments;
(i) Definition and measurement of fair values

Fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participanis at the measurement date.

When measuring the fair value of an asset or liability, where a quoted market price is
available, fair value is computed by the Company using the quoted bid price at the
reporting date, without any deduction for transaction costs or other adjustments. Where
a quoted market price is not available, fair value is computed using alternative techniques
making use of available input data; the company uses observable data as far as possible.
Fair values are categorized into different levels in a three-tier fair value hierarchy, based
on the degree to which the inputs used in the valuation technigues are observable.
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Financial in

()

ent and fair value

Fair value of financial instruments (continued):

(i)

Definition and measurement of fair values {continued)
Fair value kierarchy: The different levels in the hierarchy have been defined as follows:

Level 1;  Financial asseis and financial liabilitizs that are measured by reference to
published quotes in an active market. A financial instrument is regarded as quoted in an
active market iff quoted prices are readily and regularly available from an exchange,
dealer, broker, industry group, pricing service or regulatory agency and those prices
represent actual and regularly occurring market transactions on an arm's length basis.

Level 2: Financial assets and financial liabilities that are measured using & valuation
technigue based on assumptions that are supported by prices from observable current
market transactions, and for which pricing is obtained via pricing services, but where
prices have not been determined in an active market. This includes financial assets with
fair values based on broker quotes, investments in funds with fair values obtained via
fund managers, and assets that arc valved using a model whereby the majority of
assumptions are market observable.

Level 3: Financial assets and financial liabilitics that are measured using non-market
observable inputs. This means that fair values are defermined in whole or in part using a
valuation technigue (model) based on assumptions that are neither supported by prices
from observable current market transactions in the same instrument nor are they based
on available market data.

Where fair value approximates the carrying value of financial instruments due 1o their
shor-term nature, no fair value disclosure is made.

The fair value of cash resources, resale agreements, other assets, customers’ depaosits,
repurchase agreements and other liabilities are assumed to approximate their carrying
values due to their short-term nature and are included in the level 2 fair value hicrarchy.

The fair value of loans receivable and net investment in finance leases are assumed to
approximate their carrying values as interest rates on these instruments approximate
current market rates offered on similar instruments, These are included in the level 2 fair
value hierarchy.

The following table shows the valuation technique used in measuering fair value in the
Level 2 hierarchy for financial assets measured at fair value. There are no significant
unobservable inputs used.

Ty Valuation technbque

Government  of & Obtain bid yield from yield curve provided by a recognized

Jamaica securities pricing source (which uses market-supplied indicative
bids)

#  Using this vield, determing price using accepied formula
*  Apply price to estimnate fair vabse.
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5. Financial instruments - risk management and fair values (continued)

(D) Fairvalue of financial instruments (continued):

(i)

(iii)

Valuation techniques and significant unobservable inputs (continued):

The following table shows the valuation technique used in measuring fair value in the
Level 2 hierarchy for financial assets measured at fair value. There are no significant
unobservable inputs used. (continued)

Type Valuation technigue

Corporate bonds #  Prices of bonds a1 reporting date as quoted by o large and
reputable international broker/dealer

Securities purchased under « The camying amount is reasonable approximation of fair
resile agreements wilue due to their short-term interest,

Accounting classifications and fair values:

The fair value of financial assets and liabilities, together with the carrying amounts and
their classifications shown in the statement of financial position, are as follows:

2z
Carrying amount Fair valoe

Amocissed

[ FVIPL EYOCT  Total Levell  Leveld Total

000 SO0 S000 5000 &' (0 £ L0
Financkal assets measured

at fair value
Corporate bonds - = 1,300,252 1300252 - 1,300,252 1,300,252
Government of

Jamaica bonds ¥ . GOE08 G808 . __GO.E0F __ GOA08
Fimancial asseds not

measured at fair value
Cash resources 1,050,063 - - 1051 063 . 1051063 1051063
Resale agreements 476,143 - 176,743 - AT6,743 476,743
Cenificaiz of deposils 151,029 - - 151,029 - 151,029 151,029
Loan receivable 3,654 958 . - 1,654 %98 . 1654998 1.654.958
Mef investment in lease 177,446 - = 177,446 - 177 446 177 446
(hher nssets B0 - - _B17360 - 817360 _BITIG0

GIRE19 e = GJE6I - 6J25619 QIZRE3D
Financial liabilities not
measured at fair value
Castomers deposits 2684326 - 2,684,320 " 1684306 2684326
Repurchase agreement 534,358 = 534,358 - 334,358 534,358
Lease lighilities £3,31 - - 333 - 1331 3,331
Other llabilities I5EA5T - - 52387 _ . 253357 3LV
LI e e LENIWM . LSHIN BSRIN
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Financial i
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() Fair value of financial instruments (confinwed):
{(iii} Accounting classifications and fair values (continued):
The fair value of financial assets and liabilities, together with the carrying amounts and
their classifications shown in the statement of financial position, are as follows
{contimied )
2021
— Corrving amount _ Fairvalee
Armnoriised
£t EVIFL EM Taotal  Lewell  Leveld Tatal
7000 S0 $'0060 5000 000 & 000 &°00:0
Financinl asseis measured
a Fabr value
Quoted equities TG0 . 70,691 TDE9] - e
Corporate bonds 1481854 14801854 - IARL 864 | 48] 26d
Government of
Jamaica bonds [44,155 _ 144,155 44,155 _ 148,155
— k021 LAJ6OIT LEVGTID _TO631 LGIGDID LG2G.JII0
Financial asseis moi
measured &t fair value
Cash resoureos 197 301 - TAT 3] 101 197,300
Resale agreements G58 508 - GI8.308 = Q58 S08 948,508
Cenificate of deposits. 113,122 113,122 2 113,122 113022
Lan receavable plerrdi ¥l = 2,722 062 - 2 rakied XTI 06
Met investmend in lease 2HT - Ih2od | 262440 262541
Oiher assels 233484 _ - - JA3dR4 - 133484 33484
SORTAI8 - - SORTAIR - ROST4IR S0874108
Financinl lisbilitics not
measared at fair value
Customers deposits 2. 723,056 - = 1,743 (66 - 2.M45.066 2743066
Repurchass sgreement F14.008 - - L4018 = 514018 514018
Lease liabslities 35897 0 55,8497 - 5,807 3,897
Other liabilities 106,355 - 104,759 = L0678 106759
1.419.740 = 3419740 - 1418740 3419740
The fair values of financial instruments not measured at fair value, are assumed 1o
approximate their carrying amounts due 1o their short-term nature.
Other revenue
2022 2021
57000 £°000
Service fees 25,150 26,241
Dividend income 317 2,500
Foreign exchange gains, net 16329 63,050
Ciain on termination of leases 0.831 2044
Miscellaneous 7,063 1.117
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7. Saff costs

Salaries and wages

Statutory payrol] contributions
Pension costs (note 29)

Cxher

5. Criher non-inleresi expenses

Auditors' remuneration
Depreciation and amontization
Insurance

Legal and other professional fees
Assel tax

Oither

Registration and license

9, n ctax

37

2022 2021
$000 5000
105,385 152,630
26,195 17,325
9,057 4,800
19850 3359
160,487 208,345
202 2021
£°000 §°000
13,600 12,931
21,887 14,010
8,818 5,955
5,974 9,022
15,454 12,810
48,842 50,287
1219 1,623
115803 106,640

{a) Income tax is computed at 33%3% of the profit for the year, as adjusted for taxation purposes,

and comprises:

Current income tax:
Provision for charge on profit for the vear

Deferred income tax {note 17)
Tax effect of unused tax losses
Origination and reversal of temporary differences

(b} Reconciliation of expected tax charge to effective tax charge:

Profit before income 1ax

Expected tax credit calculated at 33%
Adjusted for the effects of:
Gain on sale of leases, not subject to tax
Depreciation and capital allowances
Net effect of other allowances and charges

Actual income tax charge

2023
57000

6,033

( 6,712)
44,598

37.886
41912
2022
$°000
49,370
16,455

( 3.277)
6,414
24,327

2021
5000

19,298

(19,673)
13,429
(_6.244)
13,054

2021
5000
1L146
5,715

{ 981)
787
7533
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[ncome tax (continued)

(e)

Taxation losses, subject o agreement by the Commissioner General, Taxpayer Administration
Jamaica, available for relief against future taxable profits, amounted to approximately
§200,974,000 (2021: $219,338,000). The maximum amount of the losses that can be utilised
in any one year is restricted to 50% of the taxable profit for that year,

Cash resoyrges

(a)

(b)

(eh

Statutory reserves with Bank of Jamaica (BOJ):

Statutory reserves with BOJ, as required under Section 43 of the Banking Services Act and in
accordance with the terms of the licence, are held at BOJ as a cash reserve. Accordingly, these
amounts are not available for investment or other use by the Company. The reserves represent
5% and 13% (2021; 5% and 13%) of the Company's prescribed Jamaica dollar and foreign
currency liabilities, respectively. The Jamaica dollar reserve is held on a non-interest-bearing
basis, while the forcign currency reserve eams interest at variable rates, with a weighted
average inferest rate at the reporting date of 0.00% (2021 0.00%%).

Amounts due firom other banks and cash in hand;

222 2021

£1000 5000

Motes, coins, and money at BO) 695,242 669,732
Less: Statutory reserves with BOJ (_245,590) (280617

449 652 389,115

Accounts with other banks- Foreign currency denominated 188,827 34,235

Accounts with other banks- Jamaica dollar denominated | 66,994 313,334

H03473 316684

Cash and cash equivalents comprised the following for the purposes of the statement of cath
flovws:

2022 2021
£1000 000
Amounts due from other banks and cash in hand B05.473 516,684
Resale agreements (note 11) 473,690 954,961
Certificates of deposit (note 12) 151,029 113,122

L230192  Lafd.J6]
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1.

L

Resale agreements

The Company enters into resale agreements collateralised by Govemment of Jamaica securities.
These agreements result in credit exposure in that the counterparty to the transaction may be unable
or unwilling to fulfill its contractual obligations, The amounts are made up as follows:

022 2021

£'000 £000

Principal 473,691 055,010
Less impaimment allowance (1 (— 49
473,690 954,961

Accrued interest receivable __30353 3547
416743 238,508

Far the purposes of the statement of cash flows, an amount of $473,690,000 (2021: $954.961,000) is
included in cash and cash equivalents [note 10{c)].

The fair value of securitics held by the Company as collateral for resale agreements at the reporting
date was $497 379,000 (2021: §1,002,793,000).

Tnvestment securities

2023 2021
5000 5000
Financial assets measured at amortised cosi:
Certificates of deposit [note 10{c)] 151,029 113,122
Financial assets measured at fair value through OCI
Government of Jamaica bonds 6,808 144,155
Corporate bonds 1,300,252 1.4 4
1,361,060 1,626,019
Interest accrucd 41,167 22,370
1,402,227 I 648 389
Financial assets measured at fair value through
profit or loss:
Quoted equities — 70,691
1553.256 LE32.202

Expected credit losses on securities measured at fair value through other comprehensive income
amounted to §3.523,000 (2021: §3,258,000). The amount is included in the fair value reserve (note
27),
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13. Loans receivable

Business and Government
Personal

Interest accrued

Less impairment losses

Impairment [osses comprise :

Specific provision

General provision

222

$'000
1,966,950
1,686,520
3,653,470
— 23,149
3,678,619
(_23.621)

1634998

2022
$°000

(5,089
(__1%.532)
(2l 21}

60

2021
1000

1,394,710
1.324.011

2,718,721
12,202

2,730,923

(_ B.861)

L.122.062

(—B.861)

As at 30 September 2022, loans with principal balances outstanding of $10,243,466 (2021: SNil) were
in non-performing status. Interest receivable on these loans amounted to NIl (2021: $Nil). Interest
taken to income in respect of these loans amounted to $309,705 (2021: § Nil).

14, MNetinvestmentin finance leases

Total minimum lease payments receivable
Less: Unearned income

Less impairment losses

Met investment in finance leases

Future minimum lease payments are receivable as follows:

2021
2022
2023
2024
2025
2026

2022
3000

200,403

(22913
177,490

(44
LI1.446

022
£'000

82515
54,806
43,593
17,541

2021
§'000

297,184

(__34,208)
262,976

35
—af2.34)

2021
£000

131,296
72,833
45,124
16,330
11,601

237,184
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15,

16.

Propenty, plant and equipment
Furniture
Motar and Compulter
Leasehold vehicle  cguipment  hardwarg Total
000 5000 000 51000 £'000
Cipst:
September 30, 2020 1,151 12,026 6,044 20653 40,774
Additions - - .03 L7118 3150
September 30, 2021 1,151 12,026 9.4975 21,372 50,51
Additions 123,639 - 4015 1415 133.060
Seplember 30, 2022 124,790 12,026 13,990 34787 | 185593
Accumulated depreciation:
Seplembeer 30, 2020 230 5011 335 11,726 20,321
Charge for the period 116 2403 1,924 _3.390 B.233
September 30, 2021 346 TA4l6 5,278 15,516 28,556
Charge for the year __L1ss _2.406 156 5178  _10.885
September 30, 2022 a9 _9.8X2 A5 20,694 35441
Net book values:
September 30, 2022 123,299 2204 Luiik 14093 146,132
Sepember 30, 2021 B SA.610 4697 1LE56  ALME
Other assets
2022 2021
5000 S0
Intangible assets 1,924 2,075
Prepayments 23,403 24,150
Reimbursables — related party 238,534 93,518
Lease Advances 12,769 25,570
Other receivables 540,730 92,060
817360 232373

Intzngible assets consist of computer software. There were additions duning the current year
amounting to $416,000 (2021: $1,504,000). Amortisation for the year amounted to 3567 000 (2021
£310,000). Other receivables as at 30 September 2022 include funds to be received from the sale of
equity investments and redemption of bonds valuing £203,030,000 (2021: SMil).
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17,

Deferred tax asset

62

Deferred tax asset is calculated on all temporary differences using the tax rate of 33 1/3%. The items

giving rise to the deferred tax asset and the movements on the account are as follows:

Deferred tax asset:
Property plant and equipment
Acerued vacation
Investments
Employees benefit obligation
Tax losses

Deferred tax hability:
Unrealised exchangef{losses)
Allowance For loan losses

Met deferred ax asset

Deferred tax asset:
Property plant and equipment
Accrued vacation
Employees benefit obligation
Tax losses

Deferred tax liability:
Unrealised exchange/(losses)
Investments
Allowance for loan losses

Met deferred tax asset

2022
Recognised
Balance m in other
beginning  Recognised comprchensive  Balance at
of year in income income end of vear
2000 S'000 27000 S 000
{note 9)
32,266 (30,655) - 1,611
2,025 830 - 2,835
( 2170 - 23,782 21,605
8978 ( 2.636) . 6,342
73,703 6T - R
114,795 (39.173) 23,782 S99 404
[ 5,683) 4,096 . [ 1,587)
(_2.230) (_2.809) ol (_12.732)
(_13.633) 1287 g (_14.346)
22,162 (37.886) 23,782 82038
2021
Recognised
Balance at in other
beginning  Recognised comprehensive Balance at
of year in income ineome end of year
$'000 S 000 8000 §000
{note 9)
19,777 12,489 - 32,266
1,759 266 - 2,025
- 8.978 - 8,978
93,376 (19.673) - 13,703
114912 _2.060 i 116,972
[ 14.222) 8,539 - { 5,683)
( 1,777) - [ 400} { 2,177)
(__5.59%) (4355 - {__9.950)
(_21.594) 4,184 (4009 (178109
23318 nddd (400} 28,162
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18.  Lgases
The Company leases property for office space and other uses, The lease run for a period of 3-10 years,

(i)  Amounts recognised in the siatement of financial position shows the following amounts

relating to beases:
2022 2021
000 £000
Right-of-use assets - property:
Balance at October | 54,006 26,208
Additions 35,282 32,986
Depreciation charge for the year {10433} (_3.188)
Balanee at September 30 _T78.853 54,046
2022 2021
£000 £°000
Lease liabilities:
Current 7,954 8,140
Non-current 15377 41,757
_83331 20,897
2022 2021
2000 ST 000
Future minimum lease payments:
Less than one year 19,228 9,426
Between one to three years 38,454 28,278
Over three vears 331 36,170
Total future minimum lease payments 110,233 73,874
Liss future interest expense { 26.902) {17.977)
Lease liability as at September 30 _E3331 23897
{il) Amounis recognized in profit or loss relating to leases:
2022 LAY
37000 £ 000
Depreciation charge of right-of-use assets _10,435 S 188
Interest expense
(included in other expenses) il ld 4030
Expense relating to shori-term leases
(included in other expenses) 1324 82342
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1B. Leases (continued)
(tii) Amounts recognised in the statement of cash flows
2022 2021
5000 5000
Total cash out flows for leases 14,420 12.245

{iv) Extension oplions

The property lease contains extension options exercisable by the Company up to February 28,
2030, Where practicable, the Company seeks to include extension options in new leases 1o
provide operational flexibility. The extension options held are exercisable only by the
Company and not by the lessors. The Company assesses at lease commencement date whether
it is reasonably certain to exercise the extension options.

The Company reassesses whether it is reasonably certain to exercise the options if there iz a
significant event or significant changes in circumstances within its control.

The Company has estimated that the potential future lease payments, should it exercise the
extension option, would result in an increase in lease liabilities of $21,480,000.

19, Customers” deposits

2022 2021
&0 & (M0
Personal 782,932 478,501
iher 1,881,522 2.244. 342
2 664,454 2,722,843
Interest payable 12873 — 20233

2684327  L.743.066

20.  Cnher liabilities
222 2021
5000 £7000
Advance from parent company [note 31] - 1810
Other 252357 106,759

252,357 110,569

=y

—
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21.

22,

Securities sold under repurchase agreement
2022 2021
000 & 000
Securities sold under repurchase agreement 532,070 £12,225
Accrued interest 2,288 1.793

Securities sold under repurchase agreements are collaterised by investment securities (note 12) with
carrying value amounting to $562,934,000 (202 1: §347,975,000).

Emplovee benefit obligation

Effective October 1, 2020, all full-time employees of the Company employed as at October 1, 2019
were extended invitations to participate in an Employee Share Option Plan for Cormerstone entities,
To be eligible for the grant of an option an employee is required to have been employed continuously
by the Company as of October 1, 2019 or such shorter period as determined by the Executive
Committee. The plan came into effect as at October 1, 2020 with an option vesting date of May 1,
2022 and an exercise price of $15.50. The option will expire on April 20, 2023. The shares that are
the subject of the option are those of Barita Investments Limited. The option plan does not qualify
as a share-based payment and is therefore accounted for as a long-term benefit under 1AS 19
Employee Benefits.

The amounts recognised in the statement of financial position in respect this long-term employee
benefit are as follows:

{a) Employee benefit obligation recognised in the statement of financial position:

2022 2021

000 5000
Present value of unfunded obligations 19,627 26,933

(b} Movement in the present value of unfunded obligations:

2022 2021

£'000 7000
Present value of obligations

at beginning of year 26,933 .

Current service ¢ost 5,861 16,665
Benefits paid during the yvear (13,587) -
Past service cost - 9298
Interest Cost Eri e 970

Balances at end of year 18,207 26,933
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22.

i3.

b

{c) Expenses recognised in the statement of profit or loss:
Expenses of $35,861,000 (2021: $26,933,000) for the year was recognised in profit or loss.
{d) Principal actuanial assumptions at the reporting date (expressed as weighted averages):
2022 2021
% %
Discount rate at September 30 5.5 5.5
Share capital
Authorised -
20,000,000 ordinary shares of no par value (i, 1)
[ 0,000,000 20% Non-cumulative preference shares
of no par value (ii)
1,600,000 5% Non-cumulative USE preference shares (ii)
14,500,000 5% IMD non-cumulative preference shares (ii)
100,000,000 4% IMD non-cumulative preference shares (ii)
240,000 3% IMD Non-cumulative preference shares (ii)
2022 2021
7000 § 000
Issued and fully paid -
18,000,000 ordinary shares (2021: 17,000,000 ordinary shares) 007,000 7,000
£,000,000 20% Non-cumulative preference shares 8,000 8,000
14,260,000 5% Non-cumulative
preference shares 2,162,780 2,162,780
240,000 3% Non-cumulative preference shares 600,000 600,000
5,000,000 4% Non-cumulative preference shares 477,000 477,000
1,600,000 5% Non-cumulative USS preference shares _ 206,720 206,720
4471300 3471500
{i)  The holders of ordinary shares are entitled to ane vote per share at meetings of the Company

(it}

and 1o receive dividends as declared from time 1o time.

The preference shares are not redeemable. The holders of the preference shares have the right
to a fixed non-cumulative preferential dividend [at a rate fixed from time to time by resolution
of the directors, currently fixed at 20%, 5%, 4% and 3% respectively per annum]; in the event
of the Company being wound up, to have the amount paid up on the preference shares repaid
in priority to repayment of ordinary shares; and at any time after December 2003, to request

conversion of each preference share for one ordinary share.

Further, the preference shareholders are not entitled to receive notice of, or to attend, general

meetings of the Company.

-

-
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23,

24,

25,

26,

27

28.

29.

Share capital (continued)

(iii) On August 18" 2022, a board resolution was passed to increase the share capital of the
company by way of an issue of one million (1,000,000} ordinary shares at a price of $1,000.
The amount raised as capital is 51,000,000,000,

Reserve fund

Under Section 41 of the Banking Services Act, the Company is required to make an annual transfer
of 15% of the net profit for the year to a reserve fund (“the Fund™} until the amount in the Fund is at
least 50% of the paid up share capital and thereafter, a minimum of 10% until the amount in the Fund
is a1 least equal to the paid up capital.

There was no transfer to the statutory reserve fund during the vear as there was an adjusted net loss.
Retained earnings reserve

Section 42 of The Banking Services Act permits the transfer of any portion of net profit to a retained
earnings reserve, at the diseretion of the directors; however, they must netify Bank of Jamaica for the
transfer to be effective, and any transfer from this reserve must be approved by Bank of Jamaica, No
transfer to this reserve was made during the year.

This reserve constitutes a part of the capital base for the purpose of, inter alia, determining the
maximum level of deposit liabilities and lending to customers.

lpss reserve

The loan loss reserve is a non-distributable reserve which represents the excess of the provision for
losses on loans and leases as determined using the Bank of Jamaica's regulatory requirements over
the amounts determined under IFRS. During the year, an amount of $8,534,000 (2021: $13,147,000)
was transferred to the loan loss neserve.

Fair value reserve

Fair value reserve represents the excess or shortfall of fair value of securities classified as FVOCI at
vear end over the amortised cost, net of expected losses on such securities and deferred tax.

Dividend
There were no dividends declared for 2022 or 2021.
sion plan

On May 19, 2015 The Trustees of the Retirement Plan for the Employees of Seramco Limited (a
related company of previous parent company), and related companies wound up that pension plan
effective October 31, 2015, and transferred emplovees’ past service benefits to a new defined
contribution approved superannuation fund. Approval was received from the Financial Services
Commission and contributions to the new defined contribution superannuation fund commenced on
Movember 1, 2015 at an agreed rate of 5%.

The Company”s contribution for the year was $9,057.000 (2021: $4,800,000) (note 7).
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il

31.

Commilments
2022 <021
5000 £000
Loans and leases [see (a)] Ti3,119 314,100
Guaraniees [see (b]] 150,500 450,500
§53.612 164,600
{a) This represents loans and leases approved but not yet disbursed 10 customers at the reporting

{b)

()

date.

This represents contractual amounts of financial instruments not carried on the statement of
financial position that commit the Company to extend credit to customers. Guarantees are only
offered on a cash secured basis to customers therefore limiting any risk of credit losses.

Commiiments for capital expenditure amounted to approximately 349,573,000 (2021:
$107,202,000) as at the reporting date.

Related party transactions and balances

In the ordinary course of business, the Company provides normal services to its connected persons
on terms similar to those offéred to persons not connected to the Company.

(a)

Definition of & related party:

A related party is 3 person or entity that is related to the entity that is preparing its financial
statements (referred to in [AS 24, Refared Party Disclosures as the “reporting entity™, in this
case, the Company).

(iy A person or a close member of that person's family is related to the Company if that
person:
{1}  has control or joint contral over the Company;
{2) has significant influence over the Company; or
{3) is a member of the key management personnel of the Company or of a parent of
the Company,
(i) An entity is related to the Company if any of the following conditions applies:

{13 The entity and the Company are members of the same group (which means that
each parent, subsidiary and fellow subsidiary is related 1o the others).

{2)  One entity is an associate or joint venture of the other entity {or an associate or
joint venture of a member of an entity of which the other eatity is a member).

(1) Baoth entities are joint ventures of the same third party.

(4} One entity is a joint venture of a third entity and the other entity is an associate of
the third entity.

{5) Theentity is a post-employment benefit plan for the benefit of employees of either
the Company or an entity related 1o the Company.

(6% The entity is controlled, or jeintly controlled, by a person identified in (i).

{7) A person identified in (i) has significant influence over the entity or is a member
of the key management personnel of the entity (or of a parent of the entity).



BANK LIMITED

Naotes to the Financial Statements (Continued)
September 30, 2022

(Expressed tnJamaica dollars unless otherwise indicated)

31.  Related party wransactions and balances {continued)

{a)

(b)

(<)

Definition of a related party (continued):

{iil) An entity is related to the Company if any of the following conditions applies
{continued)):

(8) The entity, or any member of a group of which it is a part, provides key
management services ta the Company or to the parent of the Company.

A related party transaction is a transfer of resources, services or obligations between
related parties, regardless of whether a price is charged.

Identity of related parties

The Company has a related party relationship with its parent company (note i}, other related
companies, directors, key management personnel, and the pension plan.

The statement of financial position includes the following assets/(linbilities) with related
parties:
2022 2021
£'000 £'000
Parent company:
Loans receivable (i) 61,547 79,306
Other assets 256,200 93,001
Other liabilities - { 3.810)
Depasits (iv) (16,396) (26970
2022 2031
£'0:00 S 06
Other related parties:
Loan receivables 289,101 .
Resale agreements 473,691 955,010
Investments . 70,691
Net investment in finance lease 13,339 34,591
Right of use asset 71,201 54,006
Lease liabilities { 83,331} { 55,897)
Orther assets - 2,494
Other Liability ( :1,33:: il
Repurchase agreements {iii) (532,070) (514,
Depasits (iv) (424.611) (347,639)
2022 2021
50 5000
Directors:
Loans receivable {ii) 379,937 283,195

Deposits (ii) {_20,369) (_44.631)
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3.

Related party transactions and balances {continued)

(<)

{d)

The statement of financial position includes the following assets/( liabilities) with related parties
(contimuwed):

2022 2021
£7000 £000
Key management personnek:
Loans receivable {111) (94,819 39,046
Deposits (ii) (63.263) (4.053)

(1) Loans due from parent company are secured, bears interest at 7% and are payable within
four (4) years of the reporting date. The expected credit loss on these balances is

immaterizl

{ii)  Loans due from directors are sccured and bears interest rates in the range of 7% 10 9%
and are payable within eight (B) years of the reporting period.

(i)  Loans granted to key management persennel include secured and unsecured and bears
interest in the range of 5.5% to 9.5% and are payable within fifteen (15) vears of the
reporting period. The unsccured facilities are granted in accordance with the Banking
Services Act, Section 58 (1)

{iv)  The securities sold under repurchase agreement to related entities bears interest in the
range of 4.5% to 4.75%, They are set to mature two (2) to three (3) months after the year
end.

{v)  The customer deposits held by related partics bears interest in the range of 2.05% to
2.75%. They are set to mature eleven {1 1) months after the year end.

The statement of profit or loss and other comprehensive income includes the following income
camed from/(expenses incurred in) transactions with related parties, in the ordinary course of
business, as follows:

2022 2021
1000 51000
Parent company:
Interest income — loans 1,979 1333
Interest cxpense {60} {—I2)
Other related parties:
Rent (22.061) (26,970
Interest income 43,114 ey

Interest expense (66.830) (12.76T)
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3.

(d) (Continued)

Directors and other key management personnel:
Imerest income
Interest expense

(g} Key management compensation:

Salaries and other short-term emplovee benefits
Long term emplovee benefiis
Statutory payroll contributions

2022
§T000

6,888
(L4339
2022
1000
(65,114)

(_6.229)
(ZL443)

71

1,142
(_267)

2021
7000

{70,465)
{12,382)
{_3.974)

(88.821)
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