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Statement of Management Responsibilities
Home Mortgage Bank

Management is responsible for the following:

Preparing and fairly presenting the accompanying consolidated financial statements of Home
Mortgage Bank (the Bank) and its subsidiaries (collectively, the Group), which comprise the
consolidated statement of financial position as at December 31, 2017, the consolidated
statements of profit or loss and other comprehensive income, changes in equity and cash flows
for the year then ended, and notes, comprising significant accounting policies and other
explanatory information;

Ensuring that the Group keeps proper accounting records;

Selecting appropriate accounting policies and applying them in a consistent manner;
Implementing, monitoring and evaluating the system of internal control that assures security of
the Group’s assets, detection/prevention of fraud and the achievement of the Group’s
operational efficiencies;

Ensuring that the system of internal control operated effectively during the reporting period;

Producing reliable financial reporting that comply with laws and regulations, including the
Companies Act; and

Using reasonable and prudent judgement in the determination of estimates.

In preparing these consolidated financial statements, management utilised the International
Financial Reporting Standards, as issued by the International Accounting Standards Board and
adopted by the Institute of Chartered Accountants of Trinidad and Tobago. Where International
Financial Reporting Standards presented alternative accounting treatments, management chose those
considered most appropriate in the circumstances.

Nothing has come to the attention of management to indicate that the Group will not remain a going
concern for the next twelve months from the reporting date, or up to the date the accompanying
consolidated financial statements have been authorised for issue, if later.

Mapagement affirms that it has carried out its responsibilities as outlined above.

Patricia [lkhtchoui, Corporate

Administration Secretary

Date: Februarv 28. 2018 Date: February 28.2018
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Independent Auditors' Report
To the Shareholders of Home Mortgage Bank

Opinion

We have audited the consolidated financial statements of Home Mortgage Bank (“the Bank”)
and its subsidiaries (collectively, the Group), which comprise the consolidated statement of
financial position as at December 31, 2017, the consolidated statements of profit or loss and
other comprehensive income, changes in equity and cash flows for the year then ended, and
notes, comprising significant accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Bank as at December 31, 2017, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors” Responsibilities for
the Audit of the Consolidated Financial Statements section of our report. We are independent
of the Bank in accordance with the International Ethics Standards Board for Accountants' Code
of Ethics for Professional Accountants (IESBA Code) together with the ethical requirements that
are relevant to our audit of the consolidated financial statements in the Republic of Trinidad and
Tobago, and we have fulfiled our other ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our opinion.

Other Information

Management is responsible for the other information. Other information consists of the
information included in the Group's Annual Report but does not include the consolidated financial
statements and our auditors’ report thereon. The Group’s 2017 Annual Report is expected to be
made available to us after the date of this auditors’ report.

Our opinion on the consolidated financial statements does not cover the other information and
we do not express any form of assurance conclusion thereon.

KPMG is a Trinidad and Tobago partnership and a member firm of D S Sookram
the KPMG network of independent member firms affiliated with R A Alleyne C S Hornby A R De Freitas
KPMG International Cooperative {"KPMG International "), a Swiss entity. S N Golding M L Quashie N A Panchoo
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Other Information (continued)

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information identified above when it becomes available and, in doing so, consider
whether the other information is materially inconsistent with the consolidated financial
statements or our knowledge obtained in the audit, or otherwise appears to be materially
misstated. When we read the Group’s 2017 Annual Report, if we conclude that there is a material
misstatement therein, we are required to communicate the matter to those charged with
governance.

Responsibilities of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with [FRSs, and for such internal control as management determines
is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Bank’s ability to 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 Bank or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Bank's financial reporting
process.

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and
to issue an auditors’ report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e I|dentify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.
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Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements
(continued)

®

Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Bank’s internal control.

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

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 conditions that may cast significant doubt on the Bank's ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditors’ report to the related disclosures in the consolidated
financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditors’ report.
However, future events or conditions may cause the Bank to cease to continue as a going
concern.

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

Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the Group
audit. We remain solely responsible for our audit opinion.

We communicate with those 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.

KPM Y

Chartered Accountants
Port of Spain

Trinidad and Tobago
March 2, 2018




HOME MORTGAGE BANK
Consolidated Statement of Financial Position

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

Restated
2017 2016 Notes 2017 2016
3000 5°000 $°000 $°000
ASSETS
Cash and cash equivalents 8 12,242 18,400
Investment securities 9 1,680,611 1,822,138
Loans and advances to customers 10 939,841 603,023
Total loans administered 1,528,050 1,250,769
Mortgages held in trust (588,209) (647,746)
Other assets 11 21,965 18,369
Capitalised bond issue costs 12 721 209
Property development costs 13 24,605 27,305
Property and equipment 14 3,001 3,265
Investment property 15 18,876 18,876
Taxation recoverable 2,494 2,494
Deferred tax asset 16 5.746 6.028
Total assets 2,710,102 2,520,107
EQUITY AND LIABILITIES
EQUITY
Stated capital 17 16,000 16,000
Retained earnings 633,624 592,475
Revaluation reserve 18 411,199 507,388
Mortgage risk reserve 19 7.291 5.852
Total equity 1.068.114 1,121,715
LIABILITIES
Other liabilities 20 21,266 12,630
Short-term borrowings 21 110,000 127,000
Debt securities 22 1,334,236 1,041,130
Deferred tax liability 16 176,486 217.632
Total liabilities 1.641,988 1.398.392

Total equity and liabilities

2,710,102 2,520,107

The notes on pages 10 to 63 are an integral part of these consolidated financial statements.

These consolidated financial statements have been approved for issue by the Board of Directors on

February 28, 2018 and signed on its behalf by:

Direcm@‘ \'?fj/{

f.
Director J”u- ﬁf/ ;ﬁ%wﬂww.-ﬂ_
Vi '




HOME MORTGAGE BANK

Consolidated Statement of Profit or Loss and Other Comprehensive Income

Year ended December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

Restated
Notes 2017 2016
$°000 $°000
Income
Interest income 25 121,200 102,636
Interest expense 25 (15.128) (12.384)
Net interest income 25 106,072 90,252
Dividend income 42,005 46,722
Other income (net) 2 3
148.079 136.977
Expenditure
General and administrative expenses 26 23,661 21,325
Loss on sale of property 27 940 4,461
Finance costs 39,630 33,200
Charge to (reversal of) provision for impairment
of loans and advances to customers 10 639 (1,127)
Reversal of provision for impairment of property
development costs 13 (940) (4.461)
63.930 53.398
Profit before taxation 84,149 83,579
Taxation 28 (10.280) (5.377)
Profit for the year 73.869 78.202
Other comprehensive loss for the year
Items that are or may be reclassified to profit or loss
Revaluation of available-for-sale investments (137,412) 13,778
Related tax 16 41,223 (39.685)
Other comprehensive loss for the year, net of tax (96.189) (25.907)
Total comprehensive (loss) income for the year (23.320) 52,295
_ 2017 2016
Basic and diluted earnings per share ($) 4.61 4.88
Number of shares ("000) 17 16,000 16,000

The notes on pages 10 to 63 are an integral part of these consolidated financial statements.




HOME MORTGAGE BANK

Consolidated Statement of Changes in Equity

Year ended December 31, 2017

(Expressed in Trinidad and Tobago Dollars)

Mortgage
Stated Retained Revaluation Risk Total
Notes Capital Earnings  Reserve Reserve Equity
$°000 $°000 $°000 $°000 $°000
Balance at December 31, 2016
Balance at January 1, 2016 16,000 527,143 533,295 4,822 1,081,260
Transfer to mortgage risk reserve 19 - (1,030) - 1,030 -
16,000 526,113 533,295 5,852 1,081,260
Total comprehensive income
Profit for the year - 78,202 - - 78,202
Other comprehensive income for the year - - (25.907) - (25.907)
Total comprehensive income for the year - 78,202 (25,907) - 52,295
Transaction with owners of the
Bank, recognised directly in equity
Dividends - (11,840) - - (11.840)
Restated balance as at
December 31, 2016 35 16,000 592,475 507,388 5,852 1,121,715
Balance at December 31, 2017
Restated balance at January 1, 2017 16,000 592,475 507,388 5,852 1,121,715
Transfer to mortgage risk reserve 19 - (1,439) - 1,439 -
16,000 591.036 507.388 7,291 1,121,715
Total comprehensive income
Profit for the year - 73,869 - - 73,869
Other comprehensive income for the year - - (96,189) - (96.189)
Total comprehensive income for the year - 73.869 (96.189) - (22.320)
Transaction with owners of the
Bank, recognised directly in equity
Dividends - (31,281) - - (31,281)
Balance at December 31, 2017 16,000 633,624 411,199 7,291 1,068,114

The notes on pages 10 to 63 are an integral part of these consolidated financial statements.




HOME MORTGAGE BANK
Consolidated Statement of Cash Flows

Year ended December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

Note 2017 2016
$°000 $°000
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before taxation 84,149 83,579
Adjustments for:
Charge to (reversal of) provision for impairment of
loans and advances 639 (1,127)
Loss on property and equipment 4 7
Depreciation 851 982
Capitalised interest on managed funds 8,820 6,446
Net premium recognized on investments (9,982) (4,986)
Bond issue costs amortised 12 157 53
Operating profit before working capital changes 84,638 84,954
Changes in:
- Other assets (3,596) 2,883
- Other liabilities 5,036 (1,909)
Corporation taxes paid (6,322) (9,754)
Tax refund received - 1,999
Net cash from operating activities 79.756 78.166
CASH FLOWS FROM INVESTMENT ACTIVITIES
Issuance of new mortgages and loans (530,425) (333,695)
Proceeds from repayment on mortgages and loans 252,504 142,082
Purchase of property and equipment (591) (606)
Proceeds from sale of property plant and equipment - 2
Proceeds from sale of maturity investments 14,099 13,470
Purchase ot investments - (116,786)
Purchase of investment property - (18,876)
Proceeds from sale of property 2,700 10,041
Proceeds from managed funds 250,639 470,504
Repayment of managed funds (318.996) (326,833)
Net cash used in investing activities (330.070) (160.697)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from short-term borrowings 325,000 551,000
Repayment of short-term borrowings (342,000) (500,700)
Proceeds from bonds issued 350,000 96,750
Redemption of bonds (56,894) (56,893)
Dividends paid (31,281) (11,840)
Bond issue costs incurred (669) (53)
Net cash from financing activities 244,156 78.264




HOME MORTGAGE BANK
Consolidated Statement of Cash Flows (continued)

Year ended December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

2017 2016
$°000 $°000
Net decrease in cash and cash equivalents (6,158) (4.267)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 18.400 22.667
CASH AND CASH EQUIVALENTS AT END OF YEAR 12,242 18,400
Represented by:
Cash at bank and on hand 11,980 18,150
Short-term deposits 262 250
12,242 18,400
Supplemental information:
Income received during the year 70,978 79,060
Interest paid during the year 42,005 46,722
Dividend received (35,317) (31,928)
Dividend paid (31,281) (11.840)

The notes on pages 10 to 63 are an integral part of these consolidated financial statements.




HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

1.

General Information

Home Mortgage Bank (the 'Bank' or 'Parent’) is incorporated in the Republic of Trinidad and
Tobago under the Home Mortgage Bank Act 1985 and the subsequent amendments made to the
Act through Act No. 17 of 2005 (the 'Amended Act'). Its principal activities are the trading
of mortgages made by primary mortgage lenders, direct mortgage lending and the issue of bonds
for investment in housing

The Bank has three subsidiary companies which are listed below and collectively are referred
to as ‘the Group’:

Subsidiary Company Country of Incorporation Percentage Owned
Tobago Fairways Villas Limited Trinidad and Tobago 100%
Tobago Plantation House Limited Trinidad and Tobago 100%
Tobago Fairways Management Limited  Trinidad and Tobago 100%

The principal activity of these subsidiaries is real estate development.

The registered office of the Parent and its subsidiaries is located at Prince's Court, Corner
Keate and Pembroke Streets, Port of Spain. The Bank’s ultimate parent entity is The National
Insurance Board of Trinidad and Tobago, a company incorporated in Trinidad and Tobago under
Act No. 35 of 1971.

These consolidated financial statements were approved for issue by the Board of Directors on
February 28, 2018.

Basis of Preparation

(a) Basis of accounting

The consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRSs) as issued by the International Accounting Standards
Board (IASB).

(b) Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis
except for the following material item in the statement of financial position:

e Available-for-sale financial assets are measured at fair value.
e Investment property is measured at fair value
e Property development costs are valued at the lower of cost and net realisable value.

10



HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

2.

Basis of Preparation (continued)

(c)

(d)

Functional and presentation currency

Items included in the consolidated financial statements are measured using the currency of
the primary economic environment in which the entity operates (the functional currency).
The consolidated financial statements are presented in Trinidad and Tobago dollars, which
is the Bank’s functional and presentation currency. Except as otherwise indicated, all
amounts presented have been rounded to the nearest thousand.

Use of critical estimates and judgements

The preparation of the consolidated financial statements in conformity with IFRSs requires
management to make judgements, estimates and assumptions that affect the application of
accounting policies and the reported amounts of assets, liabilities, income and expenses.
Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised and in
any future periods affected.

Information about significant areas of estimation uncertainty and critical judgements in
applying accounting policies that have the most significant effect on the amounts
recognised in the consolidated financial statements are described in Note 6.

Significant Accounting Policies

The Group has consistently applied the accounting policies as set out below to all periods
presented in these consolidated financial statements.

(@)

Basis of consolidation

The consolidated financial statements of the Group include the assets and liabilities and
results of operations of the Bank and those ofthe subsidiaries after the elimination of inter-
company transactions and balances.

(i) Subsidiaries

A subsidiary company is an investee controlled by the Group. The Group ‘controls’
an investee if it is exposed to, or has rights to, variable returns from its involvement
with the investee and has the ability to affect those returns through its power over the
investee. The Group reassesses whether it has control if there are changes to one or
more of the elements of control. The financial statements of subsidiaries are included
in the consolidated financial statements from the date on which control commences
until the date on which control ceases.

11



HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

3.

Significant Accounting Policies (continued)

(@)

(b)

(c)

Basis of consolidation (continued)

(ii) Loss of control

When the Group loses control over a subsidiary, it derecognises the assets and
liabilities of the subsidiary, and any related NCI and other components of equity. Any
resulting gain or loss is recognised in profit or loss. Any interest retained in the
former subsidiary is measured at fair value when control is lost.

(iii) Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised income and expenses
(except for foreign currency transaction gains or losses) arising from intra-group
transactions, are eliminated in preparing the consolidated financial statements.
Unrealised losses are eliminated in the same way as unrealised gains, but only to the
extent that there is no evidence of impairment.

Foreign currency

Transactions denominated in foreign currencies are translated into the respective functional
currencies at the rates of exchange prevailing at the dates of the transactions. Monetary
assets and liabilities denominated in foreign currencies at the reporting date are translated
into the functional currency at the exchange rate at that date. Non-monetary assets and
liabilities denominated in foreign currencies that are measured at fair value are retranslated
into the functional currency at the spot exchange rate at the date that the fair value was
determined.

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign
currency are translated using the exchange rate at the date of the transaction. Foreign
exchange differences 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.

Financial instruments

Financial instruments comprise cash and cash equivalents, investment securities, loans and
advances to customers, other assets, other liabilities, short-term borrowings and debt
securities.

(i) Recognition and initial measurement

The Group initially recognises loans and advances to customers, short-term
borrowings and debt securities issued on the date at which they are originated.

12



HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017

(Expressed in Trinidad and Tobago Dollars)

3.

Significant Accounting Policies (continued)

(c) Financial instruments (continued)

()

(i)

Recognition and initial measurement (continued)

All other financial assets and liabilities (including assets and liabilities designated at
fair value through profit or loss) are initially recognised on the settlement date at
which the Group becomes a party to the contractual provisions of the instrument. A
financial asset or financial liability is measured initially at fair value plus, for an item
not at fair value through profit or loss, transaction costs that are directly attributable
to its acquisition or issue.

Classification

Financial assets

Loans and receivables

Loans and receivables include mortgages which are primarily personal residential
mortgages. These are carried at principal outstanding net of adjustments for
premiums and discounts on purchase. Premiums and discounts on the purchase
of these mortgages are amortised over the remaining life of the related pool of
mortgages using an amortisation method that in the aggregate, approximates a
constant yield over the remaining life of the mortgages.

Construction loan advances represent advances made by the Group or through the
Bank's approved lenders to mortgagors on new residential construction and/or to
project developers. These advances are stated at the principal balances
outstanding and are secured by a first mortgage over real property. On
completion of construction these advances are converted to mortgages.

Other loan advances represent secured short term loan facilities, which are
measured at amortised cost using the effective interest rate method, calculated by
taking into account any discount or premium on acquisition and fees and costs
that are an integral part of the effective interest rate. The amortisation is included
in 'interest income' in profit or loss. The losses arising from impairment are
recognised in profit or loss in 'provision for loan losses'.

13



HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

3.

Significant Accounting Policies (continued)

(©

Financial instruments (continued)

(ii) Classification (continued)

Financial assets (continued)

- Available-for-sale

Available-for-sale investments are securities which are intended to be held for an
indefinite period of time, but may be sold in response to needs for liquidity or
changes in interest rates. These investments are initially recognised at cost. After
initial recognition, available-for-sale investments are measured at fair value.
Gains or losses on available-for-sale investments are recognised as a separate
component of equity until the investment is derecognised or until the investment
is determined to be impaired at which time the cumulative gain or loss previously
reported in equity is included in profit or loss.

- Held-to-maturity

Held-to-maturity investments are financial assets with fixed or determined
payments and fixed maturities that the Group's management has the positive
intention and ability to hold to maturity. Held-to-maturity investments are carried
at amortised cost less any provision for impairment.

Financial liabilities

A financial instrument is classified as a financial liability if it is (1) a contractual
obligation to deliver cash or another asset to another entity, or to exchange financial
assets or financial liabilities with another entity under conditions that are potentially
unfavourable to the reporting entity; or (2) a contract that will or may bc scttled in
the reporting entity’s own equity instruments under certain circumstances.

(iii) Derecognition

Financial assets

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

14



HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

3.

Significant Accounting Policies (continued)

(©)

Financial instruments (continued)

(iii) Derecognition (continued)

(iv)

")

Financial assets (continued)

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 transferred), and
the sum of:

(1) the consideration received (including any new asset obtained less any new
liability assumed); and

(i) any cumulative gain or loss that had been recognized in other comprehensive
income (OCI).

is recognised in profit or loss.

Any interest in transferred financial assets that qualify for derecognition that is
created or retained by the Group is recognised as a consolidated asset or liability in
the statement of financial position.

Financial liabilities

The Group derecognizes a financial liability when its contractual obligations are
discharged, or cancelled, or expired.

Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement
of financial position when, and only when, the Group has a current legal right to set
off the recognised amounts and it intends either to settle on a net basis or to realise
the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRSs,
or for gains and losses arising from a group of similar transactions.

Amortised cost measurement

The amortised cost of a financial asset or liability is the amount at which the financial
asset or liability is measured at initial recognition, minus principal repayments, plus
or minus the cumulative amortisation using the effective interest method of any
difference between the initial amount recognised and the maturity amount, minus any
reduction for impairment.

15



HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

3.

Significant Accounting Policies (continued)

(¢) Financial instruments (continued)

i)

Fair value measurement

‘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 participants at the measurement
date in the principal or, in its absence, the most advantageous market to which the
Group has access at that date. The fair value of a liability reflects its non-performance
risk.

When available, the Group mcasurcs the fair value of an instrument using the quoted
price in an active market for that instrument. A market is regarded as active if
transactions for the asset or liability take place with sufficient frequency and volume
to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Group uses valuation
techniques that maximize the use of relevant observable inputs and minimize the use
ofunobservable inputs. The chosen valuation technique incorporates all of the factors
that market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument at initial recognition is
normally the transaction price — ie. the fair value of the consideration given or
recetved. If the Group determines that the fair value at initial recognition differs from
the transaction price and the fair value is evidenced neither by a quoted price in an
active market for an identical asset or liability nor based on a valuation technique that
uses only data from observable markets, then the financial instrument is initially
measured at fair value, adjusted to defer the difference between the fair value at initial
recognition and the transaction price. Subsequently, that difference is recognised in
profit or loss on an appropriate basis over the life of the instrument but no later than
when the valuation is wholly supported by observable market data or the transaction
is closed out.

If an asset or a liability measured at fair value has a bid price and an ask price, then
the Group measures assets and long positions at a bid price and liabilities and short
positions at an ask price.

The Group recognises transfers between levels of the fair value hierarchy as of the
end of the reporting period during which the change has occurred.

16



HOME MORTGAGE BANK

Notes to the Consolidated Financial Statements

December 31, 2017
(Expressed in Trinidad and Tobago Dollars)

3.

Significant Accounting Policies (continued)

(¢) Financial instruments (continued)

(vii) Identification and measurement of impairment

The carrying value of all financial assets not carried at fair value through profit or loss
is reviewed for impairment whenever events or circumstances indicate that the
carrying amount may not he recoverable. The identification of impairment and the
determination of recoverable amounts is an inherently uncertain process involving
various assumptions and factors, including the financial condition of the
counterparty, expected future cash flows, observable market prices and expected net
selling prices.

In order to determine whether negative revaluations on investment securities
correctly represent impairment, all investment securities for which the market value
has been significantly below cost price for a considerable period of time, are
individually reviewed. A distinction is made between negative revaluations due to
general market fluctuations and due to issuer specific developments. The impairment
review focuses on issuer specific developments regarding financial condition and
future prospects, taking into account the intent and ability to hold the securities under
the Group's long-term investment strategy.

Ifthere is objective evidence that the cost may not be recovered, an available-for-sale
equity security is considered to be impaired. Objective evidence that the cost may
not be recovered, in addition to qualitative impairment criteria, includes a significant
or prolonged decline in the fair value below cost. The Group's policy considers a
significant decline to be one in which the fair value is below the weighted-average
cost by more than 30% and a prolonged decline to be one in which fair value is below
the weighted-average cost for greater than one year. This policy is applied by all
subsidiaries at the individual security level.

If an available-for-sale equity security is impaired based upon the Group's qualitative
or quantitative impairment criteria, any further declines in the fair value at subsequent
reporting dates are recognized as impairments. Therefore, at cach reporting period,
for an equity security that is determined to be impaired based upon the Group's
impairment criteria, an impairment is recognized for the difference between the fair
value and the original cost basis, less any previously recognized impairments.

For held-to-maturity financial assets and loans and advances carried at amortised
cost, the amount of the loss is measured as the difference between the financial asset's
carrying amount and the present value of estimated future cash flows discounted at
the financial asset's original effective interest rate. Any impairment loss is recorded
in profit or loss.
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3.

Significant Accounting Policies (continued)

(0

Financial instruments (continued)
(viii) Designation at fair value through profit or loss
The Group has designated financial assets and financial liabilities at fair value

through profit or loss in either of the following circumstances.

- The assets or liabilities are managed, evaluated and reported internally on a
fair value basis.

- The designation eliminates or significantly reduces an accounting mismatch
that would otherwise arise.

Note 7 sets out the amount of each class of financial asset or financial liability that
has been designated at fair value through profit or loss. A description of the basis
for each designation is set out in the note for the relevant asset or liability class.

(d) Guaranteed Mortgage Investment Certificates (Gareemics) and Mortgage

(¢

Participation Fund (MPF)

These represent beneficial interests in pools of mortgages held in trust by the Group. The
pools of mortgages are not assets of the Group, except when reacquired in the event of
default.

For Gareemics, the Group guarantees the timely payment of principal and interest on the
underlying mortgages, whether or not received, together with the full principal balance of
any foreclosed mortgages. (Refer to Notes 10 and 23).

For MPF, the investors earn a stated rate of return (variable) and there are no repayments
of capital until investors elect to redeem their investments in part or in full. (Refer to Notes
10 and 23).

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at banks and other short-
term highly liquid investments with original maturities of three months or less from the
acquisition date that are subject to an insignificant risk of changes in their fair value, and
are used by the Group in the management of its short-term commitments. Cash and cash
equivalents are carried at amortised cost in the consolidated statement of financial position.
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3.

Significant Accounting Policies (continued)

@

(2

(h)

Property development costs

Property development costs are accounted for at the lower of cost (plus other direct
expenses incurred in the acquisition and the development of these properties) and net
realisable value. (Refer to Note 13).

Property and equipment
Property and equipment are stated at historical cost less accumulated depreciation and

accumulated impairment losses.

Depreciation is provided at various rates which are estimated to write off the cost of the
assets over their useful lives.

The rates used are as follows:

Furniture, fixtures and office machinery 7% to 33'%% on reducing balance

Computer equipment 25% on reducing balance

Motor vehicles 25% on cost/straight-line.

Depreciation methods, useful lives and residual values are reassessed at each reporting date
and adjusted if appropriate.

Investment property

Property held for capital appreciation or long-term rental yields, which is not occupied by

the Bank, is classified as investment property.

Investment property comprises freehold land. Investment property is carried at fair value
which is reviewed periodically. Fair value is based on market prices or if this is not
available, on the discounted cash flow projections, adjusted if necessary, for any difference
in the nature, location or condition of the specific asset. Investment property being
redeveloped for continuing use as investment property or for which the market has become
less active continues to be measured at fair value.

Land held for undetermined future use is included in investment properties and is carried
at fair value.
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3.

Significant Accounting Policies (continued)

@)

()

(k)

A

(m)

Impairment of non-financial assets

The carrying amounts of the Group’s non-financial assets, other than deferred tax assets,
are reviewed at each reporting date to determine whether there is any indication of
impairment. Ifany such indication exists then the assets recoverable amount is estimated.
An impairment loss is recognised if the carrying amount of an asset exceeds its estimated
recoverable amount. Impairment losses are recognised in profit or loss. Impairment losses
recognised in prior periods are assessed at each reporting date for any indications that the
loss has decreased or no longer exists. An impairment loss is reversed if there has been a
change in the estimates used to determine the recoverable amount. The loss is reversed
only to 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.

Debt securities

Debt securities are the Group’s source of debt funding. Debt securities are initially
measured at fair value minus incremental direct transaction costs and are subsequently
measured at amortised cost using the effective interest rate method.

The Group classifies capital instruments as financial liabilities or equity instruments in
accordance with the substance of the contractual terms of the instruments. Any difference
between proceeds net of transaction costs and the redemption value is recognised in profit
or loss.

Capitalised bond issue costs
The costs incurred in the issue of bonds for investment in housing are amortised over the
duration of the respective bond issues (Note 12).

Employee benefits

The Group operates a defined contribution pension plan, which covers all of its eligible

employees. The Group’s contribution expense in relation to this plan for the year amounts
to $838,418 (2016: $594,917).

Other assets and liabilities

Other assets and liabilities, not classified as financial instruments, are initially recognised
and subsequently measured at amortised cost in the statement of financial position with
relevant costs recognised in profit or loss.
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3.

Significant Accounting Policies (continued)

(n)

(0)

Revenue recognition

Interest income and expense are recognised in profit or loss using the effective interest
method. The ‘effective interest rate’ is the rate that exactly discounts the estimated future
cash payments and receipts through the expected life of the financial assets or liability (or,
where appropriate, a shorter period) to the carrying amount of the financial asset or liability
and is not revised subsequently. When calculating the effective interest rate, the Group
estimates the future cash flows considering all contractual terms of'the financial instrument,
but not the future credit losses.

The calculation of the effective interest rate includes all fees paid or received, transaction
costs, and discounts or premiums that are an integral part of the effective interest rate.
Transaction costs are incremental costs that are directly attributable to the acquisition, issue
or disposal of a financial asset or financial liability.

Interest income is recognised on an accrual basis in the period in which it is due and in
accordance with the underlying loan contract terms and conditions except for loans
classified as impaired or for loans classified as non-accrual when in management’s
judgment there was a deterioration in credit quality that if continued would lead to
impairment.

Interest income 1s shown net of the interest expense incurred on managed funds.
Other income is accounted for on the accruals basis.

Taxation

Income tax expense comprises current and dcferred tax. It is rccogniscd in profit or loss
except to the extent that it relates to a business combination, or items recognised directly
in equity or in other comprehensive income.

Current tax comprises the expected tax payable or receivable on the taxable income or loss
for the year and any adjustment to tax payable or receivable in respect of previous years. It
is measured using tax rates enacted or substantively enacted at the reporting date. Current
tax also includes any tax arising from dividends.

Deferred 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
taxation purposes.
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3.

Significant Accounting Policies (continued)

(0)

v

(q9)

(r)

Taxation (continued)

A deferred tax asset is recognised for unused tax losses, unused tax credits and deductible
temporary differences to the extent that it is probable that future taxable profits will be
available against which they can be used. Deferred tax assets are reviewed at each reporting
date and are reduced to the extent that it is no longer probable that the related tax benefit
will be realised.

Deferred tax is measured at the tax rates that are expected to be applied to temporary
differences when they reverse, using tax rates enacted or substantively enacted at the
reporting date.

The measurement of deferred tax reflects the tax consequences that would follow from the
manner in which the Group expects, at the reporting date, to recover or settle the carrying
amount of its assets and liabilities.

Deferred tax assets and liabilities are offset only if certain criteria are met.

Earnings per share

Earnings per share for each year are computed by relating profit after taxation accruing to
shareholders to the weighted average number of shares in issue during the year.

Dividends

Dividends are recognised as a liability in the consolidated financial statements in the period
in which the dividends are approved by the Board of Directors.

New, revised and amended standards and interpretations that became effective during
the year

Certain new, revised and amended standards and interpretations came into effect during
the current financial year. The Group has assessed them and has adopted those which are
relevant to its financial statements:

o Amendments to IAS 7, Statement of Cash Flows, requires an entity to provide
disclosures that enable users of financial statements to evaluate changes in liabilities
arising from financing activities, including both changes arising from cash flows and
non-cash flows.
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3. Significant Accounting Policies (continued)

(r) New, revised and amended standards and interpretations that became effective during
the year (continued)

° Amendments to IAS 12, Income Taxes, clarifies the following:

The existence of a deductible temporary difference depends solely on a
comparison of the carrying amount of an asset and its tax base at the end of the
reporting period, and is not affected by possible future changes in the carrying
amount or expected manner of recovery of the asset.

A deferred tax asset can be recognised if the future bottom line of the tax return
is expected to be a loss, if certain conditions are met.

Future taxable profits used to establish whether a deferred tax can be recognised
should be the amount calculated before the effect of reversing temporary
differences.

An entity can assume that it will recover an asset for more than its carrying
amount if there is sufficient evidence that it is probable that the entity will achieve
this.

Deductible temporary differences related to unrealised losses should be assessed
on a combined basis for recognition unless a tax law restricts the use of losses to
deductions against income of a specific type.

The adoption of these amendments did not result in any change to the presentation and
disclosures in the consolidated financial statements.

(s) New, revised and amended standards and interpretations not yet effective

Certain new, revised and amended standards and interpretations have been issued which
are not yet effective for the current year and which the Group has not early-adopted. The
Group has assessed the relevance of all such new standards, amendments and
interpretations with respect to the Group’s operations and has determined that the following
are likely to have an effect on the consolidated financial statements.
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3.

Significant Accounting Policies (continued)

(s) New, revised and amended standards and interpretations not yet effective (continued)

Impact of the adoption of IFRS 9

The Group is required to adopt IFRS 9 Financial Instruments from January 1, 2018. The
Group is assessing the estimated impact that the initial application of IFRS 9 will have on
its financial statements.

IFRS 9 Financial Instruments

IFRS 9 Financial Instruments sets out requirements for recognising and measuring
financial assets, financial liabilities and some contracts to buy or sell non- financial
items. This standard replaces IAS 39 Financial Instruments: Recognition and
Measurement.

Classification — Financial assets

IFRS 9 contains a new classification and measurement approach for financial
assets that reflects the business model in which assets are managed and their cash
flow characteristics.

IFRS 9 contains three principal classification categories for financial assets:
measured at amortised cost, FVOCI and FVTPL. The standard eliminates the
existing IAS 39 categories of held to maturity, loans and receivables and available
for sale.

Under IFRS 9, derivatives embedded in contracts where the host is a financial
asset in the scope of the standard are never bifurcated. Instead, the hybrid
financial instrument as a whole is assessed for classification.

The Group has not assessed how the new classification requirements will impact
its accounting for loans, investments in debt securities and investments in equity
securities that are managed on a fair value basis. At December 31 2017, the Group
had equity investments classified as available-for-sale and in the strategic plan
the Group expects to sell these equity investments. Under IFRS 9, the Company
has designated these investments as measured at FVOCI. Consequently, all fair
value gains and losses will be reported in OCI, no impairment losses will be
recognised in profit or loss and no gains or losses will be reclassified to profit or
loss on disposal.
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3.

Significant Accounting Policies (continued)

(s) New, revised and amended standards and interpretations not yet effective (continued)

IFRS 9 Financial Instruments (continued)

1.

Impairment — Financial assets, loan commitments and contract assets

IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with a forward-looking
‘expected credit loss’ (ECL) model. This will require considerable judgement
about how changes in economic factors affect ECLs, which will be determined
on a probability-weighted basis.

The new impairment model will apply to financial assets measured at amortised
cost or FVOCI, except for investments in equity instruments, and to contract
assets.

Under IFRS 9, loss allowances will be measured on either of the following bases:

— 12-month ECLs: these are ECLs that result from possible default events
within the 12 months after the reporting date; and

— lifetime ECLs: these are ECLs that result from all possible default events over
the expected life of a financial instrument.

Lifetime ECL measurement applies if the credit risk of a financial asset at the
reporting date has increased significantly since initial recognition and 12-month
ECL measurement applies if it has not. An entity may determine that a financial
asset’s credit risk has not increased significantly if the asset has low credit risk at
the reporting date. However, lifetime ECL measurement always applies for trade
receivables and contract assets without a significant financing component; the
Group has chosen to apply this policy also for trade receivables and contract
assets with a significant financing component.

The Group believes that impairment losses are likely to increase and become
more volatile for assets in the scope of the IFRS 9 impairment model. Based on
the impairment methodology described below, the Group has estimated that
application of IFRS 9’s impairment requirements at January 1, 2018 results in
additional impairment losses.

Loans and advances to customers

The estimated ECLs will be calculated based on actual credit loss experience. The
Group will perform the calculation of ECL rates separately for corporates and
individuals.

Exposures within the Group will be segmented based on common credit risk
characteristics such as credit risk grade, industry, delinquency status, and type of
product purchased.
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3.

Significant Accounting Policies (continued)

(s) New, revised and amended standards and interpretations not yet effective (continued)

IFRS 9 Financial Instruments (continued)

i,

Impairment — Financial assets, loan commitments and contract assets
(continued)

Loans and advances to customers (continued)

Actual credit loss experience will be adjusted by scalar factors to reflect
differences between economic conditions during the period over which the
historical data was collected, current conditions and the Group’s view of
economic conditions over the expected lives of the loans and advances to
customers.

Debt securities

The Group monitors changes in credit risk by tracking published external credit
ratings.

To determine whether there has been a significant increase in credit risk at
January 1 2018 that has not been reflected in published ratings, the Group also
reviewed changes in bond yields and, where available, CDS prices together with
available press and regulatory information about issuers.

12-month and lifetime probabilities of default were based on historical data
supplied by for each credit rating and were recalibrated based on current bond
yields and CDS prices. Loss given default (LGD) parameters generally reflect an
assumed recovery rate 0 40% except when a security is credit - impaired, in which
case the estimate of loss was based on the instrument’s current market price and
original effective interest rate.

Cash and cash equivalent

The cash and cash equivalents are held with bank and financial institution
counterparties, which are rated AA- to AA+, based on Caribbean Information &
Credit Rating Services Limited (CariCRIS) ratings as at December 31, 2017.

The estimated impairment on cash and cash equivalents was calculated based on
the 12-month expected loss basis and reflects the short maturities of the
exposures. The Company considers that its cash and cash equivalents have low
credit risk based on the external credit ratings of the counterparties.

The Group’s assessment did not indicate any material impact regarding the
classification of financial liabilities at January 1, 2018.
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3.

Significant Accounting Policies (continued)

(s) New, revised and amended standards and interpretations not yet effective (continued)

IFRS 9 Financial Instruments (continued)

iii. Classification — Financial liabilities

V.

VI

IFRS 9 largely retains the existing requircments in IAS 39 for the classification
of financial liabilities.

However, under IAS 39 all fair value changes of liabilities designated as at
FVTPL are recognised in profit or loss, whereas under IFRS 9 these fair value
changes are generally presented as follows:

— the amount of change in the fair value that is attributable to changes in the
credit risk of the liability is presented in OCI; and
— the remaining amount of change in the fair value is presented in profit or loss.

The Group has not designated any financial liabilities at FVTPL and it has no
current intention to do so. The Group’s assessment did not indicate any material
impact regarding the classification of financial liabilities at January 1, 2018.

Disclosures

IFRS 9 will require extensive new disclosures, in particular about credit risk and
ECLs. The Group’s assessment includes an analysis to identify data gaps against
current processes and the Group is in the process of implementing the system and
controls changes that it believes will be necessary to capture the required data.

Transition

Changes in accounting policies resulting from the adoption of IFRS 9 will
generally be applied retrospectively, except as described below.

— The Group will take advantage of the exemption allowing it not to restate
comparative information for prior periods with respect to classification and
measurement (including impairment) changes. Differences in the carrying
amounts of financial assets and financial liabilities resulting from the
adoption of IFRS 9 will generally be recognised in retained earnings and
reserves as at January 1, 2018.

— The following assessments have to be made on the basis of the facts and
circumstances that exist at the date of initial application.

— The determination of the business model within which a financial asset is
held.
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Significant Accounting Policies (continued)

(s) New, revised and amended standards and interpretations not yet effective (continued)

IFRS 9 Financial Instruments (continued)

vi. Transition (continued)

Changes in accounting policies resulting from the adoption of IFRS 9 will
generally be applied retrospectively, except as described below (continued)

— The designation and revocation of previous designations of certain financial
assets and financial liabilities as measured at FVTPL.

— The designation of certain investments in equity instruments not held for
trading as at FVOCI.

IFRS 15, Revenue From Contracts With Customers, effective for accounting periods
beginning on or after January 1, 2018, replaces IAS 11, Construction Contracts, IAS
18, Revenue, IFRIC 13, Customer Loyalty Programmes, IFRIC 15, Agreements for
the Construction of Real Estate, IFRIC 18, Transfer of Assets from Customers and
SIC-31 Revenue — Barter Transactions Involving Advertising Services. It does not
apply to insurance contracts, financial instruments or lease contracts, which fall in
the scope of other IFRSs. It also does not apply if two entities in the same line of
business exchange non-monetary assets to facilitate sales to other parties.

The Group will apply a five-step model to determine when to recognise revenue, and
at what amount. The model specifies that revenue should be recognised when (or as)
an entity transfers control of goods or services to a customer at the amount to which
the entity expects to be entitled. Depending on whether certain criteria are met,
revenue is recognised at a point in time, when control of goods or services is
transferred to the customer; or over time, in a manner that best reflects the entity’s
performance.

The Group will apply a five-step model to determine when to recognise revenue, and
at what amount. The model specifies that revenue should be recognised when (or as)
an entity transfers control of goods or services to a customer at the amount to which
the entity expects to be entitled. Depending on whether certain criteria are met,
revenue is recognised at a point in time, when control of goods or services is
transferred to the customer; or over time, in a manner that best reflects the entity’s
performance.

There will be new qualitative and quantitative disclosure requirements to describe the
nature, amount, timing, and uncertainty of revenue and cash flows arising from
contracts with customers.

The Group is assessing the impact that this amendment will have on its 2018
consolidated financial statements.
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3.

Significant Accounting Policies (continued)

(s) New, revised and amended standards and interpretations not yet effective (continued)

®

o IFRS 16, Leases, which is effective for annual reporting periods beginning on or after
January 1, 2019, eliminates the current dual accounting model for lessees, which
distinguishes between on-balance sheet finance leases and off-balance sheet operating
leases. Instead, there is a single, on-balance sheet accounting model that is similar to
current finance lease accounting. Entities will be required to bring all major leases on-
balance sheet, recognising new assets and liabilities. The on-balance sheet liability will
attract interest; the total lease expense will be higher in the early years of a lease even
if a lease has fixed regular cash rentals. Optional lessee exemption will apply to short-
term leases and for low-value items with value of US$5,000 or less.

Lessor accounting remains similar to current practice as the lessor will continue to
classify leases as finance and operating leases.

Early adoption is permitted if IFRS 15, Revenue from Contracts with Customers is also
adopted.

The Group is assessing the impact that this amendment will have on its 2019
consolidated financial statements.

Contingency for mortgage risks reserve

This represents amounts set aside as general provisions based on an evaluation of the
portfolio in respect of losses which, although not specifically identified, are known from
experience to be present in any such portfolio. These loan loss requirements are dealt with
as appropriations of equity. This reserve is not available for distribution to shareholders.
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4.

Risk Management

The Group’s activities are primarily related to the purchase of mortgages from primary mortgage
lenders and direct mortgage lending. The Group accesses the capital market to raise funding by
the issuance of bonds to on-lend in the longer-term mortgage market. The capital market
activity allows the Group to access funding for shorter tenors at lower cost and thereby earning
a positive spread in its mortgage activity.

Risk is inherent in the Group's activities but it is managed through a process of ongoing
identification, measurement and monitoring. This process ofrisk management is critical to the
Group's continuing profitability. The Group is exposed to credit risk, liquidity risk, market risk,
interest rate risk and operational risk.

Risk management structure
The Board of Directors is ultimately responsible for identifying and controlling risks.

Board of Directors

The Board of directors is responsible for the overall risk management approach and for
approving the risk strategies and principles.

The Board is responsible for overseeing the Group's risk management, including overseeing
the management of credit risk, market risk, liquidity risk, interest rate risk and operational risk.

The Board carries out its risk management oversight function by:

e Reviewing and assessing the quality, integrity and effectiveness of the risk management
systems. Overseeing the development of policies and procedures designed to:

(a) Define, measure, identify and report on credit, market, liquidity, counterparty and
operational risk; and
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4.

Risk Management (continued)

Board of Directors (continued)
The Board carries out its risk management oversight function by: (continued)

e Reviewing and assessing the quality, integrity and effectiveness of the risk management
systems (continued)

(b) Establish and communicate risk management controls throughout the Group.

e Ensuring that the Group has implemented an effective ongoing process to identify risk, to
measure its potential impact against a broad set of assumptions and then to activate what is
necessary to pro-actively manage these risks, and to decide the Group’s appetite or tolerance
for risks.

e Reviewing management reports detailing the adequacy and overall effectiveness of risk
management, its implementation by management, reports on internal control and any
recommendations and confirm that appropriate action has been taken.

e Providing an independent and objective oversight and view of the information presented
by management on corporate accountability and specifically associated risk.

e Keep the Board informed on risk exposures and risk management activities through the
submission of periodic reports from management.

Treasury

Treasury is responsible for managing the Group's assets and liabilities and the overall financial

structure. It is also primarily responsible for the funding and liquidity risks of the Group.

Risk measurement and reporting systems

Monitoring and controlling risks is primarily performed based on limits established by the
Group. These limits reflect the business strategy and market environment of the Group as well
as the level of risk that the Group is willing to accept.

Information compiled is examined in order to analyse, control and identify early risks.
Management assesses the appropriateness of the allowance for credit losses on a semi-annual
basis. The Board of Directors receives a report of arrears by portfolio on a monthly basis.

Excessive risk concentration

The Group reviews its residential mortgage concentration to prevent over exposure in any area
or any residential housing development.
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4.

Risk Management (continued)

Excessive risk concentration (continued)

The Group manages its investment portfolio by focusing on maintaining a diversified portfolio
and concentration percentages.

Identified concentrations of credit risks are controlled and managed accordingly.

Credit risk

Credit risk 1s the potential for loss due to the failure of a counter-party or borrower to meet its
financial obligations. Credit risk arises in the Group's normal trading activity in mortgages.
The Group's credit control processes emphasize early detection of deterioration and prompt
implementation of remedial action. The Group manages and controls credit risk by setting limits
on the amount ofrisk it is willing to accept for individual counterparties and for geographical and
industry concentrations, and by monitoring exposures in relation to such limits.

The Group has established a credit quality review process to provide early identification of
possible changes in the creditworthiness of counterparties. The credit quality review process
allows the Group to assess the potential loss as a result of the risks to which it is exposed and
take corrective action.

Where the recovery of the outstanding asset may be doubtful or unduly delayed, such accounts
are transferred from performing to non-performing status. Loan loss provisions are set aside to
cover any potential loss in respect of non-performing mortgages. These provisions are reviewed
semi-annually.

The table below shows—the maximum exposure to —credit risk for the componentsofthe
statement of financial position. The maximum exposure is shown gross, before the effect of
mitigation through the use of collateral agreements.

Gross Maximum Exposure

2017 2016

$°000 $°000

Cash and cash equivalents 12,242 18,400
Investment securities 1,680,611 1,822,138
Gross mortgage portfolio 1,488,371 1,214,609
Construction advances 42,898 38,738
Other assets 21,965 18,369
Total gross financial assets 3,246,087 3,112,254
Mortgage commitments 36.799 135,548
Total credit risk exposure 3,282,886 3,247,802
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4.

Risk Management (continued)

Collateral and other credit enhancements
The amount and type of collateral required depends on an assessment of the credit risk of the
counterparty. Guidelines are implemented regarding the acceptability of types of collateral.

The main type of collateral obtained is for residential lending - mortgages over residential
properties.

Management monitors the market value of collateral at the point of granting the mortgage
commitment and during its review of the adequacy of the allowance for impairment losses.

It is the Group's policy to dispose of repossessed properties in an orderly fashion. The proceeds
are used to reduce or repay the outstanding claim. The Group does not occupy repossessed
properties.

Credit quality per class of financial assets

The Group has determined that significant credit risk exposure arises from the following items

in the statement of financial position:

- Loans and advances to customers
= Investment securities.

Loans and advances to customers

Loans and advances to customers are 'classified' according to the arrears position as at the end
of the financial year in addition to other risk factors. Neither past due nor impaired are where
loan payments are up to date. Past due but not impaired advances are no more than six months
in arrears and are very well secured based on Management's review of the collateral values.
Individually impaired advances are advances that are greater than six months in arrears and
specific provisions have been established for these loans. Management closely monitors and
follow up all loans in arrears.

Investment securities

Individually impaired investment securities are securities that are not operating in accordance
with the agreed upon terms and conditions. These are being closely monitored and specific
provision has been established for the impaired portion.
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4.

Risk Management (continued)

Credit quality per class of financial assets (continued)

Management is confident in its ability to continue to control and sustain minimal exposure of
credit risk to the Group from both its loans and advances to customers’ portfolio and
investment securities based on the following:

*  97.4% of'the loans and advances to customers’ portfolio is categorised in the top two grades
of the grading system (2016: 97.7%);

* Loans and advances to customers, which represent 46% (2016: 39%) of financial assets, are

backed by collateral.

Credit quality analysis

Carrying amount

Individually impaired
Gross amount
Allowance for impairment

Carrying amount

Past due but not impaired
Carrying amount

Past due comprises:
30-60 days

61-90 days

01-180 days

181 days +

Carrying amount

Neither past due nor impaired

Carrying amount

Loans and Advances
to Customers

Investment Securities

2017 2016 2017 2016
$°000 $°000 $°000 $°000
1,528,050 1,250,769 1,680,611 1,822,138
17,128 12,963 48,638 48,638
(3.219) (2.578) (48.638) (48.638)
13,909 10,385 - -
254,039 236,865 - -
194,749 197,140 - -
36,397 21,997 - -
15,816 13,458 -
7.077 4,270 - -
254,039 236,865 - -
1,260,102 1,003,519 1,680,611 1,822,138
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4.

Risk Management (continued)

Impairment assessment

The main considerations for the loan impairment assessment include whether any payments of
principal or interest are overdue by more than 90 days or there are any known difficulties in the
cash flows of mortgagors or infringement of the original terms of the contract.

The Group determines the allowances appropriate for each individually significant loan or
advance on an individual basis. Items considered when determining allowance amounts include
the availability of other financial support and the realisation value of collateral, and the timing
of the expected cash flows. The impairment losses are evaluated at each reporting date, unless
unforeseen circumstances require more careful attention.

Liquidity risk and funding management

Liquidity risk is the risk that the Group will be unable to meet its payment obligations when they
fall due under normal and stress circumstances. Liquidity risk arises from fluctuations of cash
flows. The liquidity risk management process ensures that the Group is able to honour all of
its financial commitments as they fall due. To limit this risk, management has arranged
diversified funding sources in addition to its core investment base, manages assets with
liquidity in mind, and monitors 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 additional funding if required.

The Group maintains a portfolio of highly marketable and diverse assets that can be easily
liquidated in the event of an unforeseen interruption of cash flow. The Group also has committed
lines of credit that it can access to meet liquidity needs.

The table below summaries the maturity profile of the Group’s financial assets and liabilities
at December 31, 2017 based on contractual undiscounted repayment obligations, over the
remaining life of those assets and liabilities. These balances include interest to be paid over the
remaining life of the instruments and will therefore be greater than the carrying amounts on the
consolidated statement of financial position.
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4. Risk Management (continued)

Liquidity risk and funding management (continued)

2017 Within 2-5 Over 5
1 Year Years Years Total
$°000 $°000 $000 $000
Financial Assets
Cash and cash equivalents 12,242 - - 12,242
Investments securities 975,644 198,113 730,228 1,903,985
Other assets 21,965 - - 21,965
Loans and advances to customers 223,958 724,055 1,028,069 1,976.082
Total financial assets 1,233,809 922,168 1,758,297 3,914,274
Financial Liabilities
Mortgage participation fund 594,497 - - 594,497
Collaterised mortgage obligation 2,498 - - 2,498
Short-term borrowings 113,025 - - 113,025
Debt securities 314,802 959.906 201,351 1,476,059
Total undiscounted financial liabilities 1,024,822 959,906 201,351 2,186,079
Net gap 208,987 (37,738) 1,556,946 1,728,195
Cumulative gap 208987 171,249 1,728,195 -
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4. Risk Management (continued)

Liquidity risk and funding management (continued)

2016 Within 2-5 Over 5
1 Year Years Years Total
$°000 $000 $°000 $°000
Financial Assets
Cash and cash equivalents 18,400 - - 18,400
Investments securities 28,571 1,239,721 786,535 2,054,827
Other assets 12,286 - - 12,286
Loans and advances to customers 153,197 579,548 1,422,783 2,155,528
Total financial assets 212.454 1.819.269 2.209.318 4,241,041
Financial Liabilities
Mortgage participation fund 653,630 - - 653,630
Collaterised mortgage obligation 3,776 - - 3,776
Short-term borrowings 130,493 - - 130,493
Debt securities 85,226 765,896 298,959 1,150,081
Total undiscounted financial liabilities 873,125 765,896 298.959 1.937.980
Net gap (660,671) 1,053,373 1,910,359 2,303,061
Cumulative gap (660,671) 392,702 2,303,061 -
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4.

Risk Management (continued)

Liquidity risk and funding management (continued)

Less
On Than 3 3-12 1-5 Over 5
Demand Months Months Years Years Total
$°000 $°000 $°000 $°000 $°000 $°000
2017
Commitments - 36,799 = - - 36,799
2016
Commitments - 135,548 - - - 135,548

The Group expects that not all of its commitments will be drawn before expiry of the
commitments.

Market risk

Market risk is the risk that the fair value or future cash flows of financial instruments will
fluctuate because of changes in market prices such as interest rate risk and other price risk
trading portfolios. The Group has no exposure to currency risk as all financial instruments are
denominated in Trinidad and Tobago dollars.

Equity price risk

Equity price risk is the risk that the fair values of equities will decrease as the result of decrease
in equity indices and the value of individual stocks. The non-trading equity price risk exposure
arises from the Group's investment portfolio.

The effect on equity will arise as a result of changes in the fair value of equity instruments
categorised as available-for-sale.

The effect on equity and income at December 31, 2017 due to a reasonably possible change in
equity indices of +/- 5% with all other variables held constant will have an impact on equity of
+/- $47.09 million (2016: $53.96 million).
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4.

Risk Management (continued)

Interest rate risk

The Group is exposed to various risks associated with the effects of fluctuations in the prevailing
levels of market interest rates on its financial position and cash flows. [t manages this risk
by maintaining a positive interest rate gap between its major financial assets and liabilities as
follows:

(a)

(b)

Financial assets

Loans and advances to customers

The Group has the ability to vary interest rates on its variable rate portfolios by giving three
to six months notice to mortgagors. The variable rate portfolios account for 88.7% of the
total gross mortgage portfolio as at December 31, 2017 (2016: 87.4%).

In addition, the rates on the fixed rate portfolios are only fixed for periods ranging
between three to ten years, after which the mortgages convert to variable rate mortgages.

Financial liabilities

Bonds in issue

The Group has the ability to reset rates on a quarterly basis. The rate is calculated on a
spread ranging between 1.35% to 1.75% over the current 90 day GOTT treasury bill.

Mortgage participation fund

The Group has the ability to vary this rate at any time.

Collateralised mortgage obligations

The rates paid on Collateralised Mortgage Obligations (CMO) are linked to the rates
on the mortgage pools which back this financial liability. The mortgages backing this
fundraising instrument are all variable rate mortgages. Therefore upward or downward
movements in the variable interest rate will be matched by upward or downward
movements in interest paid to CMO investors.
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4. Risk Management (continued)

Interest rate risk (continued)

The table below shows the Group’s financial assets and liabilities categorised by type of
interest rate.

Variable Fixed Variable Fixed
Rate Rate Total Rate Rate Total
2017 2017 2017 2016 2016 2016
$°000 $°000 $°000 $°000 $°000 $°000
Loans and advances
to customers 1,357,762 173,519 1,531,281 1,095,270 158,100 1,253,370
Percentage of total
loans and advances
to customers 88.7% 11.3% 100.0% 87.4% 12.6% 100%
Bonds in issue 867,936 466,300 1,334,236 574,830 466,300 1,041,130
Percentage of total
bonds in issue 65.1% 34.9% 100.0% 55.2% 44.8% 100%

The table below shows the maturity profiles for the Group’s fixed rate mortgages to revert to
variable rate mortgages.

Within 1-3 3-5 5-7 7-10
1 Year Years Years Years Years Total
$°000 $°000 $°000 $°000 $’000 $°000
2017
Loans and advances
to customers 128,945 39,981 522 - 4,071 173,519
Percentage of total fixed
loans and advances to
customers 74.3% 23.0% 0.3% 0% 2.3% 100.0%
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4. Risk Management (continued)

Interest rate risk (continued)

Within 1-3 35 5-7 7-10
1 Year Years Years Years Years Total
$°000 $°000 $°000 $°000 $°000 $°000
2016
Loans and advances
to customers 17,467 123,229 1,022 268 16,114 158,100
Percentage of total fixed
loans and advances to
customers 11.1% 77.9% 0.6% 0.2% 10.2% 100.0%

Sensitivity analysis

The Group has been a market-maker in terms of mortgage rates and therefore it is not the
policy of the Group to follow the market in terms of average mortgage rates.

However it should be noted that the majority of the Group’s financial assets are held in loans
and advances to mortgagers. Variable rate mortgages account for 87.4% (2016: 87.4%) of the
mortgage pool which gives the Group the ability to change interest rates if needed, within a short
time frame.

Therefore the Group can quickly respond to any changes in interest rates, driven by the
Financial Services Sector or Government, if needed, and re-price its assets and liabilities.

Because of the above, management does not believe that any changes in interest rates would
have a significant impact on net income or equity.

Operational risk

Operational risk is the risk of loss arising from systems failure, human error, fraud or external
events. When controls fail to perform, operational risks can cause damage to reputation, have
legal or regulatory implications, or lead to financial loss. The Group cannot expect to eliminate
all operational risks, but through a control framework and by monitoring and responding to
potential risks, the Group is able to manage the risks. Controls include effective segregation of
duties, access, authorisation and reconciliation procedures, staff education and assessment
processes.
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5.

Capital Management

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

- To safeguard the Group’s ability to continue as a going concern so that it can continue to
provide returns for shareholders and benefits for other stakeholders; and

- To maintain a strong capital base to support the development of its business.

The Group maintains mortgage risk reserves as part of its capital structure. This represents
amounts set aside as collectively assessed allowances for losses on loans and advances; based
on an evaluation of the portfolio in respect of losses which, although not specifically identified,
are known from experience to be present in any such portfolio. These loan loss requirements are
dealt with as appropriations of equity.

Use of Critical Estimates and Judgements

Management discusses with the Audit Committee the development, selection and disclosure of
the Group’s critical accounting policies and their application and assumptions made relating to
major estimation uncertainties and critical accounting judgements.

(a) Key sources of estimation uncertainty
Allowances for credit losses

Assets accounted for at amortised cost are evaluated for impairment on a basis described
in accounting policy 3(c)(vii).

The specific counterparty component of the total allowances for impairment applies to
financial assets evaluated individually for impairment and is based upon management’s
best estimate of the present value of the cash flows that are expected to be received. In
estimating these cash flows, management makes judgments about a counterparty’s
financial situation and the net realisable value of any underlying collateral. Each impaired
asset is assessed on its merits, and the workout strategy and estimate of cash flows
considered recoverable are independently approved by the credit risk function.

(b) Critical accounting judgments made in applying the Group’s accounting policies

(1) Impairment of financial assets

Management makes judgements at each reporting period to determine whether
financial assets are impaired. Financial assets are impaired when the carrying value
is greater than the recoverable amount and there is objective evidence of impairment.
The recoverable amount is the present value of the future cash flows.
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6.  Use of Critical Estimates and Judgements (continued)

(b) Critical accounting judgments made in applying the Group’s accounting policies
(continued)

()

(3)

“)

Property development

An impairment exists when the carrying value of an asset exceeds its recoverable
amount, which is the higher of its fair value less costs to sell and its value in use.
The fair value less cost to sell calculation is based on Management’s estimates in
an arm’s length transaction of similar assets or observable market prices less
incremental costs for completing and disposing of the asset.

Deferred tax assets

Deferred tax assets are recognized for all unused tax losses to the extent that it is
probable that taxable profit will be available against which the losses can be utilized.
Significant management judgment is required to determine the amount of deferred
tax assets that can be recognized, based upon the likely timing and level of future
taxable profits together with future tax planning strategies.

Determining fair values

The determination of fair value for financial assets and liabilities for which there is
no observable market price requires the use of valuation techniques as described in
accounting policy 3(c)(vi). For financial instruments that trade infrequently and have
little price transparency, fair value is less objective, and requires varying degrees of
judgment depending on expected cash flows based on recent history, uncertainty of
market factors and other risks affecting the specific instrument.

74 Fair Value of Financial Instruments

The fair value of financial assets and liabilities that are traded in active markets are based on
quoted market prices or dealer quotations. For all other financial instruments, the Group
determines fair values using other valuation techniques.

(@)

Valuation models

The Group measures fair values using the following fair value hierarchy, which reflects the
significance of the inputs used in making the measurements.

Level 1: Inputs that are quoted market prices (unadjusted) in active markets for identical
instruments.
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7.

Fair Value of Financial Instruments (continued)

(a)

(b)

Valuation models (continued)

Level 2: Inputs other than quoted prices included within Level 1 that are observable either
directly (i.e. as prices) or indirectly (i.e. derived from prices). This category includes
instruments valued using quoted market prices in active markets for similar instruments;
quoted prices for identical or similar instruments in markets that are considered less than
active; or other valuation techniques in which all significant inputs are directly or indirectly
observable from market data.

Level 3: Inputs that are unobservable. This category includes all instruments for which the
valuation technique includes inputs that are not observable and the unobservable inputs
have a significant effect on the instrument’s valuation. This category includes instruments
that are valued based on quoted prices for similar instruments for which significant
unobservable adjustments or assumptions are required to reflect differences between the
instruments.

Valuation techniques include net present value and discounted cash flow models,
comparison with similar instruments for which observable market prices exist and other
valuation models. Assumptions and inputs used in valuation techniques include risk-free
and benchmark interest rates, credit spreads and other inputs used in estimating discount
rates, bond and equity prices, foreign currency exchange rates, equity and equity index
prices and expected price volatilities and correlations.

Availability of observable market prices and model inputs reduces the need for
management judgment and estimation and also reduces the uncertainty associated with
determining fair values. Availability of observable market prices and inputs varies
depending on the products and markets and is prone to changes based on specific events
and general conditions in the financial markets.

Financial instruments measured at fair value

2017
Level Level Level
1 2 3 Total
$°000 $°000 $°000 $°000
Financial assets
Equity securities 941,853 2 - 941,853
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7.  Fair Value of Financial Instruments (continued)

(b)

(0

Financial instruments measured at fair value

2016
Level Level Level
1 2 3 Total
$°000 $°000 $°000 $°000
Financial assets
Equity securities 1,079,266 - - 1,079,266

Transfers between and movement in Levels

For the year ended December 31, 2017 there were no transfers of assets between and
movement in Levels.

Financial instruments not measured at fair value

The table below shows the financial assets and liabilities not measured at fair value and
seeks to analyse them by the level in the fair value hierarchy into which they would be
allocated had they been measured at fair value. It does not include fair value information
for financial assets and liabilities not measured at fair value if the carrying amount is a
reasonable approximation of fair value.

Total
Fair Carrying
Level 1 Level 2 Level 3 Value Amount

$°000 $°000 $°000 $°000 $°000

As at December 31, 2017
Assets
Investment securities 664,307 77,000 - 741,307 738,757
Loans and advances to

customers - - 1,528,050 1,528,050 1,528,050
Liabilities
Debt securities 1,051,292 283,167 - 1,334,459 1,334,236
Short-term borrowings - 110,000 - 110,000 110,000
Mortgage Participation Fund 585,711 - - 585,711 585,711
Collateral mortgage

obligation - 2498 - 2,498 2,498
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7.  Fair Value of Financial Instruments (continued)

(¢) Financial instruments not measured at fair value (continued)

Total
Fair Carrying
Level 1 Level 2 Level 3 Value  Amount
$°000 $°000 $°000 $°000 $°000
As at December 31, 2016
Assets
Investment securities 665,872 147,000 - 812,872 742,872
Loans and advances to
customers - - 1,250,768 1,250,768 1,250,769
Liabilities
Debt securities 793,487 232,068 - 1,025,555 1,041,130
Short-term borrowings - 127,000 . 127,000 127,000
Mortgage Participation Fund 643,970 - - 643,970 643,970
Collateral mortgage
obligation - 3,776 - 3,776 3,776

Where available, the fair value of loans and advances is based on observable market
transactions. Where observable market transactions are not available, fair value is
estimated using valuation models, such as discounted cash flow techniques. Input into the
valuation techniques includes interest rates and prepayment rates. For collateral-dependent
impaired loans, the fair value is measured based on the value of the underlying collateral.
Input into the models may include information obtained from other market participants,
which includes observed primary and secondary transactions.

The fair value of debt securities is estimated using discounted cash flow techniques,
applying the rates that are offered for debt securities of similar maturities and terms.
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2017 2016
$°000 $°000
8. Cash and Cash Equivalents
Cash and cash equivalents comprise:
Cash at bank and on hand 11,980 18,150
Short-term deposits 262 250
Total cash and cash equivalents 12,242 18,400

The average effective interest rate on cash and short-term deposits is 0.01% (2016: 0.01%).

2017 2016
$°000 $°000
9. Investment Securities
Investment securities comprise:
Held-to-maturity (a) 738,757 742,872
Available-for-sale (b) 941,854 1,079,266
Other securities (c) - -
1,680,611 1,822,138
(a) Held-to-maturity
- State-owned company securities 499,685 509,329
- Government securities 239.072 233,543
738,757 742,872
(b) Available-for-sale
- Local equities 941,854 1,079,266
(¢) Other securities
- Matured investment securities 48,638 48,638
- Provision for impairment (48,638) (48.638)

The average effective interest rate on investment securities for the year is 4.21% (2016: 4.21%).
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9.

10.

Investment Securities (continued)

2017 2016
$°000 $°000
Provision for impairment on other securities 48,638 48,638

On January 30, 2009, the Central Bank of Trinidad and Tobago ('CBTT') intervened in the
operations of Clico Investment Bank Limited ('CIB') and took control of that entity under
Section 44D of Central Bank Act Chap. 72:02. The Bank held funds totalling $48.6 million with
CIB as at the date of the intervention. These facilities matured in the first quarter of 2009 and
have not yet been repaid. These funds represent $36.0 million Investment Note Certificates
and $12.6 million Certificate of Deposit. The Government has stated that it will guarantee to
honour all third party deposits of CIB. The Bank is of the opinion that these investments will be
covered under the Government’s guarantee and it will continue to pursue the recovery thereof.
The Bank has taken a decision to make a full provision for these investments on the basis of
prudence and the uncertainty of timing of recovery.

On January 6, 2018, the liquidators of CIB held a meeting with the creditors to vote on a
resolution position. HMB awaits further information on the option to be exercised.

2017 2016
$°000 $°000

Loans and Advances to Customers

Tolal loans administered 1,528,050 1,250,769
Mortgages held in trust (Note 23) (588.209) (647,746)
Net loans retained 939,841 603,023
The composition of loans and advances to customers is as follows:

Retained mortgage loans (a) 896,943 564,285
Construction loan advances (b) 42,898 38,738

939,841 _ 603,023
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10.

Loans and Advances to Customers (continued)

(a) Retained mortgage loans

Principal balances and unamortised discounts.

Total loans administered at January 1

New mortgages/transfers from construction loan advances

Principal repayments

Specific provision for impaired loans
Total loans administered at December 31

Mortgages held in trust (Note 23)

- Guaranteed Mortgage Investment Certificates
- Mortgage Participation Fund

Retained mortgage loans

Represented by:

Mortgages with recourse
Mortgages without recourse

Balance at December 31

Specific provision for impaired loans:

Balance at January 1
Charge (reversal) for the year

Balance at December 31

2017 2016
$°000 $°000
1,214,609 1,040,590
523,328 313,400
(249,568)  (139,381)
1,488,369 1,214,609
(3.217) (2.578)
1,485,152 1,212,031
(2,498) (3,776)
(585,711)  (643,970)
(588,209)  (647,746)
896,943 564,285
3,711 5,445
893,232 558,840
896,943 564,285
2,578 3,705
639 (1,127)
3,217 2,578

The average effective interest rate on the retained mortgage portfolio is 7.12% (2016:

7.30%).
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_2017 2016
$°000 $°000
10. Loans and Advances to Customers (continued)
(b) Construction loan advances

Balance at January 1 38,738 21,142

New advances 33,229 31,253
Repayments (2,937) (2,700)
Advances converted to mortgages (26,132) (10.957)

Balance at December 31 42,898 38,738

The average effective interest rate on Construction loan advances is 5.05% (2016: 5.69%).

2017 2016
$°000 $°000
11. Other Assets
Interest receivable on investment securities 5,991 6,082
Bond repayments due 3,060 2,118
Sundry debtors 1,917 4,650
Mortgage remittance receivable 10,997 5,519
21,965 18,369
2017 2016
$°000 $°000
12. Capitalised Bond Issue Costs
Balance at January 1 209 210
Costs incurred during the year 669 52
878 262
Costs amortised during the year (157) (53)
Balance at December 31 721 209
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13.

14.

Property Development Costs

Balance at January 1
Cost of units sold (Note 27)

Provision for impairment
Balance at December 31

Provision for Impairment:
Balance at January 1

Provisions reversed during the year

Balance at December 31

2017 2016
$°000 $°000
42,265 56,767
(3.640) (14.502)
38,625 42,265
(14.020) (14.960)
24,605 27,305
14,960 19,421
(940) (4,461)
14,020 14,960

After considering the results of the valuation of Lands for Development and Villa Units
unsold, which was carried out in October 2015, and based on the acceptance of the sales price
offered, management concluded that no additional provisions would be necessary for the

financial year 2017.

Property and Equipment

Cost

Balance at January 1, 2017
Additions

Disposals

Balance at December 31, 2017

Depreciation

Balance at January 1, 2017
Charge for the year
Disposals

Balance at December 31, 2017

Net book value

Furniture, Fixtures,

Office Machinery Motor
and Equipment Vehicles Total
$°000 $°000 $°000
5,656 2,544 8,200
346 245 591
(17) - (17)
5,985 2,789 8,774
3,193 1,742 4,935
438 413 851
(13) = (13)
3.618 2,155 5.773
2,367 634 3,001
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14. Property and Equipment (continued)

Cost

Balance at January 1, 2016

Additions
Disposals

Balance at December 31, 2016

Depreciation

Balance at January 1, 2016

Charge for the year
Disposals

Balance at December 31, 2016

Net book value

15. Investment Property

Furniture, Fixtures,

Office Machinery Motor
and Equipment Vehicles Total
$°000 $°000 $°000
5,529 2,302 7,831
364 242 606
(237) - (237)
5,656 2,544 8,200
2,960 1,221 4,181
461 521 982
(228) - (228)
3,193 1,742 4,935
2,463 802 3,265

Investment property comprises one property acquired for $18.876 million during June 2016.
The fair value measurement for investment property has been categorised as a Level 2 in the
fair value hierarchy. Fair value is deemed to be the purchase price given that the property was

acquired in 2016.

16. Deferred Tax Asset (Liability)

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred tax assets and liabilities
relate to income taxes levied by the same taxation authority on either the taxable entity or
different taxable entities where there is an intention to settle the balances on a net basis. The
Group does not offset deferred tax assets and deferred tax liabilities.
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16.

Deferred Tax Asset (Liability) (continued)

L

The movement in deferred tax assets and liabilities during the year is as follows:

Deferred tax assets

Impairment provision on lands for
Development and Units unsold

Impairment provision on available-
for-sale investments

Deferred tax liabilities

Discount on purchase of Mortgage Pools

Revaluation of available-for-sale
investments

Bond issue costs

Property and equipment

Net deferred tax liability

Deferred tax assets

Impairment provision on lands for
Development and Units unsold

Impairment provision on available-
for-sale investments

Deferred tax liabilities

Discount on purchase of Mortgage Pools

Revaluation of available-for-sale
investments

Bond issue costs

Property and equipment

Net deferred tax liability

Restated  (Charged) credited
2016 to Profit or loss ocC1 2017
$°000 $°000 $°000 $°000
4,488 (282) - 4,206
1,540 - - 1,540
6.028 (282) - 5.746
27 9 - (18)
(217,449) - 41,223 (176,226)
(63) (153) - (2106)
(93) 67 - (26)
(217.632) (77) 41,223 (176.486)
(211,604) (359) 41,223 (170,740)

(Charged) credited Restated

2015 to Profit or loss (o]0 | 2016
$°000 $°000 $°000 $°000
4,855 (367) - 4,488
1,282 258 - 1,540
6.137 (109) - 6.028
(35) 8 - 27
(177,764) - (39,685) (217,449)
(53) 10) - (63)
(134) 61 - (93)
(178.,006) 59 (39.685) (217,632)
(171,869) (30) (39,685) (211,604)
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16. Deferred Tax Asset (Liability) (continued)

ii. The movement on the deferred tax account is as follows:

Restated
2017 2016
$°000 $°000
Balance at January 1 (211,604) (171,869)
Charge to profit or loss (Note 28) (359) (50)
Prior year adjustment - (35,553)
Charge to other comprehensive income 41,223 (4.132)
Balance at December 31 (170,740) (211,604)
17. Stated Capital
2017 2016
Authorised
An unlimited number of ordinary shares of no par value
Issued and fully paid
16,000,000 ordinary shares of no par value 16,000 16,000

18.

19.

Revaluation Reserve

The revaluation reserve is used to record increases or decreases in the carrying value of the
Group’s available-for-sale equity portfolio. If the value of this portfolio increases or decreases
based on market prices, this movement is recognised in equity under the heading revaluation
reserve and other comprehensive income. These assets are tested for impairment and once the
indicators of impairment are achieved, the impairment loss is recognised in the profit or loss.

At the reporting date, there was no impairment on the equity portfolio.

2017 2016
$°000 $°000

Mortgage Risk Reserve
Balance at January 1 5,852 4,822
Transfer from retained earnings 1.439 1,030
Balance at December 31 7,291 5,852
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21.

2017 2016
$°000 $°000
20. Other Liabilities

Interest payable on bonds 9,548 5,236

Sundry creditors and accruals 7,833 7,085

Gareemic holders payable 79 101

17,460 12,422

Taxation payable 3.806 208

21,266 12,630

Short-term Borrowings

Balance at January 1 127,000 76,700

Proceeds 325,000 551,000
Repayments (342.000) (500.700)

Balance at December 31 110,000 127,000

22.

The short-term borrowing facility is comprised of a RBC one year revolving facility renewable
each September. As at September 2017 the facility was set at $225 million. These borrowings
are secured by investment securities valued at $380 million.

2017 2016
$°000 $°000
Debt Securities
Balance at January 1 1,041,130 1,001,273
Issues 350,000 96,750
Redemptions (56.894) (56,893)
Balance at December 31 1,334,236 1,041,130

Notes:

(a) These bonds are secured by debentures created at the time of issue and rank pari-passu over
the fixed and floating assets of the Bank.
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22.

23.

Debt Securities (continued)

(b) The amounts outstanding on bonds issued are redeemable as follows:

2017 2016

$°000 $°000

Within 1 year 273,194 56,894
1 to 2 years 56,894 273,194
2 to 3 years 456,894 56,894
3 to 4 years 56,894 306,894
4 to 5 years 290,360 56,894
Over 5 years 200,000 290.360
1,334,236 1,041,130

(c¢) Tax free bonds 175,930 124,011
Other bonds 1,158,306 917,119
1,334,236 1,041,130

Under the Home Mortgage Bank Act 1985, the Bank is authorised to issue tax-free bonds up
to $600 million of which $176 million has been issued at year end (2016: $124 million).

__2017 2016
$°000 $°000

Managed Fund Liabilities

Managed Funds comprises:
Guaranteed Mortgage Investment Certificates 2,498 3,776
Mortgage Participation Fund 585.711 643,970
588,209 647,746

Carrying value of loans backing the

Managed Fund liabilities (Note 10) (588,209) (647.746)

Net liability - -

The maturity value of these financial liabilities is determined by the fair value of the Bank’s
assets at maturity value. There will be no difference between the carrying amount and the
maturity amount at the valuation date.
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23.

2017 2016

$°000 $°000
Managed Fund Liabilities (continued)
The movement in the Managed Fund liabilities is as follows:
Balance at January 1 647,746 497,625
Additions 250,639 470,508
Capitalised interest 8,820 6,446
Repayments (318.996) (326,833)
Balance at December 31 588,209 647,746
Accrued interest
Balance at January 1 - -
Interest paid (9,391) (7,628)
Interest expense 9,391 7,628

Balance at December 31 = =

Guaranteed Mortgage Investment Certificates (Gareemics)

As issuer and guarantor of Gareemics, the Bank is obligated to disburse scheduled monthly
instalments of principal and interest (at the coupon rate) and the full unpaid principal balance of
any foreclosed mortgage to Gareemics investors, whether or not any such amounts have been
received. The Bank is also obligated to disburse unscheduled principal payments received from
borrowers. At December 31, 2017 the outstanding balances of securitised mortgages and the
related Gareemics issued amounts to $2.5 million (2016: $3.7 million).

The Group's credit risk is mitigated to the extent that sellers of pools of mortgages elect to remain
at risk for the loans sold to the Group or other credit enhancement was provided to protect
against the risk of loss from borrower default. Lenders have the option to retain the primary
default risk, in whole or in part, in exchange for a lower guarantee fee. The Group however,
bears the ultimate risk of default.

Mortgage Participation Fund

The Bank guarantees the investments under its Mortgage Participation Fund (MPF) investment
programme. This fund is backed by mortgage and/or other securities. At the reporting date,
the outstanding balance under the MPF investment product was $585.71 million (2016: $643.9
million).
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24,

Classification of Financial Assets and Financial Liabilities

The following table provides a reconciliation between line items in the statement of financial

position and the categories of financial instruments

FVOCI Amortised
Equity Cost Total
$ $ $

2017
Assets
Cash and cash equivalents - 12,242 12,242
Investment securities 941,854 738,757 1,680,611
Loans and advances to customers 939,841 939,841
Other assets - 21,965 21,965
Total financial assets 941,854 1,712,805 2,654,659
Liabilities
Other liabilities - 21,266 21,266
Short-term borrowings - 110,000 110,000
Debt securities - 1.334.236 1,334,236
Total financial liabilities - 1,465,502 1,465,502
2016
Assets
Cash and cash equivalents - 18,400 18,400
Investment securities 1,079,266 742,872 1,822,138
Loans and advances to customers - 603,023 603,023
Other assets - 18,369 18.369
Total financial assets 1,079,266 1,382,664 2,461,930
Liabilities
Other liabilities - 12,630 12,630
Short-term borrowings - 127,000 127,000
Debt securities - 1,041,130 1,041,130
Total financial liabilities - 1,180,760 1,180,760
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25.

26.

27.

28.

2017 2016
$°000 $°000
Interest Income
Loans and advances to customers 87,243 69,825
Investment securities 33,957 32,811
121,200 102,636
Interest expense (15,128) (12,384)
Net interest income 106,072 90,252
General and Administrative Expenses
Staff costs 9,099 8,030
Premises 3,291 2.920
Other operating expenses 11,271 10,375
23,661 21,325
Included within other operating expenses are the following charges:
Depreciation 851 982
Directors' fees 1,799 1,546
Loss on Sale of Property Units
Income from sale of units 2,700 10,041
Cost of units sold (3.640) (14,502)
Loss on sale of property units (940) (4,461)
Taxation
(i) Current taxation:
Corporation tax 8,844 4,335
Green Fund levy 607 456
Business levy 470 536
Deferred taxation 359 50
Taxation charge for the year 10,280 5,377
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28. Taxation (continued)

(ii)  Tax recognised in other comprehensive income:

2017 2016
Before Tax Net Before Tax Net
Tax Benefit of Tax Tax Expense of Tax
$°000 $°000 $°000 $°000 $°000 $°000
Available-for-sale
investments (137,412) 41,223  (96,189) 13,778 (39,685)  (25,907)

(iii) Tax reconciliation:

The Group’s effective tax rate varies from the statutory rate of 30% as a result of the
differences shown below:

2017 2016
$°000 % $°000 %
Profit before taxation 84,149 100,00 83,579 100.00
Tax at the statutory rate of 25% and 30% 25,194 2993 20,895 25.00
Changes in estimates related to prior years 1,115 1.32 320 0.39
Green Fund levy 607 0.72 456  0.54
Business levy 470  0.56 536 0.64
Tax exempt income (17.106) (20.31) (16.839) (20.14)
10,280 12.22 5,377  6.43

An increase in the corporation tax rate from 25% to 30% has been announced for 2017
and has been deemed to be substantively enacted as at the reporting date.

29. Related Party Transactions and Balances
(a) Identity of related parties
A party is related to the Group if:

(a) The party is a subsidiary or an associate of the Group;

(b) The party is, directly or indirectly, either under common control or subject to
significant influence with the Group or has significant or joint control of the
Group.
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29. Related Party Transactions and Balances (continued)

(2)

(b)

(0

Identity of related parties (continued)
A party is related to the Group if (continued)

(c) The party is a close family member of a person who is part of key management
personnel or who controls the Group;

(d) The party is controlled or significantly influenced by a member of key
management personnel or by a person who controls the Group;

(e) The party is a joint venture in which the Group is a venture partner;
(f) The party is a member of the Group’s or its parent's key management personnel;
(g) The party is a post-employment benefit plan for the Group’s employees.

(h) The party, or any member of a group of which it is a part, provides key
management personnel services to the Group.

__ 2017 2016
$°000 $°000
Related party balances
Loans, investments and other assets
The National Insurance Board and its subsidiaries 217,000 217,000
Directors and key management personnel 9,334 3,549

All outstanding balances with these related parties are conducted on an arm’s length basis.
None of the balances are secured.

_2017 2016
$°000 $°000

Bonds in issue and other liabilities
The National Insurance Board and its subsidiaries 252,382 251,603
Directors and key management personnel 914 868
Related party transactions
Interest and other income
The National Insurance Board and its subsidiaries 9,384 7,759
Directors and key management personnel 356 183
Bond interest and other expenses
The National Insurance Board and its subsidiaries 6,279 6,217
Directors and key management personnel 16 29
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29. Related Party Transactions and Balances (continued)

2017 2016
$°000 $°000
(d) Key management compensation
Directors and management compensation
Short term benefits 5,454 4,999
Post-retirement benefits 384 362

Key management personnel are those persons having authority and responsibility for
planning, directing and controlling the activities of the Group.

There were no provisions for doubtful debts related to outstanding balances, including
related parties, nor were there any bad or doubtful debts recognised during the period.

Key management personnel transactions

The aggregate values of transactions and outstanding balances related to key management
personnel were as follows:

Transaction Values  Maximum Balance Balance Qutstanding

2017 2016 2017 2016 2017 2016

$°000 $°000 $°000 $°000 $°000 $°000

Mortgage Lending 2,543 977 4,009 1,311 3,874 1,331
MPF 3 5 5 6 2 6

30. Mortgage Commitments
The Group has issued standby mortgage commitments of which undrawn balances amount to
$36.8 million (2016: $135.5 million).

31. Employees

At year-end, the Group had in its employ a staff complement of 34 employees (2016: 31).

32. Dividend Paid

The Group made a dividend payout of one dollar, ninety six cents ($1.96) cents per share which
was paid on July 07, 2017 in relation to 2016 profits.
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33. Contingent Liabilities
As at December 31, 2017, there were no legal proceedings outstanding against the Group, as
such no provisions were required (2016: NIL).
34. Events after the Reporting Date
There are no events occurring after the consolidated statement of financial position date and
before the date of approval of these consolidated financial statements by the Board of Directors
that require adjustment to or disclosure in these consolidated financial statements.
35. Prior Year Restatement
As Previously As
Reported Restatement Restated
$ $ $
December 31, 2016
Deferred tax liability (182,079) (35,553) (217,632)
Revaluation reserve (542,941) 35,553 (507,388)
Other comprehensive income 9,646 (35,553) (25,907)

The restatement arose from corrections necessary to the deferred tax calculation on the
revaluation of the available for sale investments balance which was taxed at 25%.
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