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Independent Auditors’ Report

The Shareholders and Directors
FirstCaribbean International Bank (Bahamas) Limited

Report on the Audit of the Consolidated Financial Statements
Opinion

We have audited the consolidated financial statements of FirstCaribbean International Bank (Bahamas)
Limited (the “Bank”) which comprise the consolidated statement of financial position as at October 31,
2019, and the consolidated statement of income, consolidated statement of comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows for the year then
ended, and notes to the consolidated financial statements, including a summary of significant accounting
policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the financial position of the Bank as at October 31, 2019, and its financial performance and its cash flows
for the year then ended in accordance with International Financial Reporting Standards,

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 consalidated financial statements section of our report. We are independent of the Bank in accordance
with the International Ethics Standards Board for Accountants’” Codle of Ethics for Professional Accountants
(“IESBA Code™), and we have fulfilled our other ethical responsibilities in accordance with the IESBA
Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters. For each matter below, our description of how
our audit addressed the matter is provided in that context,

We have fulfilled the responsibilities described in the Auditors’ responsibilities for the Audit of the
Consolidated Financial Statements section of our report, including in relation to these matters. Accordingly,
our audit included the performance of procedures designed to respond to our assessment of the risks of
material misstatement of the consolidated financial statements. The results of our audit procedures,
including the procedures performed to address the matters below, provide the basis for our audit opinion
on the accompanying consolidated financial statements.

A member firm of Ernst & Young Globs! Limited
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Expected credit loss allowances

Related disclosures in the consolidated financial
statements are included in Note 2.3, Adoption of
new accounting policies, Note 2.4, Sunmary of
significant accounting policies—Impairment of
financial assets, Note 7, Securities, Note 8, Loans
and advances to customers and Note 27, Financial
risk management.

IFRS 9: Financial Instruments uses an expected
credit loss (“ECL™) model which requires
significant  management  judgement  and
incorporation of forward-looking information.
IFRS 9 requires the Bank to record an allowance
for ECLs for all loans and advances to customers
and other financial assets not held at fair value
through profit and loss, together with loan
commitments and financial guarantee contracts.
The Bank estimated a total ECL allowance of
$113M as at October 31, 2019.

This is a key audit matter as the estimation of
ECLs is inherently uncertain and requires the
application of judgement and use of subjective
assumptions by management. Furthermore,
models used to determine credit impairments are
complex, and certain inputs used are not fully
observable. Management compensates for any
model and data deficiencies by applying
judgmental overlays to ECL model outputs.

A member firm of Ernst & Young Globat Limited

We evaluated the modeiling techniques and
methodologies developed by the Bank in order to
estimate ECLs, and assessed their compliance
with the requirements of IFRS 9.

We assessed and tested the design and operating
effectiveness of management’s controls over the
process for estimation of ECLs.

We tested the completeness and accuracy of input
data to the models used to determine the ECLs.
We assessed the methodologies and assumptions
applied in determining 12 month and lifetime
probabilities of default (“PD”), loss given default
(“LGD™), exposure at default (“EAD”) and
staging. We assessed external source of data and
assumptions, particularly with respect to forward
looking information (“FLI”) by testing to
independent sources.

We involved our internal financial services risk
management and economics specialists (o
evaluate the methodology for validating models
and analyzing modelling accuracy and
consistency of impairment parameters. They also
assessed the generation of FLI. We used our
internal real estate specialists to access the
methodology used and values obtained for the
third party appraisals for real estate held as
collateral for loans.

We assessed the reasonableness of alf qualitative
adjustments or overlays derived outside of
specific model output.

We assessed the adequacy of the related
disclosures in the consolidated financial
statements.
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Goodwill

Related disclosures in the consolidated financial
statements are included in Note 2.4, Summary of
significant accounting policies—Goodwill and
Note 11, Goodwill,

Goodwill of $73M represents the excess of the
cost of an acquisition over the fair value of the
identifiable net assets of the acquired subsidiary
and in accordance with International Accounting
Standard 36, management is required to annually
test goodwill for impairment. Goodwill is decmed
to be impaired if the carrying value of a cash
generating unit (“CGU”) is in excess of its
recoverable amount.

This is a key audit malter since impairment
requires significant estimation and judgement
relative to assumptions used for projected cash
flows for CGU (e.g. growth rates, terminal values
and discount rates).

This impairment testing is sensitive to variations

in estimates and assumptions that can result in
significantly different conclusions.

A member firm of Ernst & Young Globsl Limited

We assessed key assumptions used by
management in the determination of cash fiow
projections and discount rates. We compared
these assumptions to historical performance,
growth rates in light of expected future gconomic
conditions and independent sources  of
information.

We evaluated whether the impairment testing
methodology met the  requirements of
International  Accounting  Standard 306,
Impairment of Assets.

We assessed the sensitivity of the assumptions to
reasonable possible changes that could result in
the carrying value of CGU exceeding their
recoverable amount,

We assessed the accuracy of management’s
historic forecasting performance in light of actual
results.

We involved an internal valuation specialist to
assist us in evaluating the reasonableness of the
methodology and  assumptions used by
management in performing the impairment test.

We assessed the adequacy of the refated
disclosures in the consolidated financial
statements.
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Fair value of investment secur
derivative financial instruments and hedge
accounting

es and

Related disclosures in the consolidated financial
statements are included in Note 2.4, Summary of
significant  accounting policies, Derivative
financial instruments and hedge accounting, Debt
instruments at FVOCI, Equity instruments at
FVOCI, Note 5, Derivative financial instruments,
Note 7, Securities and Note 27, Financial risk
management,

This is a key audit matter due to the complexity of
valuation models used to determine fair value. The
valuation models can be subjective in nature and
involve observable and unobservable data and
various assumptions. These include the valuation
of financial instruments with higher estimation
uncertainty for which observable market prices or
market parameters are not available. The use of
different valuation techniques and assumptions
could result in significantly different estimates of
fair wvalue. Inaccurate application of hedge
accounting rules could result in incorrect
classification and could have a significant impact
on the statement of comprehensive income. The
associated risk management disclosure is also
complex and dependent upon high quality data.

We assessed and tested the design and operating
effectiveness of management’s controls over the
investment securities valuation process and
monthly hedge effectiveness ensuring all hedge
accounting criteria were met and in compliance
with 1AS 39 (IFRS 9 for hedge accounting
deferred),

We reviewed the market prices applied to the
Bank’s debt securities by comparing the prices
used to an independent external source.

We involved internal valuation specialists to
assess the fair value of investment securities
which did not have observable market prices. We
also involved internal valuation specialists who
tested the reasonableness of hedge effectiveness
and the fair value of all derivatives held by the
Bank.

We assessed the adequacy of the related
disclosures in the consolidated financial
statements.

Responsibilities of Management and the Board of Directors for the Consolidated Financial

Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements
in accordance with International Financial Reporting Standards, 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.

Amember firm of Ernst & Young Global Limited
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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 ar to cease
operations, or has no realistic alternative but to do so.

The Board of Directors is 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 expecied 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:

+ Identify 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.

«  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.

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

+ Conclude on the appropriatencss of management’s use of the poing 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’
repoit 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.

Amermber fiem of Ernst & Young Global Limited
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«  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.

We comimunicate with the management and the Board of Directors 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. ‘

We also provide the Audit Committee with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters
that may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with management and the Audit Committee, we determine those matters
that were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditors’ report unless law or regulation
precludes public disclosure about the matter or when, in extremely rare circumstances, we determine that a
matter should not be communicated in our report because the adverse consequences of doing so would
reasonably be expected to outweigh the public interest benefits of such conumusication.

The partner in charge of the audit resulting in this independent auditors’ report is LaNishka F. McSweeney.

St

January 28, 2020

A member firm of Erpst & Yeung Global Limited
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FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT OCTOBER 31
(Expressed in thousands of Bahamian dollars)

2019 2018

Notes 8 $
ASSETS
Cash and balances with The Central Bank 3 159,489 166,113
Due from banks 4 433,985 409,997
Derivative financial instruments 5 49 647
Other assets 6 19,680 18,257
Securities 7 036,576 782,708
Loans and advances to customers 8 2,023,654 2,001,401
Property and equipment 9 30,593 29,578
Retirement benefit assets 10 28,483 18,179
Goodwill i1 72,747 72,747
Total assets 3,705,256 3,499,627
LIABILITIES
Derivative financial instruments 5 273 5,784
Customer deposits 12 2,903,742 2,762,770
Other liabilities 13 62,053 65,945
Retirement benefit obligations ' 10 15,616 12,560
Total liabilities 2,981,684 2,847,059
EQUITY
Issued capital 14 477,230 477230
Reserves 14 19,810 (6,627)
Retained earnings 226,532 181,965
Total equity 723,572 652,568
Total liabilities and equity 3,705,256 3,499,627

The accompanying notes are an integral part of the consolidated financial stafements.

Approved by the Board of Directors on January 28, 2020, and signed on its behalf by:

Ao Lo, k7>

Managing Director Director



TIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

CONSOLIDATED STATEMENT OF INCOME
FOR THE YEAR ENDED OCTOBER 31

(Expressed in thousands of Bahamian dollars, except as noted)

Interest and similar income
Interest and similar expense

Net interest income
Operating income

Operating expenses
Credit loss expense on financial assets

Net income for the year

Basic and diluted earnings per share
(expressed in cents per share)

The accompanying noles are an intégral part of the consolidated financial statements.

Nofes

15
16

17
7,8

18

2019 2018

s $
169,968 158,067
13,172 10,031
156,796 148,036
48,619 40,086
205,415 188,122
106,524 90,977
4,515 12,085
111,039 103,062
94,376 85,060
78.5 70.8




FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
" FOR THE YEAR ENDED OCTOBER 31
(Expressed in thousands of Bahamian dollars)

2019 2018
Notes $ 3
Net income for the year 94,376 85,060
Other comprehensive income/(loss) to be reclassified to
net income or loss in subsequent periods:
Net gains/(losses) on debt securities at fair value through
0CI 20 10,866 (4,164)
Net other comprehensive income/(loss) to be
reclassified to net income or loss in subsequent periods 10,866 (4,164)
Other comprehensive income/(loss) not to be
reclassified to net income or loss in subsequent periods:
Re-measurement gains/(losses) on retirement benefit
plans 10 9,042 (2,043)
Net other comprehensive income/(loss) not to be
reclassified to net income or loss in subsequent periods 9,042 (2,043)
Other comprehensive income/(loss) for the year 19,908 (6,207)
Comprehensive income for the year 114,284 78,853

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




FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED OCTOBER 31
(Expressed in thousands of Bahamian dollars)

Issued Retained Total

capital Reserves  earnings equity

Notes $ $ $ 3

_ Balance at October 31, 2017 477,230 {13,194) 229,108 693,144
Impact of adopting IFRS 9 at November 1,

2017 - 10,108 (23,746)  {(13,638)
Ralance at November 1, 2017 after adopting ‘

IFRS 9 471,230 (3,086) 205,362 679,506
Net income for the year - - 85,060 85,060
Other comprehensive loss for the year - (6,207) - (6,207)
Total comprehensive income - (6,207) 85,060 78,853
Dividends 19 - - (105,791) (105,791)
Transfer to statutory reserve fund —

Turks & Caicos Islands 14 - 2,666 (2,666) -
Balance at October 31, 2018 477,230 {6,627) 181,965 652,568
Net income for the year - - 94,376 94,376
Other comprehensive income for the year - 19,908 - 19,908
Total comprehensive income - 19,908 94,376 114,284
Dividends 19 - - (43,280)  (43,280)
Transfer to statutory reserve fund — < .

Turks & Caicos Islands 14 - 6,529 {6,529) -
Balance at October 31, 2019 ' 477,230 - 19,810 256,532 723,572

The accompanying notes are an integral part of the consolidated financial statenents.
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FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED OCTOBER 31
(Expressed in thousands of Bahamian dollars)

2019 2018
Notes b3 _ 5
Cash flows from operating activities
Net income for the year 94,376 85,060
Adjustments to reconcile net income to net cash from
operating activities
Credit loss expense on financial assets 7,8 4,515 12,085
Depreciation of property and equipment 9 4,021 4,562
Net losses on write-off of property and equipment 9 370 -
Net gains on disposals and redemption of securities 16 - (498)
Net hedging losses/(gains) 5 29 (259)
Interest income earned on investment securities 15 (28,076) (24,822)
Interest expense incurred on derivative financial instruments 15 131 860
Net cash flows from operating income before changes in
operating assets and liabilities 75,366 76,988
Changes in operating assets and liabilities:
- net decrease in due from banks greater than 90 days 4 5,261 52,154
- net increase in mandatory reserves with
The Cenfral Bank 3 (3,812) {173)
- net (increase)/decrease in loans and advances to customers (23,080) 47,725
- net increase in other assets (11,129) (854)
- net increase in customer deposits 140,972 11,922
- net increase/(decrease) in other liabilities 18,136 (10,711)
Net cash from operating activities 201,714 177,051
_ Cash flows from investing activities
Purchases of property and equipment 9 (5,406) (6,165)
Purchases of investment securities 7 {976,229) (821,799)
Proceeds from disposals and redemption of securities 7 832,523 829,701
Interest income received on investment securities 26,320 25,797
Interest expense paid on derivative financial instruments (1,469} (1,344)
Net cash (used in)/from investing activities (124,261} 26,190
Cash flows from financing activities
Dividends paid (58,640) (87,886)
Net eash used in financing activities (58,640) (87,886)
Net increase in cash and cash equivalents 18,813 115,355
Cash aud cash equivalents, beginning of year 494,192 378,837
Cash and cashk equivalents, end of ycar 3 513,005 494,192

The accompanying notes are an integral part of the consolidated financial statements.
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FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

Notes to the Consolidated Financial Statements
Tor the year ended October 31,2019
(Expressed in thousands of Bahamian dollars)

1. Corporate Information

FirstCaribbean International Bank (Bahamas) Limited (the “Bank”) was formerly named CIBC Bahamas
Limited (“CIBC Bahamas™”) and was coniroiled by Canadian Imperial Bank of Commerce (CIBC), a
company incorporated in Canada. The Bank changed its name to FirstCaribbean International Bank
(Bahamas) Limited on October 11, 2002, following the combination of the retail, corporate and offshore
banking opetations of Barclays Bank PLC in The Bahamas and the Turks & Caicos Islands (“Barclays
Bahamas”) and CIBC Bahamas. The Bank is incorporated in The Commonwealth of The Baliamas and is
licensed to carry on banking and other related activities.

The Bank is a subsidiary of FirstCaribbean International Bank Limited (the “Parent” or “FCIB”), a compary
incorporated and domiciled in Barbados, which owns 05.2% of the Bank. The Parent and its subsidiaries
(collectively, the “Parent Group”) is ovined by CIBC (the “Ultimate Parent”), a company incorporated in
Canada. From October 11, 2002, the major shareholders of FirstCaribbean International Bank (Bahamas)
Limited were jointly CIBC and Barclays Bank PLC, (“Barclays™), a company incorporated in England. On
December 22, 2006, CIBC acquired Barclays® interest in the Parent and now owns 91.7% of the shares of
FirstCaribbean International Bank Limited.

The registered office of the Bank is located at the FirstCaribbean Financial Centre, 2nd Floor, Shirley Street,
Nassau, The Bahamas. The Bank is listud on the Bahamas International Securities Exchange (“BISX™).

These consolidated financial statements have been authorised for issue by the Board of Directors on January
28, 2020. The Board of Directors has the power to amend these consolidated financial statements after issue,

if required.

2. Basis of Preparation and Summary of Significant Accounting Policies

The principal accounting policies applied in the preparation of these consolidated financial statements are
set out below.

2.1 Basis of preparation

The consolidated financial statements have been prepared on a historical cost basis, except for debt
instruments at fair value through other comprehensive income (“FVOCT”), financial assets and liabilities at
fair value through the profit or loss and derivative financial instruments, which have all been measured at
fair value. The carrying values of recognised assets that are hedged items in fair value hedges, and otherwise
carried at amortised cost, are adjusted to record changes in fair value attributable to the risks that are being
hedged. The consolidated financial statements are presented in Bahamian dollars, and all values are rounded
to the nearest thousand except where otherwise indicated.

The consolidated financial statements provide comparative information in respect of the previous period. In
addition, the Bank presents an additional statement of financial position at the beginning of the earliest period
ijresented when there is a retrospective epplication of an accounting policy, a retrospective restatement, or a
reclassification of items in the financial statements.

12




FIRSTCARIBBEAN INTERNATTIONAL BANK (BAHAMAS) LIMITED

Notes to the Consolidated Financial Statements
For the year ended October 31, 2019
(Expressed in thousands of Bahamian dollars)

Statement of compliance
The consolidated financial statements of the Bank have been prepared in accordance with International Financial’
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB™).

Basis of consolidation -

The consolidated financial statements comprise the financial statements of the Bank and its subsidiaries as at October
31, 2019 (the “reporting date”). The financial statements of the subsidiaries are prepated for the same reporting year
as the Bank, using consistent accounting policies.

Subsidiaries
All subsidiaries, which are those companies controlled by the Bank, have been fully consolidated. The principal
subsidiaries of the Bank are disclosed in Note 28. ’

Control is achieved when the Bank is exposed, 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. Specifically, the Bank controls an
investee if and only if the Bank has: 1) Power over the investee (i.e. existing rights that give it the current ability to
direct the refevant activities of the investee); 2) Exposure, or rights, to variable returns from its involvement with the
investee; and 3) The ability to use its power over the investee to affect its returns.

When the Bank has less than a majority of the voting or similar rights of an investee, the Bank considers all relevant
facts and circumstances in assessing whether it has power over an investee, including: 1) The contractual arrangement
with the other vote holders of the investee; 2) Rights arising from other contractual arrangements; and 3) The Bank’s
voting rights and potential voting ri ghts.

The Bank re-assesses whether or not it controls an investee if facts and circumstances indicate that there are changes
to one or more of the three elements of control. Consolidation of a subsidiary begins when the Bank obtains control
over the subsidiary and ceases when the Bank loses control of the subsidiary. Assets, liabilities, income and expenses
of a subsidiary acquired or disposed of during the year are included in the consolidated financial statements from the
date the Bank gains control until the date the Bank ceases to control the subsidiary.

All inter-company transactions, balances and unrealised surpluses and deficits on transactions and balances have been.
eliminated.

13




FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

Notes to the Consolidated Financial Statements
For the year ended October 31, 2019 _
(Expressed in thousands of Bahamian dollars)

2.2 Significant accounting judgments and estimates

The preparation of financial statements in conformity with [FRS requires management to make certain significant
judgments and estimates that affect amounts reported in the financial statements and accompanying notes, Actual
results could differ from these estimates.

Estimates and judgments are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances.

Other disclosures relating to the Bank’s exposure to risks and uncertainties include:
o Capital management — Note 14
e Financial risk management and policies — Note 27
e Sensitivity analysis disclosures — Notes 10, 11, 27

The estimates and judgments that have a significant risk of causing material adjustments to the carrying amounts of
assets and liabilities within the next financial year are discussed below.

Impairment losses on financial assets

The measurement of impairment losses across all categories of financial assets requires judgment, in particular, the
estimation of the amount and timing of future cash flows and collateral values when determining impairment losses
and the assessment of a significant increase in credit risk. T hese estimates are driven by a number of factors, changes
in which can result in different levels of allowances.

The Bank’s expected credit loss (“ECL”) calculations are outputs of complex models with a number of underlying
assumptions regarding the choice of variable inputs and their interdependencies. Elements of the ECL models that are
considered accounting judgments and estimates include:
«  The Bank’s internal credit grading model, which assigns Probable Defaults (“PDs”) to the individual
grades
+  The Bank’s criteria for assessing if there has been a significant increase in credit risk, and so
allowances for financial assets should be measured on a Lifetime ECL (“LTECL”) basis and the
qualitative assessment
+  The segmentation of financial ‘assets when their ECL is assessed on a collective basis
. Development of ECL models, including the various formulas and the choice of inputs
«  Determination of associations between macroeconomic scenarios and economic inputs, such as
unemployment levels and collateral values, and the effect on PDs, Exposure at Default (“EAD”) and
Loss Given Defaults (“LGD”) :
. Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive
the economic inputs into the ECL models

Tt has been the Bank’s policy to regularly review its models in the context of actual loss experience and adjust when
necessary.

14-




FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

Notes to the Consolidated Financial Statements
For the year ended October 31,2019
(Expressed in thousands of Bahamian dollars)

Retirement benefit obligations

Accounting for some retirement benefit obligations requires the use of actuarial techniques to make a reliable estimate
of the amount of benefits that employees have earned in return for their service in the current and prior periods. These
actuarial assumptions are based on management’s best estimates of the variables that will determine the ultimate cost
of providing post-employment benefits and comprise both demographic and financial assumptions. This includes’
assumptions about discount rates, expected rates of return on assets, future salary increases, mortality rates and future
pension increases. Variations in the financial assumptions can cause material adjustments in future years, if it is
determined that the actual experience differed from the estimate.

In determining the appropriate discount rafe, management considers the interest rates of government bonds, in the
absence of corporate bonds, in currencies consistent with the currencies of the post-employment benefit obligation
with at least an ‘AA’ rating or above, as set by an internationally acknowledged rating agency, and extrapolated as
needed along the yield curve to correspond with the expected term of the defined benefit obligation. The mortality rate
is based on publicly available mortality tables. Future salary increases and pension increases are based on expected
future inflation rates. Further details about pension obligations are given in Note 10. :

Taxes

Income taxes :
The Bank is not subject to income taxes in The Bahamas and the Turks and Caicos Islands.

Value Added Tax (VAT)

Effective January 1, 2015, the Government of The Commonwealth of The Bahamas implemented a value added tax
(VAT). VAT is an indirect tax which is considered a broadly based consumption tax charged on the value added to

. goods and services. It applies to almost all goods and services that are imported, bought and sold for use or-

consumption. Conversely, exported goodls and services supplied to customers abroad are exempted or zero-rated.
Effective July 1, 2018, the VAT rate was increased from 7.5% to 12%. The Company is a VAT registrant.

Goodwill

In accordance with International Accounting Standards (“IAS™) 36, goodwill is reviewed for impairment annually
using the “value in use” method. This requires the use of estimates for determination of future cash flows expected to
arise from each cash-generating unit and an appropriate discount rate to calculate present value.

Going concern

The Bank’s management has made an assessment of the Bank’s ability to continue as a going concern and is satisfied.
that the Bank has the resources to continue in business for the foresecable future. Furthermore, management is not
aware of any material uncertainties that may cast significant doubt upon the Bank’s ability to continue as a going
concern. Therefore, the consolidated financial statements continue to be prepared on the going concern basis.

15




FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

Notes to the Consolidated Financial Statements
For the year ended October 31,2019
(Expressed in thousands of Bahamian dollars)

2.3 Adoption of new accounting policies

The accounting policies adopted are consistent with those of the previous financial year with the exception of those
impacted by new and amended standards and interpretations,

New and amended standards and interpretations

In these consolidated financial statements, the Bank adopted [FRS 15 “Revenue from Contracts with Customers”
(IFRS 15) as at November 1, 2018 in place of prior guidance, including IAS 18 “Revenue” (IAS 18) and IFRIC 13
“Customer Loyalty Programmes” (IFRIC 13). The nature and the impact of the new standards is described below.

Several other amendments and interprefations apply for the first time in 2019, but did not have an impact on the
consolidated financial statements. The Bank has not adopted early any standards, interpretations or amendments that’
have been issued but are not yet effective.

1IFRS 15 Revenue from Contracts with Customers
The Bank adopted IFRS 15 as at November 1, 2018 on a modified retrospective basis with no effect on the Bank’s
financial position and performance.

The new guidance includes a five-step, principles-based recognition and measurement approach, as well as
requirements for accounting for contract cost, and enhanced quantitative and qualitative disclosure requirements. The
application of this guidance involves the use of judgement. IFRS 15 excludes from its scope revenue related to financial
instruments, lease contracts and insurance contracts. As a result, the majority of the Bank’s revenue was not impacted
by the adoption of this standard, including net interest income, net gains/(losses) from financial instruments
measured/designated at FVTPL and net gains/({losses) from debt securities measured at FVOCL

Based on the Bank’s assessment, there were either no measurement differences or measurement differences that were
not considered material on adopting IFRS 15.

There were no updates to the fees and commission income or to the customer loyalty programmes accounting policies
{(Note 2.4) because of this change.
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2.4 Summary of significant accounting policies
The principal accounting policies applied in the preparation of these consolidated financial statements are st out

below.

Foreign currency translation
The consolidated financial statements are plcsented in Bahamian dollars, which is the Bank’s functional and

presentational currency.

Transactions and balances

Transactions in foreign currencies are mltml y recorded by the Bank at the functional currency rates prevailing at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into the
functional currency at rates prevailing at the reporting date and non-monetary assets and liabilities are translated at
historic rates. Revenue and expenses denominated in foreign currencies are translated into the Bank’s functional
currency using prevailing average monthly exchange rates. Realised and unrealised gains and losses on foreign
currency positions are reported in income of the current year. Translation differences on non-monetary items, such as
equities classified as debt securities at FVOCI, are included in the debt securities revaluation reserve in equity.

Derivative financial instruments and hedge accounting

The Bank uses derivative financial instruments such as forward currency contracts and interest rate swaps to manage
its foreign currency risks and interest rate risks, respectively. Such defivative financial instruments are initially
recognised at fair value on the date on which a derivative contract is entered into and are subsequently remeasured at
fair value.

Derivatives are carried as financial assets when the fair value is positive and as financial liabilities when the fair value
is negative.

Any gains or losses arising from changes in fair value on derivatives are taken directly to the consolidated statement
of income, except for the effective portion of cash flow hedges, which is recognised in other comprehensive income, -

For the purpose of hedge accounting, hedges are classified as:
e Fairvalue hedges when hedging the exposure to changes in the fair value of a recognised asset or liability or
an unrecognised firm commitment (except for foreign currency risk).

e Cash flow hedges when hedging exposure to variability in cash flows that is either atiributable to a particular
risk associated with a recognised asset or liability or a highly probable forecast transaction or the foreign
currency risk in an unrecognised firin commitment,

At the inception of a hedge relationship, the Bank formally designates and documents the hedge relationship to which
the Bank wishes to apply hedge accounting and the risk management objective and strategy for undertaking the hedge.
The documentation includes identification of the hedging instrument, the hedged item or transaction, the nature of the
risk being hedged and how the entity will assess the effectiveness of changes in the hedging instrument’s fair value in
offsetting the exposure to changes in the hedged item’s fair value or cash flows attributable to the hedged risk. Such
hedges are expected to be highly effective in achieving offsetting changes in fair value or cash flows and are assessed
at inception and on a monthly basis to determine that they actually have been highly effective throughout the financial
reporting periods for which they were designated. A hedge is considered to be highly effective if the changes in fair
value of cash flows attributable to the hedged risk are expected to be offset by the hedging instrument in a range of

17




FIRSTCARIBBEAN INTERNATIONAL BANK (BAHAMAS) LIMITED

Notes to the Consolidated Financial Statements
For the year ended October 31,2019
(Expressed in thousands of Bahamian doliars)

80% to 125%. Hedge ineffectiveness can arise from:

e Differences in timing of cash flows of hedged items and hedging instruments

o Different interest rate curves applied to discount the hedged items and hedging instruments

¢ Derivatives used as hedging instruments having a non-nil factor value at the time of designation

e+ The effect of changes in counterparties’ credit risk on the fair values of hedging instruments or hedged items

Hedges which meet the Bank’s strict criteria for hedge accounting are accounted for as follows:

o Fair value hedge
For hedging relationships which arc designated and qualify as fair value hedges and that prove to be highly
effective in relation to the hedged risk, chianges in the fair value of the derivatives are recorded in the consolidated
statement of income, along with the corresponding change in fair value of the hedged asset or liability that is
attributable to that specific hedged risk. .

If the hedge no longer meets the criteria’ for hedge accounting, an adjustment to the carrying amount of a hedged
interest-bearing financial instrument is amortised to net profit or loss over the remaining period to maturity.

e Cash flow hedge

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges
are recognised in other comprehensive income. The gain or loss relating to the ineffective portion is recognised
immediately in the consolidated statement of income. Anmounts accumulated in other comprehensive income are
recycled to the consolidated statement of income in the periods in which the hedged item will affect profit or loss
(for example, when the forecast sale that.is hedged takes place). When a hedging instrument expires or is sold, or
when a hedge no longer meets the criteria for hedge accounting, any cumulative gain or loss existing in other-
comprehensive income at that time remains in other comprehensive income and is recognised when the forecast
transaction is ultimately recognised in the consolidated statement of income. When a forecast transaction is no
longer expected to occur, the cumulative gain or loss that was reported in other comprehensive income is
immediately transferred to the consolidated statement of income. As at October 31, 2019, the Bank did not have
hedge relationships classified as cash flow hedges.

Certain derivative instruments do not qualify for hedge accounting or are not so designated, and changes in the fair
value of these derivatives are included in net trading gains or losses within operating income.

Interest income and expense

Interest income and expense are recorded using the effective interest rate (EIR) method for all financial instruments
measured at amortised cost, and financial instruments designated at fair value through profit or loss (“FVPL.”). Interest
income on interest bearing financial assets measured at FVOC! under IFRS 9, is also recorded by using the EIR
method. The EIR is the rate that exactly discounts estimated future cash receipts through the expected life of the
financial instrument or, when appropriate, a shorter period, to the net carrying amount of the financial asset. When
calculating the ETR, we estimate future cash flows considering all contractual terms of the financial instrument, but
not future credit losses.

The EIR (and therefore, the amortised cost o