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24 November 2005

To the Members of
The Bank of Nova Scotia Jamaica Limited
Kingston

Auditors' Report

We have audited the financial statements set out on pages 37 te 107, and have recelved all the
Iinformation and explanations which we considered necessary. These financial statements are
the responsibility of the Bank's management. Our responsibility is to express an epinion on
these financial statements based on our audit.

We conducted our audit In accordance with International Standards en Auditing. Those stan-
dards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatements. An audit includes exam-
ining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments. An audit also Includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial statement presenta-
tion. We believe that our audit provides a reasonable basis for cur opinion.

In our opinion, proper accounting recerds have been kept and the financial statements, which
are in agreement therewith, give a true and fair view of the state of affairs of the Group and
the Bank as at 31 Octeber 2005 and of the results of operations, changes in steckholders' equl-
ty and cach flows of the Group and the Bank for the year then ended In accordance with
International Financial Reporting Standards and comply with the provisions of the Jamaican
Companies Act applicable to banking companies.

Pni_nwduwpﬂls
Chartered Accountants
Kingston, Jamaica

E.L. MDonakd M.G. Rechester PW. Pearson E.A. Crawloed D.V. Brown JW. Lee CDW. Maxwell
R.E. Williams G.L. Lewars LA, MKKnight L.E. Augler AKX Jain B.L Scott 8.). Denning



The Bank of Nova Scotia Jamaica Limited

Statement of Consolidated Revenue and Expenses
Year ended 31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 1

Net Interest Income and Other Revenue
Interest from loans and deposits with banks
Income from securities
Total interest income
Interest expense
Net interest income
Impairment losses on loans
Net interest income after impairment losses on loans
Net foreign exchange trading income
Fee and commission income
Fee and commission expense
Net fee and commission income
Insurance premium income

Other revenue

Expenses
Salaries, pension contributions and other staff benefits
Property expenses, including depreciation
Change in policyholders’ reserves

Other operating expenses

Profit before Taxation
Taxation
NET PROFIT

EARNINGS PER STOCK UNIT (expressed in $ per share)

Note

23

~

10

12
13
14

15

Restated
2005 2004
12,419,622 13,439,520
9,125,456 9,278,088
21,545,078 22,717,608
(7,481,246) (8,606,990)
14,063,832 14,110,618
(272,575) (45,878)
13,791,257 14,064,740
793,919 586,277
2,803,498 2,105,495
(475,033) (378,829)
2,328,465 1,726,666
333,963 273,962
6,276 8,272
17,253,880 16,659,917
4,003,588 3,772,527
1,029,859 984,628
2,092,742 2,242,099
1,797,879 1,488,030
8,924,068 8,487,284
8,329,812 8,172,633
(2,444,226) (2,316,576)
5,885,586 5,856,057
$2.01 $2.00




The Bank of Nova Scotia Jamaica Limited

Consolidated Balance Sheet
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 2

Note
ASSETS
Cash Resources
Notes and coins of, deposit with, and money at call at,
Bank of Jamaica 16
Government and bank notes other than Jamaica
Amounts due from other banks 17
Accounts with parent and fellow subsidiaries 18
Trading Securities 20
Government Securities Purchased under Resale Agreements 21
Loans, after Allowance for Impairment Losses 22
Lease Receivables 24
Investment Securities 25
Available-for-sale
Held-to-maturity
Other Assets
Customers’ liabilities under acceptances, guarantees and
letters of credit
Taxation recoverable
Sundry assets 26
Property, plant and equipment 27
Deferred tax assets 28
Retirement benefit asset 29

Restated

2005 2004
25,443,331 23,636,648
240,438 307,744
18,235,430 15,394,487
489,135 1,111,543
44,408,334 40,450,422
21,990 -
27,227,255 25,046,360
57,648,163 53,454,402
433 5,100
9,703,139 8,807,167
30,007,225 26,280,091
39,710,364 35,087,258
3,486,501 2,458,854
522,694 1,016,105
4,543,745 5,186,532
2,017,153 2,036,541
109,939 87,248
3,764,372 3,338,827
14,444,404 14,124,107
183,460,943 168,167,649




The Bank of Nova Scotia Jamaica Limited

Consolidated Balance Sheet (Continued)
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 3

Restated
Note 2005 2004
LIABILITIES
Deposits
Deposits by the public 30 | 107,280,146 98,810,819
Amounts due to other banks and financial institutions 31 1,655,908 1,773,436
Amounts due to parent company 33 4,608,443 3,069,486
Amounts due to fellow subsidiaries 3,989 561
113,548,486 103,654,302
Other Liabilities
Cheques and other instruments in transit 1,906,302 2,884,129
Acceptances, guarantees and letters of credit 3,486,501 2,458,854
Securities sold under repurchase agreements 16,705,889 18,546,429
Other liabilities 34 1,605,158 1,880,842
Taxation payable 905,542 364,284
Deferred tax liabilities 28 1,497,437 1,408,452
Retirement benefit obligations 29 326,062 264,634
26,432,891 27,807,624
Policyholders’ Fund 10 19,954,613 16,100,706
STOCKHOLDERS’ EQUITY
Share capital 36 2,927,232 1,463,616
Reserve fund 37 3,158,480 1,694,864
Retained earnings reserve 38 4,492,902 6,670,134
Cumulative remeasurement result from
available-for-sale financial assets 39 194,364 232,783
Loan loss reserve 40 806,524 806,524
Other reserves 41 26,714 26,714
Unappropriated profits 11,918,737 9,710,382
23,524,953 20,605,017
183,460,943 168,167,649
Approve sue oard of Directors on 24 November 2005 and signed on its behalf by:
N - — /AN
Robert H. Pitfield Director Stacie-Ann S MWrigh ~ \A Director
William E. Clarke Director David A. Nogl U \ Secretary




The Bank of Nova Scotia Jamaica Limited

Statement of Consolidated Changes in Stockholders’ Equity

Year ended 31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 4

Cumulative
Remeasure-
ment
Result From
Available
Retained For-Sale Loan
Share  Reserve Earnings Financial Loss Other Unappropriated
Note Capital Fund Reserve Assets Reserve Reserves Profits Total
Balance at 31 October 2003 as
previously stated 1,463,616 1,694,864 5,920,134 22,697 806,524 26,714 7,721,827 17,656,376
Effects of early adopting revised
IFRS 50 - - - (5,179) - - - (5,179)
As restated 1,463,616 1,694,864 5,920,134 17,518 806,524 26,714 7,721,827 17,651,197
Unrealised gains on
available-for-sale investments, net
of taxes - - - 209,640 - - - 209,640
Net gains not recognised in
Consolidated Statement of
Revenue and Expenses _ _ _ 209,640 . . _ 209,640
Net profit - - - - - - 5,856,057 5,856,057
Dividends paid - - - - - - (3,117,502)  (3,117,502)
Transfer to retained earnings reserve - - 750,000 - - - (750,000) -
Effects of early adopting revised
IFRS 50 - - - 5,625 - - - 5,625
Balance at 31 October 2004 1,463,616 1,694,864 6,670,134 232783 806,524 26,714 9,710,382 20,605,017
Unrealised losses on
available-for-sale investments,
net of taxes - - - (38,419) - - - (38,419)
Net losses not recognised in
Consolidated Statement of
Revenue and Expenses - - - (38,419) - - - (38,419)
Net profit - - - - - - 5885586 5,885,586
Dividends paid - - - - - - (2,927,231)  (2,927,231)
Bonus issue of ordinary shares 36 1,463,616 - (1,463,616) - - - - -
Transfer to reserve fund 37 - 1,463,616 (1,463,616) - - - - -
Transfer to retained earnings reserve - R 750,000 - - - (750,000) -
Balance at 31 October 2005 2,027,232 3,158,480 4,492902 194,364 806,524 26,714 11,918,737 23,524,953




The Bank of Nova Scotia Jamaica Limited

Statement of Consolidated Cash Flows

Year ended 31 October 2005
(expressed in thousands of Jamaican dollars unless otherwise stated)
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Note
Cash Flows from Operating Activities

Net profit from operations

Items not affecting cash
Interest income 6
Interest expense 6
Income tax charge
Deferred tax expense
Depreciation 27
Impairment losses on loans 23
Gain on sale of property, plant and equipment
Write offs of property, plant and equipment 27

Changes in operating assets and liabilities
Loans
Retirement benefits
Customer deposits
Policyholders’ reserves

Statutory reserves at Bank of Jamaica

Interest received

Interest paid

Income tax paid

Net cash provided by operating activities

Cash Flows from Investing Activities

Investment securities
Government securities purchased under resale agreements
Proceeds from the sale of property, plant and equipment
Purchase of property, plant and equipment 27
Taxation recoverable
Other assets, net
Securities sold under repurchase agreements

Net cash used in investing activities

Cash Flows from Operating and Investing Activities

2005

5,885,586

(21,545,078)

Restated
2004

5,856,057

(22,717,608)

7,481,246 8,606,990
2,367,543 2,109,358
76,683 207,218
309,165 319,027
272,575 45,878
(1,847) (245)
4,075 3,617
(5,150,052) (5,569,708)
(4,461,669) (5,430,666)
(364,117) (331,571)
8,469,327 11,499,206
3,853,907 4,626,123
2,331,647 (1,506,535)
4,679,043 3,286,849
21,363,087 23,287,452
(7,890,991) (8,909,994)
(1,146,290) (2,614,324)
17,004,849 15,049,983
(4,429,082) (1,420,756)
(2,180,895) (7,452,916)
8,340 1,527
(300,345) (366,866)
(186,584) (632,137)
814,388 330,507
(1,840,540) 3,253,433
(8,114,718) (6,287,208)
8,890,131 8,762,775




The Bank of Nova Scotia Jamaica Limited

Statement of Consolidated Cash Flows (Continued)
Year ended 31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 6

Cash Flows from Operating and Investing Activities (Page 5)
Cash Flows from Financing Activities
Due to parent company and fellow subsidiaries
Dividends paid
Other liabilities, net
Net cash used in financing activities

Effect of exchange rate changes on cash and amounts due to banks and
other financial institutions

Net increase in cash and amounts due to banks and other financial
institutions

Cash and amounts due to banks and other financial institutions
at beginning of year

CASH AND AMOUNTS DUE TO BANKS AND OTHER FINANCIAL
INSTITUTIONS AT END OF YEAR

Note

19

Restated

2005 2004
8,890,131 8,762,775
1,542,385 596,212
(2,927,231) (3,117,502)
134,061 (335,302)
(1,250,785) (2,856,592)
562,673 (19,336)
8,202,019 5,886,847
29,919,809 24,032,962
38,121,828 29,919,809




The Bank of Nova Scotia Jamaica Limited

Statement of Revenue and Expenses
Year ended 31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)
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Note
Net Interest Income and Other Revenue
Interest from loans and deposits with banks

Income from securities

»

Total interest income

(2}

Interest expense
Net interest income
Impairment losses on loans 23
Net interest income after impairment losses on loans

Fee and commission income

Fee and commission expense

Net fee and commission income

Net foreign exchange trading income 7
Other revenue

Expenses
Salaries, pension contributions and other staff benefits 9
Property expenses, including depreciation
Other operating expenses

Profit before Taxation 12
Taxation 13
NET PROFIT 14

Restated

2005 2004
11,859,945 11,415,879
2,774,181 3,740,932
14,634,126 15,156,811
(4,804,170) (5,338,770)
9,829,956 9,818,041
(272,426) (56,209)
9,557,530 9,761,832
2,637,548 1,927,172
(475,033) (378,829)
2,162,515 1,548,343
794,422 578,502
6,818 4,397
12,521,285 11,893,074
3,631,696 3,381,887
994,557 951,390
1,595,182 1,329,747
6,221,435 5,663,024
6,299,850 6,230,050
(2,001,575) (1,856,480)
4,298,275 4,373,570




The Bank of Nova Scotia Jamaica Limited

Balance Sheet
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 8

Note
ASSETS
Cash Resources
Notes and coins of, deposit with, and money at call at,
Bank of Jamaica 16
Government and bank notes other than Jamaica
Amounts due from other banks 17
Accounts with parent and fellow subsidiaries 18
Government Securities Purchased under Resale Agreements 21
Loans, after Allowance for Impairment Losses 22
Investment Securities 25
Available-for-sale
Held-to-maturity
Investment in Subsidiaries
Other Assets
Customers’ liabilities under acceptances, guarantees and
letters of credit
Taxation recoverable
Sundry assets 26
Property, plant and equipment 27
Deferred tax assets 28
Retirement benefit asset 29

Restated

2005 2004
25,401,582 23,600,356
240,438 307,744
18,201,056 15,370,384
489,135 1,111,543
44,332,211 40,390,027
98,600 69,000
53,992,250 50,288,921
6,796,117 5,445,605
17,096,745 16,912,645
23,892,862 22,358,250
258,238 258,238
3,127,349 2,118,976
- 16,862
2,700,039 3,133,378
1,950,830 1,967,982
108,687 85,666
3,764,372 3,338,827
11,651,277 10,661,691
134,225,438 124,026,127




The Bank of Nova Scotia Jamaica Limited

Balance Sheet (Continued)
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 9

Restated
Note 2005 2004
LIABILITIES
Deposits
Deposits by the public 30 | 103,139,697 95,141,204
Amounts due to other banks and financial institutions 31 1,577,800 1,671,537
Amounts due to subsidiaries 32 148,026 226,144
Amounts due to parent company 33 4,608,443 3,069,486
Amounts due to fellow subsidiaries 3,989 561
109,477,955 100,108,932
Other Liabilities
Cheques and other instruments in transit 1,856,866 2,772,536
Acceptances, guarantees and letters of credit 3,127,349 2,118,976
Securities sold under repurchase agreements - 1,471,653
Other liabilities 34 835,743 838,342
Taxation payable 891,293 195,078
Deferred tax liabilities 28 1,470,903 1,376,601
Retirement benefit obligations 29 326,062 264,634
8,508,216 9,037,820
STOCKHOLDERS’ EQUITY
Share capital 36 2,927,232 1,463,616
Reserve fund 37 2,930,616 1,467,000
Retained earnings reserve 38 4,092,152 6,269,384
Cumulative remeasurement result from
available-for-sale financial assets 39 142,272 153,424
Loan loss reserve 40 765,292 765,292
Unappropriated profits 5,381,703 4,760,659
16,239,267 14,879,375
134,225,438 124,026,127
Approve sue oard of Directors on 24 November 2005 and signed on its behalf by:
RIS VYA
Robert H. Pitfield Director Stacie-Ann S MWrigh ~ Director
William E. Clarke Director David A. Nogl U \ Secretary




The Bank of Nova Scotia Jamaica Limited

Statement of Changes in Stockholders’ Equity

Year ended 31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 10

Balance at 31 October 2003

Unrealised gains on

available-for-sale investments,

net of taxes

Net gains not recognised in the Statement

of Revenue and Expenses
Net profit

Dividends paid

Transfer to retained earnings reserve

Balance at 31 October 2004

Unrealised gains on

available-for-sale investments,

net of taxes

Net losses not recognised in the

Statement of Revenue and Expenses

Net profit
Dividends paid
Bonus issue of ordinary shares

Transfer to reserve fund

Transfer to retained earnings reserve

Balance at 31 October 2005

Cumulative
Remeasure-
ment
Result From
Available
Retained For-Sale Loan
Share Reserve Earnings Financial Loss Unappropriated
Note Capital Fund Reserve Assets Reserve Profits Total
1,463,616 1,467,000 5,519,384 (54,518) 765,292 4,254,591 13,415,365
' ) - 207,942 - - 207,942
- - - 207,942 - - 207,942
- - - - - 4,373,570 4,373,570
- - - N - (3,117,502) (3,117,502)
- - 750,000 _ - (750,000) -
1,463,616 1,467,000 6,269,384 153,424 165292 4,760,659 14,879,375
- - - (11,152) - - (11,152)
- - - (11,152) - - (11,152)
- - - - - 4,298,275 4,298,275
- - - - - (2,927,231) (2,927,231)
36 1,463,616 - (1,463,616) - - - -
37 - 1,463,616 (1,463,616) - - - -
- - 750,000 _ - (750,000) -
2,927,232 2,930,616 4,092,152 142,272 765,292 5,381,703 16,239,267




The Bank of Nova Scotia Jamaica Limited

Statement of Cash Flows

Year ended 31 October 2005
(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 11

Note
Cash Flows from Operating Activities

Net profit from operations

Items not affecting cash
Interest income 6
Interest expense 6
Deferred tax expense
Income tax charge
Depreciation 27
Impairment losses on loans 23
Gain on sale of property, plant and equipment
Write offs of property, plant and equipment 27

Changes in operating assets and liabilities
Loans
Retirement benefits
Customer deposits
Statutory reserves at Bank of Jamaica

Interest received
Interest paid
Income tax paid
Net cash provided by operating activities
Cash Flows from Investing Activities
Investment securities
Government securities purchased under resale agreements
Purchase of property, plant and equipment 27
Proceeds from the sale of property, plant and equipment
Withholding tax recoverable
Other assets, net
Securities sold under repurchase agreements
Net cash provided by/(used in) investing activities
Cash Flows from Operating and Investing Activities

2005

4,298,275

(14,634,126)

Restated
2004

4,373,570

(15,156,811)

4,804,170 5,338,770
76,857 197,284
1,924,718 1,659,196
297,617 307,637
272,425 56,209
(4,486) (365)
4,075 3,617
(2,960,475) (3,220,893)
(3,975,754) (5,019,165)
(364,117) (331,571)
7,998,493 11,013,729
2,337,045 (1,493,430)
3,035,192 948,670
14,234,748 15,117,130
(4,797,648) (5,366,487)
(1,228,503) (861,277)
11,243,789 9,838,036
(2,462,664) 197,711
(29,600) (26,534)
(285,863) (356,050)
5,809 400
16,862 -
827,141 (986,769)
(1,471,653) (1,629,092)
(3,399,968) (2,800,334)
7,843,821 7,037,702




The Bank of Nova Scotia Jamaica Limited

Statement of Cash Flows (Continued)
Year ended 31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

Page 12

Note

Cash Flows from Operating and Investing Activities (Page 11)
Cash Flows from Financing Activities

Due to parent company and fellow subsidiaries

Dividends paid

Other liabilities, net

Net cash used in financing activities

Effect of exchange rate changes on cash and amounts due to banks and
other financial institutions

Net increase in cash and amounts due to banks and other financial
institutions

Cash and amounts due to banks and other financial institutions
at beginning of year

CASH AND AMOUNTS DUE TO BANKS AND OTHER FINANCIAL
INSTITUTIONS 19

Restated

2005 2004
7,843,821 7,037,702
1,464,267 444 914
(2,927,231) (3,117,502)
(9,121) 110,300
(1,472,085) (2,562,288)
544,145 (22,275)
6,915,881 4,453,139
28,572,071 24,118,932
35,487,952 28,572,071
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The Bank of Nova Scotia Jamaica Limited

Notes to the Financial Statements
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

1. Identification, Regulation and Licence
The Bank of Nova Scotia Jamaica Limited (“the Bank”) is incorporated and domiciled in Jamaica. It is a 70%
subsidiary of The Bank of Nova Scotia, which is incorporated and domiciled in Canada. The registered office of the
Bank is located at the Scotiabank Centre, Corner of Duke and Port Royal Streets, Kingston.

The Bank is licensed and these financial statements have been prepared in accordance with the provisions of the
Banking Act, 1992.

The Bank is listed on the Jamaica Stock Exchange.

The Bank’s subsidiaries, which together with the Bank are referred to as “the Group” are as follows:

Financial

Subsidiaries Principal Activities Holding Year End
Scotia Jamaica Investment Management Limited Investment and

Pension Fund

Management and

Trustee Services 100% 31 October
The Scotia Jamaica Building Society Mortgage financing 100% 31 October
Scotia Jamaica Life Insurance Company Limited Life Insurance 100% 31 December
Scotia Jamaica General Insurance Brokers Limited Insurance Brokers 100% 31 October
Scotia Jamaica Financial Services Limited Non-trading 100% 31 October
Brighton Holdings Limited Non-trading 100% 31 October

All of the Bank’s subsidiaries are incorporated and domiciled in Jamaica.

During the year, one of the Bank’s subsidiaries, Scotia Jamaica General Insurance Brokers Limited ceased trading
and is in the process of surrendering the insurance brokers licence to the Regulator.

These financial statements have been approved for issue by the Board of Directors on 24 November 2005.
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The Bank of Nova Scotia Jamaica Limited

Notes to the Financial Statements
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

2.

Summary of Significant Accounting Policies

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

(a) Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) and have been prepared under the historical cost convention, as modified for the
revaluation of available-for-sale financial assets and financial assets held for trading.

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying the
Group’s accounting policies. The areas involving a higher degree of judgement or complexity, or areas
where assumptions and estimates are significant to the financial statements, are disclosed in Note 3.

Early adoption of revised standards -

In 2005, the Group early adopted the following IFRS, which are relevant to its operations. The 2004
accounts have been amended as required, in accordance with the relevant requirements. The effects of
early adopting IFRS on equity previously reported for the Group are detailed in Note 50.

IAS 1 (revised 2003) Presentation of Financial Statements

IAS 8 (revised 2003) Accounting Policies, Changes in Accounting Estimates and Errors
IAS 10 (revised 2003) Events after the Balance Sheet Date

IAS 16 (revised 2003) Property, Plant and Equipment

IAS 17 (revised 2003) Leases

IAS 24 (revised 2003) Related Party Disclosures

IAS 32 (revised 2003 Financial Instruments: Disclosure and Presentation

IAS 36 (revised 2003) Impairment of Assets

IAS 38 (revised 2003) Intangible Assets

IAS 39 (revised 2003 & 2004) Financial Instruments: Recognition and Measurement

The early adoption of IAS 1, 8, 10, 16, 17, 24, 32, 36, 38 and 39 (all revised 2003) and IAS 39 (revised
2004) did not result in substantial changes to the Group’s accounting policies. In summary:

(i) IAS 1 (revised 2003) has affected disclosures.

(ii) IAS 8, 10, 16, 17, 32, 38 and 39 (all revised 2003) and IAS 39 (revised 2004) had no
material effect on the Group’s policies.

(iii) IAS 24 (revised 2003) has extended the identification of related parties and some other
related-party disclosures.

All changes in the accounting policies have been made in accordance with the transition provisions in the
respective standards. All standards adopted by the Group require retrospective application other than IAS 39
— the de-recognition of financial assets is applied prospectively.

There was no impact on opening retained earnings as at 1 November 2004 from the adoption of any of the
above-mentioned standards.



Page 15

The Bank of Nova Scotia Jamaica Limited

Notes to the Financial Statements
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

2.

Summary of Significant Accounting Policies (Continued)

(b) Basis of consolidation

(c)

(d)

(e)

Subsidiaries are all entities over which the Group has the power to govern the financial and operating policies
generally accompanying a shareholding of more than one half of the voting shares rights.

The consolidated financial statements include the assets, liabilities and results of operations of the Bank and
its subsidiaries presented as a single economic entity. Intra-group transactions, balances and unrealised
gains and losses are eliminated in preparing the consolidated financial statements.

Segment reporting
A business segment is a group of assets and operations engaged in providing products or services that are
subject to risks and returns that are different from those of other business segments.

Foreign currency translation

Assets and liabilities denominated in foreign currencies are translated into Jamaican dollars at the exchange
rates prevailing at the balance sheet date, being the mid-point between the Bank of Jamaica’s (the Central
Bank) weighted average buying and selling rates at that date.

Transactions in foreign currencies are translated at the rates of exchange ruling at the dates of those
transactions.

Interest and fees

(i) Income and expense
Interest income and expense are recognised in the statement of revenue and expenses for all interest
bearing instruments on an accrual basis using the effective yield method based on the actual purchase
price. Interest income includes coupons earned on fixed income investments and accrued discount or on
treasury bills and other discounted instruments.

Where collection of interest income is considered doubtful, or payment is outstanding for more than 90
days, the banking regulations stipulate that interest should be taken into account on the cash basis.
IFRS requires that when loans become doubtful of collection, they are written down to their recoverable
amounts and interest income is thereafter recognised based on the rate of interest that was used to
discount the future cash flows for the purpose of measuring the recoverable amount. However, such
amounts as would have been determined under IFRS are considered to be immaterial.

(i) Fee and commission income
Fee and commission income is recognised on an accrual basis when service has been provided. Loan
origination fees, for loans which are probable of being drawn down, are recognised in the statement of
revenue and expenses immediately, as they are not considered material for deferral.

Portfolio and other management advisory and service fees are recognised based on the applicable
service contracts. Asset management fees are apportioned over the period the service is provided. The
same principle is applied for financial planning and custody services that are continuously provided over
an extended period of time.
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The Bank of Nova Scotia Jamaica Limited

Notes to the Financial Statements
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

2.

Summary of Significant Accounting Policies (Continued)

(f)

(9)

(h)

(i)

1)

Premium income
Premiums are recognised as earned when due.

Claims
Death claims are recorded in the statement of operations net of reinsurance recoverable.

Reinsurance ceded

The Group cedes insurance premiums and risk in the normal course of business in order to limit the
potential for losses arising from large exposures. Reinsurance does not relieve the originating insurer of its
liability.

Taxation

Taxation on the profit or loss for the year comprises current and deferred tax. Current and deferred taxes are
recognised as income tax expense or benefit in the statement of revenue and expenses except, where they
relate to items recorded in stockholders’ equity, they are also charged or credited to stockholders’ equity.

(i) Current taxation
Current tax is the expected taxation payable on the taxable income for the year, using tax rates enacted
at the balance sheet date, and any adjustment to tax payable and tax losses in respect of previous years.

(i) Deferred income taxes
Deferred tax liabilities are recognised for temporary differences between the carrying amounts of
assets and liabilities and their amounts as measured for tax purposes, which will result in taxable
amounts in future periods. Deferred tax assets are recognised for temporary differences which will
result in deductible amounts in future periods, but only to the extent it is probable that sufficient taxable
profits will be available against which these differences can be utilised.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period
in which the asset will be realised or the liability will be settled based on enacted rates.

Current and deferred tax assets and liabilities are offset when they arise from the same taxable entity,
relate to the same Tax Authority and when the legal right of offset exists.

Policyholders’ fund

The policyholders’ funds have been calculated using the Policy Premium Method (PPM) of valuation. Under
this method explicit allowance is made for all future benefits and expenses under the policies. The
premiums, benefits and expenses for each policy are projected and the resultant future cash flows are
discounted back to the valuation date to determine the reserves.

The process of calculating policy reserves necessarily involves the use of estimates concerning such factors
as mortality and morbidity rates, future investment yields and future expense levels. Consequently, these
liabilities include reasonable provisions for adverse deviations from the estimates.

An actuarial valuation is prepared annually. The actuarial surplus, net of taxation, is transferred from the
policyholders’ fund to the statement of revenue and expenses.
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2. Summary of Significant Accounting Policies (Continued)

(k) Financial assets
The Group classifies its financial assets into the following categories: financial assets held for trading; loans
and receivables; held-to-maturity; and available-for-sale financial assets. Management determines the
classification of its investments at initial recognition.

(i)

(ii)

(iif)

(v)

Financial assets at fair value through profit or loss
This category includes financial assets held for trading. A financial asset is classified in this category if
acquired principally for the purpose of selling in the short term or if so designated by management.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They arise when the Group provides money, goods or services
directly to a debtor with no intention of trading the receivable.

Held-to-maturity

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments
and fixed maturities that the Group’s management has the positive intention and ability to hold to
maturity. Were the Group to sell other than an insignificant amount of held-to-maturity assets, the
entire category would be compromised and reclassified as available-for-sale.

Available-for-sale
Available-for-sale investments are those intended to be held for an indefinite period of time, which may
be sold in response to needs for liquidity or changes in interest rates, exchange rates or equity prices.

Purchases and sales of financial assets held for trading, held-to-maturity and available-for-sale

are recognised at the settlement date — the date on which an asset is delivered to or by the Group.
Loans are recognised when cash is advanced to the borrowers. Financial assets are initially
recognised at fair value plus transaction costs for all financial assets not carried at fair value through
profit or loss. Financial assets are derecognised when the rights to receive cash flows from the
financial assets have expired or where the Group has transferred substantially all risks and rewards of
ownership.

Available-for-sale financial assets and financial assets held for trading are subsequently carried at fair
value. Loans and receivables investment is carried at amortised cost using the effective interest
method. Gains and losses arising from changes in the fair value of the ‘financial assets at fair value
through profit or loss’ category are included in the income statement in the period in which they arise.
Gains and losses arising from changes in the fair value of available-for-sale financial assets are
recognised directly in equity, until the financial assets are derecognised or impaired at which time the
cumulative gains or losses previously recognised in equity should be recognised in profit or loss.
However, interest calculated using the effective interest method is recognised in the statement of
revenue and expenses.

A financial asset is considered impaired if its carrying amount exceeds its estimated recoverable
amount. The amount of the impairment loss for an asset carried at amortised cost is calculated as the
difference between the asset’s carrying amount and the present value of expected future cash flows
discounted at the original effective interest rate. The recoverable amount of a financial asset carried at
fair value is the present value of expected future cash flows discounted at the current market interest
rate for a similar financial asset.
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2. Summary of Significant Accounting Policies (Continued)

U]

Investment in subsidiaries
Investments by the Bank in subsidiaries are stated at cost.

(m) Repurchase and reverse repurchase agreements

(n)

(o)

(p)

Securities sold under agreements to repurchase (repurchase agreements) and securities purchased under
agreements to resell (reverse repurchase agreements) are treated as collateralised financing transactions.
The difference between the sale/purchase and repurchase/resale price is treated as interest and accrued
over the life of the agreements using the effective yield method.

Loans and allowance for impairment losses
Loans are stated net of unearned income and allowance for credit losses.

Loans are recognised when cash is advanced to borrowers. They are initially recorded at cost, which is the
cash given to originate the loan including any transaction costs, and are subsequently measured at
amortised cost using the effective interest rate method.

An allowance for loan impairment is established if there is objective evidence that the Group will not be
able to collect all amounts due according to the original contractual terms of loans. The amount of the
provision is the difference between the carrying amount and the recoverable amount, being the present
value of expected cash flows, including amounts recoverable from guarantees and collateral, discounted at
the original effective interest rate of loans.

A loan is classified as impaired when, in management’s opinion, there has been a deterioration in credit
quality to the extent that there is no longer reasonable assurance of timely collection of the full amount of
principal and interest. As required by statutory regulations, if a payment on a loan is contractually 90 days
in arrears, the loan will be classified as impaired, if not already classified as such. Any credit card loan that
has a payment that is contractually 90 days in arrears is written-off.

When a loan is classified as impaired, recognition of interest in accordance with the terms of the original
loan ceases, and interest is taken into account on the cash basis. Interest income on impaired loans has
not been recognised, as it is not considered material.

Statutory and other regulatory loan loss reserve requirements that exceed the amounts required under
IFRS are dealt with in a non-distributable loan loss reserve as an appropriation of profits.

Acceptances and guarantees
The Bank’s potential liability under acceptances and guarantees is reported as a liability in the balance sheet.
The Bank has equal and offsetting claims against its customers in the event of a call on these commitments,
which are reported as an asset.

Intangible assets

Costs associated with developing or maintaining computer software programs are recognised as an
expense as incurred. Costs that are directly associated with acquiring identifiable and unique software
products which are expected to generate economic benefits exceeding costs beyond one year, are
recognised as intangible assets. However, such costs have been expensed as they are considered to be
immaterial.
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2.

Summary of Significant Accounting Policies (Continued)

(q) Leases

(r)

(i) Aslessee
Leases of property, plant and equipment where the Group has substantially all the risks and rewards of
ownership are classified as finance leases. Finance leases are recognised at the inception of the lease
at the lower of the fair value of the leased asset or the present value of minimum lease payments. Each
lease payment is allocated between the liability and interest charges so as to produce a constant rate of
charge on the lease obligation. The interest element of the lease payments is charged to the statement
of revenue and expenses over the lease period.

Leases where a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments under operating leases are charged to the statement of
revenue and expenses on a straight-line basis over the period of the lease.

(i) As lessor
When assets are leased out under a finance lease, the present value of the lease payments is
recognised as a receivable. The difference between the gross receivable and the present value of the
receivable is recognised as unearned finance income. Lease income is recognised over the term of the
lease in a manner which reflects a constant periodic rate of return on the net investment in the lease.

Assets leased out under operating leases are included in property, plant and equipment in the balance
sheet. They are depreciated over their expected useful lives on a basis consistent with similar owned
assets. Rental income is recognised on a straight-line basis over the lease term.

Property, plant and equipment
Land is stated at historical cost. All other property, plant and equipment are stated at historical cost less
accumulated depreciation.

Subsequent costs are included in the asset’s carrying amount or are recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Group and the cost of the item can be measured reliably. All other repairs and renewals are charged to the
statement of revenue and expenses during the financial period in which they are incurred.

Depreciation and amortisation are calculated on the straight-line method at rates estimated to write off the
assets over their expected useful lives as follows:

Buildings 40 years
Furniture, fixtures and equipment 10 years
Computer equipment 4 years
Motor vehicles 5 years
Leasehold improvements Period of lease

Property, plant and equipment are reviewed periodically for impairment. Where the carrying amount of an
asset is greater than its estimated recoverable amount, it is written down immediately to its recoverable
amount.

Gains and losses on disposal of property, plant and equipment are determined by reference to their
carrying amount and are taken into account in determining operating profit.
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2. Summary of Significant Accounting Policies (Continued)

(s) Employee benefits

(i)

(ii)

(iif)

(iv)

Pension obligations
The Group has established a defined benefit pension plan.

The asset or liability in respect of defined benefit plans is the difference between the present value of the
defined benefit obligation at the balance sheet date and the fair value of plan assets, adjusted for
unrecognised actuarial gains/losses and past service cost. Where a pension asset arises, the amount
recognised is limited to the net total of any cumulative unrecognised net actuarial losses and past service
cost and the present value of any economic benefits available in the form of refunds from the plan or
reduction in future contributions to the plan. The pension costs are assessed using the Projected Unit
Credit Method. Under this method, the cost of providing pensions is charged to the statement of
operations so as to spread the regular cost over the service lives of the employees in accordance with the
advice of the actuaries, who carry out a full valuation of the plan every year in accordance with IAS 19.
The pension obligation is measured at the present value of the estimated future cash outflows using
estimated discount rates based on market yields on Government securities which have terms to maturity
approximating the terms of the related liability.

A portion of actuarial gains and losses is recognised in the statement of revenue and expenses if the net
cumulative unrecognised actuarial gains or losses at the end of the previous reporting period exceeded
10 percent of the greater of the present value of the gross defined benefit obligation and the fair value of
plan assets at that date. Any excess actuarial gains or losses are recognised in the statement of revenue
and expenses over the average remaining service lives of the participating employees.

Termination obligations

Termination benefits are payable whenever an employee’s employment is terminated before the
normal retirement date or whenever an employee accepts voluntary redundancy in exchange for these
benefits. The Group recognises termination benefits when it is demonstrably committed to either
terminate the employment of current employees according to a detailed formal plan without the
possibility of withdrawal or to provide termination benefits as a result of an offer made to encourage
voluntary redundancy. Benefits falling due more than twelve (12) months after the balance sheet date
are discounted to present value.

Other post-retirement obligations

The Group also provides supplementary health, dental and life insurance benefits to qualifying
employees upon retirement. The entitlement to these benefits is usually based on the employee
remaining in service up to retirement age and the completion of a minimum service period. The
expected costs of these benefits are accrued over the period of employment, using an accounting
methodology similar to that for defined benefit pension plans. These obligations are valued annually by
qualified independent actuaries.

Equity compensation benefits

The Bank has an Employee Share Ownership Plan (ESOP) for eligible employees. The Bank currently
pays all the administrative and other expenses of the Plan. The Bank provides a fixed benefit to each
participant, which is linked to the number of years of service. This benefit is recorded in salaries and staff
benefits expense in the statement of revenue and expenses.
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2. Summary of Significant Accounting Policies (Continued)

(t)

(u)

(v)

(w)

(x)

(y)

(2)

Borrowings

Borrowings are recognised initially at fair value, being their issue proceeds (fair value of consideration
received) net of transaction costs incurred. Borrowings are subsequently stated at amortised cost. Any
difference between proceeds net of transaction costs and the redemption value, is recognised in the statement
of revenue and expenses immediately, as they are not considered material for deferral.

Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past
events, if it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation, and a reliable estimate of the amount of the obligation can be made.

Employee entitlements to annual leave and long-service leave are recognised when they accrue to
employees. A provision is made for the estimated liability for annual leave and long-service leave as a result
of services rendered by employees up to the balance sheet date.

Dividends
Dividends are recorded in the financial statements in the period in which they have been approved by the
Board of Directors.

Financial instruments

Financial instruments carried on the balance sheet include cash resources, investments, securities purchased
under resale agreements, loans and leases and other assets, deposits, other liabilities and policyholders’
funds.

The fair values of the Group’s and the Bank’s financial instruments are discussed in Note 43.

Fiduciary activities

The Group commonly acts as trustee and in other fiduciary capacities that result in the holding or placing of
assets on behalf of individuals, trusts, retirement benefit plans and other institutions. These assets and
income arising thereon are excluded from these financial statements, as they are not assets of the Group.

Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents comprise balances which mature
within 90 days from the date of acquisition including cash and balances at Bank of Jamaica (excluding
statutory cash reserves), amounts due from other banks, investment securities and amounts due to other
banks.

Comparative information
Where necessary, comparative figures have been reclassified to conform with changes in presentation in
the current year.
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3.

Critical Accounting Estimates, and Judgements in Applying Accounting Policies

The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities within
the next financial year. Estimates and judgements 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.

(i)

(ii)

(iif)

Impairment losses on loans and advances

The Group reviews its loan portfolios to assess impairment at least on a quarterly basis. In determining
whether an impairment loss should be recorded in the statement of revenue and expenses, the Group
makes judgements as to whether there is any observable data indicating that there is a measurable
decrease in the estimated future cash flows from a portfolio of loans before the decrease can be identified
with an individual loan in that portfolio. This evidence may include observable data indicating that there
has been an adverse change in the payment status of borrowers in a group, or national or local economic
conditions that correlate with defaults on assets in the group. Management uses estimates based on
historical loss experience for assets with credit risk characteristics and objective evidence of impairment
similar to those in the portfolio when scheduling its future cash flows. The methodology and assumptions
used for estimating both the amount and timing of future cash flows are reviewed regularly to reduce any
differences between loss estimates and actual loss experience. To the extent that the net present value
of estimated cash flows differs by +/-5 percent, the provision would be estimated $525,514 higher or
$475,465 lower.

Held-to-maturity investments

The Group follows the guidance of IAS 39 in classifying non-derivative financial assets with fixed or
determinable payments and fixed maturity as held-to-maturity. This classification requires judgement. In
making this judgement, the Group evaluates its intention and ability to hold such investments to maturity.
If the Group fails to keep these investments to maturity other than for the specific circumstances — for
example, selling other than an insignificant amount close to maturity — it will be required to reclassify the
entire class as available-for-sale. The investments would therefore be measured at fair value, not
amortised cost. If the entire class of held-to-maturity investments is compromised, the fair value would
increase by $433,520 with a corresponding entry in the fair value reserve in stockholders’ equity.

Income taxes

Estimates are required in determining the provision for income taxes. There are some transactions and
calculations for which the ultimate tax determination is uncertain during the ordinary course of business.
The Group recognises liabilities for possible tax issues based on estimates of whether additional taxes
will be due. Where the final tax outcome of these matters is different from the amounts that were initially
recorded, such differences will impact the income tax and deferred tax provisions in the period in which
such determination is made.

Were the actual final outcome (on the judgement areas) to differ by 10% from management’s estimates,
the Group would need to:

e increase the income tax liability by $8,779 and the deferred tax liability by $7,338, if
unfavourable; or

e decrease the income tax liability by $8,779 and the deferred tax liability by $7,338, if
favourable.
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3.

Critical Accounting Estimates, and Judgements in Applying Accounting Policies (Continued)

(iv)

Estimate of future payments and premiums arising from long-term insurance contracts

The determination of the liabilities under long-term insurance contracts is dependent on estimates made
by the Group. Estimates are made as to the expected number of deaths for each of the years in which
the Group is exposed to risk. The Group bases these estimates on standard industry and international
mortality tables that reflect recent historical mortality experience, adjusted where appropriate to reflect the
Group’s own experience. For contracts that insure the risk of longevity, appropriate but not excessively
prudent allowance is made for expected mortality improvements. The estimated number of deaths
determines the value of the benefit payments and the value of the valuation premiums. The main source
of uncertainty is that epidemics such as AIDS, and wide-ranging lifestyle changes, such as in eating,
smoking and exercise habits, could result in future mortality being significantly worse than in the past for
the age groups in which the Group has significant exposure to mortality risk. However, continuing
improvements in medical care and social conditions could result in improvements in longevity in excess of
those allowed for in the estimates used to determine the liability for contracts where the Group is exposed
to longevity risk.

Were the numbers of deaths in future years to differ by 10% from management’s estimate, the liability
would increase by $23,536 or decrease by $23,466.

For contracts without fixed terms, it is assumed that the Group will be able to increase mortality risk
charges in future years in line with emerging mortality experience.

Estimates are also made as to future investment income arising from the assets backing long-term
insurance contracts. These estimates are based on current market returns as well as expectations about
future economic and financial developments. The average estimated rate of investment return is 13.5%.
Were the average future investment returns to differ by 1% from management’s estimates, the insurance
liability would increase by $161,110 or decrease by $195,986.

For long-term contracts with fixed and guaranteed terms, estimates are made in two stages. Estimates of
future deaths, voluntary terminations, investment returns and administration expenses are made at the
inception of the contract and form the assumptions used for calculating the liabilities during the life of the
contract. A margin of risk and uncertainty is added to these assumptions. These assumptions are
‘locked in’ for the duration of the contract. New estimates are made each subsequent year in order to
determine whether the previous liabilities are adequate in the light of these estimates. If the liabilities are
considered adequate, the assumptions are not altered. If they are not adequate, the assumptions are
altered (‘unlocked’) to reflect the best estimates assumptions. A key feature of the adequacy testing for
these contracts is that the effects of changes in the assumptions on the measurement of the liabilities and
related assets are not symmetrical. Any significant improvements or deteriorations in estimates are
immediately recognised to make the liabilities adequate.
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3.

Critical Accounting Estimates, and Judgements in Applying Accounting Policies (Continued)

(v)

Pension and post-retirement benefits

The cost of these benefits and the present value of the pension and the other post-retirement liabilities
depend on a number of factors that are determined on an actuarial basis using a number of assumptions.
The assumption used in determining the net periodic cost (income) for pension and post-retirement
benefits include the expected long-term rate of return on the relevant plan assets, the discount rate and, in
the case of the post-employment medical benefits, the expected rate of increase in medical costs. Any
changes in these assumptions will impact the net periodic cost (income) recorded for pension and post-
retirement benefits and may affect planned funding of the pension plans. The expected return on plan
assets assumption is determined on a uniform basis, considering long-term historical returns, asset
allocation and future estimates of long-term investments returns. The Group determines the appropriate
discount rate at the end of each year, which represents the interest rate that should be used to determine
the present value of estimated future cash outflows expected to be required to settle the pension and post-
retirement benefit obligations. In determining the appropriate discount rate, the Group considered interest
rate of high-quality corporate bonds that are denominated in the currency in which the benefits will be paid,
and that have terms to maturity approximating the terms of the related pension liability. The expected rate
of increase of medical costs has been determined by comparing the historical relationship of the actual
medical cost increases with the rate of inflation in the respective economy. Past experience has shown
that the actual medical costs have increased on average by one time the rate of inflation. Other key
assumptions for the pension and post retirement benefits cost and credits are based in part on current
market conditions.

Were the actual expected return on plan assets to differ by 1% from management’s estimates, the
consolidated net income would be an estimated $145,030 higher or $145,031 lower. Were the actual
discount rate used to differ by 1% from management’s estimates, the consolidated net income would be an
estimated $271,846 higher or $551,209 lower.

Responsibilities of the Appointed Actuary and External Auditors

The Board of Directors pursuant to the Insurance Act appoints the Actuary. His responsibility is to carry out an
annual valuation of the Group’s policy liabilities in accordance with accepted actuarial practice and regulatory
requirements and report thereon to the policyholders and stockholders. In performing the valuation, the Actuary
makes assumptions as to the future rates of interest, asset defaults, mortality, morbidity, claims experience, policy
termination, inflation, reinsurance recoveries, expenses and other contingencies, taking into consideration the
circumstances of the Group and the insurance policies in force.

The stockholders pursuant to the Companies Act appoint the external auditors. Their responsibility is to conduct an
independent and objective audit of the financial statements in accordance with International Standards on Auditing
and report thereon to the stockholders. In carrying out their audit, the auditors also make use of the work of the
appointed Actuary and his report on the policy liabilities.
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5. Segmental Financial Information
The Group is organised into five main business segments:

(a) Retail Banking — incorporating personal banking services, personal customer current accounts, savings,
deposits, custody, credit and debit cards, consumer loans and mortgages;

(b) Corporate and Commercial Banking - incorporating non-personal direct debit facilities, current accounts,
deposits, overdrafts, loans and other credit facilities and foreign currency transactions;

(c) Treasury — incorporating the Bank'’s liquidity and investment management function, management of
correspondent bank relationships, as well as foreign currency trading;

(d) Investment Management Services — incorporating investments and pension fund management and the
administration of trust accounts;

(e) Insurance Services - incorporating the provision of life insurance and
(f)  Other operations of the Group comprise General Insurance Brokerage and property rental.
Transactions between the business segments are on normal commercial terms and conditions.

Segment assets and liabilities comprise operating assets and liabilities, being the majority of the balance sheet, but
exclude items such as taxation, retirement benefit assets and obligations and borrowings.

The Group’s operations are located solely in Jamaica.
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5. Segmental Financial Information (Continued)

2005
\ Banking \
Corporate Investment
and Management Insurance
Retail Commercial Treasury Services Services Other Eliminations Group

Gross external revenues 6,348,931 6,265,129 5,818,784 2,796,198 3,771,192 7,467 - 25,007,701
Revenue/(expenses) from other

segments 2,916,016 329,743 (3,155,740) 51,937 11,622 19,161 (172,739) -
Total gross revenues 9,264,947 6,594,872 2,663,044 2,848,135 3,782,814 26,628 (172,739) 25,007,701
Total expenses (7,021,005) (4,625,008) (154,119) (2,552,221) (2,466,811) (31,464) 172,739 (16,677,889)
Profit before tax 2,243,942 1,969,864 2,508,925 295,914 1,316,003 (4,836) - 8,329,812
Income tax expense (2,444,226)
Net profit 5,885,586
Segment assets 29,370,490 39,815,151 67,660,200 18,891,769 24,029,675 166,285 (596,326) 179,337,244
Unallocated assets 4,123,699
Total assets 183,460,943
Segment liabilities 62,560,765 54,970,353 1,790,534 17,581,765 20,052,579 64,764 (396,036) 156,624,724
Unallocated liabilities 3,311,266
Total liabilities 159,935,990
Other segment items:

Capital expenditure 191,636 73,676 22,291 4,359 8,383 - - 300,345

Impairment losses on loans 194,334 79,990 - (1,749) - - - 272,575

Depreciation 239,960 47,445 12,774 3,571 4,325 1,090 - 309,165
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5. Segmental Financial Information (Continued)

2004
\mmmmmeme e Banking------------------ \
Corporate Investment
and Management Insurance
Retail Commercial Treasury Services Services Other Eliminations Group

Gross external revenues 5,201,442 6,405,636 6,318,869 4,231,827 3,070,483 84,528 - 25,312,785
Revenue/(expenses) from other

segments 4,911,362 278,864 (4,929,797) 217,334 647,064 1,817 (1,126,644) -
Total gross revenues 10,112,804 6,684,500 1,389,072 4,449,161 3,717,547 86,345 (1,126,644) 25,312,785
Total expenses (6,923,877)  (4,267,366) (329,880) (4,101,809) (2,564,600) (79,264) 1,126,644 (17,140,152)
Profit before tax 3,188,927 2,417,134 1,059,192 347,352 1,152,947 7,081 - 8,172,633
Income tax expense (2,316,576)
Net profit 5,856,057
Segment assets 23,742,118 38,242,201 63,488,434 20,740,949 19,245,601 210,718 (2,027,085) 163,642,936
Unallocated assets 4,524,713
Total assets 168,167,649

60,647,010 46,853,047 3,349,403 19,634,340 16,335,139 102,046 (1,826,794)

Segment liabilities 145,094,191
Unallocated liabilities 2,468,441
Total liabilities 147,562,632
Other segment items:

Capital expenditure 221,081 109,968 27,346 2,508 4,019 1,944 - 366,866

Impairment losses on loans 67,283 (12,756) - (8,649) - - - 45,878

Depreciation 246,493 50,395 13,237 3,406 3,575 1,921 - 319,027

Capital expenditure comprises additions to property, plant and equipment (Note 27).
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6. Net Interest Income

Interest income -

Deposits with banks and other financial
institutions

Investment securities

Reverse repurchase agreements
Loans and advances

Other

Interest expense -
Banks and customers
Repurchase agreements
Other

7. Net Foreign Exchange Trading Income

The Group The Bank
2005 2004 2005 2004
2,488,944 2,206,398 2,517,941 2,204,174
5,209,959 6,346,355 2,757,160 3,725,601
3,915,497 4,417,970 17,020 15,361
9,911,251 9,724,733 9,339,586 9,208,980
19,427 22,152 2,419 2,695
21,545,078 22,717,608 14,634,126 15,156,811
5,086,362 5,333,662 4,675,374 4,922,719
2,378,453 3,260,222 122,209 412,416
16,431 13,106 6,587 3,635
7,481,246 8,606,990 4,804,170 5,338,770

Foreign exchange net trading income includes gains and losses arising from foreign currency trading activities.

8. Net Fee and Commission Income

Fee and commission income -
Retail banking fees
Credit related fees
Commercial and depository fees

Fee and commission expenses

The Group The Bank

2005 2004 2005 2004
1,023,536 683,019 1,023,398 681,763
469,629 455,405 467,259 455,505
1,310,333 967,071 1,146,891 789,904
2,803,498 2,105,495 2,637,548 1,927,172
(475,033) (378,829) (475,033) (378,829)
2,328,465 1,726,666 2,162,515 1,548,343
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9. Salaries, Pension Contributions and Other Staff Benefits

Wages and salaries
Payroll taxes
Pension costs (Note 29)

Other post retirement benefits (Note 29)

Other staff benefits

The number of persons employed at the year end:

Full - time
Part - time

10. Change in Policyholders’ Reserves

(a) Reserve for future benefits

Composition by line of business:

Ordinary life
Creditor life

(b) Change in policyholders’ reserves

Policyholders’ benefit payments
Interest expense
Transfer from actuarial reserves

The Group The Bank
2005 2004 2005 2004
3,186,949 2,994,931 2,880,024 2,694,060
286,154 264,322 261,596 217,743
(331,768) (278,668) (331,768) (278,668)
80,004 40,342 80,004 40,342
782,249 751,600 741,840 708,410
4,003,588 3,772,527 3,631,696 3,381,887
The Group The Bank
2005 2004 2005 2004
No. No. No. No.
1,183 1,225 1,050 1,076
660 639 652 630
1,843 1,864 1,702 1,706
The Group
2005 2004
19,869,816 16,025,935
84,797 74,771
19,954,613 16,100,706
The Group
2005 2004
20,851 6,803
2,360,941 2,373,944
(289,050) (138,648)

2,092,742 2,242,099
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1.

12.

Expenses by Nature

The Group The Bank

2005 2004 2005 2004

Salaries, pension contributions and other staff
benefits (Note 9) 4,003,588 3,772,527 3,631,696 3,381,887
Property expenses, including depreciation 1,029,859 984,628 994,557 951,390
Changes in policyholders’ reserves 2,092,742 2,242,099 - -
Transportation and communication 548,653 460,196 518,647 435,428
Marketing and advertising 316,548 245,201 268,352 200,472
Management and consultant fees 204,541 211,332 196,711 202,349
Deposit insurance 145,637 121,997 139,872 115,088
Stationery 182,075 193,805 175,066 187,188
Other operating expenses 400,425 255,499 296,534 189,222

8,924,068 8,487,284

6,221,435 5,663,024

Profit before Taxation

In arriving at the profit before taxation, the following have been charged/(credited):

The Group The Bank
2005 2004 2005 2004
Auditors' remuneration- 12,430 11,400 7,600 6,767
Depreciation 309,165 319,027 297,617 307,637
Directors' emoluments -
Fees 13,657 13,292 7,586 6,764
Other 45,221 49,889 34,684 39,352
(Gains)\losses on sale of property, plant
and equipment (1,847) 245 (4,486) 365
Operating lease rentals 36,873 34,501 35,469 32,675
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13. Taxation

(a) Taxation charge
Income tax is computed on the profit for the year as adjusted for tax purposes. The charge for taxation

comprises:
The Group The Bank
2005 2004 2005 2004
Current income tax -
Income tax at 33%:% 2,015,107 1,757,686 1,924,682 1,648,329
Income tax at 30% 119,396 124,766 - -
Premium income tax at 3% 76,434 83,688 - -
Investment income tax at 15% 148,293 132,351 - -
Adjustment for under-provision of
prior year’s charge 8,313 10,867 36 10,867
Deferred income tax (Note 28) 76,683 207,218 76,857 197,284

2,444,226 2,316,576 2,001,575 1,856,480

(b) Reconciliation of applicable tax charge to effective tax charge:

The Group The Bank
2005 2004 2005 2004
Profit before taxation 8,329,812 8,172,633 6,299,850 6,230,050
Tax calculated at 33%4% 2,776,604 2,724,211 2,099,950 2,076,683

Adjusted for the effects of:
Effect of different tax regime applicable to life
insurance and mortgage financing subsidiaries (213,990) (168,081) - -
Income not subject to tax — tax free investments (163,358) (266,238) (154,583) (246,588)

Expenses not deductible for tax purposes 2,048 1,206 1,358 1,206
Other charges and allowances 42,922 25,478 54,850 25,179
Income tax expense 2,444,226 2,316,576 2,001,575 1,856,480

Tax on the life insurance business is charged on investment income, less expenses allowable in earning that
income, at the rate of 15% and on premium income less reinsurance premiums at 3%.
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14. Net Profit and Unappropriated Profits Attributable to Stockholders

2005 2004
(a) The net profit is dealt with as follows in the financial statements of:
The Bank 4,298,275 4,373,570
The Subsidiaries 1,587,311 1,482,487
5,885,586 5,856,057
(b) The unappropriated profits are dealt with as follows in the financial
statements of:
The Bank 5,381,703 4,760,659
The Subsidiaries 6,537,034 4,949,723
11,918,737 9,710,382

15. Earnings per Stock Unit

Basic earnings per stock unit is calculated by dividing the net profit attributable to stockholders by the weighted
average number of ordinary stock units in issue during the year. The average number of stock units for the
previous year has been adjusted accordingly to take into account the issue of 1,463,616,000 bonus ordinary

shares.
2005
Net profit attributable to stockholders ($°000) 5,885,586
Weighted average number of ordinary stock units in issue (‘000) 2,927,232

Basic earnings per stock unit (expressed in $ per share) $2.01

2004

5,856,057
2,927,232

$2.00
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16. Cash and Balances at Bank of Jamaica

Special reserves held with the Bank of Jamaica

Statutory reserves with Bank of Jamaica -
interest-bearing

Statutory reserves with Bank of Jamaica -

non-interest-bearing

Cash in hand and at bank (Note 19)

The Group The Bank
2005 2004 2005 2004
582,060 2,863,830 582,060 2,863,830
2,926,528 3,065,541 2,926,123 3,065,042
5,279,597 5,190,461 5,238,539 5,154,895
8,788,185 11,119,832 8,746,722 11,083,767
16,655,146 12,516,816 16,654,860 12,516,589
25,443,331 23,636,648 25,401,582 23,600,356

Statutory reserves with the Bank of Jamaica under Section 14 (i) of the Banking Act, 1992, and the Building
Societies Regulations represent the required ratio of 9% (9% - 2004) of the Bank’s and 1% (1% - 2004) of the
Society’s prescribed liabilities respectively. They are not available for investment, lending or other use by the

Group and the Bank.

Effective 15 January 2003, the Bank is required by the Bank of Jamaica (BOJ) under Section 28A of the Bank
of Jamaica Act, to maintain with the BOJ, a special deposit wholly in the form of cash, representing 1% (2004 -
5%) of the prescribed liabilities. This special deposit earns interest at a rate of 6% per annum.

17. Amounts due from Other Banks

Items in course of collection from other banks

Placements with other banks

Loans and advances to other banks

18. Accounts with Parent and Fellow Subsidiaries

The Group The Bank
2005 2004 2005 2004
978,589 1,838,658 978,589 1,838,658
16,798,841 13,555,829 16,764,467 13,531,726
17,777,430 15,394,487 17,743,056 15,370,384
458,000 - 458,000 -
18,235,430 15,394,487 18,201,056 15,370,384

These represent intercompany accounts held with the parent company and fellow subsidiaries in the normal

course of business.
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19. Cash and Cash Equivalents

The Group The Bank
2005 2004 2005 2004
Cash and balances with Bank of Jamaica 25,443,331 23,636,648 25,401,582 23,600,356
Less: statutory reserves (Note 16) (8,788,185) (11,119,832) (8,746,722) (11,083,767)

16,655,146 12,516,816

Government and bank notes other than

Jamaica 240,438 307,744
Trading securities (Note 20) 21,990 -
Investment securities (Note 25) 6,041,899 5,246,784
Amounts due from other banks (Note 17) 18,235,430 15,394,487
Accounts with parent and fellow subsidiaries 489,135 1,111,543
Cheques and other instruments in transit (1,906,302) (2,884,129)

16,654,860 12,516,589

240,438 307,744

3,337,129 3,709,884
18,201,056 15,370,384

489,135 1,111,543
(1,856,866) (2,772,536)

39,777,736 31,693,245

37,065,752 30,243,608

Cash and amounts due to banks and other financial institutions include the following for the purposes of the cash

flow statement:

The Group The Bank
2005 2004 2005 2004
Cash and cash equivalents 39,777,736 31,693,245 37,065,752 30,243,608
Amounts due to other banks and financial
institutions (1,655,908) (1,773,436) (1,577,800) (1,671,537)

38,121,828 29,919,809

35,487,952 28,572,071

20. Trading securities

These represent investments in Government of Jamaica securities.

Trading securities at fair value through profit and loss that were designated at initial recognition amounted to

$21,990 (2004 — nil)
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21.

22,

Government Securities Purchased under Resale Agreements

The Group and the Bank enter into reverse repurchase agreements collateralised by Government of Jamaica
securities. These agreements may result in credit exposure in the event that the counterparty to the transaction is

unable to fulfill its contractual obligations.

Loans, after Allowance for Impairment Losses

Business and Government
Personal and credit cards
Residential mortgages

Less: allowance for impairment losses (Note 23)

The Group The Bank
2005 2004 2005 2004
36,506,862 35,408,095 36,348,820 35,394,218
18,103,489 15,359,851 18,103,489 15,359,851
3,532,846 3,186,577 - -
58,143,197 53,954,523 54,452,309 50,754,069
(495,034) (500,121) (460,059) (465,148)
57,648,163 53,454,402 53,992,250 50,288,921
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23. Impairment Losses on Loans

The Group The Bank
2005 2004 2005 2004
Total non-performing loans 918,164 1,039,396 818,491 941,490
Provision at beginning of year 500,121 655,350 465,148 612,525
Charged against revenue during
the year 272,575 45,878 272,426 56,209
Bad debts written off (461,583) (323,469) (461,435) (323,315)
Recoveries of bad debts 183,921 122,362 183,920 119,729
At end of year 495,034 500,121 460,059 465,148
This comprises:
Specific provisions 347,255 357,045 317,079 324,402
General provisions 147,779 143,076 142,980 140,746
495,034 500,121 460,059 465,148

Allowance for impairment losses

A loan is classified as impaired if its book value exceeds the present value of the cash flows actually expected in
future periods — interest payments, principal repayments as well as liquidation of collateral. Provisions for credit
losses are made on all impaired loans. Uncollected interest not accrued in these financial statements on impaired
loans was estimated at $79,571 as at 31 October 2005 (2004 — $71,955) for the Bank and $84,103 as at

31 October 2005 (2004 - $77,318) for the Group.

The Group’s and Bank’s loan loss provisioning requirements amounted to $1,301,558 (2004 - $1,306,645) and
$1,225,351 (2004 - $1,230,440) respectively. This includes the amounts required to meet the Bank of Jamaica
loan loss provisioning requirement. The provisions shown in the table above represent provisions based on IAS
39 (Financial Instruments: Recognition and Measurement) requirements. A non-distributable loan loss reserve
was established to represent the excess of the Bank’s provision over the IAS 39 requirements.
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24. Lease Receivables

The Group
2005 2004
Gross investment in finance leases
Not later than one year 495 5177
Later than one year and not later than five years - 535
495 5,712
Less: Unearned income (62) (612)
Net investment in finance leases 433 5,100
Net investment in finance leases may be classified as follows:
Not later than one year 433 4,636
Later than one year and not later than five years - 464
433 5,100

The provision for uncollectible finance lease receivables amounted to nil as at 31 October 2005
(2004 - $17,000).
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25. Investment Securities

Available-for-sale -
Government of Jamaica
Other foreign Government
Other

Held-to-maturity
Government of Jamaica

Other

Total investment securities

The Group The Bank
2005 2004 2005 2004
9,698,034 8,381,105 6,791,012 5,019,543
- 420,957 - 420,957
5,105 5,105 5,105 5,105
9,703,139 8,807,167 6,796,117 5,445,605
30,007,089 26,279,955 17,096,745 16,912,645
136 136 - -
30,007,225 26,280,091 17,096,745 16,912,645
39,710,364 35,087,258 23,892,862 22,358,250

The Bank of Jamaica holds as security, Government of Jamaica Local Registered Stocks and Bank of Jamaica
Certificates of Deposits valued at $981,463 (2004 - $952,000) for the Group and $900,000 (2004 - $900,000) for
the Bank against possible shortfalls in the operating account.

Included in investment securities are Government of Jamaica Local Registered Stocks valued at $90,000 (2004
- $90,000) which have been deposited, by one of the Bank’s subsidiaries, Scotia Jamaica Life Insurance
Company Limited, with the insurance regulators, the Financial Services Commission, pursuant to Section 8 (1)
(a) of the Insurance Regulations 2001.

Other financial institutions hold as security, Government of Jamaica Local Registered Stocks valued at
$1,170,000 (2004 - $170,000) for the Bank in the normal course of inter bank transactions.

The Group has not reclassified any financial asset measured at amortised cost rather than fair value during the
year.

Gains and losses previously recognised in equity:

The Group The Bank
2005 2004 2005 2004
(39,095) 561 (35,368) 2,065

Included in investment securities are the following amounts which are regarded as cash equivalents for purposes
of the statement of cash flows:

The Group The Bank
2005 2004 2005 2004
Debt securities with an original maturity of
less than 90 days (Note 19) 6,041,899 5,246,784 3,337,129 3,709,884
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26. Other Assets

The Group The Bank
2005 2004 2005 2004
Accounts receivable and prepayments 73,603 52,118 51,755 15,955
Interest receivable 4,241,992 4,060,001 2,449,397 2,050,019
Other 228,150 1,074,413 198,887 1,067,404

4,543,745 5,186,532 2,700,039 3,133,378
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27. Property, Plant and Equipment

Cost -

At 1 November 2003
Additions
Disposals
Transfers
Write-offs

At 31 October 2004
Additions
Disposals
Transfers
Write-offs

At 31 October 2005

Accumulated Depreciation -
At 1 November 2003
Charge for the year
On disposals
At 31 October 2004
Charge for the year
On disposals
At 31 October 2005

Net Book Value -
31 October 2004

31 October 2005

The Group
Furniture,
Freehold Fixtures, Capital
Land and Leasehold Motor Vehicles Work-In-

Buildings Improvements & Equipment Progress Total
1,183,868 95,025 2,010,511 148,126 3,437,530
5,321 486 103,256 257,803 366,866
- - (4,103) (71) (4,174)

89,105 2,924 256,919 (348,948) -
- - - (3,617) (3,617)
1,278,294 98,435 2,366,583 53,293 3,796,605
7,944 6,351 80,840 205,210 300,345
(27) (172) (23,862) (942) (25,003)
51,494 16,469 111,478 (179,441) -
- - - (4,075) (4,075)
1,337,705 121,083 2,535,039 74,045 4,067,872
145,798 58,251 1,239,880 - 1,443,929
26,090 7,932 285,005 - 319,027
- - (2,892) - (2,892)

171,888 66,183 1,521,993 - 1,760,064
27,558 11,956 269,651 - 309,165
- (90) (18,420) - (18,510)

199,446 78,049 1,773,224 - 2,050,719

1,106,406 32,252 844,590 53,293 2,036,541
1,138,259 43,034 761,815 74,045 2,017,153
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Cost -

At 1 November 2003
Additions
Disposals
Transfers
Write-offs
At 31 October 2004
Additions
Disposals
Transfers
Write-offs
At 31 October 2005

Accumulated Depreciation -

At 1 November 2003
Charge for the year
On disposals

At 31 October 2004
Charge for the year
On disposals

At 31 October 2005

Net Book Value -

31 October 2004
31 October 2005

27. Property, Plant and Equipment (Continued)

The Bank
Furniture,

Freehold Fixtures, Capital

Land and Leasehold Motor Vehicles Work-In-
Buildings Improvements & Equipment Progress Total
1,130,903 94,640 1,939,343 147,317 3,312,203
5,321 314 92,613 257,802 356,050
- - (2,016) - (2,016)
89,105 2,924 256,919 (348,948) -
- - - (3,617) (3,617)
1,225,329 97,878 2,286,859 52,554 3,662,620
7,944 5,313 71,309 201,297 285,863
(27) - (10,661) - (10,688)
51,494 16,469 111,478 (179,441) -
- - - (4,075) (4,075)
1,284,740 119,660 2,458,985 70,335 3,933,720
135,800 58,017 1,195,165 - 1,388,982
24,885 7,804 274,948 - 307,637
- - (1,981) - (1,981)
160,685 65,821 1,468,132 - 1,694,638
26,352 11,109 260,156 - 297,617
- - (9,365) - (9,365)
187,037 76,930 1,718,923 - 1,982,890
1,064,644 32,057 818,727 52,554 1,967,982
1,097,703 42,730 740,062 70,335 1,950,830
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28.

Deferred Income Taxes

Deferred income taxes are calculated on all temporary differences under the liability method using an effective tax
rate of:

" 30% for The Scotia Jamaica Building Society;
" 15% for Scotia Jamaica Life Insurance Company Limited and
. 33%:% for the Bank and all other subsidiaries.

The movement on the deferred income tax account is as follows:

The Group The Bank
2005 2004 2005 2004

Balance as at 1 November (1,318,392) (991,463)  (1,290,935) (989,680)
Charged to statement of revenue and

expenses (Note 13) (76,683) (207,218) (76,857) (197,284)
Available-for-sale investments

- fair value re-measurement 18,922 (107,631) 5,493 (104,659)

- transfer to net profit - (14,892) - 688
Other differences (11,345) - 83 -
Balance as at 31 October (1,387,498) (1,321,204) (1,362,216) (1,290,935)

Deferred income tax assets and liabilities are attributable to the following items:

The Group The Bank
2005 2004 2005 2004
Deferred income tax assets -
Other post retirement benefits 108,687 85,666 108,687 85,666
Interest receivable 1,252 1,582 - -
109,939 87,248 108,687 85,666
Deferred income tax liabilities -
Pension benefits 1,254,791 1,112,419 1,254,791 1,112,419
Accelerated tax depreciation 79,734 82,999 71,599 76,562
Available-for-sale investments 78,589 92,712 71,136 76,712
Impairment losses on loans 84,323 116,163 73,377 110,908
Other temporary differences - 4,159 - -

1,497,437 1,408,452 1,470,903 1,376,601
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28. Deferred Income Taxes (Continued)

The deferred tax charge in the statement of revenue and expenses comprises the following temporary

differences:

The Group The Bank
2005 2004 2005 2004
Accelerated tax depreciation (9,810) 569 (4,963) 3,318
Pensions and other post retirement benefits 119,350 110,524 119,350 110,524
Allowance for loan impairment (31,670) 96,125 (37,530) 83,442
Interest receivable (1,187) - - -
76,683 207,218 76,857 197,284

Deferred income tax liabilities have not been established for the withholding tax and other taxes that would be
payable on the unappropriated profits of subsidiaries as such amounts are permanently reinvested; such
unappropriated profits totalled $6,537,034 at 31 October 2005 (2004 - $4,949,723).

29. Retirement Benefit Asset

Amounts recognised in the balance sheet:

The Group and The Bank

2005 2004
Pension scheme 3,764,372 3,338,827
Other post retirement benefits (326,062) (264,634)

3,438,310 3,074,193

(a) Pension Scheme
The Group has established a pension scheme covering all permanent employees. The pension scheme is a
final salary (the average of the best three consecutive years’ remuneration, with no salary cap) defined
benefit plan and is fully funded. The assets of the plan are held independently of the Group’s assets in a
separate trustee administered fund. The scheme is valued by independent actuaries annually using the
Projected Unit Credit Method. The latest actuarial valuation was carried out as at 31 October 2005.
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29. Retirement Benefit Asset (Continued)
(a) Pension Scheme (Continued)

The amounts recognised in the balance sheet are determined as

follows:
The Group and The Bank

2005 2004

Present value of funded obligations 5,124,428 3,916,362
Fair value of plan assets (14,458,261) (14,458,261)

Unrecognised actuarial gains 4,165,675 4,206,539
(5,168,158) (6,335,360)

Limitation on recognition of surplus due to uncertainty of obtaining

future benefits 1,403,786 2,996,533

Asset in the balance sheet (3,764,372) (3,338,827)

Pension plan assets include:
(i) The Bank’s ordinary stock units with a fair value of $1,616,530 (2004 - $2,026,728).

(i) Bank of Jamaica repurchase agreements valued at $261,107 (2004 - $2,948,609) with a related
company, Scotia Jamaica Investment Management Limited.

The amounts recognised in the statement of revenue and expenses are as follows:

The Group and The Bank

2005 2004
Current service cost, net of employee contributions 59,317 (9,117)
Interest cost 553,757 393,402
Expected return on plan assets (1,522,823) (1,006,402)
Net actuarial gain recognised in year (122,600) (26,400)
Losses on curtailment 395,838 369,849
Income not recognised due to limit 304,743 -
Included in staff costs (Note 9) (331,768) (278,668)

The actual return on plan assets was $1,829,737 (2004: $4,818,442).
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29. Retirement Benefit Asset (Continued)
(a) Pension scheme (continued)

Movement in the asset recognised in the balance sheet:

At 1 November
Total income
Contributions paid
At 31 October

The principal actuarial assumptions used were as follows:

Discount rate

Expected return on plan assets

Future salary increases

Future pension increases

Average expected remaining working lives (Years)

The Group and The Bank

2005 2004
(3,338,827) (2,977,805)
(331,768) (278,668)
(93,777) (82,354)

(3,764,372) (3,338,827)

The Group and The Bank

2005 2004
12.5% 12.5%
10.5% 10.5%

9.5% 9.5%

3.5% 3.5%

22.5 22.2
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29. Retirement Benefit Asset (Continued)

(b) Other Post Retirement Benefits
In addition to pension benefits, the Bank offers retiree medical and group life insurance benefits that contribute
to the health care and life insurance coverage of employees and beneficiaries after retirement. The method of
accounting and frequency of valuations are similar to those used for the defined benefit pension scheme.

In addition to the assumptions used for the pension scheme, the main actuarial assumption is a long-term
increase in health costs of 10% per year (2004 — 10%).

The amounts recognised in the balance sheet are as follows:
The Group and The Bank

2005 2004
Present value of unfunded obligations 877,965 394,895
Unrecognised actuarial losses (551,903) (130,261)
Liability in the balance sheet 326,062 264,634

The amounts recognised in the statement of revenue and expenses are as follows:

The Group and The Bank

2005 2004
Current service cost 25,374 17,316
Interest cost 51,489 25,744
Net actuarial losses/(gains) recognised in year 3,141 (2,718)
Total included in staff costs (Note 9) 80,004 40,342

Movements in the amounts recognised in the balance sheet:

Liability at beginning of year 264,634 235,183
Total expense, as above 80,004 40,342
Contributions paid (18,576) (10,891)

Liability at end of year 326,062 264,634
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30. Deposits by the Public

The Group The Bank
2005 2004 2005 2004
Personal 59,812,474 57,117,963 56,057,151 53,703,324
Other 47,467,672 41,692,856 47,082,546 41,437,880

107,280,146 98,810,819 103,139,697 95,141,204

Deposits include $7,857,259 (2004 - $5,600,849) held as collateral for cash secured credit facilities.

31. Amounts due to Other Banks and Financial Institutions
These represent deposits by other banks and financial institutions in the normal course of business. Included in
amounts due to other banks and financial institutions is $1,655,908 (2004 - $1,773,436) and $1,577,800 (2004 -
$1,671,537) for the Group and the Bank respectively representing cash and cash equivalents (Note 19).

32. Amounts due to Subsidiaries

These represent accounts held by subsidiaries in the normal course of business.

33. Due to Parent Company

The Group and The Bank

2005 2004
Facility | 12,055 469,361
Facility Il 2,678,443 2,600,125
Facility 11l 1,917,945 -
4,608,443 3,069,486

(i) Facility | is a US$ denominated ten year non-revolving term loan from the parent company, for on-lending.

The principal is repayable in ten installments which commenced 31 December 1998. Interest on the loan
is at 30 day LIBOR + 1% per annum.

(i) Facility 1l is a US$ denominated fifteen (15) year non-revolving loan from the parent company, for on-
lending. The repayment of the principal commenced 30 June 2003 and is subject to an interest rate of
LIBOR + 1% per annum.

(iii) Facility Ill is a US$ denominated five (5) year non-revolving loan from the parent company, for on-lending.
The repayment of the principal is to commence 1 June 2006 and is subject to an interest rate of LIBOR +
1% per annum.

The above loan facilities are unsecured.
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34. Other Liabilities

The Group The Bank
2005 2004 2005 2004
Interest payable 893,021 1,302,766 212,735 206,213
Provisions (Note 35) 60,044 69,482 54,009 64,975
Accrued liabilities 364,649 230,449 399,070 378,669
Prepaid letters of credit 28,170 76,152 28,644 76,152
Other 259,274 201,993 141,285 112,333
1,605,158 1,880,842 835,743 838,342
35. Provisions
The Group The Bank
2005 2004 2005 2004
At beginning of year 69,482 103,245 64,975 100,565
Provided during the year 60,044 88,420 54,009 79,045
Utilised during the year (69,482) (122,183) (64,975) (114,635)
At end of year 60,044 69,482 54,009 64,975

The above provisions mainly relate to redundancy.
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36. Share Capital

Authorised -
Ordinary shares of $1 each

Issued and fully paid -
At beginning of year:
Ordinary stock units of $1 each

Movement during the year:
Bonus issue of ordinary stock
units/shares of $1 each

At end of year:
Ordinary stock units of $1 each

Number of Units

Total

2005 2004

3,000,000,000 1,500,000,000

2005 2004

3,000,000 1,500,000

1,463,616,000 1,463,616,000

1,463,616,000 -

1,463,616 1,463,616

1,463,616 -

2,927,232,000 1,463,616,000

2,927,232 1,463,616

The total authorised number of ordinary shares at year end was 3,000,000,000 shares (2004- 1,500,000,000
shares) with a par value of $1 per share (2004 - $1 per share). All issued shares are fully paid.

In February 2005, the authorised ordinary share capital of the Bank was increased to $3,000,000 by the
creation of an additional 1,500,000,000 ordinary shares of $1 each to rank pari passu in all respects with the
existing ordinary stocks in the capital of the Bank. Shares totalling 1,463,616,000 units were then issued as
fully paid up at par bonus shares by the capitalisation of profits of $1,463,616 on the basis of one ordinary

share for every one ordinary stock unit held.

37. Reserve Fund

Opening balance
Transfer from retained earnings reserve
Closing balance

The Group The Bank

2005 2004 2005 2004
1,694,864 1,694,864 1,467,000 1,467,000
1,463,616 - 1,463,616 -

3,158,480 1,694,864

2,930,616 1,467,000

In accordance with the regulations under which they operate, certain companies in the Group are required to
make transfers of a minimum of 15% or 10% of net profit, depending on the circumstances, to the reserve fund

until required statutory levels are attained.



Page 50

The Bank of Nova Scotia Jamaica Limited

Notes to the Financial Statements
31 October 2005

(expressed in thousands of Jamaican dollars unless otherwise stated)

38. Retained Earnings Reserve

Transfers to the retained earnings reserve are made at the discretion of the Board of Directors. Such transfers
must be notified to the Bank of Jamaica and any re-transfer must be approved by the Bank of Jamaica.

39. Cumulative Remeasurement Result from Available-For-Sale Financial Assets
This represents the unrealised surplus or deficit on the revaluation of available-for-sale investments.
40. Loan Loss Reserve

This is a non-distributable loan loss reserve which represents the excess of the loan loss provision over IAS 39
requirements.

41. Other Reserves

The Group
2005 2004
Opening and closing balance:
Capital reserve arising on consolidation, net 67 67
Reserves of subsidiary capitalised
through bonus issue of shares 16,548 16,548
General reserve 10,099 10,099

26,714 26,714
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42. Financial Risk Management

By their nature, the Group’s activities are principally related to the use of financial instruments. The Group
accepts deposits from customers at both fixed and floating rates and for various periods, and actively manages
its interest rate exposures with the objective of enhancing net interest income within prudent risk tolerances.

The Group also seeks to raise its interest margins by obtaining competitive margins, net of provisions, through
lending to commercial and retail borrowers with a range of credit standing. Such exposures involve not just
loans and advances; the Group also enters into guarantees and other commitments such as letters of credit.

The Group also trades in financial instruments where it takes positions to take advantage of short-term market
movements in securities prices and in foreign exchange and interest rates. The Board places trading limits on
the level of exposure that can be taken in relation to both overnight and intra-day market positions.

(@) Cash flow and fair value interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. Fair value interest rate risk is the risk that the value of a
financial instrument will fluctuate because of changes in market interest rates. The Group takes on
exposure to the effects of fluctuations in the prevailing levels of market interest rates on its financial
position and cash flows. Interest margins may increase as a result of such changes but may reduce or
create losses in the event that unexpected movements arise. The Board sets limits on the level of
mismatch of interest rate repricing that may be undertaken, which is monitored daily.

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. The following tables summarise carrying
amounts of balance sheet assets, liabilities and equity in order to arrive at the Group’s and the Bank'’s
interest rate gap based on earlier of contractual repricing or maturity dates.
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42. Financial Risk Management (Continued)

(a) Cash flow and fair value interest rate risk (continued)

Cash resources
Trading securities
Securities purchased
under resale agreements

Loans ©®

Lease receivable ¥

Investment securities
- Available-for-sale
- Held to maturity
Other assets

Total assets

Deposits

Securities sold under
repurchase agreements

Other liabilities

Policyholders’ fund

Stockholders’ equity

Total liabilities and
stockholders’ equity

Total interest rate
sensitivity gap

Cumulative gap

Total assets
Total liabilities and
stockholders’ equity

Total interest rate
sensitivity gap

Cumulative gap

The Group
2005
Immediately Within 3 3to12 1to 5 Over Non rate
rate sensitive Months Months Years 5 Years sensitive Total
9,630,353 13,572,819 8,460,371 - - 12,744,791 44,408,334
- 21,990 - - - - 21,990
- 10,621,481 16,605,774 - - - 27,227,255
15,164,373 20,677,611 6,936,804 11,548,230 2,923,956 397,189 57,648,163
433 - - - - - 433
- 1,140,210 2,615,801 2,421,642 3,525,486 - 9,703,139
- 15,634,747 10,127,727 4,190,486 49,025 5,240 30,007,225
- - - - - 14,444,404 14,444,404
24,795,159 61,668,858 44,746,477 18,160,358 6,498,467 27,591,624 183,460,943
86,598,066 15,042,761 4,593,131 5,770,995 1,543,533 - 113,548,486
- 9,080,181 7,625,708 - - - 16,705,889
- - - - - 9,727,002 9,727,002
9,902,921 1,814,971 9,270,364 - - (1,033,643) 19,954,613
- - - - - 23,524,953 23,524,953
96,500,987 25,937,913 21,489,203 5,770,995 1,543,533 32,218,312 183,460,943
(71,705,828) 35,730,945 23,257,274 12,389,363 4,954,934 (4,626,688) -
(71,705,828)  (35,974,883) (12,717,609) (328,246) 4,626,688 - -
2004
20,017,988 57,761,241 35,076,015 24,184,111 3,512,868 27,615,426 168,167,649
93,703,820 19,295,079 20,279,616 3,459,644 2,276,303 29,153,187 168,167,649
(73,685,832) 38,466,162 14,796,399 20,724,467 1,236,565 (1,537,761) -
(73,685,832) (35,219,670) (20,423,271) 301,196 1,537,761 - -
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42. Financial Risk Management (Continued)

(a) Cash flow and fair value interest rate risk (continued)

Cash resources
Securities purchased

under resale agreements

Loans ®

Investment securities @
- Available-for-sale

- Held to maturity
Investment in subsidiaries

Other assets @

Total assets

Deposits

Securities sold under
repurchase agreements

Other liabilities

Stockholders’ equity

Total liabilities and
stockholders’ equity

Total interest rate
sensitivity gap

Cumulative gap

Total assets
Total liabilities and
stockholders’ equity

Total interest rate
sensitivity gap

Cumulative gap

The Bank
2005
U]

Immediately Within 3 3to 12 1to5 Over Non rate
rate sensitive Months Months Years 5 Years sensitive Total
9,629,780 13,548,035 8,450,782 - - 12,703,614 44,332,211
- 55,000 43,600 - - - 98,600
15,152,421 18,043,081 6,690,651 11,282,470 2,479,185 344,442 53,992,250
- 451,063 951,595 4 867,974 3,525,485 - 6,796,117
- 11,248,502 3,351,317 2,485,679 6,142 5,105 17,096,745
- - - - - 258,238 258,238
- - - - - 11,651,277 11,651,277
24,782,201 43,345,681 19,487,945 15,636,123 6,010,812 24,962,676 134,225,438
85,434,596 12,827,332 3,974,503 5,749,605 1,491,919 - 109,477,955
- - - - - 8,508,216 8,508,216
- - - - - 16,239,267 16,239,267
85,434,596 12,827,332 3,974,503 5,749,605 1,491,919 24,747,483 134,225,438
(60,652,395) 30,518,349 15,513,442 9,886,518 4,518,893 215,193 -
(60,652,395)  (30,134,046) (14,620,604) (4,734,086) (215,193) - -

2004

19,374,389 43,755,008 15,118,459 18,506,003 2,976,069 24,296,199 124,026,127
84,789,584 8,251,259 2,886,265 3,434,944 2,218,533 22,445,542 124,026,127
(65,415,195) 35,503,749 12,232,194 15,071,059 757,536 1,850,657 -
(65,415,195)  (29,911,446) (17,679,252) (2,608,193) (1,850,657) - -

(1) This represents those financial instruments whose interest rates change concurrently with a change in the underlying interest rate basis, for

example, base rate loans.

(2) This includes financial instruments such as equity investments.

(3)  This includes impaired loans.

(4) This includes non-financial instruments.
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42. Financial Risk Management (Continued)

(a) Cash flow and fair value interest rate risk (continued)

Average effective yields by the earlier of the contractual repricing or maturity dates:

The Group
2005
Immediately  Within 3 3to12 1t0 5 Over 5
rate sensitive Months Months Years Years Average
% % % % % %
Cash resources 3.97 9.67 11.88 - - 6.08
Trading securities - 8.76 - - - 8.76
Investment securities
Available-for-sale - 13.96 15.53 10.51 - 10.85
Held to maturity - 13.46 15.01 13.36 18.20 13.97
Securities purchased under
resale agreements - 13.33 14.04 - - 13.76
Loans @ 17.29 22.50 13.99 19.06 9.03 18.58
Lease receivable 28.26 - - - - 28.26
Deposits © 454 7.38 8.52 6.46 7.33 5.21
Securities sold under
repurchase agreements ? . 12.32 13.35 - - 12.79
Policyholders’ reserve 11.45 14.00 12.30 - - 12.67
2004
Immediately  Within 3 3to12 1to5 Over 5
rate sensitive Months Months Years Years Average
% % % % % %
Cash resources ¥ 1.30 6.83 11.63 - - 4.21
Investment securities "
Available-for-sale - 23.88 13.14 14.96 - 16.18
Originated debts - 17.73 16.38 14.42 18.20 16.18
Securities purchased under
resale agreements 15.35 15.08 16.84 - - 16.29
Loans @ 17.99 20.71 19.49 18.21 8.76 18.62
Lease receivable 27.63 - - - - 27.63
Deposits © 5.54 9.86 9.42 7.50 717 6.17
Securities sold under
repurchase agreements ? 14.46 14.30 16.22 - - 1523
Policyholders’ reserve 14.45 20.07 15.67 - - 16.21
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42. Financial Risk Management (Continued)

(a) Cash flow and fair value interest rate risk (continued)

The Bank
2005
% % % % % %
Cash resources @ 3.97 9.68 11.89 - - 6.09
Investment securities
Available-for-sale - 7.72 11.06 9.30 6.60 8.04
Held to maturity - 13.02 12.93 10.97 18.00 12.70
Securities purchased under
resale agreements - 14.06 13,02 - - 13.60
Loans @ 17.29 23.19 13.90 19.18 8.64 18.73
Deposits © 4.47 6.96 8.07 6.45 7.28 5.04
2004
% % % % % %
Cash resources 1.32 6.84 11.63 - - 4.21
Investment securities "
Available-for-sale - 15.86 12.13 12.11 - 12.66
Originated debts - 17.21 10.87 11.88 18.00 14.12
Securities purchased under
resale agreements - 14.80 16.09 - - 15.86
Loans ? 18.00 21.02 19.59 18.26 8.30 18.76
Deposits © 5.48 9.50 8.69 7.48 7.12 6.00
Securities sold under
repurchase agreements ? 14.10 13.99 . . - 14.05

Average effective yields by the earlier of the contractual repricing or maturity dates:

(1)  Yields are based on book values and contractual interest adjusted for amortisation of premiums and discounts. Yields on

tax-exempt investments have not been computed on a taxable equivalent basis.

(2) Yields are based on book values, net of allowance for credit losses and contractual interest rates.

(3) Yields are based on contractual interest rates.

(4) The calculation of the average yields includes statutory reserves at Bank of Jamaica at 0%.
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42. Financial Risk Management (Continued)

(b) Credit risk
The Group and the Bank take on exposure to credit risk, which is the risk that a counterparty will be unable to
pay amounts in full when due. Impairment provisions are provided for losses that have been incurred at the
balance sheet date. Significant changes in the economy, or in the health of a particular industry segment that
represents a concentration in the Group’s portfolio, could result in losses that are different from those
provided for at the balance sheet date. Management therefore carefully manages its exposure to credit risk.
Positions in tradeable assets such as bonds also carry credit risk.

The Group and the Bank structure the levels of credit risk they undertake by placing limits on the amount of
risk accepted in relation to one borrower, or groups of borrowers, and industry segments. Such risks are
monitored on a revolving basis and subject to an annual or more frequent review. Limits on the level of
credit risk by product and industry sector are approved quarterly by the Board of Directors.

The exposure to any one borrower including banks and brokers is further restricted by sub-limits covering
on and off-balance sheet exposures. Actual exposures against limits are monitored daily.

Exposure to credit risk is managed through regular analysis of the ability of borrowers and potential
borrowers to meet interest and capital repayment obligations and by changing these lending limits where
appropriate. Exposure to credit risk is also managed in part by obtaining collateral and corporate and
personal guarantees, but a significant portion is personal lending where no such facilities can be obtained.
Other than exposure on Government of Jamaica securities, there is no significant concentration of liquid
funds.

Credit-related commitments

The primary purpose of these instruments is to ensure that funds are available to a customer as required.
Guarantees and standby letters of credit, which represent irrevocable assurances that the Group will make
payments in the event that a customer cannot meet its obligations to third parties, carry the same credit
risk as loans. Commercial letters of credit, which are written undertakings by the Group on behalf of a
customer authorising a third party to draw drafts on the Group up to a stipulated amount under specific
terms and conditions, are collateralised by the underlying shipments of goods to which they relate and
therefore carry less risk than a direct borrowing.

Commitments to extend credit represent unused portions of authorisations to extend credit in the form of
loans, guarantees or letters of credit. With respect to credit risk on commitments to extend credit, the
Group is potentially exposed to loss in an amount equal to the total unused commitments. However, the
likely amount of loss is less than the total unused commitments, as most commitments to extend credit are
contingent upon customers maintaining specific credit standards. The Group monitors the term to maturity
of credit commitments because longer-term commitments generally have a greater degree of credit risk
than shorter-term commitments.
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42. Financial Risk Management (Continued)

(b) Credit risk (continued)

Agriculture, fishing and mining
Construction and real estate
Distribution

Financial institutions
Government and public entities
Manufacturing

Personal

Professional and other services
Tourism and entertainment
Total

Total impairment provision

The following tables summarise the credit exposure of the Group and the Bank to individuals, businesses
and Government by sector:

The Group
Acceptances,
Guarantees
Loans and and Letters
Leases of Credit Total Total
2005 2004
962,296 98,234 1,060,530 916,018
965,455 263,109 1,228,564 2,149,619
2,257,952 789,413 3,047,365 2,197,921
55 62,964 63,019 19,471
16,423,749 838,628 17,262,377 20,775,352
3,400,246 539,941 3,940,187 1,912,750
21,604,191 653,419 22,257,610 18,983,243
2,655,592 180,894 2,836,486 1,927,324
9,874,094 59,899 9,933,993 7,536,779
58,143,630 3,486,501 61,630,131 56,418,477
(495,034) (500,121)
61.135.097 55.918.356
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42. Financial Risk Management (Continued)

(b) Credit risk (continued)

The Bank
Acceptances,
Guarantees
and Letters
Loans of Credit Total Total
2005 2004
Agriculture, fishing and mining 962,295 98,234 1,060,529 916,018
Construction and real estate 953,503 263,109 1,216,612 2,133,908
Distribution 2,257,519 789,413 3,046,932 2,197,921
Financial institutions 10,989 62,964 73,953 19,471
Government and public entities 16,420,537 838,628 17,259,165 20,771,647
Manufacturing and other activities 3,255,246 539,941 3,795,187 1,908,999
Personal 18,074,557 294,267 18,368,824 15,460,470
Professional and other services 2,643,569 180,894 2,824,463 1,913,137
Tourism and entertainment 9,874,094 59,899 9,933,993 7,551,474
Total 54,452,309 3,127,349 57,579,658 52,873,045
Total impairment provision (460,059) (465,148)
57,119,599 52,407,897

(c) Currency risk
The Group and the Bank take on exposure to effects of fluctuations in the prevailing foreign currency
exchange rates on its financial position and cash flows. The Board sets limits on the level of exposure by
currency and in total for both overnight and intra-day positions, which are monitored daily. The main
currencies giving rise to this risk are the United States dollar, Canadian dollar and the British pound. The
Group ensures that the net exposure is kept to an acceptable level by matching foreign assets with
liabilities as far as possible.

The table below summaries the Group’s and the Bank’s exposure to foreign currency exchange risk at 31

October.
The Group The Bank
2005 2004 2005 2004
United States dollar ($ thousands) 11,627 13,386 10,503 12,004

Canadian dollar ($ thousands) 484 296 484 296
Pound Sterling (£ thousands) 539 2,242 537 2,240
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42. Financial Risk Management (Continued)

(d)

Liquidity risk

The Group and the Bank are exposed to daily calls on their available cash resources from overnight
deposits, current accounts, maturing deposits, loan draw downs and guarantees. The Group does not
maintain cash resources to meet all of these needs as experience shows that a minimum level of
reinvestment of maturing funds can be predicted with a high level of certainty. The Board sets limits on
the minimum proportion of maturing funds available to meet such calls and on the minimum level of inter-
bank and other borrowing facilities that should be in place to cover withdrawals at unexpected levels of
demand.

The tables below analyse assets and liabilities of the Group and the Bank into relevant maturity
groupings based on the remaining period at balance sheet date to the contractual maturity dates.
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42. Financial Risk Management (Continued)

(d) Liquidity risk (continued)

The Group
2005
Within 3 3to12 1to5 Over 5 No specific Total
Months Months Years Years maturitv
Cash resources 35,943,212 8,465,122 - - - 44,408,334
Trading securities - - 21,990 - - 21,990
Securities purchased under resale
agreements 10,621,481 16,605,774 - - - 27,227,255
Loans 15,152,084 10,788,196 25,821,155 5,886,728 - 57,648,163
Lease receivables 110 323 - _ _ 433
Investment securities
Available-for-sale 969,291 2,575,785 2,577,589 3,580,474 - 9,703,139
Held-to-maturity 7,217,297 10,731,669 9,003,995 3,049,024 5,240 30,007,225
Other assets 4,895,299 2,551,012 774,931 354,243 5,868,919 14,444,404
Total assets 74,798,774 51,717,881 38,199,660 12,870,469 5,874,159 183,460,943
Deposits 97,102,531 7,334,956 7,567,466 1,543,533 - 113,548,486
Securities sold under repurchase
agreements 9,080,091 7,625,798 - - - 16,705,889
Other liabilities 4,172,900 1,383,357 1,996,796 350,451 1,823,498 9,727,002
Policyholders’ reserve 19,954,613 - - - - 19,954,613
Stockholders’ equity - - - - 23,524,953 23,524,953
Total liabilities and
stockholders’ equity 130,310,135 16,344,111 9,564,262 1,893,984 25,348,451 183,460,943
Total liquidity gap (55,511,361) 35,373,770 28,635,398 10,976,485 (19,474,292) -
Cumulative gap (55,511,361)  (20,137,591) 8,497,807 19,474,292 - -
2004
Total assets 66,270,296 44665703  45680,055 6,071,702 5479,893 168,167,649
Total liabilities and stockholders’
equity 121,733,691 15,298,378 6,172,939 2,755,817 22,206,824 168,167,649
Total liquidity gap (55,463,395) 29,367,325 39,507,116 3,315,885 (16,726,931) -

Cumulative gap (55,463,395)  (26,096,070) 13,411,046 16,726,931
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42. Financial Risk Management (Continued)

(d) Liquidity risk (continued)

2005
The Bank
Within 3 3to12 1to 5 Over 5 No specific
Months Months Years Years maturity Total

Cash resources 35,881,429 8,450,782 - - - 44,332,211
Securities purchased under resale

agreements 55,000 43,600 - - - 98,600
Loans 15,044,054 10,634,625 24,926,067 3,387,504 - 53,992,250
Investment securities -

Available-for-sale 451,063 951,595 1,867,974 3,525,485 - 6,796,117

Held-to-maturity 2,831,051 3,955,259 7,299,188 3,006,142 5,105 17,096,745
Subsidiary companies - - - - 258,238 258,238
Other assets 3,333,598 1,437,935 711,657 350,451 5,817,636 11,651,277
Total assets 57,596,195 25,473,796 34,804,886 10,269,582 6,080,979 134,225,438
Deposits 93,723,670 6,716,290 7,546,076 1,491,919 - 109,477,955
Other liabilities 3,376,611 987,452 1,996,737 350,451 1,796,965 8,508,216
Stockholders’ equity - - - - 16,239,267 16,239,267
Total liabilities and stockholders’ equity 97,100,281 7,703,742 9,542,813 1,842,370 18,036,232 134,225,438
Total liquidity gap (39,504,086) 17,770,054 25,262,073 8,427,212 (11,955,253) -
Cumulative gap (39,504,086)  (21,734,032) 3,528,041 11,955,253 - -

2004

Total assets 54,122,892 23,075,707 37,567,232 3,601,683 5,658,613 124,026,127
Total liabilities and stockholders’ equity 93,671,821 5,058,690 6,148,238 2,698,047 16,449,331 124,026,127
Total liquidity gap (39,548,929) 18,017,017 31,418,994 903,636 (10,790,718) -
Cumulative gap (39,548,929)  (21,531,912) 9,887,082 10,790,718 - -

The matching and controlled mismatching of the maturities and interest rates of assets and liabilities is
fundamental to the management of the Group and the Bank. It is unusual for banks to be completely
matched, as transacted business is often of uncertain term and of different types. An unmatched position
potentially enhances profitability, but can also increase the risk of loss.

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

Liquidity requirements to support calls under guarantees and standby letters of credit are considerably less
than the amount of the commitment because the Group does not generally expect the third party to draw
funds under the agreement. The total outstanding contractual amount of commitments to extend credit
does not necessarily represent future cash requirements, as many of these commitments will expire or
terminate without being funded.
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42. Financial Risk Management (Continued)

(e) Market risk

(f)

Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market
prices whether those changes are caused by factors specific to the individual security, its issuer or factors
affecting all securities traded in the market. The Group manages its risk through the Assets and Liabilities
Committee which carries out extensive research and monitors the price movement of securities on the
local and international markets.

Insurance risk
The Group issues contracts that transfer insurance risk or financial risk or both.

The risk under any one insurance contract is the possibility that the insured event occurs and the
uncertainty of the amount of the resulting claim. By the very nature of an insurance contract, this risk is
random and therefore unpredictable.

For a portfolio of insurance contracts where the theory of probability is applied to pricing and provisioning,
the principal risk that the Group faces under its insurance contracts is that the actual claims and benefit
payments exceed the carrying amount of the insurance liabilities. This could occur because the frequency
or severity of claims and benefits are greater than estimated. Insurance events are random and the actual
number and amount of claims and benefits will vary from year to year from the estimate established using
statistical techniques.

Experience shows that the larger the portfolio of similar insurance contracts, the smaller the relative
variability about the expected outcome will be. In addition, a more diversified portfolio is less likely to be
affected across the board by a change in any subset of the portfolio. The Group has developed its
insurance underwriting strategy to diversify the type of insurance risks accepted and within each of these
categories to achieve a sufficiently large population of risks to reduce the variability of the expected
outcome.

Factors that aggravate insurance risk include lack of risk diversification in terms of type and amount of risk
and type of industry covered.
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43. Fair Value of Financial Instruments

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable,
willing parties in an arm’s length transaction. Market price is used to determine fair value where an active market
exists as it is the best evidence of the fair value of a financial instrument. However, market prices are not available
for a significant number of the financial assets and liabilities held and issued by the Group. Therefore, for financial
instruments where no market price is available, the fair values presented have been estimated using present
value or other estimation and valuation techniques based on market conditions existing at balance sheet dates.

The values derived from applying these techniques are significantly affected by the underlying assumptions used
concerning both the amounts and timing of future cash flows and the discount rates. The following methods and
assumptions have been used:

@)

(ii)

(iii)

(iv)

v)

financial investments classified as available-for-sale are measured at fair value by reference to quoted
market prices when available. If quoted market prices are not available, then fair values are estimated
on the basis of pricing models or other recognised valuation techniques;

the fair value of liquid assets and other assets maturing within one year is assumed to approximate their
carrying amount. This assumption is applied to liquid assets and the short-term elements of all other
financial assets and liabilities;

the fair value of demand deposits and savings accounts with no specific maturity is assumed to be the
amount payable on demand at the balance sheet date;

the fair value of variable rate financial instruments is assumed to approximate their carrying amounts;
and

the fair value of fixed rate loans is estimated by comparing market interest rates when the loans were
granted with current market rates offered on similar loans. For match-funded loans the fair value is
assumed to be equal to their carrying value, as gains and losses offset each other. Changes in the
credit quality of loans within the portfolio are not taken into account in determining gross fair values as
the impact of credit risk is recognised separately by deducting the amount of the provisions for credit
losses from both book and fair values.

The following tables present the fair value of financial instruments based on the above-mentioned valuation
methods and assumptions. The following financial assets and liabilities are not carried at fair value.
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43. Fair Value of Financial Instruments (Continued)

Financial Assets

Loans

Investment securities : held-to-maturity
Financial Liability

Deposits by the public

Financial Assets
Loans
Investment securities : held-to-maturity
Investment in subsidiaries

Financial Liability

Deposits by the public

44. Commitments

(a) Capital expenditure:

Authorised and not contracted for

Authorised and contracted for

(b) Commitments to extend credit:

Originated term to maturity of more

than one year

The Group
Carrying Fair Carrying Fair
Value Value Value Value
2005 2005 2004 2004
57,648,163 57,242,459 53,454,402 53,243,982
30,007,225 30,440,745 26,280,091 26,659,764
113,548,486 107,339,613 103,654,302 103,607,316
The Bank
Carrying Fair Carrying Fair
Value Value Value Value
2005 2005 2004 2004
53,992,250 53,621,076 50,288,921 50,118,481
17,096,745 17,353,515 16,912,645 17,498,628
258,238 49,831,862 258,238 46,155,069
109,477,955 103,274,637 100,108,932 100,084,482
The Group The Bank

2005 2004 2005 2004

- 90,000 - 40,320

60,792 - 60,792 -

10,373,099 7,597,696 9,735,199 7,042,896
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44. Commitments (Continued)
(c) Operating lease commitments

The future aggregate minimum lease payments under non-cancellable operating leases are as follows:

The Group

2005 2004
Not later than one year 112,021 90,051
Later than one year and not later than five years 342,336 393,179
Later than five years 843,231 904,411

1,297,588 1,387,641

45. Pledged Assets

Assets are pledged as collateral under repurchase agreements with counterparties. Mandatory reserve deposits
are also held with The Bank of Jamaica under Section 14 (i) of the Banking Act, 1992,

The Group
Asset Related Liability
2005 2004 2005 2004
Balances with regulators 990,000 990,000 - -
Securities sold under repurchase agreements 17,861,165 20,557,114 16,705,889 18,546,429
Investment securities (Note 25) 1,170,000 170,000 - -

20,021,165 21,717,114 16,705,889 18,546,429

The Bank
Asset Related Liability
2005 2004 2005 2004
Balances with Bank of Jamaica 900,000 900,000 - -
Securities sold under repurchase agreements - 1,773,000 - 1,471,653
Investment securities (Note 25) 1,170,000 170,000 - -

2,070,000 2,843,000 - 1,471,653
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46. Fiduciary Activities

47.

The Group provides custody, trustee, corporate administration, investment management and advisory services to
third parties which involve the Group making allocation and purchase and sale decisions in relation to a wide
range of financial instruments. Those assets that are held in a fiduciary capacity are not included in these financial

statements. At the balance sheet date, the Group had investment custody accounts amounting to approximately
$34,163,056 (2004 - $26,506,433).

Related Party Transactions and Balances

The Group is controlled by The Bank of Nova Scotia, a company incorporated and domiciled in Canada, which
owns 70% of the ordinary stock units. The remaining 30% of the stock units are widely held.

A number of banking transactions are entered into with related parties. These include loans, deposits, investment
management and foreign currency transactions. The volumes of related party transactions, outstanding balances
at the year end, and relating expenses and income for the year are as follows:

Directors and key
management personnel

2005 2004

Loans

Loans outstanding at 1 November 146,311 103,337

Net loans issued/(repaid) during the year 62,898 42,974

Loans outstanding at 31 October 209,209 146,311

Interest income earned 18,846 8,408

Average repayment term (Years) 13 13

Average interest rate (%) 8.84 8.89
Deposits

Deposits outstanding at 1 November 116,030 60,792

Net deposits received/(repaid) during the year (27,977) 55,238

Deposits outstanding at 31 October 88,053 116,030

Interest expense on deposits 6,236 9,199
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47. Related Party Transactions and Balances (Continued)

Directors and key

management personnel Associated companies
2005 2004 2005 2004
Insurance products 7,296 5,133 - -
Securities sold under repurchase agreements 83,586 73,452 - -
Interest on repurchase agreements 12,658 14,924 - -
Due from banks and other financial institutions - - 489,135 1,111,543
Due to banks and other financial institutions - - 3,990 560
Interest earned from banks and other financial
institutions - - 51,099 11,265
The Group The Bank
2005 2004 2005 2004
Key management compensation
Salaries and other short term benefits 236,874 209,065 177,895 157,734
Termination costs 597 - - -
Post-employment benefits 295,816 224,204 263,490 199,694
Other -
Management fees paid to parent company 227,753 196,051 178,422 172,429
Guarantees fees paid to parent company 18,289 30,311 18,289 30,311
Current accounts - - 147,954 222,558
Interest paid on current accounts - - 13,152 15,780
Securities purchased under resale agreements - - 98,600 69,000
Interest earned on resale agreements - - 11,875 10,272

There were no related party transactions with the parent company other than the payment of dividends,
management fees and amount due to parent company (Note 33).
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47. Related Party Transactions and Balances (Continued)

A number of banking transactions are entered into with related parties including companies connected by virtue of
common directorship in the normal course of business. These include loans, deposits, investment management
and foreign currency transactions. The volumes of related party transactions, outstanding balances at the year
end, and relating expenses and income for the year are as follows:

Connected companies
2005 2004

Loans
Loans outstanding at 1 November 5,376,149 5,808,120
Net loans issued/(repaid) during the year (483,551) (431,971)
Loans outstanding at 31 October 4,892,598 5,376,149

Interest income earned 490,333 655,575

Average repayment term (Years) 5 5

Average interest rate (%) 10.26 11.84
Deposits

Deposits outstanding at 1 November
Net deposits received/(repaid) during the year
Deposits outstanding at 31 October

5,566,310 5,766,378
(154,642)  (200,068)
5411,668 5,566,310

Interest expense on deposits 260,793 247,595

No provisions have been recognised in respect of loans given to related parties.

Pursuant to Section 13 (1), (d) and (i) of the Banking Act, 1992, connected companies include companies with
common directors of the Bank and its subsidiaries.

Related credit facilities in excess of the limits of Section 13(1), (d) and (i), subject to the maximum of the limits in
Section 13 (1) (e) of the Banking Act are supported by guarantees issued by the parent company.
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48. Litigation and Contingent Liabilities

49.

(@)

The Bank and its subsidiaries are subject to various claims, disputes and legal proceedings, in the normal
course of business. Provision is made for such matters when, in the opinion of management and its legal
counsel, it is probable that a payment will be made by the Group, and the amount can be reasonably
estimated.

In respect of claims asserted against the Group which have not been provided for, management is of the
opinion that such claims are either without merit, can be successfully defended or will result in exposure to
the Group which is immaterial to both financial position and results of operations.

On 7 April 1999, a writ was filed by National Commercial Bank Jamaica Limited (“NCB”) in which they set out
a claim for payment of the sum of US$13,286,000 in connection with an alleged undertaking given to NCB by
Scotia Jamaica Investment Management Limited (formerly Scotiabank Jamaica Trust and Merchant Bank
Limited). Legal opinion has been obtained which states that the subsidiary has a strong defence to the claim.
Consequently, no provision has been made for this amount in these financial statements.

Dividends

At the Board of Directors meeting on 24 November 2005, a dividend in respect of 2005 of $0.25 per share (2004 -
actual dividend $0.50 per share) amounting to a total of $731,808 (2004 - $731,808) is to be proposed. The
financial statements for the year ended 31 October 2005 do not reflect this resolution, which will be accounted for
in stockholders’ equity as an appropriation of retained profits in the year ending 31 October 2006.
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50. Effects of Early Adoption of Revised IFRS

The Group early adopted revised IFRS. The financial statements for the years ended 31 October 2003 and 31
October 2004 (the immediately preceding comparative period) have been restated to reflect the financial
position under the revised IFRS. The financial effects of early adoption are set out as follows:

(i)

Effect on stockholders’ equity as at 31 October 2003:

ASSETS

Cash resources

Government securities purchased under resale
agreements

Loans, after allowance for impairment losses
Investment securities
Other assets
Lease receivables
Total assets
1 IARII ITIFS AND STOCKHOI DFRS’ FOLIITY
Deposits
Other liabilities
Policyholders’ fund
Stockholders’ equity

Previously Effect of
stated early Restated
2003 adoption 2003
35,343,233 - 35,343,233
17,593,444 - 17,593,444
48,052,569 - 48,052,569
30,785,980 (7,768) 30,778,212
15,863,574 - 15,863,574
22,145 - 22,145
147,660,945 (7,768) 147,653,177
91,314,603 - 91,314,603
27,215,383 (2,589) 27,212,794
11,474,583 - 11,474,583
17,656,376 (5,179) 17,651,197
147,660,945 (7,768) 147,653,177
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50. Effects of Early Adoption of Revised IFRS (Continued)

(i) Effect on stockholders’ equity as at 31 October 2004:

ASSETS

Cash resources

Government securities purchased under resale
agreements

Loans, after allowance for impairment losses
Investment securities
Other assets
Lease receivables
Total assets
1 IARII ITIFS AND STOCKHOI DFRS’ FOLITY
Deposits
Other liabilities
Policyholders’ fund
Stockholders’ equity

Previously Effect of
stated early Restated
2004 adoption 2004
40,450,422 - 40,450,422
25,046,360 - 25,046,360
53,454,402 - 53,454,402
35,078,821 8,437 35,087,258
14,124,107 - 14,124,107
5,100 - 5,100
168,159,212 8,437 168,167,649
103,654,302 - 103,654,302
27,804,812 2,812 27,807,624
16,100,706 - 16,100,706
20,599,392 5,625 20,605,017
168,159,212 8,437 168,167,649

Financial assets previously classified as originated debts in the two preceding years were reclassified to the
available-for-sale category. The fair value measurement, as a result of the reclassification, was recognised in
the cumulative re-measurement result from available-for-sale financial assets, net of deferred taxation.



