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Report of the Directors
For the Year Ended June 30, 2007

Report of the Directors for the year ended June 30, 2007, to be presented to the shareholders at the Annual
General Meeting.

The Directors present to the shareholders their Annual Report, together with the audited financial statements
dealing with the business of the Bank for the year ended June 30, 2007.

The annexed financial statements show that:-

$000’s
The earnings for the year amounted to 14,220
To which is added the retained earnings balance brought forward from the previous year of 17,941
Leaving a balance to be carried forward of 32,161

The retiring auditors Pannell Kerr Forster, Chartered Accountants, offer themselves for re-appointment, at a fee to
be agreed with the Directors.

On Behalf of the Board:-

=

Director -

Secretary
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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of
National Commercial Bank (SVG) Limited

Report on the Financial Statements

We have audited the accompanying financial statements of the National Commercial Bank (SVG) Limited, which
comprise the balance sheet as of June 30, 2007, and the statements of changes in equity, earnings and cash flows
for the year then ended and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards. This responsibility includes: designing, implementing and
maintaining internal controls relevant to the preparation and fair presentation of financial statements that are free
from material misstatements, whether due to fraud or error; selecting and applying appropriate accounting policies;
and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal controls relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Telephone: (784) 456-2300  (905) 693-2060 | Facsimile: (784) 456-2184 | E-mail: info@pkfsvg.com
POBox35  |Amos Vale | St Vincent & the Grenadines
Partners  |Floyd A. Patterson | Brenda Williams

PKF International is an association of legally independent firms.
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Chartered Accountants
Accountants &
business advisers

INDEPENDENT AUDITOR’S REPORT (CONT'D)

To the Shareholders of
National Commercial Bank (SVG) Limited

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as of

June 30, 2007, and the results of its operations and cash flows for the year then ended in accordance with
International Financial Reporting Standards.

August 28, 2007

Telephone: (784) 456-2300  (905) 693-2060 | Facsimile: (784) 456-2184 | E-mail: info@pkfsvg.com
POBox35  |Amos Vale | St Vincent & the Grenadines
Partners  |Floyd A. Patterson | Brenda Williams

PKF International is an association of legally independent firms.
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Balance Sheet
As of June 30, 2007

2007 2006
Notes $000’s $000's

ASSETS

Cash and balance with Central Bank 6 81,902 63,788
Treasury bills 7 3,061 18,098
Loans and advances 8 437,803 392,276
Investment securities 9 119,172 110,686
Customers' liability under acceptances 10 1,314 1,703
Other assets 11 10,385 15,700
Property, plant and equipment 12 4,070 3,257

657,707 605,508

LIABILITIES AND SHAREHOLDERS' EQUITY

Deposits 13 550,874 520,659
Acceptances, guarantees and letters of credit (per contra) 10 1,314 1,703
Other liabilities 14 16,019 9,510
Subordinated debts 15 23,402 22,617

591,609 554,489

Shareholders’ Equity

Stated capital 16 14,000 14,000
Reserves 17 19,937 19,078
Retained earnings 32,161 17,941

66,098 51,019

657,707 605,508

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

APPROVED ON BEHALF OF THE BOARD:-

(1Y

' _—1 C\ =, N
.___,_{,‘.;:'1:" R e < _Z(’H {[ ;‘m/.-_—/_-_. -

Director Secretary
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Statement of Changes in Equity
For the Year Ended June 30, 2007
Stated Retained
Capital Reserves  Earnings Total
$000's $000's $000's $000's
Balance as of June 30, 2005 14,000 18,747 7,833 40,580
Unrealised gain on available for sale
investment securities 0 331 0 331
Net earnings for the year 0 0 10,108 10,108
Balance as of June 30, 2006 14,000 19,078 17,941 51,019
Unrealised gain on available for sale
investment securities 0 859 0 859
Net earnings for the year 0 0 14,220 14,220
Balance as of June 30, 2007 14,000 19,937 32,161 66,098

The accompanying notes form an integral part of these financial statements.
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Statement of Earnings
For the Year Ended June 30, 2007
2007 2006
Notes $000's $000's

Interest Income 18 49,005 45,098
Interest Expense 19 18,187 17,867

30,818 27,231
Other Operating Income 20 10,486 8,844

41,304 36,075
Impairment of Investment Securities 852 0
Losses on Loans and Advances, Net 8.4 (1,332) 1,846
Administrative Expenses — Staff Cost 9,709 9,342
Administrative Expenses — Other Cost 12,215 12,178
Commissions and Fees 287 299
Depreciation and Amortisation 1,138 1,072

22,869 24,737
Operating Profit 18,435 11,338
Loss on Disposal of Property, Plant and Equipment 12 87
Earnings before Income Tax 18,423 11,251
Provision for Income Tax 21 4,203 1,143
Net Earnings for the Year 14,220 10,108
Earnings per Share 26 2.84 2.02

The accompanying notes form an integral part of these financial statements.
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Statement of Changes in Cash Flows
For the Year Ended June 30, 2007

Operating Activities

Earnings before income tax

Adjustments for

Depreciation and amortization

Dividend income

Decrease in allowance for losses on loans and advances
Impairment of investment securities

Loss on disposal of property, plant and equipment

Operating Earnings before Changes in Operating Assets
Increase in Operating Assets

Decrease (increase) in other assets
Increase in loans and advances

Increase in Operating Liabilities
Increase in deposits
Increase (decrease) in other liabilities

Cash Generated from (Used in) Operations
Income taxes paid

Net Cash Generated from (Used in) Operating Activities

Investing Activities

Dividends received

Additions to property, plant and equipment

Proceeds from liquidation of securities

Securities acquired

Decrease (increase) in treasury bills

Proceeds from disposal of property, plant and equipment

Net Cash Generated from Investing Activities
Financing Activities

Proceeds from subordinated debts

Repayment of subordinated debts

Net Cash Generated From Financing Activities
Increase in Cash Resources
Cash Resources - Beginning of Year

Cash Resources - End of Year

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

2007 2006
Note $000's $000's
18,423 11,251
1,138 1,072
(574) (469)
(1,123) (3,110)
852 0
12 87
18,728 8,831
2,655 (1,948)
(44,404) (53,902)
30,215 47 599
5,674 (8,480)
12,868 (7,900)
(708) 0
12,160 (7,900)
574 469
(1,963) (1,374)
61,017 103,821
(69,496) (63,299)
15,037 (18,08)
0 25
5,169 21,544
1,498 2,125
(713) (726)
785 1,999
18,114 15,643
63,788 48,145
6 81,902 63,788
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Notes to the Financial Statements
For the Year Ended June 30, 2007

1. Incorporation

National Commercial Bank (SVG) Limited provides retail, corporate banking and investment services in St.
Vincent and the Grenadines.

The Bank is a limited liability company and is incorporate and domiciled in St. Vincent and the Grenadines.
The Bank was incorporated on June 1, 1977 and was continued as company 13 of 1997 under the
Company’s Act of 1994. The address of its registered office is Bedford Street, Kingstown, St. Vincent.

The Bank’s activities are governed by the Banking Act, 2006.

2. Date of Authorisation of Issue
These financial statements were authorised for issue by the Board of Directors on August 28, 2007.

3. Summary of Significant Accounting Policies

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

a. Basis of Presentation

The Bank’s financial statements have been prepared in Eastern Caribbean dollars in accordance
with International Financial Reporting Standards (IFRS). The financial statements have been

prepared under the historical cost convention, as modified by the revaluation of available-for-sale
financial assets and financial assets and financial liabilities held at fair value through profit or loss.

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 Bank’s accounting policies. The areas involving a higher degree of judgement or
complexity, are disclosed in Note 5.

Amendments to Published Standards and Interpretations Effective July 1, 2006

The application of the amendments and interpretations listed below did not result in substantial
changes to the Bank’s accounting policies:

IAS 19 Amendment Actuarial Gains and Losses, Group Plans and Disclosures
IAS 39 Amendment The Fair Value Option
IAS 39 and IFRS 4 Amendment Financial Guarantee Contracts

. IAS 19 Amendment introduces the option of an alternative recognition approach for
actuarial gains and losses. It also adds new disclosure requirements. As the Bank does
not intend to change the accounting policy adopted for recognition of actuarial gains and
losses and does not participate in any multi-employer plans. The adoption of this
amendment only impacts the format and extent of disclosures presented in the accounts.
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Notes to the Financial Statements
For the Year Ended June 30, 2007

3. Summary of Significant Accounting Policies (Cont’d)
a. Basis of Presentation (Cont’d)
. IAS 39 Amendment — The Fair Value Option. Prior to the amendment, the Bank applied

the unrestricted version of the fair value option in IAS 39. The Bank meets the new criteria
in the amendment and therefore continues to designate certain financial assets and
financial liabilities at fair value through profit and loss.

. IAS 39 and IFRS 4 Amendment — Financial Guarantee Contracts. These types of contract
are now accounted for under IAS 39 and no longer accounted for under IFRS 4, as
previously required under IFRS. The measurement and disclosure requirements under
IAS 39 have not resulted in a material change to the Bank’s policies.

Early Adoption of Standards

In 2007, the Bank early adopted IFRS 7, Financial instruments: Disclosures, and Amendments to
IAS 1 - Capital disclosures. Both standards are applied retrospectively. IFRS 7 supersedes IAS
30 and the disclosure requirements of IAS 32.

Interpretations Issued but not yet Effective

The Bank has chosen not to early adopt the following standard and interpretations that were issued
but not yet effective for accounting periods beginning on July 1, 2006:

. IFRS 8, Operating Segments (effective January 1, 2009);
. IFRIC 11, IFRS 2 - Group Treasury Share Transactions (effective March 1, 2007; and
. IFRIC 12, Service Concession Arrangements (effective January 1, 2008).

The application of these new interpretations will not have a material impact on the entity’s financial
statements in the period of initial application.

b. Foreign Currency Translation

These financial statements are expressed in Eastern Caribbean dollars. Foreign currency
transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the statement of earnings.

Changes in the fair value of monetary securities denominated in foreign currency classified as
available for sale are analysed between translation differences resulting from changes in the
amortised cost of the security and other changes in the carrying amount of the security.
Translation differences related to changes in the amortised cost are recognised in profit and loss,
and other changes in the carrying amount are recognised in equity.

Translation differences on non-monetary items, such as equities held at fair value are recognised
through profit or loss, and are reported as part of the fair value gain or loss. Translation differences
on non-monetary items, such as equities classified as available-for-sale financial assets, are
included in the fair value reserve in equity.
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Notes to the Financial Statements
For the Year Ended June 30, 2007

3. Summary of Significant Accounting Policies (Cont'd)

C.

Financial Assets

The Bank classified its financial assets in the following categories:

U)
(i)
(i)
(

V)

financial assets at fair value through profit or loss;
loans and receivables;

held-to-maturity investments; and
available-for-sale financial assets.

Management determines the classification of its investments at initial recognition.

)

Financial Assets at Fair Value through Profit or Loss

This category has two sub-categories: financial assets held for trading, and those
designated at fair value through profit or loss at inception.

A financial asset is classified as held for trading if it is acquired or incurred principally for
the purpose of selling or repurchasing in the near term or if it is part of a portfolio of
identified financial instruments that are managed together and for which there is evidence
of a recent actual pattern of short-term profit-taking.

Financial assets and financial liabilities are designated at fair value through profit or loss
when:

. Doing so significantly reduces measurement inconsistencies that would arise if the
related derivatives were treated as held for trading and the underlying financial
instruments were carried at amortised cost, such as loans and advances to
customers or banks, and debt securities in issue;

. Certain investments, such as equity investments, that are managed and evaluated
on a fair value basis in accordance with a documented risk management or
investment strategy and reported to key management personnel on that basis, are
designated at fair value through profit and loss; and

. Financial instruments, such as debt securities held, containing one or more
embedded derivatives that significantly modify the cash flows, are designated at
fair value through profit and loss.

Gains and losses arising from changes in the fair value of derivatives that are managed in
conjunction with designated financial assets or financial liabilities are included in ‘net income from
financial instruments designated at fair value.’
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Notes to the Financial Statements
For the Year Ended June 30, 2007

3. Summary of Significant Accounting Policies (Cont'd)
C. Financial Assets (Cont’d)
i) Loans and Receivables

ii)

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than: (a) those that the entity
intends to sell immediately or in the short-term, which are classified as held for trading, and
those that the entity upon initial recognition designates as at fair value through profit or
loss; (b) those that the entity upon recognition designates as available for sale; or (c) those
for which the holder may not recover substantially all of its initial investment, other than
because of credit deterioration.

Held-to-Maturity Investments

Held-to-maturity investments are non-derivative financial assets with fixed or determine
payments and fixed maturities that the Bank's management has positive intention and
ability to hold to maturity. If the Bank were to sell other than significant amount of held-to-
maturity assets, the entire category would be reclassified as available for sale.

Available-for-Sale Financial Assets

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.

Regular-way purchases and sales of financial assets at fair value through profit or loss,
held to maturity and available for sale are recognised on trade-date — the date on which
the Bank commits to purchase or sell the asset.

Financial assets are initially recognised at fair value plus transactions costs for all financial
assets not carried at fair value through profit or loss. Financial assets carried at fair value
through profit and loss are initially recognised at fair value, and transactions costs are
expensed in the statement of earnings. Financial assets are derecognised when the rights
to receive cash flows from the financial assets have expired or where the Bank has
transferred substantially all risks and rewards of ownership. Financial liabilities are
derecognised when they are extinguished — that is, when the obligation is discharged,
cancelled or expires.
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Notes to the Financial Statements
For the Year Ended June 30, 2007

3.

Summary of Significant Accounting Policies (Cont'd)

C.

Financial Assets (Cont’d)

iv)

Available-for-Sale Financial Assets (Cont’d)

Available-for-sale financial assets and financial assets at fair value through profit or loss
are subsequently carried at fair value. Loans and receivables and held-to-maturity
investments are 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 asset is derecognised
or impaired. At this time, the cumulative gain or loss previously recognised in equity is
recognised in profit or loss. However, interest calculated using the effective interest
method and foreign currency gains and losses on monetary assets classified as available
for sale recognised in the income statement. Dividends on available-for-sale equity
instruments are recognised in the income statement when the entity’s right to receive
payment is established.

The fair value of quoted investments in active markets are based on current bid prices. If
there is no active market for a financial asset, the Bank establishes fair value using
valuation techniques. These include the use of recent arm’s length transactions,
discounted cash flow analysis, option pricing models and other valuation commonly used
by market participants.

Offsetting Financial Instruments

Financial assets and liabilities are offset and the net amount reported in the balance sheet when
there is a legally enforceable right to offset the recognised amounts and there is an intention to
settle on a net basis, or realised the asset and settle the liability simultaneously.

Interest Income and Expense

Interest

income and expense for all interest-bearing financial instruments, except for those

classified as held for trading or designated at fair value through profit or loss, are recognised within

‘interest
method.

income’ and ‘interest expense’ in the income statement using the effective interest

The effective interest method is a method of calculating the amortised cost of a financial asset or a
financial liability and of allocating the interest income or interest expense over the relevant period.
The effective interest rate is the rate that exactly discounts estimated future cash payments or

receipts

through the expected life of the financial instruments or, when appropriate, a shorter

period to the net carrying amount of the financial asset or financial liability. When calculating the
effective interest rate, the Bank estimates cash flows considering all contractual terms of the
financial instrument (for example, prepayment options) but does not consider future credit losses.
The calculation includes all fees and points paid or received between parties to the contract that
are an integral part of the effective rate, transaction costs and all other premiums or discounts.
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Notes to the Financial Statements
For the Year Ended June 30, 2007

3. Summary of Significant Accounting Policies (Cont'd)

e.

Interest Income and Expense (Cont’d)

Once a financial asset or a group of similar financial assets has been written down as a result of an
impairment loss, interest income is recognised using the rate of interest used to discount the future
cash flows for the purpose of measuring the impairment loss.

Fee and Commission Income

Fees and commissions are generally recognised on an accrual basis when the service has been
provided. Loan commitment fees for loans that are likely to be drawn down are deferred (together
with related direct costs) and recognised as an adjustment to the effective interest rate on the loan.
Commission and fees arising from negotiating, or participating in the negotiation of, a transaction
for a third party — such as the arrangement of the acquisition of shares or other securities of the
purchase or sale of businesses — are recognised on completion of the underlying transaction.
Portfolio and other management advisory and service fees are recognised based on the applicable
service contracts, usually on a time-apportionate basis. Asset management fees related to
investment funds are recognised rateably over the period in which the service is provided.
Performance linked fees or fee components are recognised when the performance criteria are
fulfilled.

Impairment of Financial Assets

Assets Carried at Amortised Cost

The Bank assesses at each balance sheet date whether there is objective evidence that a financial
asset or group of financial assets is impaired. A financial asset or a group of financial assets is
impaired and impairment losses are incurred only if there is objective evidence of impairment as a
result of one or more events that occurred after the initial recognition of the asset (a ‘loss event’)
and that loss event (or events) has an impact on the estimated future cash flows of the financial
asset or group of financial assets that can be reliably estimated.

The criteria that the Bank uses to determine that there is objective evidence of an impairment loss
include:

. Delinquency in contractual payments of principal or interest

. Cash flow difficulties experienced by the borrower (for example, equity ratio, net income
percentage of sales)

. Breach of loan covenants or conditions

. Initiation of bankruptcy proceedings

. Deterioration of the borrower’s competitive position

. Deterioration in the value of collateral

. Downgrading below investment grade level



National Commercial Bank (SVG) Limited 15

Notes to the Financial Statements
For the Year Ended June 30, 2007

3. Summary of Significant Accounting Policies (Cont'd)

0.

Impairment of Financial Assets (Cont’d)

Assets Carried at Amortised Cost (Cont’d)

The estimated period between a loss occurring and its identification is determined by management
for each identified portfolio. In general, the periods used vary between three months and twelve
months; in exceptional cases, longer periods are warranted.

The Bank first assesses whether objective evidence of impairment exists individually for financial
assets that are individually significant, and individually or collectively for financial assets that are
not individually significant. If the Bank determines that no objective evident of impairment exist for
an individually assessed financial asset, whether significant or not, it includes the asset in a group
of financial assets with similar credit risk characteristics and collectively assesses them for
impairment. Assets that are individually assessed for impairment and for which an impairment loss
Is or continues to be recognised are included in a collective assessment for impairment.

The amount of the loss is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset’s original effective interest rate. The carrying amount of
the asset is reduced through the use of an allowance account and the amount of the loss is
recognised in the income statement. If a loan or held-to-maturity investment has a variable interest
rate, the discount rate for measuring any impairment loss is the current effective interest rate
determined under the contract. As a practical expedient, the Bank may measure impairment on
the basis of an instrument’s fair value using an observable market price.

The calculation of the present value of the estimated future cash flows of a collateralised financial
asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling
the collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis
of similar credit risk characteristics (i.e., on the basis of the Bank’s grading process that considers
asset type, industry, geographical location, collateral type, past-due status and other relevant
factors). Those characteristics are relevant to the estimation of future cash flows for groups of
such assets by being indicative of the debtors’ ability to pay all amounts due according to the
contractual terms of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets in the Bank and historical loss
experience is adjusted on the basis of current observable data to reflect the effects of current
conditions that did not affect the period on which the historical loss experience is based and to
remove the effects of conditions in the historical period that do not currently exist.
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Notes to the Financial Statements
For the Year Ended June 30, 2007

3. Summary of Significant Accounting Policies (Cont'd)

0.

Impairment of Financial Assets (Cont’d)

Assets Carried at Amortised Cost (Cont’d)

Estimates of changes in future cash flows for groups of assets should reflect and be directionally
consistent with changes in related observable data from period to period (for example, changes in
unemployment rates, property prices, payment status, or other factors indicative of changes in the
probability of losses to the Bank and their magnitude). The methodology and assumptions used for
estimating future cash flows are reviewed regularly by the Bank to reduce and differences between
loss estimates and actual loss experience.

When a loan is uncollectible, it is written off against the related provision for loan impairment. Such
loans are written off after all the necessary procedures have been completed and the amount of
the loss has been determined.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognised (such as an
improvement in the debtor’s credit rating), the previously recognised impairment loss is reversed by
adjusting the allowance account. The amount of the reversal is recognised in the income
statement in impairment charge for credit losses.

The Bank assesses at each balance sheet date whether there is objective evidence that a financial
asset or a group of financial assets is impaired. In the case of equity investments classified as
available for sale, a significant or prolonged decline in the fair value of the security below its cost is
considered in determining whether the assets are impaired. If any such evidence exists for
available for sale financial assets, the cumulative loss — measured as the difference between the
acquisition cost and the current fair value, less any impairment loss on that financial asset
previously recognised in profit or loss — is removed from equity and recognised in the income
statement. Impairment losses recognised in the income statement on equity instruments are not
reversed through the income statement. If, in a subsequent period, the fair value of a debt
instrument classified as available for sale increases and the increase can be objectively related to
an event occurring after the impairment loss was recognised in profit or loss, the impairment loss is
reversed through the income statement.

Renegotiated Loans

Loans that are either subject to collective impairment assessment or individually significant and
whose terms have been renegotiated are no longer considered to be past due but are treated as
new loans. In subsequent years, the asset is considered to be past due on basis of the
renegotiated terms and conditions.
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Notes to the Financial Statements
For the Year Ended June 30, 2007

3. Summary of Significant Accounting Policies (Cont'd)

h.

Property, Plant and Equipment

All property, plant and equipment is stated at historical cost less depreciation. Historical cost
includes expenditure that is directly attributable to the acquisition of the items.

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 Bank and the cost of the item can be measure reliably. All other repairs and
maintenance are charged to other operating expenses during the financial period in which they are
incurred.

Depreciation of assets is calculated using the straight-line method to allocate their cost less their
residual values over their estimated useful lives, as follows:

Furniture & equipment - 10% - 20%
Motor vehicles - 25%
Leasehold improvements - 20%

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each
balance sheet date. Assets that are subject to amortisation are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount may not be recoverable. An
asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount. The recoverable amount is the
higher of the asset’s fair value less costs to sell and value in use.

Gains or losses on disposals are determined by comparing proceeds with carrying amount. These
are included in other operating expenses in the income statement.

Impairment of Non-Financial Assets

Assets that have an indefinite useful life are not subject to amortisation and are tested annually for
impairment. Assets that are subject to amortisation are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to
sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash flows (cash-generating units). Non-financial
assets other than goodwill that suffered an impairment are reviewed for possible reversal of the
impairment at each reporting date.
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3. Summary of Significant Accounting Policies (Cont'd)

j.

Leases

The leases entered into by the Bank are primarily operating leases. The total payments made
under operating leases are charged to other operating expenses in the income statement on a
straight-line basis over the period of the lease.

When an operating lease is terminated before the lease period has expired, any payment required
to be made to the lessor by way of penalty is recognised as an expense in the period in which
termination takes place.

Cash and Cash Equivalents

For the purpose of the cash flow statement, cash and cash equivalents comprise of cash and non-
restricted balances with central banks.

Provisions

Provisions for restructuring costs and legal claims are recognised when: the Bank has a present
legal or constructive obligation as a result of past events; it is more likely than not that an outflow of
resources will be required to settle the obligation; and the amount has been reliably estimated.

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any one item included in the same
class of obligations may be small.

Provisions are measures at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of
money and the risk specific to the obligation. The increase in the provision due to passage of time
IS recognised as interest expense.

Financial Guarantee Contracts

Financial guarantee contracts that require the issuer to make specified payments to reimburse the
holder for a loss it incurs because a specified debtor fails to make payments when due, in
accordance with the terms of a debt instrument. Such financial guarantees are given to banks,
financial institutions and other bodies on behalf of customers to secure loans, overdrafts and other
banking facilities.

Financial guarantees are initially recognised in the financial statements at fair value on the date the
guarantee was given. Subsequent to initial recognition, the Bank’s liabilities under such
guarantees are measured at the higher of the initial measurement, less amortisation calculated to
recognise in the income statement the fee income earned on a straight line basis over the life of
the guarantee and the best estimate of the expenditure required to settle any financial obligation
arising at the balance sheet date. These estimates are determined based on experience of similar
transactions and history of past losses, supplemented by Management's judgement.
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3. Summary of Significant Accounting Policies (Cont'd)

m.

Financial Guarantee Contracts (Cont’d)

Any increase in the liability relating to guarantees is taken to the income statement under other
operating expenses.

Employees Benefit Obligations

Pension Obligations

The Bank operates a defined contribution pension scheme. The scheme is generally funded
through payments to trustee-administered funds, determined by the provisions of the plan.

A defined contribution plan is a pension plan under which the Bank pays fixed contributions into a
separate entity. The Bank has no legal or constructive obligations to pay further contributions if the
fund does not hold sufficient assets to pay all employees the benefits relating to employee service
in the current and prior periods.

The Bank pays contributions to publicly or privately administered pension insurance plans on a
mandatory, contractual or voluntary basis. The Bank has no further payment obligations once the
contributions have been paid. The contributions are recognised as employee benefit expense
when they are due. Prepaid contributions are recognised as an asset to the extent that a cash
refund or a reduction in the future payments is available.

Deferred Income Tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the financial
statements. Deferred income tax is determined using tax rates (and laws) that have been enacted
or substantially enacted by the balance sheet date and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax liability is settled.

The principal temporary differences arise from depreciation of property, plant and equipment,
provisions for pensions and other post-retirement benefits and tax losses carried forward; and, in
relation to acquisitions, on the difference between the fair values of the net assets acquired and
their tax base. The rates enacted or substantively enacted at the balance sheet date are used to
determine deferred income tax. However, the deferred income tax is not accounted for if it arises
from initial recognition of an asset or liability in a transaction other than a business combination that
at the time of the transaction affects neither accounting nor taxable profit or loss.

Deferred tax assets are recognised where it is probable that future taxable profit will be available
against which the temporary differences can be utilised.

The tax effects of income tax losses available for carry-forward are recognised as an asset when it
Is probable that future taxable profits will be available against which these losses can be utilised.
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3.

Summary of Significant Accounting Policies (Cont'd)

p. Subordinated Debts

Subordinated debts are recognised initially at fair value net of transaction costs incurred.
Subordinated debts are subsequently stated at amortised cost; any difference between proceeds
net of transaction costs and the redemption value is recognised in the income statement over the
period of the debts using the effective interest method.

g. Share Capital

Share Issues Costs

The proceeds from the issue of new shares or options or to the acquisition of a business are shown
in equity net of transaction costs.

Dividends on Ordinary Shares

Dividends on ordinary shares are recognised in equity in the period in which they are approved by
the Bank’s shareholders.

Dividends for the year that are declared after balance sheet date are dealt with in the subsequent
events note.

Financial Risk Management

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

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

Risk management is carried out by the Management Committee under policies approved by the Board of
Directors. The Bank’s Management Committee identifies, evaluates and hedges financial risks in close co-
operation with the Bank’s operating units. The Board provides written principles for overall risk
management, as well as written policies covering specific areas, such as foreign exchange risk, interest
rate risk, credit risk, and non-derivative financial instruments. In addition, internal audit is responsible for
the independent review of risk management and the control environment. The most important types of risk
are credit risk, liquidity risk, market risk and other operational risk. Market risk includes currency risk,
interest rate and other price risk.
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4.1.

411

Financial Risk Management (Cont’d)

Credit Risk

The Bank takes on exposure to credit risk, which is the risk that a counterparty will cause a financial loss for
the Bank by failing to discharge an obligation. Credit risk is the most important risk for the Bank’s business;
management therefore carefully manages its exposure to credit risk. Credit exposures arise principally in
lending activities that lead to loans and advances, and investment activities that bring debt securities and
other bills into the Bank's asset portfolio. There is also credit risk in off-balance sheet financial instruments,
such as loan commitments. The credit risk management and control are centralised in the credit risk
management team of Bank and reported to the Board of Directors regularly.

Credit Risk Measurement

Loans and Advances

In measuring credit risk of loan and advances to customers and to banks at a counterparty level, the Bank
reflects three components:

(i) the ‘probability of default’ by the client or counterparty on its contractual obligations;

(ii) current exposures to the counterparty and its likely future development, from which the
Bank derive the ‘exposure at default’; and

(i) the likely recovery ratio on the defaulted obligations (the ‘loss given default’).

These credit risk measurements, which reflect expected loss (the ‘expected loss model’) and are required
by the Eastern Caribbean Central Bank Regulations (Prudential Credit Guidelines), are embedded in the
Bank’s daily operational management. The operational measurements can be contrasted with impairment
allowances required under IAS 39, which are based on losses that have been incurred at the balance sheet
date (the ‘incurred loss model’) rather than expected losses.

(i) The Bank assesses the probability of default of individual counterparties using internal
rating tools tailored to the various categories of the counterparty. They have been
developed internally and combine statistical analysis with credit officer judgement and are
validated, where appropriate, by comparison with externally available data. Clients of the
Bank are segmented into classes. The Bank’s rating scale complies with guidelines issued
by the Eastern Caribbean Central Bank.

(ii) Exposure at default is based on the amounts the Bank expects to be owed at the time of
default. For example, for a loan this is the face value. For a commitment, the Bank
includes any amount already drawn plus the further amount that may have been drawn by
the time of default, should it occur.

(i) Loss given default or loss severity represents the Bank’s expectation of the extent of loss
on a claim should default occur. It is expressed as percentage loss per unit of exposure
and typically varies by type of counterparty, type and seniority of claim and availability of
collateral or other credit mitigation.
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4, Financial Risk Management (Cont’d)

4.1.2 Risk Limit Control and Mitigation Policies

The Bank manages, limits and controls concentrations of credit risk whenever they are identified, in
particular to individual counterparties and groups, and industries.

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted in
relation to one borrower, or groups of borrowers, and to geographical and industry segments. Such risks
are monitored on a revolving basis and subject to an annual or more frequent review, when considered
necessary. Limits on the level of credit risk by product, and industry sector are approved quarterly by the
Assets and Liabilities Committee (ALCO).

Exposure to credit risk is also 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.

Some other specific control and mitigation measures are outlined below.

(i) Collateral

The Bank employs a range of policies and practices to mitigate credit risk. The most traditional of
these is the taking of security for funds advanced, which is common practice. The Bank
implements guidelines on the acceptability of specific classes of collateral or credit risk mitigation.
The principal collateral types for loans and advances are:

. Mortgages over residential properties;
i, Charges over business assets such as premises, inventory and accounts receivable;
ii. Charges over financial instruments such as debt securities and equities.

Longer-term finance and lending to corporate entities are generally secured; revolving individual
credit facilities are generally unsecured. In addition, in order to minimise credit loss, the Bank
seeks additional collateral from the counterparty as soon as impairment indicators are noticed for
the relevant individual loans and advances.

Collateral held as security for financial assets other than loans and advances is determined by the
nature of the instrument. Debt securities, treasury and other eligible bills are generally unsecured,
with the exception of asset-backed securities and similar instruments, which are secured by
portfolios of financial instruments.

(i) Credit Related Commitments

The primary purpose of these instrument is to ensure that funds are available to a customer as
required. Guarantees and standby letters of credit carry the same credit risk as loans.
Documentary and commercial letters of credit — which are written undertakings by the Bank on
behalf of a customer authorising a third party to draw drafts on the Bank up to a stipulated amount
under specific terms and conditions — are collateralised by the underlying shipments of goods to
which they related and therefore carry less risk than a direct loan.
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4, Financial Risk Management (Cont’d)
4.1.2. Risk Limit Control and Mitigation Policies

(i) Credit Related Commitments (Cont’d)

Commitments to extend credit represent unused portions of authorisations to extend credit in the
form of loans, guarantees of letters of credit. With respect to credit risk on commitments to extend
credit, the Bank 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 Bank monitors the term to maturity of credit commitments because longer-term commitments
generally have a greater degree of credit risk than short-term commitments.

4.1.3. Impairment and Provisioning Policies

Impairment provisions are recognised for financial reporting purposes only for losses that have been
incurred at the balance sheet date based on objective evidence of impairment, based on the results of its
internal rating tools, as described in credit risk measurement.

The internal rating tool assists management to determine whether objective evidence of impairment
exists under IAS 39, based on the following criteria set out by the Bank:

. Delinquency in contractual payments of principal or interest;

. Cash flow difficulties experienced by the borrower (e.g. equity ratio, net income percentage
of sales);

. Breach of loan covenants or conditions;

. Initiation of bankruptcy proceedings;

. Deterioration of the borrower’s competitive position; and

. Deterioration in the value of collateral.

The Bank’s policy requires the review of individual financial assets that are above materiality thresholds at
least annually or more regularly when individual circumstances require. Impairment allowances on
individually assessed accounts are determined by an evaluation of the incurred loss at balance-sheet date
on a case-hy-case basis, and are applied to all individually significant accounts. The assessment normally
encompasses collateral held (including re-confirmation of its enforceability) and the anticipated receipts for
that individual account.
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4, Financial Risk Management (Cont’d)

4.1.4. Maximum Exposure to Credit Risk before Collateral held or Other Credit Enhancements

Maximum Exposure

2007 2006
$ $
Credit Risk Exposures Relating to On-Balance Sheet Assets are as follows:
Treasury Bills 3,061 18,098
Loans and Advances to Customers
Loans to individuals (Retail Customers)
Term loans and advances 28,309 25,052
Mortgages 148,399 131,803
Student loans 22,391 16,500
Loans to Corporate Entities:
Term loans and advances 80,462 67,706
Mortgages 16,949 16,645
MSEs 1,174 935
Loans and Public Sector:
Government of St. Vincent and the Grenadines loans and advances 99,568 101,794
Statutory Corporations loans and advances 40,551 31,841
Financial Assets Designated at Fair Value:
Investment Securities 119,172 110,686
Customers’ Liabilities under Acceptances 1,374 1,703
Credit risk exposures relating to off-balance sheet items are as follows:
Loan commitments and other credit related liabilities 33,558 19,423
As June 30, 2007 594,968 542,186

The above table represents a worse case scenario of credit risk exposure to the Bank at June 30, 2007
and 2006, without taking account of any collateral held or other credit enhancements attached. For on-
balance-sheet assets, the exposures set out above are based on net carrying amounts as reported in the

balance sheet.

As shown above, 78% (2006:76%) of the total maximum exposure is derived from loans and advances to
Government and customers; 21% (2006: 20%) represents investments in securities. Management is
confident in its ability to continue to control and sustain minimal exposure of credit risk to the Bank resulting

from both its loan and advances portfolio and securities based on the following:

. 87% (2006: 81%) of the loans and advances portfolio is categorised in the “pass” grade of
the internal rating system

. Mortgage loans, which represents the biggest group in the portfolio, are backed by
collateral

o 92% (2006: 86%) of the loans and advances portfolio are considered to be neither past

due nor impaired
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4.

Financial Risk Management (Cont’d)

4.1.5. Maximum Exposure to Credit Risk before Collateral held or Other Credit Enhancements (Cont’d)

4.2.

. Of the 6,453 loans and advances assessed on an individual basis, less than 1% is
impaired
. An improvement in the credit quality of loans and advances has resulted in a lower
impairment charge in the income statement, showing a 91% decrease
o The Bank has introduced a more stringent selection process upon granting loans and
advances.
Market Risk

The Bank takes on exposure to market risks, which is the risk that the fair value or future cash flows of
a financial instrument will fluctuate because of changes in market prices. Market risks arise from open
positions in interest rate, currency and equity products, all of which are exposed to general and specific
market movements and changes in the level of volatility of market rates or prices such as interest rates,
credit spreads, foreign exchange rates and equity prices. The Bank separates exposures to market risk
into either trading or non-trading portfolios.

The market risks arising from trading and non-trading activities are regularly reported to the Assets and
Liabilities Committee (ALCO).

Trading portfolios include those positions arising from market-making transactions where the Bank acts as
principal with clients or with the market.

Non-trading portfolios primarily arise from the interest rate management of the entity’s retail and
commercial banking assets and liabilities. Non-trading portfolios also consist of foreign exchange and
equity risks arising from the Bank’s held-to-maturity and available-for-sale investments.
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Financial Risk Management (Cont’d)

Foreign Exchange Risk

The Bank takes on exposure to 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 aggregate for both overnight and intra-day positions, which are monitored daily. The table below summarises
the Bank’s exposure to foreign currency exchange rate risk at June 30, 2007. Included in the table are the Bank’s financial instruments at carrying
amounts, categorised by currency.

Concentrations of Currency Risk

The Bank’s operations are conducted in Eastern Caribbean currency and are exposed to currency risk associated with the effect of fluctuations in the rates
of exchange in various currencies. As of balance sheet date, the Bank has the following significant currency positions:-

EC us EURO GBP CDN Other Total
$000's $000's $000's $000's $000's $000's $000’s

As at June 30, 2007

Assets 557,647 76,981 12,708 2,571 196 1,359 651,462
Liabilities 523,156 55,681 9,841 2,084 12 0 590,774
Net Balance Sheet Position 34,491 21,300 2,867 487 184 1,359 60,688
As at June 30, 2006

Assets 510,609 75,085 2,598 3,880 504 4,955 597,631
Liabilities 512,103 37,276 2,425 2,637 48 0 554,489

Net Balance Sheet Position (1,494) 37,809 173 1,243 456 4,955 43,142
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4.2.2.

43.

43.1

Financial Risk Management (Cont’d)

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 Bank takes on
exposure to the effects of fluctuations in the prevailing levels of market interest rates on both its fair value
and cash flow risks. Interest margins may increase as a result of such changes but may reduce 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 table below summarises the Bank's exposure to interest rate risks.

Upto Oneto Over Non-Interest
One Year  Five Years  Five Years Bearing Total

$000's $000's $000's $000's $000's
As of June 30, 2007
Assets 225,180 35,582 360,861 29,839 651,462
Liabilities 421,328 1,381 21,232 146,833 590,774
Interest Sensitivity Gap (196,148) 34,201 339,629 177,682
As of June 30, 2006
Total Assets 160,382 29,035 368,226 39,988 597,631
Total Liabilities 414,979 1,381 20,425 117,704 554,489
Interest Sensitivity Gap (254,597) 27,654 347,801 120,858
Liquidity Risk

Liquidity risk is the risk that the Bank is unable to meet its payment obligations associated with its financial
liabilities when they fall due and to replace funds when they are withdrawn. The consequence may be the
failure to meet obligations to repay depositors and fulfill commitments to lend.

Liquidity Risk Management Process

The Bank’s liquidity management process, as carried out within the Bank and monitored by Management,
includes:

. Day-to-day funding, managed by monitoring future cash flows to ensure that requirements
can be met. This includes replenishment of funds as they mature or are borrowed by
customers.

. Maintaining a portfolio of highly marketable assets that can easily be liquidated as

protection against any unforeseen interruption to cash flow;
. Monitoring balance sheet liquidity ratios against internal and regulatory requirements; and
. Managing the concentration and profile of debt maturities.
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4, Financial Risk Management (Cont’d)

4.3.1. Liquidity Risk Management Process (Cont’d)

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

collection date of the financial assets.

Management also monitors unmatched medium-term assets, the level and type of undrawn lending
commitments, the usage of overdraft facilities and the impact of contingent liabilities such as standby

letters of credit and guarantees.

Up to One to Over
One Year Five Years  Five Years Total

$000's $000's $000's $000’s
As of June 30, 2007
Assets 244,853 371,027 651,462
Liabilities 568,161 21,232 590,774
Net Liquidity Gap (323,308) 349,795 60,688
As of June 30, 2006
Total Assets 190,971 377,625 597,631
Total Liabilities 532,683 20,425 554,489
Net Liquidity Gap (341,712) 357,200 43,142

4.3.2. Funding Approach

Sources of liquidity are regularly reviewed by management and the ALCO Committee to maintain a wide

diversification by currency, geography, provider, product and term.

4.4.  Capital Management

The Bank’s objectives when managing capital, which is a broader concept than the ‘equity’ on the

face of balance sheets, are:

To comply with the capital requirements of the Banking Act 2006;

o To comply with the capital requirements set by the Eastern Caribbean Central Bank;

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

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

Capital adequacy and the use of regulatory capital are monitored daily by the Bank’s management,
employing techniques based on the guidelines developed by the Basel Committee and the European
Community Directives, as implemented by the Eastern Caribbean Central Bank, for supervisory purposes.

The required information is filed with the ECCB on a quarterly basis.



National Commercial Bank (SVG) Limited 29

Notes to the Financial Statements
For the Year Ended June 30, 2007

5.

Critical Accounting Estimates and Judgements

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities
within the next financial year. Estimates and judgments are continually evaluated and based on
historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances.

(a)

Impairment Losses on Loans and Advances

The Bank reviews its loan portfolios to assess impairment at least on a quarterly basis. In
determining whether an impairment loss should be recorded in the income statement, the Bank
makes judgments 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 bank, or
national or local economic conditions that correlate with defaults on assets in the bank.
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.

Impairment of Available for Sale Equity Investments

The Bank determines that available-for-sale equity investments are impaired when there has been
a significant or prolonged decline in the fair value below its cost. This determination of what is
significant or prolonged requires judgment. In making this judgment, the Bank evaluates among
other factors, the normal volatility in share price. In addition, impairment may be appropriate when
there is evidence of a deterioration in the financial health of the investee, industry and sector
performance, changes in technology, and operational and financing cash flows.

Held-to-Maturity Investments

The Bank follows the IAS 39 guidance on classifying non-derivative financial assets with fixed or
determinable payments and fixed maturity as held to maturity. This classification requires
significant judgment. In making this judgment, the Bank evaluates its intention and ability to hold
such investments to maturity. If the Bank fails to keep these investments to maturity other than for
the specific circumstances — for example, selling an insignificant amount close to maturity — it will
be required to reclassify the entire category as available for sale. The investments would therefore
be measured at fair value not amortised cost.
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6. Cash and Balances with Central Bank
2007 2006
$000's $000's
Cash in hand 8,978 9,226
Other money-market placements 54,536 24,536
Cheques and other items in transit, net 1,170 8,579
64,684 42,341
Statutory deposit with Eastern Caribbean Central Bank 17,218 21,447
81,902 63,788

The Banking Act, 2006 provides that financial institutions shall maintain a reserve in cash holdings, treasury
bills, and other securities issued and guaranteed by participating governments of the Eastern Caribbean
Central Bank against deposits and other liabilities. Certain of the reserves may be maintained at the
Eastern Caribbean Central Bank.

7. Treasury Bills

Treasury bills are debt securities issued by the Government of St. Vincent and the Grenadines Treasury
Department for a term of three (3) months. The treasury bills yield an effective rate of 5.82%.

8. Loans and Advances to Customers
2007 2006
$000's $000's
Individual (Retail Customers)
Term loans and advances 28,907 25,703
Mortgages 151,534 135,231
Student loans 22,863 16,929

203,304 177,863

Corporate Entities

Term loans and advances 82,162 69,467
Mortgages 17,307 17,078
MSEs 1,199 959
100,668 87,504

Public Sector
Government of St. Vincent and the Grenadines loans and advances 99,568 101,794
Statutory Corporations loans and advances 40,551 32,526
140,119 134,320
Gross loans and advances 444,091 399,687
Less: allowance for impairment (Note 8.3) (6,288) (7,411)
Net 437,803 392,276
Current 93,039 81,717

Non-Current 344,764 310,559
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8.

8.1.

8.2.

Loans and Advances to Customers (Cont’d)
The effective interest yield during the year on loans and advances was 9.8% (2006: 9.9%).

At year end, loans and advances, net of provision, on which interest accrual has been suspended, amounts
to $8,188,375 (2006: $13,272,787).

Sectorial Analysis

Total Total
2007 2006
$000's $000's
Agriculture and Fisheries 10,039 11,172
Construction, Manufacturing and Utilities 20,259 9,708
Distribution, Tourism, Leisure and
Professional Services 65,043 61,654
Public Administration and Institutions 136,690 138,443
Personal 212,060 178,710
444,091 399,687
Less: Allowance for Losses on Loans and Advances (Note 8.3) (6,288) (7,411)

437,803 392,276

Loans and Advances Impairment Analysis

Loans and advances are summarised as follows:
2007 2006
Loans and Loans and Loans and Loans and
Advancesto  Advancesto  Advancesto  Advances to
Customers Government Customers Government

$ $ $ $
Neither past due nor impaired 271,080 140,119 228,043 127,467
Past due but not impaired 23,258 0 25,932 6,853
Impaired 9,634 0 11,392 0
Gross 303,972 140,119 265,367 134,320
Less: allowance for impairment (6,288) (0) (6,726) (685)
Net 297,684 140,119 258,641 133,635

The total impairment provision for loans and advances is $6,288,220 (2006: $7,411,461) of which
$6,077,124 (2006: $7,079,035) represents the individually impaired loans and the remaining amount of
$211,096 (2006: $332,426) represents the portfolio provision.

During the year ended June 30, 2007, the Bank’s total loans and advances increased by 12% as a result of
the expansion of the lending business. When entering into new markets or new industries, in order to
minimise the potential increase of credit risk exposure, the Bank focused more on the business with
corporate enterprises or the public sector or retail customers providing sufficient collateral.
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8.2.  Loans and Advances Impairment Analysis (Cont’d)

(a)

Loans and Advances Past Due but not Impaired

Loans and advances less than 90 days past due are not considered impaired, unless other
information is available to indicate the contrary. Gross amount of loans and advances by class to
customers that were past due but not impaired were as follows:

June 30, 2007

Past due up to 30 days
Past due 30 - 60 days
Past due 60 — 90 days

Total
Fair Value of Collateral

June 30, 2006

Past due up to 30 days
Past due 30 — 60 days
Past due 60 — 90 days

Total
Fair Value of Collateral

Individuals
(Retalil Corporate Public
Customers)  Entities Sector Total
$ $ $ $
6,560 8,995 0 15,555
1,094 880 0 1,974
1,679 4,050 0 5,729
9,333 13,925 0 23,258
14,319 17,116 0 31,435
Individuals
(Retail Corporate Public
Customers)  Entities Sector Total
$ $ $ $
9,597 10,862 0 20,459
1,426 554 0 1,980
2,874 619 6,853 10,346
13,897 12,035 6,853 32,785
23,245 16,013 0 39,258

Upon initial recognition of loans and advances, the fair value of collateral is based on valuation
techniques commonly used for the corresponding assets. In subsequent periods, the fair value is
updated by reference to market price or indexes of similar assets.
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8.2.  Loans and Advances Impairment Analysis (Cont’d)

(b) Loans and Advances Individually Impaired

The individually impaired loans and advances to customers before taking into consideration the
cash flows from collateral held is $9,633,788 (2006: $11,391,552). The breakdown of the gross
amount of individually impaired loans and advances by class, along with the fair value of related
collateral held by the Bank as security, are as follows:

June 30, 2007
Individuals

(Retail  Corporate
Customers) Entities  Total

$ $ 3
Individually impaired loans 2,844 6,790 9,634
Fair value of collateral 4,089 5,756 9,845
June 30, 2006
Individuals

(Retail  Corporate
Customers) Entities  Total

$ $ $
Individually impaired loans 4176 7,216 11,392
Fair value of collateral 6,263 5475 11,738

(c) Loans and Advances Renegotiated

Restructuring activities include extended payment arrangements, approved external management
plans, modification and deferral of payments. Following restructuring, a previously overdue
customer account is reset to a normal status and managed together with other similar accounts.
Restructuring policies and practices are based on indicators or criteria which, in the judgment of
management, indicate that payment will most likely continue. These policies are kept under
continuous review. Restructuring is most commonly applied to term loans, in particular customer
finance loans. Renegotiated loans that would otherwise be past due or impaired totalled
$9,537,076 at June 30, 2007 (2006: $14,263,911).

2007 2006

$000’s $000’s

Loans and Advances to Customers — Individuals and Commercial
Term loans 6,414 9,775
Mortgages 3,123 4,489

Total 9,537 14,264
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8.3.  Allowance for Impairment
Reconciliation of allowance account for losses on loans and advances by class is as follows:
2007 2006
$000's $000's
Balance - Beginning of Year 7411 10,521
Charge against profit for the year 311 2,665
Loans advances written off (1,434) (5,775)
Balance — End of Year 6,288 7,411
8.4. Loan Loss Expense
2007 2006
$000's $000's
Charge against profit for the year 31 2,665
Amounts written off directly to operations 441 662
Recoveries (2,084) (1,559)
Other bad debt expense 78
(1,332) 1,846
9. Investment Securities
2007 2006
$000's $000's
Securities available-for-sale
Equity securities — at fair value 9,865 9,108
Securities held-for-trading
Debt securities - at fair value 25,138 9,731
Securities held-to-maturity
Government and State Owned enterprises securities 13,031 16,533
Regional Government and Stated Owned enterprises securities 24,400 32,839
Corporate securities 46,738 42,475
Total securities held-to-maturity 84,169 91,847
Total investment securities 119,172 110,686
Current 60,345 54,129
Non-Current 58,827 56,557

The effective yield during the year on investment securities was 6.16% (2006: 6.70%).
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9.

10.

10.1.

Investment Securities (Cont’d)

The movement in investment securities may be summarised as follows:

At July 1, 2006
Additions

Disposal (sale and redemption)
Gains from changes in fair value

Impairment losses
At June 30, 2007

At July 1, 2005
Additions

Disposal (sale and redemption)
Gains from changes in fair value

At June 30, 2006

Customers’ Liability under Acceptances

35
Available  Held for Held to
forSale  Trading  Maturity Total
$ $ $ $
9,108 9,731 91,847 110,686
500 43,780 25,216 69,496
0 (28373) (32,644) (61,017)
257 0 602 859
0 0 (852) (852)
9,865 25,138 84,169 119,172
Available for Held for ~ Held to
Sale Trading  Maturity Total
$ $ $ $
8,777 52,887 89,213 150,877
0 59533 3,766 63,299
0 (102,689) (1,132) (103,821)
331 0 0 331
9,108 9,731 91,847 110,686

As of balance sheet date, the Bank’s liabilities under acceptances, guarantees, and letters of credit
amounted to $1,313,559 (2006: $1,702,516). The Bank has offsetting claims against its customers in the

event of a call on these commitments.

Sectoral Analysis

Private sector
Public sector

2007 2006
$000’s $000's
1,314 1,368
0 335

1,314 1,703
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11.

11.1.

Other Assets
2007 2006
$000's $000's

Due from Accountant General 215 215
Deferred tax asset (note 11.1) 1,960 4,169
Interest receivable 4,825 6,777
Income tax refundable (note 25.b) 1,000 450
Prepayments 896 238
Other receivables 1,489 3,851

10,385 15,700

Deferred Tax

Deferred income taxes are calculated on all temporary differences under the liability method using an
effective tax rate of 37.5% (2006: 40%).

Deferred tax asset is attributed to the following:

2007 2006
$000's $000's
Taxed provisions 79 133
Unutilised tax losses 2,040 4,233
Temporary differences on capital assets (159) (197)
1,960 4,169
This balance includes the following:
2007 2006
$000's $000's
Deferred tax asset to be settled after or more than 12 months 1,960 4,169

Deferred income tax assets are recognised for tax losses carried forward only to the extent that
realisation of the related tax benefit is probable. At June 30, 2007, the Bank had tax losses of $5,438,982
(2006: $10,582,899) to carry forward against future taxable income; these tax losses will expire by 2010.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income taxes relate to the same
fiscal authority.
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12. Property, Plant and Equipment
Furniture & Motor Leasehold
Equipment Vehicles  Improvements Total
$000's $000's $000's $000's
At July 1, 2005
Cost 10,032 353 876 11,261
Accumulated depreciation 7,163 333 698 8,194
Net Book Amount 2,869 20 178 3,067
Year Ended June 30, 2006
Opening net book amount 2,869 20 178 3,067
Additions 1,001 350 23 1,374
Disposals (112) 0 0 (112)
Depreciation charge (915) (56) (101) (1,072)
Closing Net Book Value 2,843 314 100 3,257
At July 1, 2006
Cost 8,082 510 899 9,491
Accumulated depreciation 5,239 196 799 6,234
Net Book Amount 2,843 314 100 3,257
Year Ended June 30, 2007
Opening net book amount 2,843 314 100 3,257
Additions 1,925 0 38 1,963
Disposals (12) 0 0 (12)
Depreciation charge (978) (95) (65) (1,138)
Closing Net Book Value 3,778 219 73 4,070
At June 30, 2007
Cost 9,936 510 937 11,383
Accumulated depreciation 6,158 291 864 7,313
Net Book Amount 3,778 219 73 4,070
Additions to furniture and equipment includes $727,126 relating to work in progress, on which no
depreciation has been charged as these assets are not yet complete and in operation.
13. Deposits
2007 2006
$000's $000's
Payable on demand 130,335 106,491
Payable after notice 281,519 259,275
Payable on a fixed date 139,020 154,893
550,874 520,659
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13.1.  Sectorial Analysis
2007 2006
$000's $000's
Private sector 314,433 224,568
Public sector 202,436 234,927
Financial institutions 34,005 61,164
550,874 520,659
The carrying amounts of the Bank’s deposits are denominated in the following currencies:
2007 2006
$000’s $000’s
ECD 492,367 488,580
usbD 46,570 26,969
EUR 9,842 2,425
GBP 2,084 2,637
CAD 11 48
550,874 520,659
The effective rate of interest on customers’ deposits was 2.84% (2006: 3.29%).
14. Other Liabilities
2007 2006
$000's $000's
Income tax payable 835 0
Interest payable 5919 2,371
Other 9,265 7,139
16,019 9,510
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15. Subordinated Debts
2007 2006
$000's $000's
Caribbean Development Bank
SFR Portion Loan #48 SFR or St. V
Non-interest loan repayable in quarterly instalments of US$18,750
maturing June 30, 2013. 1,215 1,381
Caribbean Development Bank -
SFR Portion Loan #9/SFR-OR St. V
Loan repayable in quarterly instalments of US$78,750,
plus interest at 2.5% per annum payable on March 31, June 30,
September 30 and December 31 each year to maturity date,
September 30, 2024. 2,803 2,965
OCR Portion Loan #9/SFR-OR St. V
Loan repayable in quarterly instalments of US$19,231, plus
interest at 6.25% per annum payable on March 31, June 30,
September 30 and December 31 each year to maturity date,
September 30, 2017. 1,792 1,954
SFR Portion Loan #12/SFR-OR-St. V
Loan repayable in 40 equal quarterly instalments of commencing
December 31, 2009, plus interest at 6.25% per annum payable on
March 31,June 30, September 30 and December 31 each year to
maturity date, December 31, 2019. 5771 4,273
National Insurance Scheme
Loan repayable in quarterly instalments of EC$85,116 at 6 % per
annum payable on March 31, June 30, September 30 and
December 31 each year to maturity date, December 31, 2014. 1,821 2,044
National Insurance Scheme
Loan repayable in quarterly instalments of EC$215,483 at 6% per
annum payable on March 31, June 30, September 30 and
December 31, each year to maturity date, June 30, 2024. 10,000 10,000
23,402 22,617
Current 789 811
Non-Current 22,613 21,806
The maturity of the non-current subordinated debts is as follows: -
2007 2006
$000's $000's
5-10years 2,572 3,036
10 - 20 years 20,041 18,770
22,613 21,806
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15.

16.

17.

17.1.

Subordinated Debts (Cont’d)
The carrying amounts of the Bank’s subordinated debts are denominated in the following currencies:

2007 2006

$000's $000's
ECD 11,821 12,044
uSsD 11,581 10,573

23,402 22,617

The Caribbean Development Bank (CDB) loans were made to the Government of St Vincent and the
Grenadines to the Bank. The loan agreements provide that all payments of principal and interest shall be
made by the Bank to the CDB and such payments shall be deemed payments by the Bank to the
Government.

The effective rate of interest on the subordinated debts during the year was 5.47% (2006: 5.36%).

Stated Capital

2007 2006
$000's $000's
Authorised share capital - 25,000,000 ordinary shares without
nominal or par value. Unlimited Unlimited
Issued share capital - 5,000,000 ordinary shares without nominal or
par value. 14,000 14,000
Reserves
2007 2006
$000's $000's
General banking reserve 14,000 14,000
Revaluation reserve —investment securities (Note 17.1) 5,937 5,078
19,937 19,078

The general reserve fund represents transfers to meet capital requirements under local legislation, is not
available for distribution by way of dividend. In the case where the reserve fund is less than the paid-up
capital, the Bank shall appropriate at least 20% of its annual earnings to the general reserve fund.

Revaluation Reserve — Investment Securities

2007 2006

$000's $000's
Balance - beginning of year 5,078 4,747
Net gains from change in fair value of investment securities 859 331

Balance - end of year 5,937 5,078
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18. Interest Income
2007 2006
$000's $000's
Income from loans and advances 39,336 35,372
Income from investment securities 8,741 9,247
Income from deposits with other banks 928 479
49,005 45,098
19. Interest Expense
2007 2006
$000's $000's
Interest on deposits 16,060 15,977
Interest on liabilities other than deposits 2,127 1,890
18,187 17,867
20. Other Operating Income
2007 2006
$000's $000's
Commissions 4,108 3,394
Foreign exchange 5,804 4,981
Dividend income 574 469
10,486 8,844
21. Income Tax
The Bank’s income tax charge comprises:
2007 2006
$000's $000's
Income tax 1,993 491
Deferred tax 2,210 652
4,203 1,143
The deferred income tax credit comprises:
2007 2006
$000's $000's
Taxed provisions 1,974 506
Temporary difference in property, plant and equipment 94 155
Effect of changes in tax rate 330 0
Overstatement of deferred tax credit in prior year 0 (9)
2,210 652
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21.

22.

23.

24,

25.

Income Tax (Cont’d)
The effective income tax rate of the Bank differs from the statutory tax rate for the following reasons:

2007 2006
$000’s % $000’s %
Earnings before income tax 18,423  100.00 11,251 100.00
Income tax at statutory rate 6,908  37.50 4500  40.00
Income not subject to taxation (5,684) (30.85) (6,624) (58.88)
Expenses not deductible for tax purposes 2,648  14.37 3,276  29.12
Effect of changes in tax rate 330 1.79 0 0.00
Overstatement of deferred tax credit in prior year 0 0.00 (9)  (0.08)

4,203  22.44 1,143  10.16

Tax Losses

At balance sheet date, unutilized tax losses amounting to $5,438,982 (2006: $10,582,899) are available for
set off against future taxable income. The tax losses have as yet neither been confirmed nor disputed by
the revenue authorities. The tax losses expire as follows: -

Losses
Years $ Expiration Date
2004 2,881,062 June 30, 2009
2005 2,557,920 June 30, 2010

Number of Employees
As of balance sheet date the number of employees, excluding agency staff, amounted to 192 (2006: 182).

Credit Commitments

As of balance sheet date, the Bank had commitments to provide loans, which were not drawn down,
amounting to $33,558,342 (2006: $19,422,510).

Contingent Liabilities

a. The Bank has been subject to suits from customers for various reasons. Management is of the
view that the success of those suits against the Bank is remote; consequently no provision for loss
therefrom is made in the financial statements. If, however, judgement goes against the Bank, the
effects of the suit will be charged to current operations.
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25.

26.

27.

28.

Contingent Liabilities (Cont’d)

b. As of balance sheet date, the Bank has been assessed for income tax for the income years 2003
through 2006, amounting to $1,457,309.96 including interest. The Bank has paid $1,000,000 on
account of the assessment. The Bank, however, has reserved the right to appeal the assessment.
Management and the Bank's legal advisors are of the view that the Bank has no obligation to taxes
under the assessment. Accordingly, the payment of $1,000,000 should be reflected in other
receivables. If the final determination should go against the Bank, the amounts determined would
be accounted for as a charge in current operations.

Basic Earnings per Share

Basic earnings per share are calculated by dividing the profit attributable to equity holders of the Bank by
the weighted average number of ordinary shares in issue during the year.

2007 2006

$000's $000's
Net income attributable to shareholders 14,220 10,108
Weighted average number of ordinary shares in issue 5,000 5,000
Basic earnings per share 2.84 2.02

Lease Commitments

The Bank is committed, under operating leases for various premises, to monthly rentals amounting to
$263,426.44.

Pension Plan

The Bank has a defined contribution pension plan, which covers substantially all its employees and is
administered by a Board of Trustees. Benefits under the plan are based on vested contributions. The
pension plan provides that the Bank and employees contributes 5% and 3% respectively of employees’
pensionable salaries. The plan provides for a past service benefit for all employees at the date of inception
of the plan. As of balance sheet date, the Bank’s obligation for past service cost, which is yet to be fully
vested and or amortised, amounts to Nil. The past service cost is charged to operations as those benefits
becomes vested in the employees. Pension expense for the year amounted to $590,886 (2006: $578,773).
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29.

30.

Related Parties Transactions

In the normal course of business, the Bank made advances to and received deposits from the Government
of St. Vincent and the Grenadines, which holds all the Bank’s outstanding shares, and its agencies and
corporations. The following summarises the balances and transactions with related parties:

Loans and Advances
Government
Statutory Corporations and Other Agencies

Deposit Liabilities
Government
Statutory Corporations and Other Agencies

Interest Income
Government
Statutory Corporations and Other Agencies

Interest Expense
Government
Statutory Corporations and Other Agencies

Key Management Compensation

Salaries and allowances
National Insurance contributions
Pension scheme contributions
Group insurance

Directors’ Remuneration

2007 2006
$000’s $000’s
99,568 101,794
40,551 32,526
140,119 134,320
112,661 117,084
89,775 117,843
202,436 234,927
9,366 5,478
3,686 2,643
13,052 8,121
3,177 2,859
4,602 5,165
7,779 8,024
2007 2006
$000’s $000's
1,080 896
11 11
29 26
12 10
1,132 943

In 2007, the total remuneration for the members of the Board of Directors was $258,172 (2006: $285,697).

Comparative Figures

Where necessary, comparative figures have been reclassified to conform with changes in presentation in
the current year. In particular, the comparative figures have been adjusted or extended to reflect the
requirements of new IFRS, as well as amendments to and interpretations of existing IFRS.
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