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Letter of

TRANSMITTAL

July 1,2013

Hon. Dr. Morais Guy

Minister without Portfolio

with responsibility for Housing
Ministry of Transport, Works & Housing
25 Dominica Drive

Kingston 5

Dear Sir:

In accordance with Section 15 (1) of the Jamaica Mortgage Bank
Act No. 16 of 1973, | have the honour of transmitting herewith the
Bank’s Report for the year ended March 31, 2013 and a copy of the
Statement of the Bank’s Account at March 31, 2013, duly certified
by the Auditors.

Yours respectfully,

M) v

Howard Mollisgn
Chairman

Jamaica Mortgage Bank Annual Report 2013




1s10n

To finance safe and affordable
housing so that all
Jamaicans will have access to home
ownership.

1SS10n

To be a profitable organization
mobilizing financial
resources for on-lending to public
and private sector
developers and financial institutions,
developing an active secondary
mortgage market and providing
mortgage indemnity insurance
in support of the
national settlement goal.

.
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J

The Jamaica Mortgage Bank (JMB) was
established in 1971 as a limited liability
company and was converted to a Statutory
Corporation by an Act of Parliament in 1973.

The main objective of the Bank is to
foster the development of housing
islandwide through:

a. The mobilization of loan funds for
on-lending to developers and other
lending in stitutions.

b. The operation of a secondary
mortgage market facility.

C. The provision of mortgage
insurance services as set out in the
Mortgage Insurance Law of 1960.

Based on the Jamaica Mortgage Bank
Act, and in order to increase its scope of
activities, the Jamaica Mortgage Bank may
carry out the following activities:

- Guarantee loans made from private
investment sources for building
developments;

- Sell investments of whatever kind
when appropriate;
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- Lend money on security to be used
for the construction of premises for
private residential purposes or of a
commercial or industrial nature;

- Lend money on mortgages and
carry out any other transaction
involving mortgages;

- Furnish financial advice and provide
or assist in obtaining managerial,
technical and administrative services
for persons engaged in building
development in Jamaica.

The Bank’s Current Operations fall into three
categories:

Primary Market
The granting of short-term financing for
construction and infrastructure development.

Secondary Market

The buying of mortgages and securitizing
into Mortgage Backed Securities (MBS) for
sale on the capital markets.

Mortgage Indemnity Insurance
The insuring of residential mortgage loans.




Message from the

CHAIRMAN

S

The year 2012/2013 was an extremely
challenging one for the Jamaican
Economy. The  negotiations  which
culminated in an agreement with the
International Monetary  Fund (IMF)
created a state of general uncertainty which
impacted negatively critical areas of the
economy.

The housing industry saw this uncertainty
translate into an unpredictable demand
pattern, the net result of which was the
poor growth performance of the sector.
Like most financial institutions, the Jamaica
Mortgage Bank (JMB or the Bank) was
severely impacted by the challenges, but
managed to remain focused on its
objective of facilitating affordable housing
to the Jamaican people. | am therefore
pleased to present the Bank’s Annual
Report for the financial year
ended March 31, 2013, highlighting the
organization’s accomplishments over the
period.

Despite the challenges in the construction
industry, the JMB loan portfolio grew by 28%
overthe previous year.However, the Bank was
not able to replicate the profits made in the
previous two years due to additional
provisions made during the year, and an

accounting loss sustained as we sought to
address issues in our property portfolio. For
the year ended March 31, 2013, having
made an additional bad debt provision of
$51.7M with debt recoveries of $24M, and
booking an accounting loss of $87.25M on
the sale of the Spanish Village property, the
JMB recorded an overall net loss of $46.2M
on the statement of comprehensive income.

Our statement of financial position remained
relatively stable with assets of $3.1B and
total equity of $1.6B for 2013 compared
to $3.2B and $1.7B respectively for 2012.
The Bank disbursed $444M, a little less than
50% of the budgeted amount. This was
directly related to the ongoing poor
performance in the construction industry
due to the uncertain financial climate.

The mortgage indemnity insurance scheme,
which is administered by the JMB on behalf
of the Government of Jamaica, remains
viable. A total of 52 undertakings-to-insure
providing coverage of $67.5M were issued
during the year under review and as at the
end of March 2013, the fund balance stood
at $1.1B. This was less than the balance of
$1.2B as at the end of March 2012 and is
attributed to write-off under the National
Debt Exchange programme.

Jamaica Mortgage Bank Annual Report 2013




During the year under review, there was
little activity in relation to the Secondary
Mortgage Market (SMM) facility due to the
lack of funding to stimulate the product.
As a result, the SMM portfolio experienced
marginal growth from $300M to $320M. The
SMM product has been placed on hold until
adequate low-cost funding is identified. The
SMM is projected to grow to $450M for the
year 2013/2014.

The Jamaica Mortgage Bank continued its
aggressive cost containment strategy, which
resulted in an overall cost reduction of 15%
forthe year. The Bank experienced a marginal
increase of 5% in interest expense on bonds.

For the year 2013/2014, the JMB will
continue to strengthen its loan assessment
and monitoring activities to prevent
recurrence of non-performing projects. We
intend to be even more creative and
innovative in meeting our targets as well as
improving our profitability. In this regard the
Bank will be lowering its prime lending rate
to 10.5% with projected loan commitments
of $1B and disbursement of $815M for a total
of 450 housing solutions.

For the year 2013/2014 the Mortgage
Indemnity Insurance is projected to
perform similarly to the previous year
with a total of 52 undertakings-to-insure
providing coverage of $67.5M. During the
new fiscal year the Bank will also focus on
improving its corporate image and presence
in the marketplace.

Jamaica Mortgage Bank Annual Report 2013

| must say a special thank you to our
portfolio Minister, Hon. Dr. Morais Guy and
the Ministry of Transport, Works and
Housing for their valuable support
throughout the year. To our business
partners who have maintained their
confidence in the JMB, | express great
appreciation on behalf of the Bank, and
encourage you to continue working with us
for the mutual growth and success of our
respective organizations.

| would also like to use this opportunity to
thank the Board of Directors and
employees of the Jamaica Mortgage Bank
for their hard work and dedication to the
Bank during the past year. Your collaborative
effort has served to keep the JMB focused.
I'm excited about what the future holds
for the Jamaica Mortgage Bank as we work
together to deliver on our mission.

H T

Howard P. llison
Chairman




JAMAICA MORTGAGE

CORPORATE INFORMATION

REGISTERED OFFICE
33 Tobago Avenue, Kingston 5

AUDITORS

Deloitte & Touche
7 West Avenue, Kingston 4

Strachan Lafayette & Associates
28 Beechwood Avenue

Kingston 5
BANKERS ATTORNEYS-AT-LAW
RBC Royal Bank (Jamaica) Ltd. Myers Fletcher & Gordon
17 Dominica Drive, Kingston 5 21 East Street
Kingston
National Commercial Bank Hart Muirhead Fatta
1 Knutsford Boulevard 53 Knutsford Boulevard,
Kingston 5 Kingston 5
First Global Bank Limited, Livingston Alexander & Levy
28-48 Barbados Avenue, 72 Harbour Street, Kingston

Kingston 5
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FINANCE & ACCOUNTS

Financial and Management
Accounting

Treasury and
Cash Management

Budgeting and Control

PRIMARY MARKET
FINANCING

Project Financing

Project Appraisal
and Monitoring

Project Risk Analysis

JAMAICA MORTGAGE BANK
DEPARTMENTS

HUMAN RESOURCE,
ADMINISTRATION &

CORPORATE SERVICES

Human Resource
Management

Policy Development
and Administration

Management Information
Systems

General Administration

Public Relations

CORPORATE SECRETARIAL/
LEGAL

Legal Conveyancing
including title registration

Corporate Secretarial
activities
including Corporate
Governance and Board of
Directors issues

General Legal Services

SECONDARY MORTGAGE
MARKET & MORTGAGE
INDEMNITY INSURANCE

Evaluating proposals for
insurance coverage for housing
schemes

Claims processing
Issuing of Undertaking-to-Insure

Preparation of mortgage
insurance policies

Promotion of mortgage
insurance facilities

Development and Promotion
of the
Secondary Mortgage Market

Mortgage-backed
Securities

B
Jamaica Mortgage Bank Annual Report 2013




Facilitating #OU)@ Ownership

I{espect
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Integrity
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Howard P. Mollison
B.A., B.Sc., MBA, PMP

- Chairman, holds a B.A.and a B.Sc. degree
from the University of the West Indies,
specializing in Economics and Manage-
ment and an MBA from the University
of New Orleans. He is a certified Project
Management  Professional and a
member of the Project Management
Institute (PMI).

He has been employed to LIME (formerly
Cable & Wireless) since 1999 and currently
holds the position of Vice President —
Service Support & Delivery.

Mr. Mollison brings to the leadership of
the Jamaica Mortgage Bank his diverse
competencies which include Strategic
Planning, Project Management,

Business Development and Crisis
Management.

Doreen M. Prendergast,
B.A, B.Sc.,, M.P, Dip

-Director, holds a Postgraduate Diploma
in Public Sector Senior Management

Development from the Management
Institute for National Development
(MIND); Master of Planning from the
University of Auckland, New Zealand; B.A.
in Geography and Social Sciences from
the University of the West Indies and a
B.Sc. (Hons.) in Physical Planning and
Environmental Resource Develop-
ment from the University of Technology
(UTech), Jamaica.

Mrs. Prendergast has been with the
Ministry  of Housing for over
seventeen years, where she has held
various positions and since 1999 has held
the position of Senior Director, Housing
Solutions at the Ministry and is
responsible for the day-to-day operations
of the Housing Solutions Division.
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Paul A. Williams,
MBA (Hons.), B.Sc. (Hons.), Dip., P.E.

— Director, attained a Diploma in
Chemical Technology at the College
of Arts, Science and Technology (now
University of Technology), a B.Sc. in Civil
Engineering at the Howard University
in Washington, D.C. and an MBA from
the University of New Orleans.

Mr. Williams is a Professional Engineer
registered in Jamaica and has over
fifteen years experience in Project
Management. His  competencies
include planning, scheduling, bud-
geting and coordinating all resources
required for successful project delivery.

He has worked in both the public and
private sectors in the field of develop-
ment and is currently the Managing
Director of Complete Development
Solutions Limited, a construction and
development consulting company of
which he is a founding director.




Carlene A. O’'Connor,
B.Sc., ACCA

— Director, is a member of
the Institute of Chartered
Accountants of Jamaica and
the Association of Certi-
fied Chartered Accountants
(ACCA). She also holds a
B.Sc. degree in Management
Studies from the University
of the West Indies.

She has been employed to
the Ministry of Finance and
Planning since 1994 and
currently holds the posi-
tion of Unit Director in the
Public Enterprises Division
where she makes valuable
contribution to policy de-
velopment in respect of the
financial management of
public bodies.

Miss O’Connor is also an ex-
perienced Financial Analyst.

Ryan R. Reid, Bsc, mBa

— Director, Ryan Reid is the
Senior Manager - Investor
Relations at Proven Wealth
Limited. His areas of focus
include Portfolio Manage-
ment, Investment Advisory
and Client Services.

He holds a Bachelors Degree
in Banking & Finance (Hons.)
from the University of the
West Indies and a Masters
in Business Administration
from the University of Wales.

He is currently a level 1
candidate for the Chartered
Alternative Investments
Analyst (CAIA) certification.

Patrick Gayle, Bsc, MBa

— Director, Patrick Gayle has
been employed to Red Stripe
Limited for the past twenty-
nine years and has served in
various capacities within the
organization, including Sales,
Marketing, and Export. He is
currently the Logistics and
Distribution Manager.

Mr. Gayle holds an MBA from
Nova Southeastern University
and a B.Sc. in Economics from
the University of the West
Indies (UWI).

He has been a director of the
Jamaica Exporter’s Associa-
tion since 2009 and serves as
a Trustee of the Desnoes and
Geddes Pension Scheme.

Lorna O. Phillips,

Solicitor/Attorney-at-Law, LL.B., LL.M

— Deputy Chairman is an
attorney-at-law  with over
20 years experience. She is
the Managing/ Commercial
Partner and co-founder of
Nicholson Phillips, Attorneys-
at-Law.

She holds a Bachelor of
Laws from the University of
Birmingham, England, a
Master of Laws from the
University of Warwick, Eng-
land and was admitted as
a Solicitor of England and
Wales in 1993. She is also
called to the Jamaican Bar.

Ms. Phillips’ areas of expertise
are far ranging and include
commercial and residential
real estate development,
commercial law, corporate
ventures and mediation.

10
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MANAGEMENT TEAM

B

Facilitating HD!T)@ Ownership

LEFT - RIGHT:

Donna Samuels Stone,
Legal Officer/Corporate Secretary;

Marion Ebanks,
Director of Finance;

Patrick Thelwell,
General Manager;

Patrick Peart,
Director, Primary Market Financing;

Hope Barnett,
Director, Human Resource,
Administration & Corporate Services

11
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COMPENSATIONS

DIRECTORS COMPENSATION

April 1, 2012 - March 31, 2013

Motor Vehicle
Upkeep/Travelling
or Honoraria

All Other
Compensation

Position of Director . including Non-Cash
Value of Assignment ) Benefits as applicable

of Motor Vehicle
) ($)

Board Chairman/Sub- 140,500 - - - 140,500
Committee Chairman
Director/ Sub- 109,000 - - - 109,000
committee Chairman

m 44’000 - - - 44’000
“ 77’500 - - - 77’500
m 88'500 - - - 88'500

84’500 - - - 84’500
66’500 - - - 66’500

SENIOR EXECUTIVES COMPENSATION

April 1, 2012 - March 31, 2013

Travelling .
Pension
Gratuity or UL or
Position of Senior Salary Performance or Other Other Non-Ca.\sh Total
. Year . Value of X Allowances Benefits
Executive () Incentive . Retirement ()
) ASSIgnmenF of Benefits (S) (S)
Motor Vehicle )
($)
General Manager April 2012 to 6,125,000 1,531,250 975,720 Nil - Nil 8,631,970
March 2013
Director, Primary April 2012 to 4,006,617 1,140,172 731,790 175,518 686,670 Nil 6,740,767
Market Financing March 2013
Corporate April 2012 to 4,815,808 Nil 975,720 247,290 240,790 Nil 6,279,608
Secretary/Legal March 2013
Officer
Director, Human April 2012to | 4,815,808 Nil 975,720 247,290 - Nil 6,038,818
Resource, March 2013
Administration &
Corporate Services
Director of Finance | April2012to 4,178,006 Nil 975,720 210,808 - Nil 5,364,534

March 2013

Jamaica Mortgage Bank Annual Report 2013
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JAMAICA MORTGAGE BANK

AUDITED
FINANCIAL STATEMENTS

2075

14
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Deloitte.

Chartered Accountants
7 West Avenue
Kingston Gardens

P.O. Box 13, Kingston 4
Jamaica, W.I.

Tel: (876) 922 6825-7
Fax: (876) 922 7673
http://www.deloitte.com/jm

428 & 42C Union Street
Montego Bay
Jamaica, W.I.

Tel: (876) 952 4713-4
Fax: (876) 979 0246

INDEPENDENT AUDITORS' REPORT
To the Directors of

JAMAICA MORTGAGE BANK

Report on the financial statements

We have audited the financial statements of Jamaica Mortgage Bank and its subsidiary (the “Group”) and the
financial statements of Jamaica Mortgage Bank (the "Bank"), set out on pages 17-66 , which comprise the Group's
and Bank’'s statements of financial position as at March 31, 2013, and the Group's and Bank's statements of
comprehensive income, statements of changes in equity and statements of 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 of financial statements that give a true and fair view in accordance
with International Financial Reporting Standards and the requirements of the Jamaica Mortgage Bank Act and for
such internal control as management determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

Auditors ' Responsibility

Our responsibility is to express an opinion on the financial statements based on our audit. We conducted our audit in
accordance with Internationai Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance as to whether or not 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 judgment, 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 control relevant to the entity’s preparation of financial statements that give a true and
fair view in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the 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.

Audley L. Gordon, Anura Jayatillake, Winston G. Robinson, Fagan E. Calvert, Gihan C. deMel
Member of

Deloitte Touche Tohmatsu Limited



Deloitte.

Report on the financial statements (Cont'd)
Opinion

in our opinion, the financial statements give a true and fair view of the financial position of the Group and the Bank as
at March 31, 2013, and of the Group's and the Bank's financial performance and cash flows for the year then ended
in accordance with International Financial Reporting Standards.

Report on additional requirements of the Jamaica Mortgage Bank Act

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

In our opinion, proper accounting records have been maintained and the financial statements are in agreement
therewith and give the information required in the manner so required.

Chartered Accountants

Kingston, Jamaica
May 29, 2013



JMB

Facilitatingjf{vme Ownership Jamaica Mortgage Bank and Its Subsidiary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT MARCH 31, 2013

2013 2012
Notes $'000 $'000
ASSETS
Cash and short-term deposits 17,851 48,609
Resale agreements 4 111,379 57,111
Receivables and prepayments 5 27,391 22.775
Investment securities 6 - 6,132
Income tax recoverable 203,360 201,818
Loans receivable 8 2,301,907 1,794,272
Land held for development and sale 9 382,001 957,751
Post-retirement benefits 10(b) 38,230 36,756
Property, plant and equipment 11 54,771 57.604
Total assets 3,136,890 3.182.828
LIABILITIES AND SHAREHOLDERS’ EQUITY
LIABILITIES
Payable and accruals 12 9,867 26,761
Bonds payable 13 1,502,155 1,499,617
Deferred tax liabilities 22 17.622 2978
1,529,644 1,529,356
SHAREHOLDERS’ EQUITY
Share capital 14 500,000 500,000
Reserve fund 15 500,000 500,000
Special reserve fund 16 340,083 340,083
Retained earnings 267,163 313,389
1.607.246 1.653.472
Total liabilities and shareholders’ equity 3,136,890 3,182,828
The Notes on Pages 25 to 66 form an integral part of the Financial Statements.
The financial statements on Pages 17 to 66 were approved for issue by the Board of Directors o 9, 2013 and

are signed on its behalf by:

iyl

Director Director
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JMB

Facilitating vae Ownership Jamaica Mortgage Bank and Its Subsidiary

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

YEAR ENDED MARCH 31, 2013

2013 2012
Notes $'000 $'000
REVENUE
Interest from loans 171,486 126,240
Interest from deposits 6,167 28,308
Interest from other investments 21,145 8,345
Total interest income 20 198,798 162,893
Other income 17 73,311 42,861
272,109 205,754

EXPENSES
Staff costs 18 ( 66,411) ( 70,196)
(Allowance for) Reversal of impairment losses on loans 19 ( 25,523) 168,755
Other administrative and general expenses ( 29,822) ( 43,263)
Loss on sale of assets 9 ( 87,800) -
Finance costs:

Interest on bonds (094,135) (089,382)

(303,691) (_34,046)

(LOSS) PROFIT BEFORE TAXATION 21 ( 31,582) 171,668
Taxation 22 (_14,644) (_2.978)
NET (LOSS) PROFIT AND TOTAL COMPREHENSIVE INCOME

FOR THE YEAR (_46,226) 168,690

The Notes on Pages 25 to 66 form an integral part of the Financial Statements.
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JMB

Facilitating vae Ownership

Jamaica Mortgage Bank and Its Subsidiary

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

YEAR ENDED MARCH 31, 2013

Special
Share Reserve Reserve Retained
Capital Fund Fund Earnings Total
(Note 14) (Note 15) (Note 16)
$°000 $°000 $°000 $°000 $°000
Balance at April 1, 2011 500,000 500,000 340,083 144,699 1,484,782
Net profit and total comprehensive
income for the year - - - 168,690 168,690
Balance at March 31, 2012 500,000 500,000 340,083 313,389 1,653,472
Net loss and total comprehensive
income for the year - - - (_46,226) (__46,226)
Balance at March 31, 2013 500,000 500,000 340,083 267,163 1,607,246

The Notes on Pages 25 to 66 form an integral part of the Financial Statements.
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JMB

Facilitating vae Ownership

Jamaica Mortgage Bank and Its Subsidiary

CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED MARCH 31, 2013

w

201 2012
00 ‘00

«
o
«
o

Notes
CASH FLOWS FROM OPERATING ACTIVITIES
(Loss) Profit for the year ( 46,226) 168,690
Adjustments to reconcile profit for the year
to net cash provided by operating activities:

Depreciation of property, plant and equipment 11 3,252 4,093
Provision for (Reversal of) impairment losses on loans
and other receivables 19 25,523 (168,755)
Loss on sale of land held for development 87,800 4,754
Other losses 668 -
Port-retirement benefits expense 603 1,915
Taxation 14,644 2,978
Amortisation of bond issue costs 3,186 2,382
Interest income (198,798) (162,893)
Interest expense 94,135 89,382
( 15,213) ( 57,454)
Increase in operating assets:
Receivables and prepayments ( 1,270) ( 5,913)
Loans receivable (456,675) (622,159)
Decrease in operating liabilities:
Payables and accrued charges ( 16,894) ( 27,038)
Contributions paid post-retirement employee benefits (__2,077) (__2,726)
(492,129) (715,290)
Interest received 118,062 162,922
Income tax paid (__1.542) (__6,803)
Net cash used in operating activities (375,609) (5659,171)
CASH FLOWS FROM INVESTING ACTIVITIES
Resale agreements ( 54,029) 44,855
Investment securities 6,132 82,270
Proceeds on disposal of land held for development and sale 487,950 31,246
Proceeds on disposal of property, plant and equipment - 1,452
Additions to property, plant and equipment 11 ( 419) (L12,239)
Net cash provided by investing activities 439,634 147,584
CASH FLOWS FROM FINANCING ACTIVITIES
Interest paid ( 94,783) ( 84,952)
Issue of bearer bonds (net) - 488,087
Net cash (used in) provided by financing activities (194,783) 403,135
NET DECREASE IN CASH AND CASH EQUIVALENTS ( 30,758) ( 8,452)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 48,609 57,061
CASH AND CASH EQUIVALENTS AT END OF YEAR 17,851 48,609

The Notes on Pages 25 to 66 form an integral part of the Financial Statements.
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JMB

Facilitating vae Ownership

Jamaica Mortgage Bank and Its Subsidiary

STATEMENT OF FINANCIAL POSITION
AS AT MARCH 31, 2013

2013 2012
Notes $'000 $'000
ASSETS
Cash and short-term deposits 17,851 48,609
Resale agreements 4 111,379 57,111
Receivables and prepayments 5 27,391 22,775
Investment securities 6 - 6,132
Income tax recoverable 203,360 201,818
Interest in subsidiary 7 136,350 136,222
Loans receivable 8 2,301,907 1,794,272
Land held for development and sale 9 382,000 957,750
Post-retirement benefits 10(b) 38,230 36,756
Property, plant and equipment 1 54,771 57.604
Total assets 3,273,239 3,319,049
LIABILITIES AND SHAREHOLDERS’ EQUITY
LIABILITIES
Payables and accruals 12 9,857 26,651
Bonds payable 13 1,502,155 1,499,617
Deferred tax liabilities 22 17.622 2,978
1.529.634 1.529,246
SHAREHOLDERS’ EQUITY
Share capital 14 500,000 500,000
Reserve fund 15 500,000 500,000
Special reserve fund 16 340,083 340,083
Retained earnings 403,522 449,720
1.743.605 1.789.803
Total liabilities and shareholders’ equity 3,273,239 3.319,049

The Notes on Pages 25 to 66 form an integral part of the Financial Statements.

The financial statements on Pages 17 to 66 were approved for issue by the Board of Djfectors on(May 29, 2013 and are
signed on its behalf by:

b Anly Kapsnsy

Director Director ~
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JMB

Facilitating HUI lle Ownership

Jamaica Mortgage Bank and Its Subsidiary

STATEMENT OF COMPREHENSIVE INCOME

YEAR ENDED MARCH 31, 2013

REVENUE

Interest from loans

Interest from deposits

Interest from other investments

Total interest income
Other income

EXPENSES
Staff costs
(Allowance for) reversal of impairment losses on loans
Other administrative and general expenses
Loss on sale of assets
Finance costs:
Interest on bonds

(LOSS) PROFIT BEFORE TAXATION

Taxation

Notes

20

17

18
19

21

22

NET (LOSS) PROFIT AND TOTAL COMPREHENSIVE INCOME

FOR THE YEAR

The Notes on Pages 25 to 66 form an integral part of the Financial Statements.

2013 2012
$°000 $°000
171,486 126,240
6,167 28,308
21,145 8,345
198,798 162,893
73.311 42,861
272,109 205,754
( 66,411) ( 70,196)
( 25,523) 168,755
( 29,794) ( 43,223)
( 87,800) E
(_94,135) (_89.382)
(303,663) (_34,046)
( 31,554) 171,708
(_14.644) (__2,978)
(_46,198) 168,730
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JMB

Facilitating vae Ownership

Jamaica Mortgage Bank and Its Subsidiary

JAMAICA MORTGAGE BANK
STATEMENT OF CHANGES IN EQUITY

YEAR ENDED MARCH 31, 2013

Special
Share Reserve Reserve Retained
Capital Fund Fund Earnings Total
(Note 14)  (Note 15) (Note 16)
$°000 $°000 $°000 $°000 $°000
Balance at April 1, 2011 500,000 500,000 340,083 280,990 1,621,073
Net profit and total comprehensive
income for the year - - - 168,730 168,730
Balance at March 31, 2012 500,000 500,000 340,083 449,720 1,789,803
Net loss and total comprehensive
income for the year - - - (_46,198) (__46,198)
Balance at March 31, 2013 500,000 500,000 340,083 403,522 1,743,605

The Notes on Pages 25 to 66 form an integral part of the Financial Statements.
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JMB

Facilitating HUI 1e Ownership

Jamaica Mortgage Bank and Its Subsidiary

STATEMENT OF CASH FLOWS
YEAR ENDED MARCH 31, 2013

2013 2012
Notes $'000 $'000
CASH FLOWS FROM OPERATING ACTIVITIES
(Loss) Profit for the year ( 46,198) 168,730
Adjustments to reconcile profit for the year
to net cash provided by operating activities:

Depreciation 1 3,252 4,093
(Reversal of) Provision for impairment losses on loans and other
receivables 19 25,523 (168,755)
Loss on sale of land held for development 87,800 4,754
Other losses 668 -
Post-retirement benefits expense 603 1,915
Taxation 14,644 2,978
Amortisation of bond issue costs 3,186 2,382
Interest income (198,798) (162,893)
Interest expense 94,135 89,382
( 15,185) ( 57,414)
Increase in operating assets:
Receivables and prepayments ( 1,270) ( 6,053)
Loans receivable (456,675) (622,159)
Decrease in operating liabilities:
Payables and accruals ( 16,794) ( 26,938)
Contributions paid post retirement employee benefits (__2,077) (__2,726)
(492,001) (715,290)
Interest received 118,062 162,922
Income tax paid (__1,542) (__6,803)
Net cash used in operating activities (375,481) (559,171)
CASH FLOWS FROM INVESTING ACTIVITIES
Resale agreements ( 54,029) 44,855
Investment securities 6,132 82,270
Interest in subsidiary ( 128) -
Proceeds on disposal of land for development and sale 487,950 31,246
Proceeds on disposal of motor vehicle - 1,452
Additions to property, plant and equipment 11 (___419) (_12,239)
Net cash provided by investing activities 439,506 147,584
CASH FLOWS FROM FINANCING ACTIVITIES
Interest paid ( 94,783) ( 84,952)
Issue of bearer bonds (net) - 488,087
Net cash (used in) provided by financing activities (094,783) 403,135
NET DECREASE IN CASH AND CASH EQUIVALENTS ( 30,758) ( 8,452)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 48,609 57,061
CASH AND CASH EQUIVALENTS AT END OF YEAR 17,851 48,609

The Notes on Pages 25 to 66 form an integral part of the Financial Statements.
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Facilitating vae Ownership

Jamaica Mortgage Bank and Its Subsidiary

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED MARCH 31, 2013

1 IDENTIFICATION

(a) The Jamaica Mortgage Bank was established in 1971 as a private limited company under the Companies Act
of 1965, with an authorized share capital of J$5,000,000. On June 5, 1973, the Bank was converted to a
statutory corporation by the enactment of the Jamaica Mortgage Bank Act. The Jamaica Mortgage Bank
("the Bank") is subject to the provisions of Section 28 of the Interpretation Act 1968, and is wholly-owned by
the Government of Jamaica. The Bank is domiciled in Jamaica and its registered office is located at 33
Tobago Avenue, Kingston 5, Jamaica, which is its principal place of business.

(b) The Bank has a wholly-owned subsidiary, JMB Developments Limited, whose stated principal activity is
carrying on the business of residential, commercial and industrial real estate development. However, this
company is currently inactive.

(c) By virtue of the Jamaica Mortgage Bank Act 1973, the Bank may:

(i) lend money on mortgage and carry out any other transaction involving mortgages;

(i) lend money on security to be used for the construction of premises for private residential purposes or of
a commercial or industrial nature;

(iii) guarantee loans from private investment sources for building development;

(iv) furnish financial advice and provide or assist in obtaining managerial, technical and administrative
services for persons engaged in building and development in Jamaica; and

(v) sell investments of whatever kind belonging to the Bank, as and when appropriate.

The present activities of the Bank are the:

e mobilization and disbursement, on a wholesale basis, of loan funds to finance housing development in
Jamaica;

e administration of, including investment management for the Government of Jamaica (GOJ) mortgage
insurance fund; and

e operation of a secondary mortgage market facility.

2 STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION
(a) Statement of compliance

The Group’s financial statements have been prepared in accordance and comply with International Financial
Reporting Standards (IFRS) and the relevant requirements of the Jamaica Mortgage Bank Act,1973.

(b) Adoption of New and Revised International Financial Reporting Standards

Standards and Disclosures affecting presentation and disclosures in the current period (and/or prior periods)

There were no Standards and Interpretations that were applied in the year that affected the presentation and
disclosures in these financial statements.

Standards and Interpretations affecting the reported financial performance and/or financial position

There were no Standards and Interpretations that were applied in the year that affected reported financial
performance and/or financial position.
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Jamaica Mortgage Bank and Its Subsidiary

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED MARCH 31, 2013

2 STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION (Cont’d)
(b) Adoption of New and Revised International Financial Reporting Standards (Cont'd)
Standards and Interpretations adopted with no effect on financial statements
The following new and revised Standards and Interpretations have been adopted in these financial
statements. Their adoption has not had any impact on the amounts reported in these financial statements but

may impact the accounting for future transactions or arrangements.

Effective for annual periods
beginning on or after

Amendments to Standards

IAS 12 Income Taxes — limited scope amendment (recovery of
underlying assets) January 1, 2012
IAS 27 and IFRS 3 Amendments arising from May 2010 Annual Improvements
to IFRS July 1, 2011
IFRS 1 First-time Adoption of International Financial Reporting
Standards
- Replacement of fixed dates for certain exceptions with
the date of transition to IFRS July 1, 2011
- Additional exemption for entities ceasing to suffer from
severe hyperinflation July 1, 2011
IFRS 7 Financial Instruments: Disclosures
- Amendments enhancing disclosures about transfers of
financial assets July 1, 2011

Standards and interpretations in issue not yet effective

At the date of authorisation of these financial statements, the following Standards and Interpretations were in
issue but not effective or early adopted for the financial period being reported on:

Effective for annual periods
beginning on or after

New and Revised Standards
IAS 1, 16, 32, 34 and Amendment arising from 2009 - 2011 Annual
IFRS 1 Improvements to IFRS January 1, 2013
IAS 1 Presentation of Financial Statements
- Amendments to revise the way other comprehensive
income is presented July 1, 2012
IAS 19 Employee Benefits — Amended standard resulting from the
Post-Employment Benefits and Termination Benefits
projects January 1, 2013
IAS 27 Consolidated and Separate Financial Statements
- Reissued as IAS 27 Separate Financial Statements January 1, 2013
IAS 28 Investments in Associates
- Reissued as IAS 28 Investments in Associates and Joint
Ventures January 1, 2013
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Facilitating vae Ownership

Jamaica Mortgage Bank and Its Subsidiary

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED MARCH 31, 2013

2 STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION (Cont’d)
(b) Adoption of New and Revised International Financial Reporting Standards (Cont’'d)
Standards and interpretations in issue not yet effective (Cont’d)

Effective for annual periods
beginning on or after

New and Revised Standards (Cont’'d)

IAS 32 Financial Instruments:
- Amendments to application guidance on the offsetting of
financial assets and financial liabilities January 1, 2014
IFRS 1 First-time Adoption of International Financial Reporting
Standards
- Amendment for Government loan with a below-market
rate of interest when transitioning to IFRS July 1, 2013
IFRS 7 Financial Instruments: Disclosures
- Amendments enhancing disclosures about offsetting
financial assets and financial liabilities January 1, 2013
- Amendments requiring disclosures about the initial January 1, 2015
application of IFRS 9 (or otherwise when
IFRS 9 is first
applied)
IFRS 9 Financial Instruments: Classification and Measurement of
financial assets January 1, 2015
IFRS 10 Consolidated Financial Statements January 1, 2013
IFRS 11 Joint Arrangements January 1, 2013
IFRS 12 Disclosures of Interests in Other Entities January 1, 2013
IFRS 13 Fair Value Measurement January 1, 2013
New and Revised Interpretations
IFRIC 20 Stripping costs in the Production Phase of a Surface Mine January 1, 2013

New and Revised Standards and Interpretations in issue not yet effective that are relevant

The Board of Directors and management have assessed the impact of all the new and revised Standards and
Interpretations in issue not yet effective and have concluded that the following are relevant to the operations of
the Group:

° IAS 1 Presentation of Financial Statements

The amendments to IAS 1 retain the option to present profit or loss and other comprehensive income in
either a single statement or in two separate but consecutive statements. However, the amendments to IAS
1 require additional disclosures to be made in the other comprehensive income section such that items of
other comprehensive income are grouped into two categories: (a) items that will not be reclassified
subsequently to profit or loss; and (b) items that will be reclassified subsequently to profit or loss when
specific conditions are met. Income tax on items of other comprehensive income is required to be allocated
on the same basis.

The amendments to IAS 1 are effective for annual periods beginning on or after July 1, 2012. The
presentation of items of other comprehensive income will be modified accordingly when the amendments
are applied in the future accounting periods.
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Facilitating vae Ownership

Jamaica Mortgage Bank and Its Subsidiary

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED MARCH 31, 2013

2 STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION (Cont’d)
(b) Adoption of New and Revised International Financial Reporting Standards (Cont'd)

New and Revised Standards and Interpretations in issue not yet effective that are relevant (Cont'd)

e |IAS 19 Employee Benefits

The amendments to IAS 19 change the accounting for defined benefit plans and termination benefits. The
most significant change relates to the accounting for changes in defined benefit obligations and plan
assets. The amendments require the recognition of changes in defined benefit obligations and in fair value
of plan assets when they occur, and hence eliminate the ‘corridor approach’ permitted under the previous
version of IAS 19 and accelerate the recognition of past service costs. The amendments require all
actuarial gains and losses to be recognised immediately through other comprehensive income in order for
the net pension asset or liability recognised in the statement of financial position to reflect the full value of
the plan deficit or surplus. Furthermore, the interest cost and expected return on the plan assets used in
the previous version of IAS 19 are replaced with a ‘net-interest’ amount, which is calculated by applying the
discount rate to the net defined benefit liability or asset.

The amendments to IAS 19 are effective for annual periods beginning on or after January 1, 2013 and
require retrospective application with certain exceptions. The directors and management anticipate that the
amendments to IAS 19 will be adopted in the Group's financial statements for the annual period beginning
April 1, 2013 and that the application of the amendments to IAS 19 will have an impact on amounts
reported in respect of the Group’s defined benefit pension plan. Management has not yet completed their
assessment of the impact of this IFRS on the Group’s financial statements on adoption at its effective date.

e Amendments to IFRS 7 and IAS 32 Offsetting Financial Assets and Financial Liabilities and the related
disclosures

The amendments to IAS 32 clarify existing application issues relating to the offset of financial assets and
financial liabilities requirements. Specifically, the amendments clarify the meaning of “currently has a
legally enforceable right of set-off” and “simultaneous realisation and settlement”.

The amendments to IFRS 7 require entities to disclose information about rights of offset and related
arrangements (such as collateral posting requirements) for financial instruments under an enforceable
master netting agreement or similar arrangement.

The amendments to IFRS 7 are effective for annual periods beginning on or after January 1, 2013 and
interim periods within those annual periods. The disclosures should be provided retrospectively for all
comparative periods. However, the amendments to IAS 32 are not effective until annual periods beginning
on or after January 1, 2014, with retrospective application required. The directors do not anticipate that the
amendments will have a significant effect on the Group’s financial statements.

e |IFRS 9 Financial Instruments

IFRS 9, issued in November 2009, introduced new requirements for the classification and measurement of
financial assets. IFRS 9 was amended in October 2010 to include requirements for the classification and
measurement of financial liabilities and for derecognition.
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Facilitating H0/Me Ownership Jamaica Mortgage Bank and Its Subsidiary

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED MARCH 31, 2013

2 STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION (Cont’d)

(b) Adoption of New and Revised International Financial Reporting Standards (Cont'd)

New and Revised Standards and Interpretations in issue not yet effective that are relevant (Cont'd)

IFRS 9 Financial Instruments (Cont’d)
Key requirements of IFRS 9:

= All recognised financial assets that are within the scope of IAS 39 Financial Instruments: Recognition
and Measurement to be subsequently measured at amortised cost or fair value. Specifically, debt
investments that are held within a business model whose objective is to collect the contractual cash
flows, and that have contractual cash flows that are solely payments of principal and interest on the
principal outstanding are generally measured at amortised cost at the end of subsequent accounting
periods. All other debt investments and equity investments are measured at their fair value at the end
of subsequent accounting periods. In addition, under IFRS 9, entities may make an irrevocable
election to present subsequent changes in the fair value of an equity investment (that is not held for
trading) in other comprehensive income, with only dividend income generally recognised in profit or
loss.

=  With regard to the measurement of financial liabilities designated as at fair value through profit or loss,
IFRS 9 requires that the amount of change in the fair value of the financial liability, that is attributable to
changes in the credit risk of that liability, is presented in other comprehensive income, unless the
recognition of the effects of change in the liability’s credit risk in other comprehensive income would
create or enlarge an accounting mismatch in profit or loss. Changes in fair value attributable to a
financial liability’s credit risk are not subsequently reclassified to profit or loss. Previously, under
IAS 39, the entire amount of the change in the fair value of the financial liability designated as fair value
through profit or loss was presented in profit or loss.

The directors and management anticipate that IFRS 9 will be adopted in the Group’s financial
statements for the annual period beginning April 1, 2015 and that the application of IFRS 9 may impact
the amounts reported in respect of the Group’s financial assets and liabilities. However, the directors
have not yet performed a detailed analysis of the impact of the application of the amendments and
hence have not yet quantified the extent of the likely impact.

IFRS 10 Consolidated Financial Statements — IFRS 10 replaces the parts of IAS 27 Consolidated and
Separate Financial Statements that deal with consolidated financial statements. SIC-12 Consolidation —
Special Purpose Entities has been withdrawn upon the issuance of IFRS 10. Under IFRS 10, there is only
one basis for consolidation, that is, control. In addition, IFRS 10 includes a new definition of control that
contains three elements: (a) power over an investee, (b) exposure, or rights, to variable returns from its
involvement with the investee, and (c) the ability to use its power over the investee to affect the amount of
the investor's returns. The directors have not yet completed their assessment of the impact of the
application of this standard on the Group’s financial statements.

IFRS 11 Joint Arrangements: introduces new accounting requirements for joint arrangements. It removes
the option to apply the proportional consolidation method when accounting for jointly-controlled entities and
it also eliminates jointly-controlled assets to now only differentiate between joint operations and joint
ventures. On adoption at its effective date, the standard is not expected to have any significant impact on
the Group’s financial results.

IFRS 12 Disclosures of Interests in Other Entities - is a disclosure standard and is applicable to entities that
have interests in subsidiaries, joint arrangements, associates and/or unconsolidated structured entities. The
objective of IFRS 12 is to require the disclosure of information that enables users of financial statements to
evaluate (1) the nature of, and risks associated with, its interests in other entities, and (2) the effects of
those interests on its financial position, financial performance and cash flows. The directors have not yet
completed their assessment of the impact of the application of this standard on the Group’s financial
statements.
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NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED MARCH 31, 2013

2

STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION (Cont’d)

(b)

(c)

(d)

(e)

Adoption of New and Revised International Financial Reporting Standards (Cont’d)

° IFRS 13 Fair value Measurement

IFRS 13 establishes a single source of guidance for fair value measurements and disclosures about fair
value measurements. The Standard defines fair value, establishes a framework for measuring fair value,
and requires disclosures about fair value measurements. The scope of IFRS 13 is broad; it applies to both
financial instrument items and non-financial instrument items for which other IFRSs require or permit fair
value measurements and disclosures about fair value measurements, except in specified circumstances. In
general, the disclosure requirements in IFRS 13 are more extensive than those required in the current
standards. For example, quantitative and qualitative disclosures based on the three-level fair value
hierarchy currently required for financial instruments only under IFRS 7 Financial Instruments: Disclosures
will be extended by IFRS 13 to cover all assets and liabilities within its scope. Management has not yet
completed their assessment of the impact of this IFRS on the Group’s financial statements on adoption at
its effective date.

Basis of measurement

These financial statements are prepared on the historical cost basis. Historical cost is generally based on the
fair value of the consideration given in exchange for assets.

Functional and presentation currency

The financial statements are presented in Jamaica dollars, which is the functional currency of the Group, and
rounded to the nearest thousand, unless otherwise stated.

Critical accounting judgements and key sources of estimation uncertainty

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates and assumptions. It also requires management to exercise its judgement in the process of applying
the Group's accounting policies. These judgements, estimates and assumptions affect the reported amounts of,
and disclosures relating to, assets, liabilities, income, expenses, contingent assets and contingent liabilities.
Although these estimates are based on management's best knowledge of current events and actions, actual
results may differ from those estimates.

Judgements and estimates 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. Revisions to
accounting estimates are recognised in the period in which the estimate is revised and in any future periods
affected.

(i) Critical judgements in applying the Group's accounting policies

Management believes that there are no critical judgements used in applying the Group's accounting
policies that have a significant risk of material adjustment in the next financial year.

(ii) Key sources of estimation uncertainty

The following are key assumptions concerning the future and other key sources of estimation uncertainty
at the end of the reporting period, that have a significant risk of causing a material adjustment to the
carrying amount of assets and liabilities within the next financial year.

e Pension and other post-employment benefits:

The amounts recognised in the statements of financial position for pension and other post-
employment benefits of an asset of $38.23 million (2012: $36.8 million) (Note 10) are determined
actuarially using several assumptions. The primary assumptions used in determining the amounts
recognised include expected long-term return on plan assets, and the discount rate used to determine
the present value of estimated future cash flows required to settle the pension obligations.
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NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED MARCH 31, 2013

2

3

STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION (Cont’d)

(e) Critical accounting judgements and key sources of estimation uncertainty (Cont'd)

(ii) Key sources of estimation uncertainty (Cont’'d)

Pension and other post-employment benefits (Cont’d):

The expected return on plan assets considers the long-term historical returns, asset allocation and
future estimates of long-term investment returns. The discount rate is based on the estimate of yield on
long-term government securities that have maturity dates approximating the terms of the Bank's
obligation; in the absence of such instruments in Jamaica, it has been necessary to estimate the rate
by extrapolating from the longest-tenor security on the market. Any changes in these assumptions will
impact the amounts recorded in the financial statements for these obligations. Note 10(f) details
experience adjustments to plan assets and liabilities over the past five years.

Allowance for loan losses

In determining amounts recorded for impairment of loans in the financial statements, management
makes judgements regarding indicators of impairment, that is, whether there are indicators that
suggest there may be a measurable decrease in the estimated future cash flows from loans, for
example, repayment default and adverse economic conditions. Management also makes estimates
of the likely estimated future cash flows from impaired loans as well as the timing of such cash flows.
These are done for individually significant loans. In a portfolio of loans that are not individually
significant, indicators of impairment may not be observable on individual loans. In such a case the
amount, if any, to be recorded for impairment is determined by applying factors, such as historical
loss experience, to the portfolio, provided the loans in the portfolio have similar characteristics such
as credit risks.

To the extent that the net present value of estimated cash flows changed adversely by 2 percent, the
provision as estimated would be increased from $781.32 million to $786.82 million (2012: $841.58
million to $847.51 million).

It is reasonably possible that outcomes within the next financial year that are different from the
assumptions used could require a significant adjustment to the carrying amounts reflected in the
financial statements.

SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Bank and the entity
controlled by the Bank (its subsidiary). Control is achieved where the Bank has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities.

Income and expenses of subsidiaries acquired or disposed of during the year are included in the
consolidated statement of comprehensive income from the effective date of acquisition and up to the effective
date of disposal, as appropriate. Total comprehensive income of the subsidiary is attributed to the owners of
the Bank and to the non-controlling interests even if this results in the non-controlling interests having a
deficit balance.

When necessary, adjustments are made to the financial statements of the subsidiaries to bring their
accounting policies into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated in full on consolidation.
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3

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

(a)

(b)

Basis of consolidation (Cont’d)

Changes in the Group's ownership interests in existing subsidiaries

Changes in the Group's ownership interests in subsidiaries that do not result in the Group losing control over the
subsidiaries are accounted for as equity transactions. The carrying amounts of the Group's interests and the
non-controlling interests are adjusted to reflect the changes in their relative interests in the subsidiaries. Any
difference between the amount by which the non-controlling interests are adjusted and the fair value of the
consideration paid or received is recognised directly in equity and attributed to owners of the Company.

When the Group loses control of a subsidiary, a gain or loss is recognised in profit or loss and is calculated as
the difference between (i) the aggregate of the fair value of the consideration received and the fair value of any
retained interest and (ii) the previous carrying amount of the assets (including goodwill), and liabilities of the
subsidiary and any non-controlling interests. When assets of the subsidiary are carried at revalued amounts or
fair values and the related cumulative gain or loss has been recognised in other comprehensive income and
accumulated in equity, the amounts previously recognised in other comprehensive income and accumulated in
equity are accounted for as if the Group had directly disposed of the relevant assets (i.e. reclassified to profit or
loss or transferred directly to retained earnings as specified by applicable IFRS). The fair value of any
investment retained in the former subsidiary at the date when control is lost is regarded as the fair value on
initial recognition for subsequent accounting under IAS 39 Financial Instruments: Recognition and Measurement
or, when applicable, the cost on initial recognition of an investment in an associate or a jointly controlled entity.

Financial assets and liabilities

The Group classifies its financial assets as loans and receivables. Management determines the classification of
its investments based on its nature and purpose at initial recognition. Debt and equity instruments issued by the
Group are classified as either financial liabilities or as equity in accordance with the substance of the contractual
arrangements and the definitions of a financial liability and an equity instrument. An equity instrument is any
contract that evidences a residual interest in the assets of the Group after deducting all of its liabilities. Equity
instruments issued by the Group are recognised at the proceeds received, net of direct issue costs. Financial
liabilities are classified as other financial liabilities. Other financial liabilities (including borrowings and trade and
other payables) are initially measured at fair value, net of transaction costs (where applicable). Other financial
liabilities are subsequently measured at amortised cost using the effective interest method.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset/liability and of
allocating interest income/expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts/payments (including all fees and points paid or received that form an
integral part of the effective interest rate, transaction costs and other premiums or discounts) through the
expected life of the debt instrument or financial liability, or (where appropriate) a shorter period, to the net
carrying amount on initial recognition.

(i) Recognition

Financial assets and liabilities are recognised on the trade date - the date on which the Group becomes
a party to the contractual provisions of the instrument.

(ii) Derecognition

The Group derecognises a financial asset when its contractual rights to the cash flows from the assets
expire, or when the Group transfers the financial asset and substantially all the risks and rewards of
ownership of the asset to another entity. If the Group neither transfers nor retains substantially all the risks
and rewards of ownership and continues to control the transferred asset, the Group recognises its retained
interest in the asset and an associated liability for amounts it may have to pay. If the Group retains
substantially all the risks and rewards of ownership of a transferred financial asset, the Group continues to
recognise the financial asset and also recognises a collateralised borrowing for the proceeds received.
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3

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

(b) Financial assets and liabilities (Cont’d)

(c)

(d)

(e)

(ii) Derecognition (Cont'd)

On derecognition of a financial asset in its entirety, the difference between the asset's carrying amount and
the sum of the consideration received and receivable is recognised in profit or loss. On derecognition of a
financial asset other than in its entirety (e.g. when the Group retains an option to repurchase part of a
transferred asset), the Group allocates the previous carrying amount of the financial asset between the part
it continues to recognise under continuing involvement, and the part it no longer recognises on the basis of
the relative fair values of those parts on the date of the transfer. The difference between the carrying
amount allocated to the part that is no longer recognised and the sum of the consideration received for the
part no longer recognised is recognised in profit or loss.

The Group derecognises financial liabilities when, and only when, the Group's obligations are discharged,
cancelled or they expire. The difference between the carrying amount of the financial liability derecognised
and the consideration paid and payable is recognised in profit or loss.

(iii) Amortised cost

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

(iv) Fair value measurement

The determination of fair values of financial assets and financial liabilities is based on quoted market prices
or dealer price quotations for financial instruments traded in active markets. For all other financial
instruments, fair value is determined using valuation techniques. The Group generally uses net present
value techniques or the discounted cash flow method.

Cash and cash equivalents

Cash comprises cash on hand and in banks. Cash equivalents are short-term, highly liquid investments that are
readily convertible to known amounts of cash, are subject to an insignificant risk of changes in value, and are
held for the purpose of meeting short-term cash commitments rather than for investment or other purposes.

Resale agreements

Securities purchased under agreements to resell them on a specified future date and at a specified price
(resale agreements") are accounted for as short-term collateralised lending, classified as loans and receivables
(see Note 3(f)), and the underlying asset is not recognised in the Group's financial statements. The difference
between the purchase price and the amount receivable on resale is recognised as interest income over the term
of the agreement using the effective interest method. It is the policy of the Group to obtain possession of
collateral, with a market value equal to, or in excess of, the principal amount loaned and interest to be earned.

Investment securities

Investment securities are initially measured at fair value plus incremental direct transaction costs (except for
those classified as fair value through profit or loss where the transaction cost is expensed) and subsequently
accounted for on the basis of their classification as loans and receivables, held-to-maturity, fair value through
profit or loss, or available-for-sale securities.

All of the Group's investment securities are designated as loans and receivables (see Note 3(f)).

_'
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SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

(f)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market and that the Group does not intend to sell immediately or in the near term.

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

Impairment of financial assets

At each reporting date the Group assesses whether there is objective evidence that financial assets are
impaired. Financial assets are impaired when objective evidence demonstrates that a loss event has
occurred after the initial recognition of the asset, and that the loss event has an adverse impact on the future
cash flows of the asset that can be estimated reliably.

The Group considers evidence of impairment at both the specific asset and collective level. All individually
significant financial assets are assessed for specific impairment. All significant assets found not to be
specifically impaired are then collectively assessed for any impairment that has been incurred but not yet
identified. Assets that are not individually significant are then collectively assessed for impairment by grouping
together financial assets (carried at amortised cost) with similar risk characteristics.

Objective evidence that financial assets are impaired can include default or delinquency by a borrower,
restructuring of a loan or advance by the Group on terms that the Group would not otherwise consider,
indications that a borrower or issuer will enter bankruptcy, the disappearance of an active market for a security,
or other observable data relating to a group of assets such as adverse changes in payment status of borrowers
or issuers in the Group, or economic conditions that correlate with defaults in the Group.

In assessing collective impairment, the Group uses historical experience relating to defaults, timing of
recoveries and the amount of loss incurred, adjusted for management's judgement as to whether current
economic and credit conditions are such that actual losses are likely to be greater or less than suggested by
historical experience.

For financial assets carried at amortised cost, the amount of the impairment loss recognised is the difference
between the asset's carrying amount and the present value of estimated future cash flows, discounted at the
financial asset's original effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is measured as the difference between
the asset's carrying amount and the present value of the estimated future cash flows discounted at the current
market rate of return for a similar financial asset. Such impairment loss will not be reversed in subsequent
periods.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with
the exception of trade receivables, where the carrying amount is reduced through the use of an allowance
account. When a trade receivable is considered uncollectible, it is written off against the allowance account.
Subsequent recoveries of amounts previously written off are credited against the allowance account. Changes
in the carrying amount of the allowance account are recognised in profit or loss.

For financial assets measured at amortised cost, 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, the previously recognised impairment loss is reversed through profit or loss to the extent that the
carrying amount of the investment at the date the impairment is reversed does not exceed what the amortised
cost would have been had the impairment not been recognised.
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3

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

(h) Taxation

@)

(k)

Income tax expense represents the sum of the tax currently payable and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit before taxation
as reported in the consolidated statement of comprehensive income because of items of income or expense
that are taxable or deductible in other years and items that are never taxable or deductible. The Group’s liability
for current tax is calculated using tax rates that have been enacted or substantively enacted by the end of the
reporting period.

Deferred tax

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in
the consolidated financial statements and the corresponding tax bases used in the computation of taxable profit.
Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred tax assets are
generally recognised for all deductible temporary differences to the extent that it is probable that taxable profits
will be available against which those deductible temporary differences can be utilised. Such deferred tax assets
and liabilities are not recognised if the temporary difference arises from goodwill or from the initial recognition
(other than in a business combination) of other assets and liabilities in a transaction that affects neither the
taxable profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset
to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in which
the liability is settled or the asset realised, based on tax rates (and tax laws) that have been enacted or
substantively enacted by the end of the reporting period. The measurement of deferred tax liabilities and assets
reflects the tax consequences that would follow from the manner in which the Group expects, at the end of the
reporting period, to recover or settle the carrying amount of its assets and liabilities.

Current and deferred tax for the year

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised in
other comprehensive income or directly in equity, in which case, the current and deferred tax are also
recognised in other comprehensive income or directly in equity respectively. Where current tax or deferred tax
arises from the initial accounting for a business combination, the tax effect is included in the accounting for the
business combination.

Investment in subsidiary

The Bank's investment in its subsidiary is stated at cost.

Land held for development and sale

Land held for development and sale is shown at the lower of cost and net realisable value.

Employee benefits

Employee benefits are all forms of consideration given by the Group in exchange for service rendered by

employees. These include current or short-term benefits such as salaries, bonuses, NIS contributions, annual

vacation and sick leave, and non-monetary benefits such as medical care and housing; post-employment

benefits such as pensions; and other long-term employee benefits such as termination benefits.

(i) Employee benefits that are earned as a result of past or current service are recognised in the following
manner: Short-term employee benefits are recognised as a liability, net of payments made, and charged as

expense. The expected cost of vacation leave that accumulates is recognised when the employee becomes
entitled to the leave. Post-employment benefits are accounted for as described below.

_'
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SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

(k)

Employee benefits (Cont’d)

(i) The effect on the financial statements of the undertaking to provide post-employment benefits, comprising
pensions, are actuarially determined by a qualified external actuary, appointed by management. The
appointed actuary's report outlines the scope of the valuation and the actuary's opinion. The actuarial
valuations are conducted in accordance with IAS 19, and the financial statements reflect the Group's and
Bank's post-employment benefit asset and obligation as computed by the actuary. In carrying out their
audit, the auditors rely on the actuary's report.

The Group operates a defined-benefit pension plan which is required to be funded (Note 10), The Group's
net obligation in respect of the plan is calculated by estimating the amount of future benefits that employees
have earned in return for their service in the current and prior periods; that value is discounted to determine
the present value, and the fair value of any plan assets is deducted. The discount rate is determined by
reference to the yield at each reporting date on long-term government bonds of maturities approximating
the terms of the Group's obligation. The calculation is performed by a qualified actuary using the projected
unit credit method.

When the benefits of the plan are improved, the portion of the increased benefit relating to past service by
employees is recognised as an expense in the Group statement of comprehensive income on the straight-
line basis over the average period until the benefits become vested. To the extent that the benefits are
vested immediately, the expense is recognised immediately in profit or loss.

To the extent that any cumulative unrecognised actuarial gain or loss exceeds ten percent of the greater of
the present value of the defined benefit obligation and the fair value of plan assets, that portion is
recognised in profit or loss over a period representing the average remaining working lives of staff members
in the plan.

Where the calculation results in a pension surplus to the Group, the recognised asset is limited to the
present value of any future refunds from the plan or reductions in future contributions to the plan, less any
unrecognised actuarial losses and past service costs.

Property, plant and equipment and depreciation

Property, plant and equipment held for use in the production or supply of goods or services, or for administrative
purposes, are stated in the statement of financial position at cost less any subsequent accumulated depreciation
and subsequent accumulated impairment losses.

Depreciation is recognised so as to write off the cost or valuation of assets less their residual values over their
useful lives, using the straight-line method. The estimated useful lives, residual values and depreciation method
are reviewed at the end of each reporting period, with the effect of any changes in estimate accounted for on a
prospective basis.

Freehold land is not depreciated.

An item of property, plant and equipment is de-recognised upon disposal or when no future economic benefits
are expected to arise from the continued use of the asset. Any gain or loss arising on disposal or retirement of
an asset is determined as the difference between the sale proceeds and the carrying amount of the asset and is
recognised in profit or loss.
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3 SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
(m) Impairment of tangible and intangible assets

At the end of each reporting period, the Group reviews the carrying amounts of its tangible and intangible
assets to determine whether there is any indication that those assets have suffered an impairment loss. If any
such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of
the impairment loss (if any). When it is not possible to estimate the recoverable amount of an individual
asset, the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs.
When a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated to
individual cash-generating units, or otherwise they are allocated to the smallest group of cash-generating
units for which a reasonable and consistent allocation basis can be identified.

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for
impairment at least annually, and whenever there is an indication that the asset may be impaired.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use,
the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset for which
the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (or the cash-generating unit) is reduced to its recoverable amount.
An impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a
revalued amount, in which case the impairment loss is treated as a revaluation decrease.

When an impairment loss subsequently reverses, the carrying amount of the asset (or a cash-generating
unit) is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount
does not exceed the carrying amount that would have been determined had no impairment loss been
recognised for the asset (or the cash-generating unit) in prior years. A reversal of an impairment loss is
recognised immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which
case the reversal of the impairment loss is treated as a revaluation increase.

(n) Revenue recognition
(i) Interestincome

Interest income is recognised in profit or loss for all interest earning instruments on the accrual basis
using the effective interest method. The effective interest rate is the rate that exactly discounts the
estimated future cash receipts through the expected life of the financial asset (or, where appropriate, a
shorter period) to the carrying amount of the financial asset. Interest income includes coupons earned on
fixed income investments, accretion of discount on instruments purchased at a discount, and
amortisation of premium on instruments purchased at a premium.

When interest-earning financial assets are impaired, 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.

(i) Otherincome

Other income includes commitment fees, which are recognised in profit or loss when the applicant for
credit accepts the terms of the credit in writing. Other amounts included in other income are generally
recognised on the accrual basis.

_'
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3 SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
(o) Interest expense

Interest expense is recognised in profit or loss on the accrual basis using the effective interest method. The
effective interest rate is the rate that exactly discounts the estimated future cash payments through the
expected life of the financial liability to the carrying amount of the financial liability. Interest expense includes
coupons paid on fixed rate instruments and accretion of discount or amortisation of premium on instruments
issued at other than par.

(p) Foreign currencies
In preparing the financial statements of the Group, transactions in currencies other than the Group’s functional
currency, are recorded at the rates of exchange prevailing on the dates of the transactions. At the end of each
reporting period, monetary items denominated in foreign currencies are re-translated at the rates prevailing at
that date. Non-monetary items that are measured in terms of historical cost in a foreign currency are not re-
translated.

Exchange differences are recognised in profit or loss in the period in which they arise.
4 RESALE AGREEMENTS

Group and Bank

2013 2012
$000 $000
Government of Jamaica - Local Registered Stock 111,099 56,996
Interest receivable 280 115

111,379 57,111

These securities mature within one month (2012: within one month) after year end with interest rates ranging
between 6.25% to 6.65% (2012: 6.05% and 6.2%) per annum. Securities with a carrying value of $60 million (2012:
$48 million) included in a debt service reserve account have been pledged as part of the security for borrowings of
the Group totalling $500 million. (See Note 13(c)).

5 RECEIVABLES AND PREPAYMENTS

Group and Bank

2013 2012

$000 $000

Receivables 24,620 23,304
Prepayments 2,771 2,817
Provision for impairment - (03,346)
27,391 22,775
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6 INVESTMENT SECURITIES

Group and Bank
2013 2012
$'000 $'000

GK Corporate Bond - 6,000
Interest receivable - 132

- 6,132

This security which had a fixed interest rate of 8.7% per annum matured during the year on May 30, 2012.

7 INTEREST IN SUBSIDIARY

The Bank
2013 2012
$'000 $'000
Ordinary shares * - -
Long-term loan 136,350 136,222
136,350 136,222

* - Because of rounding to the nearest thousand, the carrying value of ordinary shares in the amount of $2 is not
reflected.

On January 5, 1999, the Bank formed a wholly-owned subsidiary, JMB Developments Limited, ("JMBD") to carry on
the business of residential, commercial and industrial real estate development. On July 5, 1999, the subsidiary
commenced operations; however, it is currently inactive.

The long-term loan, which represents draw-downs under a $250,000,000 facility, should have been repaid over the 5

years ended March 31, 2006, after a moratorium of 24 months on principal. The balance is supported by a
promissory note and is secured on land owned by the subsidiary.
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8 LOANS RECEIVABLE
Group and Bank

2013 2012
$'000 $'000
Construction loans - non-governmental borrowers (see (a) below) 1,831,541 1,737,384
Accrued interest receivable 452,443 371,947
2,283,984 2,109,331
Less: Allowance for impairment losses (see (b) below) (_781,323) (__841,580)
1,502,661 1,267,751
Secondary Mortgage market (See (c) below) 320,000 300,000
Mortgages (see (d) below) - Staff 5,341 10,556
- Other 473,905 215,965
2,301,907 1,794,272

(a) Construction loans are issued at varying interest rates. The loans are repayable over periods of 12 to 24
months. The loans are generally secured on the properties being developed.

(b) Movement on allowance for impairment losses on loans:
Group and Bank

2013 2012
$'000 $'000
At beginning of year 841,580 1,010,335
Charged against revenue during the year (Note 19) 52,845 7,120
Bad debt recovery (Note 19) (L.23,976) (_175,875)
870,449 841,580
Bad debts written off (_89,126) -
At end of year 781,323 841,580
Comprising:
Specific provisions 773,123 834,460
General provisions 8,200 7,120
781,323 841,580

(c) These are loans granted to credit unions for the writing of mortgages. These loans are granted for an initial

period of 18 months and will be repaid by way of the Bank taking an interest in the mortgages written by the
institution(s) to the value of the loan.

(d) The mortgage loans are repayable over periods of 15 to 25 years and at varying interest rates.
9 LAND HELD FOR DEVELOPMENT AND SALE

The amounts represent the cost of several properties acquired by the Group which are being held for sale - in some
cases, possibly, after development.

(i) The property held by the subsidiary was acquired from the Ministry of Environment and Housing for $1,000 on
condition that the Ministry would be beneficially entitled to twenty percent (20%), or otherwise to be agreed, of
the residential serviced lots or houses thereafter developed on each of the properties comprising the said lands,
such lots to be identified and agreed from time to time by the Ministry and the subsidiary. The subsidiary would
be beneficially entitled to the remaining eighty percent (80%) of such residential serviced lots.
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9 LAND HELD FOR DEVELOPMENT AND SALE (Cont’d)
(i) (Contd)

The condition to the agreement, as outlined above, was not fulfilled and subsequently an agreement was arrived
at to transfer other lands to the Bank to cover the terms of the agreement. In the 2010/2011 financial year the
Ministry of Water and Housing (MOWH) transferred the Whitehall property to the Bank in part settlement of the
obligation of the subsidiary. The MOWH is to transfer one additional parcel of land to the Bank to fully cover the
obligation of the subsidiary.

(ii) The following properties are held by the Group:

2013 2012

$°000 $°000
Spanish Village (a) - 562,250
Whitehall 270,000 270,000
Phoenix Park (b) 47,000 60,500
Mount Gotham 65,000 65,000
382,000 957,750
2013 2012
$°000 $°000
(iii) Bank 382,000 957,750
Subsidiary 1 1
Group 382,001 957,751

(@) The Spanish Village property was sold during the year, resulting in loss on disposal of $87.25 million.
(b) Seven (7) lots at Phoenix Park were sold during the year, resulting in loss on disposal of $0.55 million.

Assets pledged as security

Land held by the Bank, specifically Phoenix Park and Mount Gotham with a carrying value of $112 million
(2012: $125.5 million), and land held by the subsidiary with a carrying value of $1,000, have been pledged to
secure borrowings of the Group totaling $500 million (see Note 13 (c)).

10 POST-RETIREMENT BENEFITS

(a) Retirement pensions are the only post-employment benefits provided by the Group. For this purpose, the Group
operates a contributory, defined-benefit pension plan, the assets of which are held separately from those of the
Group, under the control of trustees. The plan is administered, since August 1993, by a life assurance company.

The plan requires the establishment of a fund which is subject to triennial actuarial valuations, carried out by an
external firm of actuaries. The latest actuarial valuation for funding purposes, undertaken as at July 31, 2010,
indicated a past service surplus of $45.5 million. The actuaries have recommended that, based on the value of
the fund, contributions of 5.2% of pensionable salaries should be made by the Bank. Contributions during the
valuation period were at a rate of 5.5% of pensionable salaries. The next valuation is due on July 31, 2013.

The employees of the Bank pay a basic contribution of 5% of annual earnings with the option to contribute an
additional 5% of earnings. The pensionable earnings is the average annual earnings over the three years prior
to retirement and contributions are vested after five years of pensionable service.

The vesting period was changed from ten to five years by an amendment to the trust deed by the trustees
effective March 1, 2007. The amendment was approved by the Bank’s Board of Directors in August 2007.

The most recent actuarial valuation of the plan’s assets and the present value of the defined benefit obligations
for IFRS purposes was carried out on May 6, 2013 (2012: May 4, 2012) by Rambarran & Associates Limited,
Consulting Actuaries. This valuation was in respect of balances at March 31, 2013 (2012: March 31, 2012).
The valuation was carried out using the projected unit credit method.
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10 POST-RETIREMENT BENEFITS (Cont’d)
(b) The amounts recognised in the financial statements in respect of the plan are as follows:

(i) Plan asset recognised in the statement of financial position
Group and Bank

2013 2012

$°000 $°000

Present value of funded obligations (108,213) ( 73,117)
Fair value of plan assets 146,443 143,970
38,230 70,853

Unrecognised actuarial losses 3,849 ( 32,044)
Unrecognised asset due to Section 58 (__3.849) (__2,053)
Recognised asset 38,230 36,756

(i) Movements in net asset recognised in the statement of financial position:
Group and Bank

2013 2012
$°000 $°000
Net asset at beginning of year 36,756 35,945
Contributions paid 2,077 2,726
Expense recognised in the statement of
comprehensive income (__603) (L1.915)
Net asset at end of year 38,230 36,756

(iii) Income/(expense) recognised in the statements of comprehensive income:
Group and Bank

2013 2012

$°000 $°000
Current service cost 3,316 5,409
Interest on obligation 6,019 5,559
Actuarial loss recognised ( 980) ( 1,041)
Expected return on plan assets (9,547) (10,065)
Charge in unrecognised asset 1,795 2,053
Expense recognised in the statement of comprehensive

income (Note 18) 603 1,915
(c) Movement in present value of obligations

2013 2012

$°000 $°000
Present value at beginning 73,117 62,001
Service cost 3,316 5,409
Interest cost 6,019 5,559
Member contributions 3,055 3,038
Benefits paid ( 26,423) ( 545)
Value of annuities purchased 19,231 -
Actuarial loss (gain) 29,898 (L2,345)
Present value at end 108,21 i3 %1l e

S ———
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10 POST-RETIREMENT BENEFITS (Cont’d)

(d) Movements in fair value of plan assets:
Group and Bank

2013 2012
$°000 $°000
Fair value of plan assets at beginning of year 143,970 130,799
Value of annuities purchased 19,231 -
Contributions paid - employer 2,077 2,726
- employee 3,055 3,038
Expected return on plan assets 9,547 10,065
Benefits paid (26,423) ( 545)
Actuarial gain (_5,014) (_2,113)
Fair value of plan assets at end of year 146,443 143,970
Actual return on plan assets __6.,846 10,223
Plan assets consist of the following:
Equities 8,977 10,106
Fixed income securities 113,690 120,062
Real estate 10,919 9,054
Annuity purchased 23,433 4,320
Other (10,576) 428
146.443 143,970

(e) Principal actuarial assumptions at the end of the reporting period (expressed as weighted averages based on
the plan assets of the plan).

Group and Bank

2013 2012
% %
Discount rate at March 31 10.00 10.00
Expected return on plan assets at March 31 - 6.50
Future salary increases 5.50 5.00
Future pension increases 4.40 0.50
(f) Historical information
2013 2012 2011 2010 2009
$°000 $°000 $°000 $°000 $°000
Present value of the defined obligation 108,213 1S9 62,001 47,433 34,474
Fair value of plan assets (146,443)  (143.970) (130,799) (104,332) (76,425)
Surplus in plan (_38,230) (_70,853) (_68.,798) (_56.899) (41,951)
Experience adjustments arising on plan
Liabilities 29,898 (_2,345) 3,523 6,029 (31,053)
Experience adjustments arising on plan
Assets 5,014 24415} 11,108 13,381 7,401

(g) The estimated contributions expected to be paid into the pension fund during the next financial year amount to
$5,067,000 (2012: $5,455,000).
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11 PROPERTY, PLANT AND EQUIPMENT

Furniture,
Freehold Freehold Fixtures and Plant and Motor
Land Buildings Equipment Machinery Vehicles Total
$’000 $°000 $°000 $’000 $’000 $°000
Group and Bank
At Cost:
April 1, 2011 3,000 60,782 27,426 110 5,450 96,768
Additions - 11,328 911 - - 12,239
Disposals - - - - (5.450) (_5.450)
March 31, 2012 3,000 72,110 28,337 110 - 103,557
Additions - - 419 - - 419
Disposals - - ( 8) = _= ( 6)
March 31, 2013 3,000 72,110 28,750 110 - 103,970
Depreciation:
April 1, 2011 - 20,015 22,200 110 3,533 45,858
Charge for the year - 1,796 1,843 - 454 4,093
Reclassification - 172 (G118 3)) - 11 -
Eliminated on disposals - - - - (3,998) (_3,998)
March 31, 2012 - 21,983 23,860 110 - 45,953
Charge for the year - 1,731 1,521 - - 3,252
Eliminated on disposals - - ( 6) - - ( 6)
March 31, 2013 - 23,714 25,375 110 - 49,199
Net book values:
March 31, 2013 3,000 48,396 3,375 - - 54,771
March 31, 2012 3.000 50,127 4477 - - 57,604

The Bank carries freehold buildings at cost. The fair market value of the buildings as expressed by external
valuations carried out on October 4, 2011 by Allison Pitter & Co. Limited — Real Estate Agents, Appraisers and
Valuers not connected with the Bank was $150 million. The valuations were arrived at by reference to market
evidence of transaction prices for similar properties.

12 PAYABLES AND ACCRUALS

Group Bank
2013 2012 2013 2012
$°000 $°000 $°000 $'000
Other payables 3,503 1,811 3,493 1,701
Accruals 6,364 24,950 6,364 24,950
9.867 26,761 9.857 26,651
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13 BONDS PAYABLE

Group and Bank

2013 2012
$°000 $000
Shelter Bond X (see (a) and (d) below) 500,000 500,000
Shelter Bond XI (see (b) and (d) below) 500,000 500,000
Shelter Bond XlII (see (c) and (d) below) 500,000 500,000
1,500,000 1,500,000
Unamortised bond issuance costs (__6,345) ( 9,531)
1,493,655 1,490,469
Group and Bank
2013 2012
$°000 $°000
Principal
Due within 12 months of the statement of financial position date 700,000 100,000
Due thereafter (within two to five years) 793,655 1,390,469
1,493,655 1,490,469
Accrued interest on bonds 8,500 9,148
1,502.1 1,4 17
(a) In March 2009, the Bank issued Shelter Bond X at 1.124% above the weighted average Treasury bill

(b)
(c)

rate. These bonds are repayable in full on February 28, 2014.

In March 2009, the Bank issued Shelter Bond Xl at 1.5% above the weighted average Treasury bill rate.
These bonds are repayable in full on February 28, 2016.

In May 2011, the Bank issued Shelter Bond XIII at 7.85% fixed for two years, and variable at 1% above
the weighted average Treasury bill rate for the remainder of the life of the bond. The Bond is repayable
in full on May 19, 2016. The bond is secured by land owned by the Bank with a carrying value of
$112 million, and land owned by the subsidiary with a carrying value of $1,000 (See Note 9). The Bond
is also secured by a charge over a debt service reserve account and investments therefrom. The Bank
is required to maintain the debt service account at the equivalent of four quarter’s interest and all
proceeds of sale of the respective lands. The account is managed internally by the Bank and comprises
designated investments that it holds in particular financial institutions. (See Note 4).

The Bank is required to maintain a segregated sinking fund for the redemption of the Bonds, such that
20% of the outstanding principal sum will be accumulated in each year of the term of the Bonds. As at
March 31, 2013 the Bank did not maintain the sinking fund at the required amount.

The weighted average Treasury bill yield used is from the most recent auction of six month treasury bills prior to
the commencement of the particular interest period. At the end of the period the Treasury bill yield was 6.22%
(2012: 6.57%).

Amortised bond issuance costs related to the bonds is $3.186 million (2012: $2.382 million).
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14 SHARE CAPITAL
Group and Bank

2013 2012
$°000 $'000
Authorised, issued and fully paid:
500,000,000 ordinary shares of no par value at the beginning and end of the year 500,000 500,000

15 RESERVE FUND

The reserve fund was created in accordance with the provisions of Section 13 of the Jamaica Mortgage Bank Act
1973, which requires that a minimum of 25% of the Bank's profit after taxation (if any) be set aside in each calendar
year towards a reserve fund to meet contingencies, until the total amount standing to the credit of the reserve fund
equals the paid up capital of the Bank. As the reserve fund is now equal to the paid up capital (Note 14), no further
transfers are required (see also Note 16).

16 SPECIAL RESERVE FUND

By resolution of the Board, a special reserve fund was created to deal with any unforeseen contingencies that might
occur above the amount of the existing reserve fund (Note 15).

17 OTHER INCOME
Group and Bank

2013 2012

$°000 $°000
Administration fee — Mortgage Insurance Fund 59,184 1,550
Other income — Fees 4,650 13,458
Other 9477 AME53

73,311 42,861

18 STAFF COSTS

The aggregate cost of employees was as follows:
Group and Bank

2013 2012

$°000 $°000
Salaries and wage-related expenses 59,736 62,156
Statutory payroll contributions 5,185 5,652
Employee benefit expense (credit) (Note 10(b)(iii)) 603 1,915
Staff welfare 887 573

66,411 70,196

19 ALLOWANCE FOR IMPAIRMENT LOSSES (NET OF RECOVERIES)
Group and Bank

2013 2012

$°000 $°000
Charged against revenue during the year (Note 8) 52,845 7,120
Recoveries during the year (Note 8) (23,976) (175,875)
Write back of provision for other receivables (_3,346) -

25,523 (168.755)
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20 INVESTMENT REVENUE

Revenue from Financial Assets

Interest revenue:

Financial assets at amortised cost
Construction loans
Deposits (including cash and cash equivalents)
Mortgage and other long term loans

Other revenue:
Commitment fees

21 (LOSS) PROFIT BEFORE TAXATION

The following are among the items charged in arriving at (loss) profit before income tax:

Depreciation
Directors’ emoluments - fees (Note 23)
Auditors' remuneration - current year

22 TAXATION

(a) Income tax

Group
2013 2012
$’000 $000
3,252 4,093
611 407
2,500 2,150

Group and Bank

2013 2012
$°000 $'000
116,340 83,632

6,167 28,308
76,291 50,953
198,798 162,893
4,650 13,458
Bank

2013 2012

$'000 $'000
3,252 4,093
611 407
2,500 2,100

By Jamaica Gazette Supplement dated December 31, 2012, effective January 1, 2013, the corporate tax rate

was reduced from 33%:% to 25% for unregulated entities.

Consequently, the current and deferred tax have

been calculated using the tax rate of 25% (2012: 33%5%). The actual tax charge differed from the expected tax

charge for the year as follows:

(Loss) Profit before taxation

Computed "expected" tax expense
Tax effect of treating the following items differently
for financial statement purposes than for tax
reporting purposes:
Taxation losses
Expenses not allowed
Other

Actual tax charge recognised in the
statements of comprehensive income

Group Bank
2013 2012 2013 2012
$°000 $°000 $000 $°000
(31.582) 171,668 (31.554) 171.708
( 7,896) 57,223 ( 7,889) 57,236
- ( 54,962) - ( 54,975)
22,117 - 22,117 -
423 717 416 717
14,644 2,978 14,644 2,978
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22 TAXATION (Cont’d)

(b) Deferred taxation

(i) Deferred taxes are calculated on all temporary differences using the current tax rate of 25% (2012:
33%:%).

Analysis for financial reporting purposes:
Group and Bank

2013 2012

$°000 $°000
Deferred tax assets 105,131 133,338
Deferred tax liabilities (122,753) (136,316)
Net liabilities (L17,622) (__2,978)

(i) The movement for the year and prior reporting period in the net deferred tax position is as follows:

Group and Bank

2013 2012

$°000 $°000
Net liabilities at the beginning of period ( 2,978) -
Credited to income for the year (_14.644) (__2,978)
Net liabilities at the end of the period (L17.622) (__2,978)

(iii) The following are the main deferred tax assets and liabilities recognised by the Group and the movements
thereon, during the current and prior reporting periods:

(a) Deferred tax assets
Group and Bank
Accelerated

Accrued Tax Interest Capital
Vacation Loss Payable Allowances Other Total
$°000 $°000 $°000 $°000 $°000 $°000
At April 1, 2011 1,307 131,434 1,573 1,754 - 136,068
Credited (Charged) to
income for the year 59 (__7,546) 1,476 908 2,373 (EN2N/30)
At March 31, 2012 1,366 123,888 3,049 2,662 2,373 133,338
Charged to income
for the year (_420) (_26,040) (_924) (_500) (_323) (_28,207)
At March 31, 2013 946 97,848 2,125 2,162 2,050 105,131
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22

23

TAXATION (Cont’d)
(b) Deferred taxation (Cont'd)

(b) Deferred tax liabilities
Group and Bank

Pension
Plan Interest
Asset Receivable Total
$°000 $000 $000
At April 1, 2011 (11,982) (124,086) (136,068)
Credited (Charged) to income for the year (__270) 22 ( 248)
At March 31, 2012 (12,252) (124,064) (136,316)
Credited to income for the year 2,694 10,869 13,563
At March 31, 2013 (_9.,558) (113,195) (122,753)

Subject to agreement with the Commissioner General, Tax Administration Jamaica, at the end of the
reporting period, the Group had unused tax losses of approximately $391.39 million (2012: $371.66 million)
available for offset against future profits. A deferred tax asset of approximately $97.8 million (2012: $123.9
million) has been recognised in respect of these losses.

RELATED PARTY BALANCES AND TRANSACTIONS
A party is related to the Bank if:

(a) directly, or indirectly through one or more intermediaries, the party:
(i) controls, is controlled by, or is under common control with, the Bank;
(i) has an interest in the Bank that gives it significant influence over the Bank; or
(iii) has joint control over the Bank;

(b) the party is an associate (as defined in IAS 28, Investments in Associates) of the Bank;

(c) the party is a joint venture in which the Bank is a venturer (see IAS 31, Interests in Joint Ventures);

(d) the party is a member of the key management personnel of the Bank;

(e) the party is a close member of the family of any individual referred to in (a) or (d);

(f) the party is a Bank that is controlled, jointly controlled or significantly influenced by, or for which significant
voting power in such Bank resides with, directly or indirectly, any individual referred to in (d) or (e); or

(g) the party is a post-employment benefit plan for the benefit of employees of the Bank, or of any Bank that is a
related party of the Bank.

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

Balances outstanding at the end of the reporting period:
Group and Bank

2013 2012
$’000 $°000
Due from the Mortgage Insurance Fund _4,943 1,546

Group and Bank

2013 2012
$’000 $000
Related party transaction
Administration fees - Mortgage Insurance Fund 59,184 1,550
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23

24

RELATED PARTY BALANCES AND TRANSACTIONS (Cont’d)

Balances receivable from key management personnel are as follows:

Group and Bank

2013 2012
$000 $’000
Staff loans 5,340 10,556

Key management compensation is as follows:
Group and Bank

2013 2012

$°000 $°000
Directors’ fees (Note 21) 611 407
Short-term employee benefits 34,469 39,950
Post-employment benefits 114 648
35,194 41,005

FINANCIAL RISK MANAGEMENT

Introduction and overview

The Group's activities are principally related to the use of financial instruments. The Group, therefore, has exposure
to the following risks from the use of financial instruments in the ordinary course of business:

e  credit risk

° market risk

e liquidity risk

e operational risk

Detailed below is information about the Group's exposure to each of the above risks, the Group's objectives, policies
and processes for measuring and managing risk.

Risk management framework

The Board of Directors of the Bank has overall responsibility for the establishment and oversight of the Group's risk
management framework. The Board has established Finance and Audit and Loans and Projects Committees, which
are responsible for developing and monitoring risk management policies in their specified areas.

The risk management policies are established to identify and analyse the risks faced by the Group, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions, and products and services offered. The
Group, through its training and management standards and procedures, aims to develop a disciplined and
constructive control environment, in which all employees understand their roles and obligations.

The Audit Committee is responsible for monitoring the Group's compliance with risk management policies and
procedures, and for reviewing the adequacy of the risk management framework in relation to the risks faced by the
Group.

Exposure to risks on financial instruments and operational risk arises in the ordinary course of the Group's
operations.

o
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24 FINANCIAL RISK MANAGEMENT (Cont’d)
Risk management framework (Cont’d)
(a) Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to
meet its contractual obligations. Credit risk arises primarily from credit given to customers from investing
activities, lending and deposits with other institutions. Balances arising from these activities include loans and
other receivables, debt securities, resale agreements, cash and cash equivalents and accounts receivable.

The Group has credit policies aimed at minimising exposure to credit risk, which policies include, inter cilia,
obtaining collateral in respect of loans made, and performing credit evaluations on all applicants for credit. In
respect of investments and related interest receivable, these are Corporate Bonds and Government of Jamaica
securities or contracts secured on Government of Jamaica securities. Short-term deposits and sinking fund

investments are held with financial institutions that management believes do not present any significant credit
risk.

(i) Exposure to credit risk

The maximum credit exposure, the amount of loss that the Group would suffer if every counterparty to the
financial assets held were to default at once, is represented by the carrying amount of financial assets
shown on the statements of financial position, as follows:

Group Bank

2013 2012 2013 2012

$:000 $:000 $:000 $000
Cash and cash equivalents 17,851 48,609 17,851 48,609
Resale agreements 111,379 57,111 111,379 57,111
Receivables 24,620 19,958 24,620 19,958
Investment securities - 6,132 - 6,132
Loans receivable 2,301,907 1,794,272 2,301,907 1,794,272
Long-term loan - - 136,350 136,222

(i) Management of credit risk

(1) Loans receivable

The management of credit risk in respect of loans receivable is delegated to the Bank's Loans and
Projects Committee. The Committee is responsible for oversight of the credit risk, including formulating
credit policies, establishing the authorisation structure for the approval of credit facilities, reviewing and
assessing credit risk, and limiting concentration of exposure to counterparties.

(2) Cash and cash equivalents

These are held with reputable financial institutions and collateral is not required for such accounts as
management regards the institutions as strong.
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24 FINANCIAL RISK MANAGEMENT (Cont’d)
Risk management framework (Cont’d)
(@) Credit risk (Cont'd)
(i) Management of credit risk (Cont’d)
(3) Investment securities
With regard to investments, there is a significant concentration in securities issued or guaranteed by
Government of Jamaica. The Group manages the level of risk it undertakes by investing substantially
in short-term investments which are Government of Jamaica securities.
No investment securities were considered impaired at the reporting date.
(4) Resale agreements and certificates of deposit
Collateral is held for all resale agreements.
(5) Receivables

Exposure to credit risk is managed through regular analysis of the ability of the borrowers and potential
borrowers to meet repayment obligations and by changing these lending limits where appropriate.

The impairment provision shown in the statement of financial position at year end is specifically applied
to the portion of loans and interest receivable deemed uncollectible by the Group.

There was no change to the Group's approach to managing credit risk during the year.
(iii) Credit quality of loans

The credit quality of the Group's and Bank's loans receivable is summarised as follows:

2013 2012
Gross Impairment Gross Impairment
$'000 $'000 $'000 $'000
Not past due and not impaired 1,687,607 1,058,343 -
Past due but not impaired
Under 12 months 33,389 - -
Over 12 months 392,754 740,364 -
Past due and impaired
Over 12 months 1,069,480 773,123 837,145 834,460
3,083,230 773123 2635852 834,460

The management of the Bank believes that no impairment allowance is necessary in respect of other
financial assets.

The movement on the allowance for impairment is presented in Note 8(b).
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24 FINANCIAL RISK MANAGEMENT (Cont’d)

Risk management framework (Cont’d)

(a) Credit risk (Cont'd)

(iii) Credit quality of loans (Cont'd)

(1)

()

3

(4)

)

Impaired loans

Impaired loans are loans for which the Group determines that it is probable that it will be unable to
collect all principal and interest due according to the contractual terms of the loan.

Past due but not impaired loans:

These are loans where contractual interest or principal payments are past due but the Group believes
there is no impairment on the basis of the level of security available and/or the stage of collection of
amounts owed to the Group.

Loans with renegotiated terms

Loans with renegotiated terms are loans that have been restructured due to deterioration in the
borrower's financial position and where the Group has made concessions that it would not otherwise
consider. Once the loan is restructured, it remains in this category independent of satisfactory
performance after restructuring.

Allowances for impairment

The Group has established an allowance for impairment losses that represents its estimate of incurred
losses in its loan portfolio. This allowance covers the loss that relates to individual loans assessed as
being impaired as well as loans which are assessed not to be impaired individually, and assessed for
impairment on a collective basis.

Write-off policy

The Group writes off loans (and any related allowances for impairment losses) when the Group
determines that the loans are uncollectible. This determination is usually made after considering
information such as changes in the borrower's financial position, or that proceeds from collateral will
not be sufficient to pay back the entire exposure.
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24 FINANCIAL RISK MANAGEMENT (Cont’d)

Risk management framework (Cont’d)

(a) Credit risk (Cont'd)

(iv) Concentration of loans

v)

There are significant concentrations of credit risk in that there are significant investments in various forms of
Corporate Bonds, Government of Jamaica securities, and loans are substantially to borrowers in the
construction sector.

The following table shows concentration of gross loans by summarising the credit exposure to borrowers,
by category:

2013
Construction Mortgage
Loans Loans Total
$’000 $'000 $'000
Secondary mortgage market - 320,000 320,000
Developers 2,283,984 - 2,283,984
Staff - 5,341 5,341
Other - 473,905 473,905
2,2 4 799,24 3,083,230
2012
Construction Mortgage
Loans Loans Total
$°000 $°000 $°000
Secondary mortgage market - 300,000 300,000
Developers 2,109,331 - 2,109,331
Staff - 10,556 10,556
Other - 215,965 215,965
2,1 1 26,521 2,635,852

Substantially all the Group's lending is to parties in Jamaica.

At year end, advances in respect of one developer amounted to approximately $615 million or 35% of
shareholders’ equity (approximately 20% of gross loans).

Collateral

The Group holds collateral against loans and advances to customers in the form of mortgage interests over
property, other registered securities over assets, and guarantees. Estimates of fair value are based on the
value of collateral assessed at the time of borrowing, and generally are not updated except when a loan is
individually assessed as impaired.

Collateral is not generally held against deposits and investment securities, and no such collateral was held
at March 31, 2013 or 2012.
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24 FINANCIAL RISK MANAGEMENT (Cont’d)
Risk management framework (Cont’d)
(b) Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign exchange rates
and credit spreads (not relating to the obligor's/issuer's credit standing) will affect the Group's income or the
value of its holdings of financial instruments. The objective of market risk management is to manage and control
market risk exposures within acceptable parameters, while optimising returns.

The Group manages interest rate risk by monitoring interest rates daily, and ensuring that the maturity profile of
its financial assets is matched by that of its financial liabilities to the extent practicable, given the nature of the
business. The directors and management believe that the Group has limited exposure to foreign currency risk
as it has no foreign currency liabilities and no foreign currency assets, and that it has no significant exposure to
equity price risk as it has no financial assets which are to be realised by trading in the securities market.

(i) Interest rate risk
Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market
interest rates. It arises when there is a mismatch between interest-earning assets and interest-bearing

liabilities which are subject to interest rate adjustment within a specified period. It can be reflected as a
loss of future net interest income and/or a loss of current market values.

_
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24 FINANCIAL RISK MANAGEMENT (Cont’d)
(b) Market risk (Cont'd)

(i) Interest rate risk (Cont'd)

With respect to interest-earning assets and interest-bearing liabilities, the average effective yields by the
earlier of contractual repricing and maturity dates are as follows:

Group and Bank

Resale agreements and

investment securities 5.00
Loans receivable -
Bonds payable -

Group and Bank

Resale agreements and
investment securities 6.15
Loans receivable -

2013
Immediately Within Three to Over
Rate Sensitivity 3 Months 12 Months 12 Months Total
% % % % %
- - - 5.01
- 4.41 55 4.96
- 2.65 3.26 2.96
2012
Immediately Within Three to Over
Rate Sensitivity 3 Months 12 Months 12 Months Total
% % % % %
8.7 - - 6.39
- 12.95 12.95 12.95
= 5.48 7.85 6.27

Bonds payable =

Sensitivity analysis

If the interest rate had been 250 basis points higher and 100 basis points lower and all other variables
were held constant, the Bank/Group profit for the period would increase by $40.985 million and
decrease by $11.394 million respectively (2012: increase/decrease by $14.431 million).

The Bank/Group sensitivity to interest rates have increased during the current period mainly due to the

increase in loans receivable.

o
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24 FINANCIAL RISK MANAGEMENT (Cont’d)
(b) Market risk (Cont'd)
(ii) Foreign currency risk

Foreign currency risk is the risk that the market value of, or the cash flows from, financial instruments
will vary because of exchange rate fluctuations. The Group has no exposure to foreign currency risk on
transactions that are denominated in foreign currencies.

(c) Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in raising funds to meet commitments
associated with financials instruments. Liquidity risk may result from an inability to sell a financial asset
quickly at, or close to, its fair value. Prudent liquidity risk management requires the Group to maintain
sufficient cash and marketable securities, monitoring future cash flows and liquidity on a daily basis and
have funding available through an adequate amount of committed facilities.

Due to the dynamic nature of the underlying businesses, the management of the Group ensures that
sufficient funds are held in short-term marketable instruments to meet its liabilities and disbursement
commitments when due, without incurring unacceptable losses or risk damage to the Group's reputation.

The daily liquidity position is monitored by reports covering the position of the Group. The key measure used
by the Group for managing liquidity risk is the ratio of net liquid assets to cash available for disbursements.
For this purpose, net liquid assets are considered as including cash and cash equivalents and investment in
debt securities for which there is an active and liquid market, less loan commitments to borrowers within the
coming year.

The following table presents the contractual maturities of financial liabilities, on the basis of their earliest
possible contractual maturity.

Group 2013
Within One to Three to One to
One Month 3 Months 12 Months 5 Years Total
$°000 $000 $°000 $000 $000

Cash and cash

equivalents - 17,851 - - 17,851
Resale agreements 111,511 - - - 111,511
Receivables - 4,943 19,677 - 24,620
Loans receivable - 1,930 1,238,771 1,840,598 3,081,299
Total financial assets 111,511 24,724 1,258,448 1,840,598 3,235,281
Payables 1,741 - 1,762 - 3,503
Bonds payable - 23,421 570,522 1,134,399 1,728,342
Total financial liabilities 741 23,421 572,284 134,399 731,845

S
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24 FINANCIAL RISK MANAGEMENT (Cont’d)

(c) Liquidity risk (Cont'd)

Group 2012
Within One to Three to One to Over
One Month 3 Months 12 Months 5 Years 5 Years
$°000 $°000 $°000 $°000 $°000 $°000
Cash and cash equivalents - 48,609 - - - 48,609
Resale agreements 57,341 - - - - 57,341
Receivables - - 19,958 - - 19,958
Investment securities - 6,218 - - - 6,218
Loans receivable 92,581 544,652 446,600 558,598 433,438 2,075,869
Total financial assets 149,922 599,479 466,558 558,598 433,438 2,207,995
Payables 299 409 {5103 - - 1,811
Bonds payable - 23,359 70,334 1,725,158 - 1,818,851
Total financial liabilities 299 23,768 71,437 1,725,158 - 1,820,662
Bank 2013
Within One to Three to One to Over
One Month 3 Months 12 Months 5 Years 5 Years
$'000 $'000 $'000 $'000 $°000 $'000
Cash and cash equivalents - 17,851 - - - 17,851
Resale agreements 111,511 - - - - 111,511
Receivables - 4,943 19,677 - - 24,620
Loans receivable - 1,930 1,238,771 1,840,598 - 3,081,299
Long-term loan - - - - 136,350 136,350
Total financial assets 111,511 24,724 1,258,448 1,840,598 136,350 3,371,631
Payables 1,741 - 1,752 - - 3,493
Bonds payable - 23,421 570,522 1,134,399 - 1,728,342
Total financial liabilities 74 23,421 572.274 134,399 - 731,835
Bank 2012
Within One to Three to One to Over
One Month 3 Months 12 Months 5 Years 5 Years
$'000 $'000 $'000 $'000 $'000 $'000
Cash and cash equivalents - 48,609 - - - 48,609
Resale agreements 57,341 - - - - 57,341
Receivables - - 19,958 - - 19,958
Investment securities - 6,218 - - - 6,218
Loans receivable 92,581 544,652 446,600 558,598 433,438 2,075,869
Long-term loan - - - - 136,222 136,222
Total financial assets 149,922 599,479 466,558 558,598 569,660 2,344,217
Payables 299 299 1,103 - - 1,701
Bonds payable - 23,359 70,344 1,725,158 - 1,818,851
Total financial liabilities 299 23,658 71,447 1,725,158 - 1,820,552

There has been no change in the Group's exposure to liquidity risk or its approach to managing liquidity risk.
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24 FINANCIAL RISK MANAGEMENT (Cont’d)

(d)

(e)

Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the
Group's processes, personnel, technology and infrastructure, and from external factors other than credit,
market and liquidity risks such as those arising from legal and regulatory requirements and generally
accepted standards of corporate behavior. Operational risk arises from all of the Group's operations.

The Group's objective is to manage operational risk so as to balance the avoidance of financial losses and
damage to the Group's reputation with overall cost effectiveness and to avoid control procedures that restrict
initiative and creativity.

The primary responsibility for the development and implementation of controls to address operational risk is
assigned to senior management within each business unit. This responsibility is supported by the
development of overall Group standards for the management of operational risk in the following areas:

e requirements for appropriate segregation of duties, including the independent authorization of
transactions

e requirements for the reconciliation and monitoring of transactions

e compliance with regulatory and other legal requirements

e documentation of controls and procedures

e requirements for the periodic assessment of operational risks faced, and the adequacy of controls and
procedures to address the risks identified

= requirements for the reporting of operational losses and proposed remedial action

e development of contingency plans

e training and professional development

e ethical and business standards

e risk mitigation, including insurance where this is effective.

Compliance with Group standards is supported by a programme of periodic reviews undertaken by internal
audit. The results of Internal Audit reviews are discussed with the management of the business unit to which

they relate, with summaries submitted to the Audit Committee and senior management of the Group.

Capital management:

The Bank is a statutory body and is not a regulated entity. Accordingly, there are no rules relating to capital
that are imposed by regulations. However, by virtue of the provisions of the Act (see Note 15) and stated
Board policy (see Note 16), the Bank is required to set aside retained profits in special reserves.

The Bank's policy is to maintain a strong capital base to ensure credit and market confidence.
Capital allocation

The allocation of capital between specific operations and activities is driven by:

(a) Strategic Plan and Budget approved by the Board of Directors

(b) The desire to fulfil the Bank's mandate; and

(c) Support by the Bank for the government's mission to enhance growth and development.

The policies in respect of capital management and allocation are reviewed regularly by the Board of
Directors.
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25 FINANCIAL ASSETS AND LIABILITIES - ACCOUNTING CLASSIFICATIONS AND FAIR VALUES

Group 2013
Other Total
Loans and Amortised Carrying Fair
Receivables Cost Amount Value
$000 $°000 $000 $000
ASSETS
Cash and cash equivalents:

Short-term deposits 17,851 - 17,851 17,851
Resale agreements 111,379 - 111,379 111,379
Receivables 24,620 - 24,620 24,620
Loans receivable 2,301,907 - 2,301,907 2,301,907

2,455,757 G 0 2,455,757 2,455,757
LIABILITIES
Payables and accruals - 3,503 3,503 3,503
Bonds payable - 1,502,155 1,502,155 1,502,155

—=- 1505658  1.505.658  1.505.658

Group 2012
Other Total
Loans and Amortised Carrying Fair
Receivables Cost Amount Value
$'000 $°000 $'000 $°000
ASSETS
Cash and cash equivalents:

Short-term deposits 48,609 - 48,609 48,609
Resale agreements 57,111 - 57,111 57,111
Receivables 19,958 - 19,958 19,958
Investment securities 6,132 - 6,132 6,132
Loans receivable 1,794,272 - 1,794,272 1,794,272

1,926,082 = - Wl 1,926,082 1,926,082
LIABILITIES
Payables and accruals - 1,811 1,811 1,811
Bonds payable - 1,499,617 1,499,617 1,499,617
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25 FINANCIAL ASSETS AND LIABILITIES - ACCOUNTING CLASSIFICATIONS AND FAIR VALUES (Cont’d)

Bank 2013
Other Total
Loans and Amortised Carrying Fair
Receivables Cost Amount Value
$'000 $'000 $°000 $°000
ASSETS
Cash and cash equivalents:

Short-term deposits 17,851 - 17,851 17,851
Resale agreements 111,379 - 111,379 111,379
Receivables 24,620 - 24,620 24,620
Loans receivable 2,301,907 - 2,301,907 ,2,301,907
Long-term loan 136,350 - 136,350 136,350

2,592,107 B e 2,592,107 2,592,107
LIABILITIES
Payables and accruals - 3,493 3,493 3,493
Bonds payable - 1,602,155 1,502,155 1,502,155

- 1505648  1,505648  1.505.648

Bank 2012
Other Total
Loans and Amortised Carrying Fair
Receivables Cost Amount Value
$'000 $'000 $'000 $°000
ASSETS
Cash and cash equivalents:

Short-term deposits 48,609 - 48,609 48,609
Resale agreements 57,111 - 57,111 Brt,1194
Receivables 19,958 - 19,958 19,958
Investment securities 6,132 - 6,132 6,132
Loans receivable 1,794,272 - 1,794,272 1,794,272
Long-term loan 136,222 - 136,222 136,222

2,062,304 S S 2,062,304 2,062,304
LIABILITIES
Payables and accruals - 1,701 1,701 1,701
Bonds payable - 1,499,617 1,499,617 1,499,617

- - 1501318 1,501,318 1,501,318

Fair value measurements recognized in the Statement of Financial Position
There were no financial instruments that were measured at fair value subsequent to initial recognition.

26 COMMITMENTS

Loans approved but not disbursed by the Group and the Bank at March 31, 2013 amounted to $202,700,000
(2012: $384,574,000).

e
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27 COSTS OF AND FUNDING FOR ADMINISTRATION OF MORTGAGE INSURANCE FUND

28

Under Section 25 of the Jamaica Mortgage Bank Act 1973, the Jamaica Mortgage Bank is responsible to
administer the Mortgage Insurance Fund.

The employees of the Bank manage the operations of the Mortgage Insurance Fund and the Mortgage
(Government Guaranteed Loans) Insurance Reserve Fund. Section 14 of the Mortgage Insurance Act provides
for the Bank to meet its costs of administering the Funds in the following way:

e one-half of the return on the income and assets of the Mortgage (Government Guaranteed Loans) Insurance
Reserve Fund and two-fifths (one-fifth up to July 23, 2008) of the insurance fees received; and, if not
adequate, then by;

e withdrawals from the Mortgage Insurance Fund of up to one-half of the return on investment and assets of
the Fund for that year; and, if more is still required, then by

e advances from the Consolidated Fund.

2013 2012
$°000 $°000
Cost of Administration of Mortgage Insurance Fund
Bank charges and interest 3 9
Professional and other 2,411 710
Audit fees 200 220
Total costs 2,614 939
Funded by:
Contribution of:
Two-fifths of Mortgage Insurance fees 1,173 1,100
Loan investigation fees 110 53
One-half of investment income of Mortgage
(Government Guaranteed Loans) Insurance Reserve Fund 1 1
1,284 1,154
Contributed (Recovered) by the Mortgage Insurance Fund 1,330 (_215)
Total funding 2,614 939

CONTINGENCIES

On April 1, 2013, a borrower, who is in default, filed a claim against the Bank asking the Court to make an order
for an interlocutory injunction to restrain the Bank from selling or transferring the property it holds as security for
a loan to the borrower. Additionally, a claim of approximately $51.9 million has been made for profit the borrower
believes it would have made had the Bank completed funding of the related project. The borrower is also asking
the Court to declare that the Bank breached the loan agreement and should continue disbursement of relevant
loan funds.

The Bank has requested its attorneys to file a defence to this claim and has requested an opinion from its
attorneys on the likely outcome of this matter.

No provisions have been made in these financial statements in respect of this matter.
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YEAR ENDED MARCH 31, 2013

2013 2012
$°000 $°000
Advertising - 271
Auditors' remuneration - current year 2,500 2,100
- other 500 -

Bank charges and interest 2,284 348
Bond expenses 7 278
Computer expenses 775 793
Consulting and other professional fees 5,784 8,496
Depreciation 3,252 4,093
Other losses 668 -
Directors' fees 611 407
Donations 143 500
Electricity 4,732 4,141
General insurance 1,556 460
General office expenses 4,654 5,027
Group health and group life insurance 4,926 3,758
Legal expenses (12,261) 1,252
Local travelling and incidentals 1,034 1,153
Motor vehicle expenses ( 53) 477
Printing and stationery 1,932 1,369
Property taxes 2,992 1,239
Public relations 116 3,080
Conference, seminar and retreat expenses 62 85
Repairs and maintenance 1,495 1,373
Subscriptions and publications 640 1,100
Telephone, cables and postage 1,445 1,423

29,794 43,223
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INDEPENDENT AUDITORS' REPORT

To the Directors of

THE MORTGAGE INSURANCE FUND AND MORTGAGE
(GOVERNMENT GUARANTEED LOANS) INSURANCE RESERVE FUND
(Established under the Mortgage Insurance Act

Administered by Jamaica Mortgage Bank)

Report on the financial statements

We have audited the financial statements of The Mortgage Insurance Fund and Mortgage (Government Guaranteed
Loans) Insurance Reserve Fund ("the Funds"), set out on pages 72 to 84 which comprise the statements of financial
position as at March 31, 2013, the statements of changes in fund balances 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 of financial statements that give a true and fair view in accordance
with International Financial Reporting Standards and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditors ' Responsibility

Our responsibility is to express an opinion on the 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 as to whether or not 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 auditors' judgment, 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 auditors consider internal control relevant to the entity’s preparation of financial statements that give a true and
fair view in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the 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.

Audley L. Gordon, Anura Jayatillake, Winston G. Robinson, Fagan E. Calvert, Gihan C. deMel
Member of

Deloitte Touche Tohmatsu Limited




Deloitte.

Report on the financial statements (Cont'd)
Opinion
In our opinion, the financial statements give a true and fair view of the financial position of the funds as at March 31,

2013, and of the changes in fund balances for the year then ended, in accordance with International Financial
Reporting Standards.

Chartered Accountants

Kingston, Jamaica
May 29, 2013
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THE MORTGAGE INSURANCE FUND
(Established under the Mortgage Insurance Act
Administered by Jamaica Mortgage Bank)

STATEMENT OF FINANCIAL POSITION AS AT MARCH 31, 2013

2013 2012
Notes $'000 $'000
ASSETS
Cash and cash equivalents 8,808 5,378
Investments 4 878,888 1,037,941
Receivables 5 200,776 175,262
Property, plant and equipment 6 38 67
1,088,510 1,218,648
LIABILITIES
Payables 127 420
Due to Mortgage (Government Guaranteed
Loans) Insurance Reserve Fund 74 74
Due to Jamaica Mortgage Bank 4,943 1.546
5,144 2,040
Net assets 1,083,366 1,216,608
Represented by:
ACCUMULATED SURPLUS 1.083,366 1,216,608

The financial statements on Pages 72 to 84 were approved for issue by the Board of Directors on May 29, 2013 and
are signed on its behaif by:

The Notes on Pages 76 to 84 form an integral part of the Financial Statements.

y gyl

Chairman

—~——

Director
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THE MORTGAGE INSURANCE FUND
(Established under the Mortgage Insurance Act
Administered by Jamaica Mortgage Bank)

STATEMENT OF CHANGES IN FUND BALANCE
YEAR ENDED MARCH 31, 2013

Increase in fund:

Three-fifths of mortgage loan insurance fees
Investment income
Miscellaneous income

Decrease in fund:
(Transferred to) Recovered by the Bank as contribution towards
the cost administering the Mortgage Insurance Act

Administration charges paid to the Bank
Investment write down on debt exchange

Net (decrease)/increase in fund balance for year
Fund balance at beginning of year

Fund balance at end of year

The Notes on Pages 76 to 84 form an integral part of the Financial Statements.

Jamaica Mortgage Bank Annual Report 2013

1,775
114,063
1,985

117,823

( 1,330)
( 59,184)
(_190,551)
(251,065)

( 133,242)
1,216,608

1,083,366

1,592
115,294

116,886

215
( 1,550)

(__ 1,335)

115,551
1,101,057

1,216,608
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MORTGAGE (GOVERNMENT GUARANTEED LOANS) INSURANCE RESERVE FUND
(Established under the Mortgage Insurance Act
Administered by Jamaica Mortgage Bank)

STATEMENT OF FINANCIAL POSITION AS AT MARCH 31, 2013

2013 2012
$'000 $'000
ASSETS
Due from Mortgage Insurance Fund 74 74
Government of Jamaica investment debenture 15 15
89 89
Represented by:
ACCUMULATED SURPLUS 89 89

The financial statements on Pages 72 to 84 were approved for issue by the Board of Directors on May 29, 2013 and
are signed on its behalf by:

The Notes on Pages 76 to 84 form an integral part of the Financial Statements.

/

vl
(é \_\

Director ~—

H
Chairman

B
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MORTGAGE (GOVERNMENT GUARANTEED LOANS) INSURANCE RESERVE FUND
(Established under the Mortgage Insurance Act
Administered by Jamaica Mortgage Bank)

STATEMENT OF CHANGES IN FUND BALANCE
YEAR ENDED MARCH 31, 2013

2013 2012
$°000 $°000
One-half of investment income transferred to the Bank
as contribution towards the cost of administering the
Mortgage Insurance Act 1 il
Net increase in fund for year 1 1
Fund balance at beginning of year 88 88
Fund balance at end of year 89 89

The Notes on Pages 76 to 84 form an integral part of the Financial Statements.
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THE MORTGAGE INSURANCE FUND AND MORTGAGE
(GOVERNMENT GUARANTEED LOANS) INSURANCE RESERVE FUND
(Established under the Mortgage Insurance Act

Administered by Jamaica Mortgage Bank)

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 2013

1

IDENTIFICATION

(a)

(b)

(c)

(d)
(e)

The Mortgage Insurance Fund

(i)

(ii)

Establishment and functions

The Mortgage Insurance Fund ("the Fund") was established under section 9 of the
Mortgage Insurance Act ("the Act"). Under Section 25 of the Jamaica Mortgage Bank Act
1973, the functions of the Jamaica Development Bank in relation to the Mortgage
Insurance Act shall be carried out by the Jamaica Mortgage Bank and references in the
Act to the Development Finance Corporation shall (notwithstanding Section 25 of the
Jamaica Development Bank Act, 1969) be deemed to be references to the Jamaica
Mortgage Bank. Accordingly, all assets and liabilities of the Mortgage Insurance Fund
were taken over by the Jamaica Mortgage Bank at June 15, 1973 and administered from
that date.

The Fund is domiciled in Jamaica and its principal place of business is located at 33
Tobago Avenue, Kingston 5, Jamaica.

Funding

The Act requires that four-fifths of the insurance fees received by the Bank be paid into
the Fund. An amendment to the Act, stipulates that three-fifths of the insurance fees
received by the Bank be paid into the Fund, effective July 24, 2008. The income of the
Fund belongs to the Fund and not to the Bank except as set out in Note 1(c) below.

The Mortgage (Government Guaranteed Loans) Insurance Reserve Fund

The Mortgage (Government Guaranteed Loans) Insurance Reserve Fund was established under
Section 11 of the Mortgage Insurance Act, using certain funds transferred by the Accountant
General. The income of this Fund belongs to this Fund and not to the Bank except as set out in
Note 1(c) below.

Costs of and Funding for Administration of Mortgage Insurance Act

The employees of the Bank manage the operations of the Mortgage Insurance Fund and the
Mortgage (Government Guaranteed Loans) Insurance Reserve Fund. Section 14 of the Mortgage
Insurance Act provides for the Bank to meet its costs of administering the Act in the following way:

e one-half of the return on the income and assets of the Mortgage (Government Guaranteed
Loans) Insurance Reserve Fund and two-fifths (one-fifth up to July 23, 2008) of the insurance
fees received; and, if not adequate, then by-

e withdrawals from the Mortgage Insurance Fund of up to one-half of the return on investment
and assets of the Fund for that year; and, if more is still required, then by-advances from the
Government's Consolidated Fund.

The principal purpose of the Fund is to provide mortgage indemnity insurance.

The Fund is exempt from taxation.

_'
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THE MORTGAGE INSURANCE FUND AND MORTGAGE
(GOVERNMENT GUARANTEED LOANS) INSURANCE RESERVE FUND
(Established under the Mortgage Insurance Act

Administered by Jamaica Mortgage Bank)

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 2013

2 STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION

The financial statements are prepared on the historical cost basis, and in accordance with International
Financial Reporting Standards ("IFRS").

The preparation of the financial statements in conformity with IFRS requires management to make estimates
and assumptions that affect the reported amount of, and disclosures relating to, assets, liabilities, contingent
assets and contingent liabilities at the end of the reporting period and the income and expenses for the year
then ended. Actual amounts could differ from those estimates.

The financial statements are presented in Jamaica dollars, which is the functional currency of the Fund.

The directors and management believe that there are no significant assumptions and judgements applied in
these financial statements giving rise to a risk of material adjustments in the next financial year.

New and revised IFRS and Interpretations that became effective during the year

During the year, certain new and revised IFRS and Interpretations became effective; however, their adoption
had no effect on the Funds' accounting policies.

New and revised IFRS and Interpretations not yet effective
At the date of authorisation of the financial statements, there were certain standards and interpretations
which were in issue but were not yet effective. The adoption of those standards and interpretations at their
effective dates are not expected to have a material impact on the financial statements.

3 SIGNIFICANT ACCOUNTING POLICIES

(a) Cash and cash equivalents

Cash and cash equivalents comprise cash and bank balances including short-term deposits with
maturities of between one and twelve months from the end of the reporting period.

(b) Investments

Investments in financial instruments are classified as loans and receivables. Management
determines the appropriate classification of investments at the time of purchase.

Government of Jamaica or other securities and loans with fixed or determined payments, for which

there is not an active market which are not intended for sale immediately or in the near term or are
not designated upon initial recognition as at fair value through profit or loss or as available-for-sale,
are classified as loans and receivables. These are initially measured at cost and subsequently at
amortised cost, using the effective interest rate method, less impairment losses.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and
of allocating interest income over the relevant period. The effective interest rate is the rate that
exactly discounts estimated future cash receipts (including all fees or points paid or received that
form an integral part of the effective interest rate, transaction costs and other premiums or
discounts) through the expected life of the debt instrument, or, where appropriate, a shorter period
to the net carrying amount on initial recognition.
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THE MORTGAGE INSURANCE FUND AND MORTGAGE
(GOVERNMENT GUARANTEED LOANS) INSURANCE RESERVE FUND
(Established under the Mortgage Insurance Act

Administered by Jamaica Mortgage Bank)

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 2013

3 SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

(c)

(d)

(e)

()

Receivables
Trade and other receivables are stated at cost, less impairment losses.
Impairment

The carrying amounts of the Fund’s assets are reviewed at the end of each reporting period to
determine whether there is any indication of impairment. If any such indication exists, the assets
recoverable amounts are estimated at the end of each reporting period. An impairment loss is
recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. Impairment losses are recognised in the statement of changes in fund
balance.

(i) Calculation of recoverable amount

The recoverable amount of the Fund’s investments in loans and receivables and accounts
receivable is calculated as the present value of expected future cash flows, discounted at the
original effective interest rate inherent in the asset. Receivables with short duration are not
discounted.

(i) Reversals of impairment

An impairment loss in respect of loans and receivables is reversed if the subsequent increase
in recoverable amount can be related objectively to an event occurring after the impairment
loss was recognised.

An impairment loss is reversed only to the extent that the assets carrying amount does not
exceed the carrying amount that would have been determined; if no impairment loss had been
recognised.

Payables
Trade and other payables are stated at cost.
Property, plant and equipment

Property, plant and equipment held for use in the production or supply of goods or services, or for
administrative purposes, are stated in the statement of financial position at cost less any
subsequent accumulated depreciation and subsequent accumulated impairment losses.

Depreciation is recognised so as to write off the cost or valuation of assets less their residual
values over their useful lives, using the straight-line method. The estimated useful lives, residual
values and depreciation method are reviewed at the end of each reporting period, with the effect of
any changes in estimate accounted for on a prospective basis.

An item of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or loss
arising on disposal or retirement of an asset is determined as the difference between the sale
proceeds and the carrying amount of the asset and is recognised in profit or loss.
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THE MORTGAGE INSURANCE FUND AND MORTGAGE
(GOVERNMENT GUARANTEED LOANS) INSURANCE RESERVE FUND
(Established under the Mortgage Insurance Act

Administered by Jamaica Mortgage Bank)

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 2013

4 INVESTMENTS - MORTGAGE INSURANCE FUND
2013 2012
$°000 $°000
Loans and receivables - carried at amortised cost
GK Corporate bond - 4,088
Government of Jamaica:
Local registered stocks 139,453 157,231
Investment bonds 739,435 876,622
878,888 1,037,941
5 RECEIVABLES
2013 2012
$°000 $°000
Withholding tax recoverable 200,776 174,694
Other - 568
200,77 175,262
6 PROPERTY, PLANT AND EQUIPMENT - COMPUTER
$°000
Cost
April 1, 2011, March 31, 2012 and March 31, 2013 115
Depreciation
April 1, 2011 48
Charge for the year _29
March 31, 2012 Il
Net book value
March 31, 2013 _38
March 31, 2012 _67
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NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 2013

7 RELATED PARTY BALANCES AND TRANSACTIONS
A party is related to the Fund if:

(a) directly, or indirectly through one or more intermediaries, the party:
(i)  controls, is controlled by, or is under common control with, the Fund;
(i) has an interest in the Fund that gives it significant influence over the Fund; or
(iii) has joint control over the Fund;

(b) the party is an associate (as defined in IAS 28, Investments in Associates) of the Fund;

(c) the party is a joint venture in which the Fund is a venturer (see IAS 31, Interests in Joint Ventures);

(d) the party is a member of the key management personnel of the Fund;

(e) the party is a close member of the family of any individual referred to in (a) or (d);

(f) the party is a Fund that is controlled, jointly controlled or significantly influenced by, or for which
significant voting power in such Fund resides with, directly or indirectly, any individual referred to in (d)
or (e); or

(g) the party is a post-employment benefit plan for the benefit of employees of the Fund, or of any Fund
that is a related party of the Fund.

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

Balances outstanding at the end of the reporting period:

2013 2012
$000 $'000
Due to Jamaica Mortgage Bank 4,943 1,546
2013 2012
$000 $'000
Related party transaction
Administration fees - Jamaica Mortgage Bank 59,184 1,550

8 FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

A financial instrument is any contract that gives rise to a financial asset of one enterprise and a financial
liability or equity instrument of another enterprise.

For the purpose of the financial statements of the Mortgage Insurance Fund, financial assets have been
determined to include cash and cash equivalents, investments and receivables. Financial liabilities have
been determined to include payables and Due to Mortgage (Government Guaranteed Loans) Insurance
Reserve Fund.

For the purpose of the financial statements of the Mortgage (Government Guaranteed Loans) Insurance
Reserve Fund, financial assets have been determined to include Due from Mortgage Insurance Fund and
Government of Jamaica Securities. There are no financial liabilities.

(a) Fair value

Fair value amounts represent estimates of the arm's length consideration that would be currently
agreed between knowledgeable, willing parties who are under no compulsion to act and is best
evidenced by a quoted market price, if one exists.
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8 FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (Cont’d)

(@)

Fair value (Cont'd)
Determination of fair value:

The carrying values of the Fund’s financial instruments, except for investments, are all considered
to approximate their estimated fair values because of their short-term nature. At the end of the
period, the fair value of the fund’s investments was $811 million (2012: $1.196 million). The fair
values are estimated on the basis of pricing models or other recognized valuation techniques.

Financial risk management:

The Funds' activities are principally related to the use of financial instruments. The Funds therefore,
have exposure to the following risks from the use of financial instruments in the ordinary course of
business:

e creditrisk
e  market risk
e liquidity risk

Detailed below is information about the Fund’s exposure to each of the above risks, and the Fund’s
objectives, policies and processes for measuring and managing risk.

Risk management framework

The Board of Directors of Jamaica Mortgage Bank has overall responsibility for the establishment
and oversight of the Fund’s risk management framework. The Board has established Finance and
Audit and Loans and Projects Committees for the Bank and, by extension, the Fund. These
committees are responsible for developing and monitoring risk management policies in their
specified areas - for the Bank and the Funds.

The risk management policies are established to identify and analyse the risks faced by the Fund,
to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions,
and products and services offered. The Bank, through its training and management standards and
procedures, aims to develop a disciplined and constructive control environment, in which all
employees understand their roles and obligations. The Funds are managed by the Bank and
benefit from the Bank's risk management policies and processes.

The Audit Committee is responsible for monitoring the Fund’s compliance with risk management
policies and procedures, and for reviewing the adequacy of the risk management framework.

(i) Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation
and cause the other party to incur a financial loss.

The assets presented on the Statement of Financial Position comprise the Fund’s exposure to
credit risk. Except for significant investments in various forms of Government of Jamaica
securities, there is no significant concentration of credit risk. The Fund’s exposure to credit risk
is limited to the carrying values of financial assets in the balance sheets.

There has not been any change in the Fund’s management of credit risk during the year.
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8 FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (Cont’d)
(b) Financial risk management: (Cont'd)
(i) Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices,
foreign exchange rates and credit spreads (not relating to the obligor's/issuer's credit standing)
will affect the Fund's income or the value of its holdings of financial instruments. Each of the
components of market price risks is considered below. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters,
while optimising returns.

. Interest rate risk:

Interest rate risk is the risk that that the value of a financial instrument will fluctuate due to
changes in market interest rates. It arises when there is a mismatch between interest-
earning assets and interest-bearing liabilities, which are subject to interest rate adjustment
within a specified period. It can be reflected as a loss of future net interest income and/or
a loss of current market values. The Funds manage interest rate risk by monitoring
interest rates daily, and ensuring that the maturity profile of its financial assets is matched
by that of its financial liabilities to the extent practicable, given the nature of the business.
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NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 2012

8

FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (Cont’d)
(b) Financial risk management (Cont’d)
(ii) Market risk (Cont'd)
e Foreign currency risk:

Foreign currency risk is the risk that the value of a financial instrument will fluctuate due
to changes in foreign exchange rates.

The directors and management believe that the Funds have limited exposure to foreign
currency risk as it has no foreign currency liabilities and limited foreign currency assets.

e  Other market price risks

The Funds have no significant exposure to equity price risk as they have no financial
assets which are to be realised by trading in the securities market.

(iii) Liquidity risk

Liquidity risk also referred to as funding risk, is the risk that the Funds will encounter
difficulty in raising funds to meet commitments associated with financial instruments.
Liquidity risk may result from an inability to sell a financial asset quickly at, or close to, its
fair value. Prudent liquidity risk management implies maintaining sufficient cash and
marketable securities, and the availability of funding through an adequate amount of
committed facilities.

The Funds' exposure to liquidity risk is insignificant as their assets are readily realisable and
claims against the Funds would be handled in a manner which provides for careful
liquidation of assets.

FUND VALUATION

The Fund is subjected to triennial actuarial valuations carried out by an external firm of actuaries. The latest
actuarial valuation for funding purposes, undertaken at March 31, 2012, indicated the actuarial value of net
assets of $1.217 billion exceeded the unearned premium liability, claim liability and contingency reserves total
of $114 million by a surplus of $1.103 billion. Unearned premium reserve was estimated at 4.57% of the
Fund, and annual default rate was estimated at 0.05652% of the average fund. The next valuation is due on
March 31, 2015.
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