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CAPITAL UNION BANK LTD.
Notes to Financial Statements
Ten months ended December 31, 2014
(Expressed in United States dollars)

1. General
Capital Union Bank Ltd. (“the Bank”) was incorporated on August 23, 2013 under the
Companies Act, 1992 of the Commonwealth of The Bahamas (“The Bahamas”) and is licensed
under the Banks and Trust Companies Regulation Act, 2000 on February 11, 2014 to carry on
banking business within The Bahamas. The principal activities of the Bank are providing
banking, investment management and financial services. The Bank commenced operations on
March 1, 2014 and is equally owned by Holdco One CD Ltd. and Holdco Two LDH Ltd.,
International Business Companies which are incorporated in The Bahamas.
Effective November 18, 2013, the Bank changed its name from Capital Union Management
Ltd. to Capital Union Bank Ltd. The Bank’s principal place of business is located at 6 Pineapple
Grove, Nassau, Bahamas. The registered office of the Bank is located at Higgs & Johnson,
Ocean Centre, East Bay Street, Nassau Bahamas.
2. Basis of preparation
(a) Statement of compliance
The Bank’s financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRSs”).
(b) Basis of measurement
The financial statements have been prepared on the historical cost basis, except for
derivative contracts which are at fair value.
(c) Functional and presentation currency
The financial statements are presented in United States dollars (“US$”), which is the
Bank’s functional currency.
(d) Use of estimates and judgments
The preparation of the financial statements in conformity with IFRS requires management
to make judgments, estimates and assumptions that affect the application of accounting
policies and the amounts reported in the financial statements and the accompanying notes.
These estimates are based on relevant information available at the reporting date and, as
such, actual results may differ from these estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognized in the period in which the estimate is revised and in
any future periods affected.
In particular, information about significant areas of estimation uncertainty and critical
judgements in applying accounting policies that have the most significant effect on the
amounts recognized in the financial statements are described in notes 3(d), 3(e) and 3(f).
(e) New and amended standards adopted by the Bank
Effective March 1, 2014 the Bank has applied the amendments to IAS 32 Offsetting
Financial Assets and Financial Liabilities which clarified the offsetting criteria in IAS 32
by explaining when an entity currently has a legally enforceable right to set-off and when
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2. Basis of preparation (continued)
(e) New and amended standards adopted by the Bank (continued)
gross settlement is equivalent to net settlement. Based on the new disclosure requirements
the Bank will have to provide information about what amounts have been offset in the
statement of financial position and the nature and extent of rights of set-off under master
netting arrangements or similar arrangements. The Bank is not impacted by the new
disclosure requirements.
(f) New standards, amendments and interpretations not yet adopted by the Bank
(i) IFRS 9 Financial Instruments, (2013) IFRS 9 Financial Instruments (2010), IFRS
9 Financial Instruments (2009) (together, IFRS 9)
IFRS 9 (2009) introduces new requirements for the classification and measurement of
financial assets; Under IFRS 9 (2009), financial assets are classified and measured
based on the business model in which they are held and the characteristic of their
contractual cash flows.
IFRS 9 (2010) introduces additions relating to financial liabilities. The IASB currently
has an active project to make limited amendments to the classification and
measurement requirements of IFRS 9 and add new requirements to address the
impairment of financial assets and hedge accounting.
IFRS 9 (2013) introduces a new requirement for hedge accounting that aligns hedge
accounting more closely with risk management.
IFRS 9 is effective for annual periods beginning on or after January 1, 2018 with early
adoption permitted.
3. Summary of significant accounting policies
(a) Foreign currency translation
Transactions in foreign currencies are translated at exchange rates prevailing at the dates
of the transactions. Monetary assets and liabilities denominated in foreign currencies at
the reporting date are translated to the functional currency at the exchange rates at that date.
The foreign currency exchange gain or loss on monetary items is the difference between
amortized cost in the functional currency at the beginning of the period, adjusted for
effective interest and payments during the period, and the amortized cost in foreign
currency translated at the exchange rates at the end of the period. Foreign currency
exchange differences arising on translation are recognized in the statement of
comprehensive income.
(b) Interest
Interest income and expense are recognized in the statement of comprehensive income
using the effective interest method. The effective interest rate is the rate that exactly
discounts the estimated future cash payments and receipts through the expected life of the
financial asset or liability (or, where appropriate, a shorter period) to the carrying amount
of the financial asset or liability. The effective interest rate is established on initial
recognition of the financial asset and liability and is not revised subsequently.
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3. Summary of significant accounting policies (continued)
(b) Interest (continued)
The calculation of the effective interest rate includes all fees and commissions paid or
received, transaction costs, and discounts or premiums that are an integral part of the
effective interest rate. Transaction costs are incremental costs that are directly attributable
to the acquisition, issue or disposal of a financial asset or liability.
(c) Fees and commission
The Bank earns commissions on investment activities undertaken on behalf of its
customers. Commission income from these transactions is recorded on completion of the
underling transaction. The Bank shares a portion of these commissions with third parties
and the commission expense is recorded on a monthly basis.
(d) Financial instruments
(i)

Classification
Financial instruments include financial assets and financial liabilities. Financial
assets include due from banks, loans and advances and other receivables, which are
classified as loans and receivables. Financial liabilities that are not held for trading
include due to banks, due to customers and other liabilities.
Financial assets and financial liabilities also include derivative financial instruments,
which are designated as financial assets and liabilities at fair value through profit or
loss.

(ii)

Recognition
The Bank recognizes financial assets and financial liabilities on the day the Bank
becomes a party to the contractual provisions of the instruments. It initially
recognises loans and advances and deposits due to banks and to customers on the
date that they are originated. All other financial assets and liabilities (including assets
and liabilities designated at fair value through profit or loss) are recognised initially
on the trade date, which is the date that the Bank becomes a party to the contractual
provisions of the instruments.

(iii) Measurement
Financial instruments are measured initially at fair value plus, in the case of a
financial asset or financial liability not at fair value through profit or loss, transaction
costs that are directly attributable to the acquisition or issue of the financial asset or
financial liability. Transaction costs on financial instruments at fair value through
profit or loss are expensed immediately.
Subsequent to initial recognition, loans and receivables and financial assets and
financial liabilities that are not at fair value through profit and loss are carried at
amortized cost less impairment losses where applicable, using the effective interest
rate method. 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
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3. Summary of significant accounting policies (continued)
(d) Financial instruments (continued)
(iii) Measurement (continued)
principal repayments, plus or minus the cumulative amortization using the effective
interest method of any difference between the initial amount recognized and the
maturity amount, minus any reduction for impairment.
Fair value measurement principles
‘Fair value’ is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement
date in the principal or, in its absence, the most advantageous market to which the
Bank has access at that date. The fair value of a liability reflects its non-performance
risk.
When available, the Bank measures the fair value of an instrument using the quoted
price or dealer price quotations for financial instruments in an active market for that
instrument. A market is regarded as active if transactions for the asset or liability
take place with sufficient frequency and volume to provide pricing information on
an ongoing basis.
For all other financial instruments fair value is determined by using valuation
techniques. Valuation techniques include net present value techniques, the
discounted cash flow method, comparison to similar instruments for which market
observable prices exist, and valuation models.
The best evidence of the fair value of a financial instrument at initial recognition is
normally the transaction price – i.e. the fair value of the consideration given or
received. If the Bank determines that the fair value at initial recognition differs from
the transaction price and the fair value is evidenced neither by a quoted price in an
active market for an identical asset or liability nor based on a valuation technique
that uses only data from observable markets, then the financial instrument is initially
measured at fair value, adjusted to defer the difference between the fair value at
initial recognition and the transaction price. Subsequently, that difference is
recognized in profit or loss on an appropriate basis over the life of the instrument but
no later than when the valuation is wholly supported by observable market data or
the transaction is closed out.
If an asset or a liability measured at fair value has a bid price and an ask price, then
the Bank measures assets and long positions at a bid price and liabilities and short
positions at an ask price.
The Bank measures fair value using the following fair value hierarchy that reflects
the significance of the inputs used in making the measurements:
Level 1: Quoted market prices (unadjusted) in an active market for an identical
instrument.
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3. Summary of significant accounting policies (continued)
(d) Financial instruments (continued)
(iii) Measurement (continued)
Fair value measurement principles (continued)
Level 2: Valuation techniques based on observable inputs, either directly (i.e. as
prices) or indirectly (i.e., derived from prices). This category includes instruments
valued using: quoted market prices in active market prices for similar instruments;
quoted prices for identical or similar instruments in markets that are considered less
than active; or other valuation techniques where all significant inputs are directly or
indirectly observable from market data.
Level 3: Valuation techniques using significant unobservable inputs. This category
includes all instruments where the valuation technique includes inputs not based on
observable data and unobservable inputs have a significant effect on the instrument’s
valuation. This category includes instruments that are valued based on quoted prices
for similar instruments where significant unobservable adjustments or assumptions
are required to reflect differences between the instruments.
(iv)

Derecognition
The Bank derecognizes a financial asset when the contractual rights to the cash flows
from that asset expire, or it transfers the rights to receive the contractual cash flows
on the financial asset in a transaction in which substantially all the risks and rewards
of ownership of the financial asset are transferred. Any interest in transferred
financial assets that is created or retained by the Bank is recognised as a separate
asset or liability.
The Bank derecognises a financial liability when its contractual obligations are
discharged, cancelled or expire.
Financial assets and liabilities are offset and the net amount presented in the
statement of financial position when, and only when, the Bank has a legal right to
offset the amounts and intends either to settle on a net basis or to realise the asset and
settle the liability simultaneously.

(v)

Specific financial instruments
Cash and cash equivalents
Cash and cash equivalents include highly liquid financial assets with original
maturities of three months or less, which are subject to insignificant risk of changes
in their fair value.
Cash and cash equivalents are carried at amortised cost in the statement of financial
position.
Cash and cash equivalents consist of due from banks, including demand deposits,
and precious metal currency accounts less due to banks.
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3. Summary of significant accounting policies (continued)
(d) Financial instruments (continued)
(v)

Specific financial instruments (continued)
Loans and advances
Loans and advances are financial assets with fixed or determinable payments that are
not quoted in an active market. Such assets are recognised initially at fair value plus
any directly attributable transaction costs. Subsequent to initial recognition, loans
and advances are measured at amortised cost using the effective interest method, less
any impairment losses.
Loans and advances are carried at the principal amount outstanding plus accrued
interest less any provision for impairment and uncollectibility. All outstanding loans
and advances are originally granted by the Bank and are recognized when cash is
advanced to the borrowers. Loans and advances to customers are generally
collateralised by investment securities and deposits held by the Bank on behalf of
the borrowers.
Derivative financial instruments
Derivatives are recognised initially at fair value. Attributable transaction costs are
recognized in profit or loss as incurred. Subsequent to initial recognition, derivatives
are measured at fair value, and changes in fair value are recognized immediately in
profit or loss when a derivative financial instrument is not designated in a hedge
relationship that qualifies for hedge accounting.
Derivative financial instruments comprise forward currency contracts that are carried
at estimated fair value based on the forward rate for the remaining period to maturity
at the reporting date. Realized and unrealized gains and losses on such forward
currency contracts have been included within foreign exchange gains in the
statement of comprehensive income.

(vi)

Impairment
A financial asset not carried at fair value through profit or loss is assessed at each
reporting date to determine whether there is objective evidence that it is impaired. A
financial asset is impaired if objective evidence indicates that a loss event has
occurred after the initial recognition of the asset, and that the loss event had a
negative effect on the estimated future cash flows of that asset that can be estimated
reliably.
Objective evidence that financial assets are impaired can include default or
delinquency by a debtor, restructuring of an amount due to the Bank on terms that
the Bank would not consider otherwise, indications that a debtor or issuer will enter
bankruptcy, adverse changes in the payment status of borrowers or issuers, economic
conditions that correlate with defaults or the disappearance of an active market for a
security. In addition, for an investment in an equity security, a significant or
prolonged decline in its fair value below its cost is objective evidence of impairment.
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3. Summary of significant accounting policies (continued)
(d) Financial instruments (continued)
(vi)

Impairment (continued)
The amount of the impairment loss on a financial asset carried at amortized cost is
calculated as the difference between the asset’s carrying amount and the present
value of expected future cash flows discounted at the asset’s original effective
interest rate. By comparison, the recoverable amount of a financial asset measured
at fair value is the present value of expected future cash flows discounted at the
current market rate of interest for a similar financial asset. An impairment loss in
respect of a financial asset measured at amortized cost is recognized in net income
or loss in the statement of comprehensive income. When a subsequent event causes
the amount of the impairment loss to decrease, the decrease is reversed through net
income or loss.

(e) Fixed assets
Fixed assets are carried at cost less accumulated depreciation and accumulated impairment
losses.
Cost includes expenditure that is directly attributable to the acquisition of the assets.
Subsequent costs are included in the asset’s carrying amount or are recognized as a separate
asset, as appropriate, only when it is probable that future economic benefits associated with
the item will flow to the Bank and the cost of the item can be measured reliably.
All repairs and maintenance are charged to general and administrative expenses during the
financial period in which they are incurred.
Depreciation is recognized in the statement of comprehensive income and is calculated
using the straight-line method to allocate their costs over their estimated useful lives, as
follows:


Furniture & equipment

2-5 years

Gains and losses on disposal are determined by comparing the proceeds from disposal with
the carrying amount and are recognized in the statement of comprehensive income.
The carrying amounts of the Bank’s fixed assets are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists,
then the asset’s recoverable amount is estimated. An impairment loss is recognized
whenever the carrying amount of an asset exceeds its recoverable amount. Impairment
losses are recognized in net income or loss.
An impairment loss is reversed only to the extent that the asset’s carrying amount does not
exceed the carrying amount that would have been determined, net of
depreciation/amortization, if no impairment loss had been recognized.
(f) Intangibles
Application solution acquired by the Bank is measured at cost less accumulated
amortisation and any accumulated impairment losses.
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3. Summary of significant accounting policies (continued)
(f) Intangibles (continued)
Subsequent expenditure on application solution assets is capitalised only when it increases
the future economic benefits embodied in the specific asset to which it relates. All other
expenditure is expensed as incurred.
Application solution is amortised on a straight-line basis in the statement of comprehensive
income over its estimated useful life, from the date on which it is available for use. The
estimated useful life of application solution for the current period is seven years.
Amortisation methods, useful lives and residual values are reviewed at each reporting date
and adjusted if appropriate.
(g) Fiduciary accounts and assets under administration
No account is taken in these financial statements of fiduciary accounts or assets and
liabilities of clients administered by the Bank, other than those assets and liabilities which
relate to the banking services provided by the Bank for their clients.
(h) Defined contribution pension scheme
The Bank has a defined contribution pension scheme for all eligible employees.
Obligations for contributions to defined contribution plan is expensed as the related service
is provided and recognised as staff costs in the statement of comprehensive income.
(i) Dividends
Dividend distribution to the Bank’s shareholders is recognised as a dividend paid in the
statement of changes in shareholders’ equity in the Bank’s financial statement in the period
in which the dividends are approved and declared by the Bank’s shareholders. Dividends
proposed or declared after the reporting date, are not recognised in the financial statements.
(j) Income and expenditure
Income and expenditure are accounted for on an accrual basis.
(k) Lease
Payments made under operating leases are recognized in the statement of comprehensive
income on a straight-line basis over the term of the lease.
(l) Related parties
A related party is a person or entity that is related to the entity that is preparing its financial
statements.
a) A person or a close member of that person’s family is related to a reporting entity if
that person:
(i)
(ii)

has control or joint control over the reporting entity;
has significant influence over the reporting entity; or is a member of the key
management personnel of the reporting entity or of a parent of the reporting
entity.
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3. Summary of significant accounting policies (continued)
(l) Related parties (continued)
b) An entity is related to a reporting entity if any of the following conditions applies:
(i)

The entity and the reporting entity are members of the same group (which means
that each parent, subsidiary and fellow subsidiary is related to the others).
(ii) One entity is an associate or joint venture of the other entity (or an associate or
joint venture of a member of a group of which the other entity is a member).
(iii) Both entities are joint ventures of the same third party.
(iv) One entity is a joint venture of a third entity and the other entity is an associate
of the third entity.
(v) The entity is a post-employment benefit plan for the benefit of employees of
either the reporting entity or an entity related to the reporting entity. If the
reporting entity is itself such a plan, the sponsoring employers are also related to
the reporting entity.
(vi) The entity is controlled, or jointly controlled by a person identified in (a).
(vii) A person identified in (a) (i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of the
entity).
(viii) A related party transaction is a transfer of resources, services or obligations
between the reporting entity and a related party, regardless of whether a price is
charged.

Related parties include entities that the Bank controls or exercises significant influence
over and individuals who have the authority and responsibility for planning, directing and
controlling the activities of the Bank in making financial and operating decisions. These
include, but are not limited to, the shareholders, officers, directors and other companies
with common ownership.
(m) Taxation
No income taxes are levied in The Commonwealth of The Bahamas.
4. Due from and to banks
All balances due from and to banks are non-interest bearing.
5. Loans and advances
2014
Loans and advances

$

5,612,986

Loans and advances include both secured and unsecured loans and advances granted to
customers and are repayable in less than a year. Secured loans and advances are collateralised
primarily by assets managed by the Bank on behalf of its customers. As of December 31, 2014
50% of the loans were fully collateralised, and 50% was non-collateralised, see note 13(b).
Interest rates applicable on loans and advances range from 2.15% to 7.61%.
The Bank made no allowances for loan losses during the period.
11

CAPITAL UNION BANK LTD.
Notes to Financial Statements
Ten months ended December 31, 2014
(Expressed in United States dollars)

6. Fixed assets

Cost:
Balance at March 1, 2014
Additions
Balance at
December 31, 2014

Computer
hardware &
equipment

Furniture

Total

$

–
76,167

–
51,796

–
127,963

$

76,167

51,796

127,963

$

–
7,618
7,618

–
23,137
23,137

44,178

104,826

Accumulated depreciation:
Balance at March 1, 2014
Depreciation expense
December 31, 2014

$

–
15,519
15,519

Net Book Value at
December 31, 2014

$

60,648

7. Intangibles
Purchased
Application
Solution
Cost:
Balance at March 1, 2014
Additions
Balance at
December 31, 2014
Accumulated amortization:
Balance at March 1, 2014
Amortization expense
December 31, 2014
Net Book Value at
December 31, 2014

$

–
1,405,062

$

1,405,062

$
$

–
139,636
139,636

$

1,265,426

8. Other assets and receivables
2014
Fee and commission income receivable
Security deposits
Interest receivable – loans and advances

$

$

1,541,512
923,228
18,955
2,483,695

Included in security deposit is deposit held by the Bank’s service provider in the amount of
$906,912.
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9. Accrued expenses and other liabilities
2014
Accrued expenses
Retrocessions payable

$
$

265,793
176,383
442,176

10. Fee and commission income and expense
2014
Income
Administration fees
Custody fees
Retrocessions
Management, commission and other fees

$

Expense
Retrocessions
Custody fees
Commissions

150,022
34,373
272,763
1,744,561
2,201,719
275,441
2,055
10,578
288,074

Net fee and commission income

$

1,913,645

11. General and administrative expenses
2014
Staff costs
Operating and administrative expenses
Legal and professional fees

$

$

677,365
1,742,216
611,828
3,031,409

The Bank operates a voluntary defined contribution pension plan for its employees. The
pension plan is available to all permanent employees and is effective after employees complete
the probationary period. The Bank contributes a maximum of 10% of annual salary capped to
a maximum of $10,000 annually and employees can contribute any percentage of their annual
salaries. The aggregate contributions to this plan were $18,744, and are included in staff costs
in the statement of comprehensive income.
Staff costs include $421,010 of key management personnel compensation.
12. Related party balances and transactions
The Bank enters into various transactions with the shareholders and other parties related by
virtue of common control in the normal course of business.
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12. Related party balances and transactions (continued)
The financial statements include the following related party balances and transactions not
separately classified as such on the statement of financial position and statement of
comprehensive income.
2014
Assets/(Liabilities)
Loans and advances
Other assets and receivables
Due to customers
Accrued expenses and other liabilities
Derivative financial instruments

$

Income/(Expenses)
Other income
Fee and commission income
Fee and commission expense
General and administrative expenses
Director’s fee

3,753,276
1,509,512
(8,967,045)
(168,564)
(4,186)
21,000
1,569,266
(115,397)
(546,035)
(24,000)

13. Commitments and contingent liabilities
Loan commitments
The Bank is a party to certain financial instruments with off balance sheet risk in the normal
course of business to meet the financing needs of its customers. These financial instruments
include acceptances and guarantees, commitments to extend credit under lines of credit and
commitments to originate loans. Exposure to loss is represented by the contractual amount of
those instruments. However, the Bank uses the same credit hypothecation criteria when
entering into these commitments and conditional obligations as it does for loans and advances.
As at December 31, 2014 the Bank has extended credit facilities to customers totalling
$8,066,306. A total of $2,453,320 remain unused under these facilities at the reporting date,
see note 5.
Management has assessed all pending legal matters affecting the Bank and is of the opinion
that no provision is necessary in these financial statements.
Lease commitment
The Bank’s minimum commitment under the terms of the rental lease agreement with
shareholders:
2014
Rental due within one year
Rental due between one and five years

$

14

108,000
317,903

CAPITAL UNION BANK LTD.
Notes to Financial Statements
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14. Share capital and additional paid-in capital
2014
Share capital:
Authorized, issued and fully paid-up:
6,050,000 ordinary shares of $1 each
Additional paid-in capital

$

6,050,000
2,950,000

Additional paid-in capital represents the excess of the issue price for the Bank’s shares over
their par value and any contributions received from the shareholders for which no shares have
been issued.
During the period the Bank did not declare dividends.
15. Financial risk management
By its nature the Bank’s activities are principally related to the use of financial instruments,
including derivatives. The Bank accepts deposits from customers at fixed rates and for various
periods and seeks to earn a better return by consolidating short-term funds and investing for
longer periods in making loans to customers and placing bank deposits, whilst maintaining
sufficient liquidity to meet all claims that might fall due.
The Bank also enters into forward currency contracts as part of its client-related activities and
manages the risks of these positions by taking offsetting positions with other financial
institutions.
The Bank’s activities expose it to a variety of financial risks in the normal course of business.
These risks include fiduciary, credit, market risk and liquidity risks. The Bank’s financial
performance is dependent on its ability to understand and effectively manage these risks.
(a) Fiduciary
The Bank provides significant asset management and custody services to third parties.
These activities give rise to operational risk, which is the risk that the Bank may fail in
carrying out certain mandates in accordance with the wishes of its customers. To manage
this exposure, the Bank generally takes a conservative approach in its fiduciary
undertakings for customers.
(b) Credit risk
Credit risk arises from the potential for failure of a counterparty to perform according to
the terms of the contract. The Bank’s exposure to credit risk is primarily in the form of
demand balances with banks and loans and advances to customers. The Bank only places
demand deposits with high quality international financial institutions. The loans and
advances are short-term and are generally collateralised by assets managed by the Bank on
behalf of its customers. Collateral was not held for part of loans and advances to customers,
see note 5. The Bank also uses other methods, such as credit monitoring techniques,
including collateral and credit exposure limit policies.
The table sets out the total credit risk and significant concentrations of financial assets by
geographical location of the counterparty.
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15. Financial risk management (continued)
(b) Credit risk (continued)

Europe

Central and
South America
and the
Caribbean

Total

$

–

1,406

1,406

$

29,806,048
–
29,806,048

1,506,593
5,612,986
7,120,985

31,312,641
5,612,986
36,927,033

As of December 31, 2014
ASSETS
Cash on hand
Due from banks:
–Demand and call
Loans and advances

Loans and advances are due from 12 customers.
(c) Market risk
Market risk encompasses interest rate risk, currency risk and other price risk, all of which
arise in the normal course of business. Price risk is the risk to earnings that arises from
changes in interest rates, foreign exchange rates, equity and commodity prices, and their
implied volatilities.
The objective of market risk management is to manage and control market risk exposures
within acceptable parameters, while optimizing the return. The Bank is not exposed to
significant price risk as it does not invest in any marketable securities and has minimum
exposure to currency and interest rate risks.
Interest rate risk
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market interest rates. The Bank manages its exposure
to interest rate risk by matching interest bearing liabilities with assets of similar principal
values, interest rates and terms. In addition, because a substantial part of the Bank’s
liabilities are non-interest bearing and available on demand, the Bank invests these funds
in interest bearing deposits with terms up to three months. Therefore, the Bank’s sensitivity
exposure to reasonably possible changes in interest rates is minimal in terms of material
impact to profit or loss and equity. All balances due to customers and due to banks is noninterest bearing. The Board of Directors has delegated responsibility for the management
of interest rate risk to the Bank’s Credit Committee which is supported by the Bank’s
Finance & Administration Department. The Finance & Administration Department
monitors this risk on an ongoing basis.
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15. Financial risk management (continued)
(c) Market risk (continued)
Currency risk
The Bank takes on exposure due to the effects of fluctuations in the prevailing foreign
currency exchange rates on its financial position and cash flows. The Board of Directors
sets limits on the level of exposure by currency and in total for overnight positions, which
are monitored daily.
EUR

CHF

GBP

Other

Total

11,029,632 5,761,518 128,509 611,481
1,972,970
–
–
–

17,531,140
1,972,970

–
–
–
50
13,002,602 5,761,518 128,509 611,531

50
19,504,160

–
–
–
–
12,890,404 5,764,066 128,700 387,333

–
19,170,503

24,618
96,406
–
790
12,915,022 5,860,472 128,700 388,123

121,814
19,292,317

As of December 31, 2014
ASSETS
Due from banks
Loans and advances
Other assets and
receivable
Total Asset
LIABILITIES
Due to banks
Due to customers
Accrued expenses
and other liabilities
Total Liabilities

$

Net on balance
sheet position

$

$

$
$

87,580

(98,954)

(191) 223,408

211,843

(d) Liquidity risk
Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations
associated with its financial liabilities that are settled by delivering cash or another financial
asset. The Bank manages its liquidity by matching liabilities with assets of similar maturity
periods.
The table analyses assets and liabilities of the Bank by maturity based on the remaining
period at the reporting date to the contractual maturity date.
Less than
one month

One to
three
months

Three Six months
to six
to one
months
year

Total

31,314,047
4,612,986
35,927,033

–
–
–

–
–
– 1,000,000
– 1,000,000

31,314,047
5,612,986
36,927,033

As of December 31, 2014
ASSETS
Due from bank:
– Demand
Loans and advances

$
$
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15. Financial risk management (continued)
(d) Liquidity risk (continued)
Less than
one month

One to
three
months

Three Six months
to six
to one
months
year

210,372

–

–

–

210,372

32,034,695
$ 32,245,067

–
–

–
–

–
–

32,034,695
32,245,067

$ 3,681,966

–

– 1,000,000

4,681,966

Total

As of December 31, 2014
LIABILITIES
Due to banks:
– Demand
Due to customers:
– Demand

$

Liquidity gap

16. Derivative financial instruments
The Bank enters into forward currency contracts solely as part of its client-related trading
activities. Forward currency contracts are contracts to purchase and sell foreign currencies at
specific rates of exchange on specific dates in the future. Risk arises from the potential inability
of counterparties to perform under the terms of the contracts (credit risk) and from fluctuations
in the foreign exchange rates (market risk). The Bank manages the market risks of client-related
positions by purchasing offsetting positions with financial institutions, resulting in minimal
market exposure. The credit risk of the client-related positions is managed by applying uniform
credit standards maintained for all activities with credit risk. Collateral held generally includes
cash, cash equivalents and marketable securities.
The Bank had contractual commitments under open forward currency contracts as follows:
Currency
sold
JPY
Total
Currency
purchased
JPY
Total

Amount
sold

Currency
purchased

119,830,000
119,830,000

USD

Amount
purchased

Currency
sold

119,870,000
119,870,000

USD

Amount
purchased
1,000,000
1,000,000
Amount
sold
1,000,000
1,000,000

Settlement
date

Unrealized
gain/(loss)

Jan 30, 2015

5,240
5,240

Settlement
date

Unrealized
gain/(loss)

Jan 30, 2015

(4,186)
(4,186)

The contract amounts of these instruments reflect the extent of the Bank’s involvement in
forward currency contracts and do not represent the Bank’s risk of loss due to counterparty
non-performance. The credit risk is limited to those contracts with a positive fair value.
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17. Fair value of financial instruments
Fair value estimates are made at a specific point in time, based on market conditions and
information about the financial instrument. These estimates are subjective in nature and
involve uncertainties and matters of significant judgment and therefore, cannot be determined
with precision. Nevertheless, fair values can be determined within a reasonable range of
estimates. The non-derivative financial instruments utilized by the Bank are either short-term
in nature or have interest rates that automatically reset to market on a periodic basis.
Accordingly, their estimated fair values are not significantly different from their carrying
values.
IFRS 7 specifies the hierarchy of valuation techniques based on whether inputs to those
valuation techniques are observable or unobservable. Observable inputs reflect market data
obtained from independent sources; unobservable inputs reflect the Bank’s market
assumptions. These two types of inputs have created the following fair value hierarchy:
Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities. This
level includes listed equity securities and debt instruments on exchanges (for example, London
Stock Exchange, Frankfurt Stock Exchange, New York Stock Exchange) and exchange traded
derivatives like futures (for example, Nasdaq, S&P 500).
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly (that is, as prices) or indirectly (that is, derived from prices).
This level includes the majority of the OTC derivative contracts, traded loans and issued
structured debt. The sources of input parameters like LIBOR yield curve or counterparty credit
risk are Bloomberg and Reuters.
Level 3 – Inputs for the asset or liability that are not based on observable market data
(unobservable inputs). This level includes equity investments and debt instruments with
significant unobservable components.
The hierarchy requires the use of observable market data when available. The Bank considers
relevant and observable market prices in its valuations where possible.
The table shows the fair value hierarchy levels for financial assets and liabilities carried at fair
value.
As of December 31, 2014

Level 1
USD

Level 2
USD

Level 3
USD

Total
USD

$
$

–
–

5,240
5,240

–
–

5,240
5,240

Financial liabilities designated at fair value
Due to customers –
- Derivative financial instruments
$
Total liabilities at fair value
$

–
–

4,186
4,186

–
–

4,186
4,186

Financial assets designated at fair value
- Derivative financial instruments
Total assets at fair value

There has been no transfer of financial instruments between level 1 and level 2 during the
period.
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18. Assets under management
The Bank provides custody, investment management and advisory services to individuals,
corporations, trusts and other institutions, whereby it holds and manages assets or invests funds
received in various financial instruments at the direction of the customer. The Bank receives
fee income for providing these services.
Assets under management are not assets of the Bank and are not recognized in the statement of
financial position. The Bank is not exposed to any credit risk relating to such placements, as it
does not guarantee these investments. Assets under management include portfolios of wealth
management customers for which the Bank provides discretionary or advisory asset
management services. At the reporting date, the Bank held a significant amount of assets under
management.
Assets deposited with the Bank held for transactional or safekeeping/custody purposes are
excluded from assets under management. The Bank has customer deposit liabilities of
$18,943,568 relating to banking services provided by the Bank for customers who had assets
under management by the Bank.
19. Taxation
At the reporting date, no corporate or capital gains taxes are levied in the Commonwealth of
The Bahamas and accordingly, no provision for such taxes has been recorded.
20. Capital management
As prescribed by The Bahamas Banks and Trust Companies Regulations Act the Bank is
required to maintain a minimum capital amount of B$5,000,000 and a capital adequacy ratio
of at least 8% effective February 11, 2014 at all times.
The capital adequacy ratio is calculated by dividing the Bank’s eligible capital base by its total
risk-weighted exposures. The Bank’s capital is made up of Tier 1 capital, with no adjustments,
which includes ordinary share capital and retained earnings.
The risk-weighted amount of an on-balance sheet item is determined by multiplying the current
book value by the relevant risk weight prescribed by The Central Bank of The Bahamas (“the
Central Bank”). The risk weighted amount of an off-balance sheet transaction is calculated as
the principal amount of the transaction converted into an on-balance sheet equivalent by
multiplying it with a specified credit conversion factor as prescribed by the Central Bank and
multiplying the resultant credit equivalent amount by the risk weight applicable to the type of
assets or counterparty or where relevant, the eligible guarantor or collateral security as
appropriate.
The Bank’s objectives when managing capital, which is a broader concept than ‘equity’ on the
face of the statement of financial position, are:




To comply with the capital requirements set by the Central Bank;
To safeguard the Bank’s ability to continue as a going concern so that it can continue to
provide returns for its shareholders and benefits for other stakeholders; and
To maintain a strong capital base to support the development of its business.
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20. Capital management (continued)
Capital adequacy and the use of regulatory capital are monitored by the Bank’s management,
employing techniques designed to ensure compliance with guidelines established by the Central
Bank. The required information is filed with the Central Bank on a quarterly basis.
The table summarises the composition of regulatory capital and shows the capital adequacy
ratio of the Bank as of the reporting date. During 2014, the Bank has complied with all of the
externally imposed capital requirements to which it was subject.
2014
Tier 1 capital
Share capital
Retained earnings
Less Adjustments to Tier 1 Capital Intangibles
Total

$

9,000,000
(886,361)
(1,265,426)
6,848,213

Risk-weighted assets

$

12,099,040

Capital adequacy ratio

$

56.60%

21. Subsequent events
The Bank has evaluated subsequent events from the reporting date through May 19, 2015, the
date at which the financial statements were available to be issued, and determined that there are
no other items to adjust or disclose.
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