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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

DIRECTORS' REPORT

The Directors are pleased to present their report together with the audited financial statements of
Seychelles International Mercantile Banking Corporation Limited (the "Bank" } for the year ended

December 31, 2019.

PRINCIPAL ACTIVITIES

The principal activities of the Bank consist of the provision of banking and financial services in Seychelles.
The bank operates mainly locally and its offshore activities are negligible and; therefore no separate
disclosures are presented in these Financial Statements. There has been no change to these activities for

the financial year under review.

CURRENT YEAR EVENT

The Bank adopted IFRS 16 - Leases, effective January 1, 2019, which replaced IAS 17 Leases and IFRIC 4
determining whether an Arrangement Contains a Lease.

The new standard resulted in the recognition of right-of-use assets and lease liabilities on leases previously
classified as operating leases. Consequently, amounts attributable to the corresponding account classes on
January 1, 2019 are SR 10.5m and SR 5.9m respectively. The adoption of IFRS 16 had no impact on the
Bank's retained earnings. Refer to note 2(b)(i} for more details.

RESULTS SR’ 000
Profit for the year 164,180
Retained earnings brought forward 221,247
Profit available for distribution 385,427
Dividends (165,000)
Retained earnings carried forward 220,427
DIVIDENDS

Interim Dividend of SR 1,650 per share amounting to SR 165m was declared and paid during the year under
review. {2018: SR 1,500 per share amounting to SR 150m). The Directors did not recommend any final

dividend for the financial year under review (2018: Nil).

PROPERTY AND EQUIPMENT

Additions to property and equipment of SR 7.6m for the financial year under review comprised mainly
furniture, fittings and equipment and a motor vehicle. (2018: SR 9.4m) Disposal with cost of SR 1.2m and
Nil net book value comprised of motor vehicles. (2018: Cost of SR 34m & net book value of SR 33.78m).

Property and equipment are stated at cost less accumulated depreciation. The Directors have estimated
that the carrying amount of property and equipment at the reporting date approximate their fair value.

EVENT AFTER REPORTING DATE

The outbreak of COVID-19 has brought considerable uncertainty and economic disruptions around the globe.
The adverse consequences for Seychelles are significant with extensive impact on all industries including
the financial sector, air transportation, shipping, tourism and the medium and small enterprises in general.

The Directors, together with the Management, have assessed the Bank's ability to continue as a going
concern and acknowledged the risk of lower revenue and higher cost of risk in the short to medium term.
Based on the capital and liquidity position of the Bank as well as all the ongoing measures being put in
place at all levels, the Directors are of the opinion that the going concern basis of preparation of these



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

DIRECTORS' REPORT (CONT'D)

DIRECTORS' AND THEIR INTEREST IN THE BANK

The Directors of the Company from the date of the last report and to-date are:

Abdul Gafoor Yakub
Ahmad Saeed

Anil Dua

Damien Thesee
Pavid Howes

Vincent Van Heyste
Michael Bluemner {Appointed effective February 17, 2020)

Roger Toussaint {Resigned effective July 31, 2019)

None of the Directors held any interest in the Bank during the financial year under review (2018: Nil).

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The Directors are responsible for the overall management of the affairs of the Bank including the
operations of the Bank and making investment decisions.

The Directors are responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards (IFRS) and in compliance with the Companies
Act 1972, the Financial Institutions Act 2004, as amended, and the regulations and directives of the Central
Bank of Seychelles. This responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies that
fall within the accounting policies adopted by the Bank as a whole; and making accounting estimates that
are reasonable in the circumstances. The Directors have the general responsibility of safeguarding the

Bank's assets.

The Directors confirms that the financial statements presented for audit are free from material
misstatement and they have met their aforesaid responsibilities.

AUDITORS

The retiring auditors, Messers. BDO Associates, being eligible offer themselves for re-appointment.

BOARD APPROVAL

o &l
Abdul Gafoor Yakub Ahmad Saeed Anil bua N Pamien Thesee :
Director Director Director Director

e —

David Howes
Director

Dated: ) 7 AUG 2020

Vb mria Crussbosdiae

ichael Bluemner incent Van Heyste
i OF Director
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED 3
INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS

Report on the audit of the Financial Statements

Qualified Opinion

We have audited the financial statements of SEYCHELLES INTERNATIONAL MERCANTILE BANKING
CORPORATION LIMITED set out on pages 4 to 66 which comprise the Statement of Financial Position
as at December 31, 2019, the Statement of Profit or Loss and Other Comprehensive Income,
Statement of Changes in Equity and the Statement of Cash Flows for the year then ended and notes
to the financial statements, including a summary of significant accounting policies.

In our opinion, except for the possible effects of the matter described in the Basis for Qualified
Opinion section of our report, the financial statements on pages 4 to 66 give a true and fair view of
the financial position of the Bank as at December 31, 2019 and of its financial performance and its
cash flows for the year then ended in accordance with International Financial Reporting Standards

and comply with the Seychelles Companies Act, 1972.

Basis for Qualified Opinion

We were appointed as auditors of the Bank for the financial year ended December 31, 2019. Upon
review of the application of [FRS 9 for the previous period ended December 31, 2018, we noted that
the implementation of the modelling for Expected Credit Losses (ECL) as well as classification,
measurement, and relevant disclosures were incorrect. We informed the Bank of the shortcomings and
the Bank took necessary steps to appoint a consultant to assist with implementation of IFRS ¢ but the
scope of the work was in respect of period ended December 31, 2019 only. Accordingly, comparative
figures with respect to IFRS 9 were not restated nor could we satisfy ourselves by alternative means
concerning opening retained earnings, opening and expected credit loss movements as well as
comparatives disclosures as required by IFRS 7. Since opening expected credit loss enter in the
determination of the financial performance and cash flows, we were unable to determine whether
adjustments might have been necessary in respect of the profit for the year reported in the
Statement of Profit or Loss and and the net cash flows from operating activities reported in the

Statement of Cash Flows.

We conducted our audit in accordance with International Standards on Auditing (ISAs}. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Corporation in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code) together with the ethical requirements that are relevant to
our audit of the financial statements in Seychelles, and we have fulfilled our other ethical
responsibilities in accordance with these requirements and the 1ESBA Code.

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

BDOQ Associates, a partnership registered in Seychelles, is a member of BDO Internancnat Lunited. a UK company limited by guarantee, and forms part of
the international 800 network of independent member firms.
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED 3{a)
INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS

Emphasis of Matter

(i) Effects of COVID-19 pandemic

We draw attention to note 31 of the financial statements which describes a material uncertainty
following the Coronavirus pandemic which is affecting severely the World in general as well as
Seychelles. Actions adopted by countries such as closing borders, grounding flights and discouraging
people from travelling abroad are impacting heavily on all industries including the financial sector
thereby raising a significant uncertainty on going concern of the Bank.

The Directors of the Bank together with Management are confident that they will continue to have
the financial and otherwise support of their Shareholders and are therefore of the opinion that the
going concern basis of preparation of these financial statements remains appropriate in the

foreseeable future.

Our opinion is not modified in respect of this matter.
Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and
we do not provide a separate opinion on these matters.

{i} Adoption of IFRS 16 - Leases

The Bank adopted IFRS 16 Leases effective January 1, 2019 which modifies the classification and
measurement of leases, with the recognition on the Statement of Financial Position of right-of-use
assets and lease liability. The right-of-use asset and liability are unwound over the term of the lease,
giving rise to an amortisation charge and interest expense respectively.

In order to compute the transition impact of IFRS 16, a significant data extraction exercise was
undertaken by Management to summarise all the leased assets of the Bank such that the respective
inputs could be uploaded into the IFRS 16 model. Since the implicit rates of interest in the leases
were not readily available, the Bank upon first time implementation of IFRS 16 adopted the modified
retrospective transitional approach as permitted by the Standard. This approach mandates that the
right-of-use asset is recognised at the date of initial application at an amount equal to the lease
liability using the Bank's prevailing incremental borrowing rate as at the date of initial application,
adjusted for any prepaid or accrued payments relating to that lease that were previously recognised
in the Statement of Financial Position immediately before the date of initial application.

The following were the key audit matters identified under IFRS 16;

= Determination of all the leasing arrangements to ensure that they fall within the scope of IFRS 16
and whether they were appropriately included in the computation at transition date;

« To ensure the appropriateness of assumptions used to determine the present value using the
relevant discount rates for each lease;

« To ensure completeness and accuracy of the underlying available data and information for each

lnmom simmd +m maleidabkm btha francitianal immasctrs and
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED 3(b)
INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS

Key Audit Matters (Cont'd)

(i) Adoption of IFRS 16 - Leases (Cont'd)

The following were the key audit matters identified under IFRS 16; {Cont'd)

= To ensure completeness of disclosures with respect to IFRS 16 and relevant corresponding
standards in the financial statements.

Response to Key Audit Matters

I Assessed the design and implementation of key controls pertaining to the determination IFRS 16
transition impact disclosures;

7 Assessed the appropriateness of the discount rates applied in determining the present value of
lease liabilities with input from our technical department;

7 Verified the accuracy of the underlying lease data by agreeing a representative sample of leases
to original contract or other supporting information, and checked the integrity and accuracy of
the IFRS 16 calculations for each lease sampled through recalculation of the expected IFRS 16
adjustments;

I Reviewed the journal entries with respect to the impact of implementation of the right-of-use
assets and lease liabilities; and

I Assessed whether the disclosures within the financial statements are appropriate and sufficient.

(i) Computation of Expected Credit losses per IFRS 9 - Financial instruments

The Bank adopted the accounting standard iFRS 9 'Financial instruments’ effective January 1, 2018.
The standard introduced new requirements around two main aspects of how financial instruments are
treated - measurement and classification and impairment.

This standard also introduced new fmpairment rules which prescribed a new, forward looking,
expected credit loss (ECL') impairment model which takes into account reasonable and supportable
forward looking information, which will generally result in the earlier recognition of impairment
provisions.

The following were the key audit matters identified under IFRS 9;

« There are a number of significant management determined judgements including:
- the reclassification of financial assets in accordance with the Bank's business model;
- determining the criteria for a significant increase in credit risk;
- techniques used to determine probability of default (PP) and loss given default (LGD); and
factoring forward looking assumptions.

* IFRS 9 implementation requires complex technical modelling based on subjective data and
assumntions. Conseauently. the inherent credit risk embedded in the data assumptions is high.
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED 3()

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS

Key Audit Matters (Cont'd)

(i)

Computation of Expected Credit losses per IFRS 9 - F inancial instruments (Cont'd)

How the key audit matter was addressed in the audit

f

We reviewed for any changes in the Bank's key processes comprising granting, booking,
monitoring and provisioning and tested the operating effectiveness of key controls over these

processes;

We reviewed for any changes in the Bank's provisioning methodology, assessed the
reasonableness of the underlying assumptions and the sufficiency of the data used by the

Management.

With respect to classification and measurement of financial assets and financial liabilities,

our audit procedures comprised the following;

We reviewed the Bank's IFRS 9 classification and measurement of financial assets and financial
liabitities policies for the year under review for any changes and compared them with the
requirements of IFRS 9; and

Reconfirmed and checked the Bank's business model assessment and the test on the contractual
cash flows, which give rises to cash flows that are 'solely payments of principal and interest [SPPI

test].

With respect to impairment methodology, our audit procedures comprised the following;
We obtained an understanding of the Bank's internal rating models for loans and advances and
reviewed the rating validation report prepared by the Bank's Management to gain comfort that
the discrimination and calibration of the rating model is appropriate.

We checked the appropriateness of the Bank's determination of significant increase in credit risk
and the resultant basis for classification of exposures into various stages.

For a sample of exposures, we checked the appropriateness of the Bank's staging.

We checked and understood the key data sources and assumptions for data used in the Expected
Credit Loss (ECL) models used by the Bank's to determine impairment provisions.

For forward looking assumptions used by the Bank’s management in its Probability of Default (PD)
calculations, we held discussions with Management and corroborated the assumptions where

publicly available information was used.

We checked the calculation of the PD and LGD used by the Bank in the ECL calculations, including
the appropriateness of the use of collateral and the resultant arithmetical calculations.

We checked the completeness of loans and advances, off Statement of Financial Position (SOFP)
items, investment securities, placements and other financial assets included in the ECL

calculations as of December 31, 2019.

We checked consistency of various inputs and assumptions used by the Bank's management to
determine impairment provisions; and

As a result of the above audlt procedure in respect of 2019 but we could not carry out proper
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED 3{d)

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS (CONT'D)

Responsibilities of Directors and Those Charged with Governance for the Financial Statements

The Directors are responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards and in compliance with the Companies
Act, 1972, the Financial Institutions Act 2004, as amended and the Regulations and Directives of the
Central Bank of Seychelles, and for such internal control as the Directors determine is necessary to
enable the preparation of the financial statements that are free from material misstatement,

whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Bank’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the directors either intend to liquidate the Bank or to cease
operations, or have no realistic alternative but to do so. Those charged with governance are
responsible for overseeing the Bank'’s financial reporting process.

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with I1SAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of users taken
on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and mainzain

professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Bank’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by Directors.

o Conclude on the appropriateness of Directors’ use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Bank’s ability to continue as a going concer. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our auditor’s report. However, future events or conditions may cause the Bank to cease to
continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and evants

- o
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED 3(e)
INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS (CONT'D)
Auditor’s Responsibilities for the Audit of the Financial Statements (Cont’d)

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

Report on Other Legal Regulatory Requirements

Companies Act, 1972

We have no relationship with, or interests in, the Bank, other than in our capacity as auditors and
dealings in the ordinary course of business.

We have obtained all information and explanations we have required, except for the possible effects
of the matter described in the Basis for Qualified Opinion section of our report.

Financial Institutions Act 2004, as amended and Regulations and Directives of the Central Bank
of Seychelles

The Financial Institutions Act 2004, as amended and Regulations and Directives of the Central Bank of
Seychelles requires that in carrying out our audit, we consider and report to you the following
matters. We confirm that:

- In our opinion, the financial statements have been prepared on a basis consistent with that of the
preceding year and are complete, fair and properly drawn up and comply with the Financial
Institutions Act 2004, as amended and Regulations and Directives of the Central Bank of
Seychelles except as discussed under the Basis for Qualified Opinion section of our report.

- The explanations or information called for or given to us by management and employees of the

Bank were satisfactory.
- The Bank did not carry out any fiduciary duties during the year under review.

Other Matters

{(a) This report is made solely to the members of SEYCHELLES INTERNATIONAL MERCANTI_E
BANKING CORPORATION LIMITED as a body, in terms of our engagement to conduct the audit on
their behalf. Our audit work has been undertaken so that we might state to the Bank’s members
those matters which we are required to state to them in an auditor’s report and for no other
purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the Bank or the Bank's members as a body, for our audit work, for this report,
or for the opinions we have formed.

(b} The financial statements of the Bank for the year ended December 31, 2018 were audited by

another auditor who expressed an unmodified opinion on Aprit 25, 2019.

BDO ASSOCIATES
Chartered Accountants

Dated:() 7 AUG 2020



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

4

STATEMENT OF FINANCIAL POSITION AS AT DECEMBER 31, 2019
Notes 2019 2018
SR* 000 SR’ 000

ASSETS

Cash and bank balances 3,545,622 3,469,547
Loans and advances 2,194,760 1,870,542

5
6
Investment in financial assets 7 1,192,689
8
9

1,028,733
Property and equipment 203,506 207,430
Intangible assets 12,744 13,085
Right-of-use assets 10(b} 8,527 -
Other assets 11 206,456 183,802
Current tax receivable 12(a) 3,114 5,202
Deferred tax assets 13(b} 4,997 1,198
Total Assets 7,372,415 6,779,539

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES

Customers deposits 14 6,708,818 6,177,309
Retirement benefit obligation 15(a) 11,285 12,829
Other liabilities 16 94,638 38,928
Total Liabilities 6,814,741 6,229,066
EQUITY

Share capital 17 100,000 100,000
Statutory reserve 18 100,000 100,000
Actuarial losses 19 (2,717) (3,193)
Fair value reserve 19 15,364 7,819
Reserve on Property Repossessed 124,600 124,600
Retained earnings 220,427 221,247
Total Equity 557,674 550,473
Total Liabilities and equity 7,372,415 6,779,539
CONTINGENT LIABILITIES

Guarantees, bills of collection, letters of credit, and

other obligations on account of customers 443,780 209,637
Loan commitments 29 547,449 530,587

These financial statements were approved for issue by the Board of Directors on: 0 7 AUG 2020

%Q—@ =t

Anil Dua Damien Thesee
Directp,‘r Director

Abdul Gafoor Yakub
Director

ncent Van Heyste
Director

David Howes
Director

The notes on pages 8 1o 66 form an integral part of these financial statements
Auditor's Renort on nages 3 to 3fe)



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

5
STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2019
Notes 2019 2018
SR' 000 SR' 000
Interest income ’ 20 279,659 249,666
Interest expense 21 (50,514) (32,220)
Net interest income 229,145 217,446
Fees and commission income 22 85,203 76,061
Fees and commission expense (67,960) (60,080)
Net fee and commission income 17,243 15,981
Net interest, fee and commission income 246,388 233,427
Net trading income 23 121,352 124,298
Other operating income 24 2,018 2,142
Total operating income 369,758 359,867
Non-interest expense
Other operating expenses 25 (81,531) (78,234}
Depreciation of property and equipment 8 (11,537) (10,977)
Amortisation of intangibles 9 (3,304) (3,508)
Depreciation of right-of-use 10(b) (2,519) -
Amortisation of upfront lease payments 11 - {53)
Total operating expenses {98,891) (92,772}
Operating profit before impairment 270,867 267,095
Expected credit loss (charge)/credit 27 (21,576) 4,530
Profit before tax 249,291 271,625
Tax expenses 12(b) (85,111) {132,943)
Profit for the year 164,180 138,682
Other Comprehensive Income
Items that will be reclassified to Statement of Profit or Loss
Fair value on reserve on property repossessed - 124,600
Items that will not be reclassified to Statement of Profit or Loss
Remeasurement of retirement benefit obligations (RBO) (note 15(c)) 711 (3,478}
Deferred tax effect on remeasurement of RBO (note 13{c)) {235) 163
Net change in fair value of financial assets at FVTOCI (notes 7(a)(ii) and 19) 7,545 7,819
Other Comprehensive Income net of tax for the year 8,021 129,104
Total Comprehensive Income for the year 172,201 267,786

The notes on pages 8 to 66 form an integral part of these financial statements
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

7
STATEMENT OF CASH FLOWS FOR THE YEAR ENDED DECEMBER 31, 2019
Notes 2019 2018
OPERATING ACTIVITIES SR’ 000 SR’ 000
Profit before taxation 249,291 271,625
Adjustments for:
Allowances for credit impairment 27 21,576 {4,530)
Interest accrued - receivable 6&7 (6,332) (33,511)
Depreciation of property and equipment 3 11,537 10,977
Property and equipment written off 8 7 (n
Profit on disposal of property and equipment 8 (340) (223)
Amortisation of intangible assets 9 3,304 3,508
Amortisation of right-of-use assets/lease prepayments 10(b) & 11(a) 2,519 53
interest accrued - payable 14 15,824 10,366
Retirement benefit obligations charge 15(d)(ii) & 15(e) 2,802 2,527
Effect of foreign exchange differences 2,655 2,586
Operating profit before working capital changes 302,843 263,377
Changes in working capital
- Loans and advances (340,683) 99,049
- Other assets 11 (27,268) (5,759)
- Movement in mandatory balance with central bank 5(b) (106,454) {15,360)
- Customer deposits 14 515,685 333,346
- Other liabilities 16 50,012 (7,008}
Net generated from operations 394,135 667,645
Employer's contribution and direct benefits paid 15(d)(ii} & 15(e) (3,635) (5,084)
Tax refund received 12(a) 5,202 6,786
Tax paid 12(a) (92,259) {(94,088)
Net cash inflow from operating activities 303,443 575,259
INVESTING ACTIVITIES
Purchase of investments in financial assets 7{a) (8,428,049) (9,665,654)
Maturity of investments in financial assets 7(a) 8,272,831 10,194,501
Placement above three months net of short term investments 5(b) (138,992) (731,706)
Purchase of property and equipment 8 (7,620) (9,432)
Proceeds from disposal of property and equipment 8 340 34,000
Purchase of intangible assets g (2,963) (2,598)
Net cash (outflow)/inflow from investing activities (304,453) {180,839)
FINANCING ACTIVITIES
Dividends paid 28 (165,000) {(225,000)
Repayment of principal portion of lease liabilities 10(c) (2,349) -
Net cash outflow from financing activities (167,349) (225,000)
Net change in cash and cash equivalents {168,359) 169,370
Movement in cash and cash equivalents:
At January 1, 2,050,524 1,883,740
Increase (168,359) 169,370
Effect of foreign exchange difference (2,655) (2,586)
At December 31, 5(b) 1,879,510 2,050,524

The notes on pages 8 to 66 form an integral part of these financial statements
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SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

{a)

(b)

(i)

GENERAL INFORMATION

Seychelles International Mercantile Banking Corporation Limited is a limited liability company
incorporated and domiciled in Seychelles. The principal activities of the Bank are as stated on page 2
of the Directors’ Report. The principal place of business is situated at the Nouvobang House, Victoria,

Mahé, Seychelles.

These financial statements will be submitted for consideration and approval at the forthcoming
Annual General Meeting of Shareholders of the Bank.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied for all years presented, unless otherwise stated.
Where necessary, comparative figures have been amended to conform with the change in presentation

in the current year.

Basis of preparation

The financial statements of Seychelles International Mercantile Banking Corporation Limited have
been prepared in accordance with International Financial Reporting Standards (IFRS) and
interpretations issued by the IFRS Interpretations Committee (IFRS IC) applicable to companies
reporting under IFRS and are in compliance with the Companies Act, 1972, the Financial Institutions
Act, 2004 as amended and Regulations and Directives of the Central Bank of Seychelles.

These financial statements have been prepared under the historical cost convention as modified by
the application of fair value measurements required or allowed by relevant accounting standards.

New and amended standards and interpretations

IFRS 16 Leases

IFRS 16 supersedes IAS 17 Leases, IFRIC 4 Determining whether an Arrangement contains a Lease, SIC-
15 Operating Leases-Incentives and SIC-27 Evaluating the Substance of Transactions Involving the Legal

Form of a Lease.

The standard sets out the principles for the recognition, measurement, presentation and disclosure of
leases and requires lessees to recognise most leases on the Statement of Financial Position.

The Bank adopted IFRS 16 using the modified retrospective method of adoption with the date of initial
application of January 1, 2019. Under this method, the standard is applied retrospectively with the
cumulative effect of initially applying the standard recognised at the date of initial application. The
Bank elected to use the transition practical expedient not to reassess whether a contract is or
contains a lease at January 1, 2019. Instead, the Bank applied the standard only to contracts that
were previously identified as leases applying I1AS 17 and IFRIC 4 at the date of initial application.

The Bank has lease contracts for its various branches, ATM houses and staff houses. Before the
adoption of IFRS 16, the Bank classified each of those leases (as lessee) at the inception date as
onerating lease ner note 2(i}(i} for the accounting policy prior to January 1, 2019.



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)}

(b) New and amended standards and interpretations {Cont'd)

i)

IFRS 16 Leases (Cont'd)

Upon adoption of IFRS 16, the Bank applied a single recognition and measurement approach for all
leases except for short-term leases and leases of low-value assets. Refer to note 2(j)(ii) for the
accounting policy beginning January 1, 2019. The standard provides specific transition requirements

and practical expedients, which have been applied by the Bank.

The Bank recognised right-of-use assets and lease liabilities for those leases previously classified as
operating leases, except for short-term leases and leases of low-value assets where applicable.

The right-of-use assets for most leases were recognised based on the amount equal to the lease
liabilities, adjusted for related prepaid and accrued lease payments previously recognised, if any.
Lease liabilities were recognised based on the present value of the remaining lease payments,
discounted using the incremental borrowing rate at the date of initial application.

The Bank also applied the available practical expedients where applicable:

» Used a single discount rate to a portfolio of leases with reasonabty similar characteristics;
« Relied on its assessment of whether leases are onerous immediately before the date of initial
application;

» Applied the short-term leases exemptions to leases with lease term that ends within 12 months of

the date of initial application;

« Excluded the initial direct costs from the measurement of the right-of-use asset at the date of
initial application; and

. Estimated the lease term where the contract contained options to extend or terminate the lease.

Based on the above, as at January 1, 2019:

. Right-of-use assets of SR 10.5m were recognised and presented in the Statement of Financial
Position (SOFP) within “right-of-use assets” (note 10(b}}.

« Additional lease liabilities of SR 5.9m is included in ‘other liabilities’ (note 13{(c)).

« The adoption of IFRS 16 had no impact on the Bank’s retained earnings and no material impact on
its Tier 1 ratio (note 3.2}).

The lease liabilities as at January 1, 2019 can be reconciled to the operating lease commitments as of
December 31, 2018, as follows:

SR 000
Operating lease commitments disclosed as at December 31, 2018 (note 29(d)) 4,989
Discounted using the lessee’s incremental borrowing rate at the date of initial 4,562

application

Less; short-term leases not recognised as a liability
Less: low-value leases not recognised as a liability
Add ; contracts reassessed as lease contracts 1,362

Lease liability recognised as at January 1, 2019 5,924
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

(b)

(if)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

New and amended standards and interpretations {Cont'd)

IFRIC 23 Uncertainty over Income Tax Treatments

The standard explains how to recognise and measure deferred and current income tax assets and
liabilities where there is uncertainty over a tax treatment. There are no new disclosure requirements

except to provide information about judgements and estimates made in preparing the financial
statements. The interpretation has no impact on the Bank’s financial statements.

(iii) Prepayment features with negative compensation (Amendments to IFRS 9)

(iv)

(v)

This enables entities to measure certain prepayable financial assets with negative compensation at
amortised cost. These assets, which include some loan and debt securities, would otherwise have to
be measured at fair value through profit or loss. To qualify for amortised cost measurement, the
negative compensation must be ‘reasonable compensation for early termination of the contract’ and
the asset must be held within a ‘held to collect’ business model. The amendments have no impact on

the Bank’s financial statements.
Annual Improvements to IFRSs 2015 - 2017 Cycle

IFRS 3 - clarified that obtaining control of a business that is a joint operation is a business combination
achieved in stages;

IFRS 11 - clarified that party obtaining joint control of a business that is a joint operation should not
remeasure its previously held interest in the joint operation;

IAS 12 - clarified that income tax consequences of dividends on financial instruments classified as
equity should be recognised according to where the past transactions or events that generated
distributable profits were recognised; and

IAS 23 - clarified that, if a specific borrowing remains outstanding after the related qualifying asset is
ready for its intended use or sale, it becomes part of general borrowings.

The amendments have no impact on the Bank’s financial statements.

Long- term interests in Associates and Joint Ventures (Amendments to IAS 28)

The amendment clarify the accounting for long-term interests in an associate or joint venture, which
in substance form part of the net investment in the associate or joint venture, but to which equity
accounting is not applied. Entities must account for such interests under IFRS 9 before applying the
loss allocation and impairment requirements in IAS 28. The amendments have no impact on the

Bank’s financial statements.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

2.

(b}

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

New and amended standards and interpretations (Cont'd)

(vi) Plan Amendment, Curtailment or Settlement (Amendments to IAS 19)

(d)

(e)

The amendment clarify that entities must calculate the current service cost and net interest for the
remainder of the reporting period after a plan amendment, curtailment or settlement by using the
updated assumptions from the date of the change;

Recognise any reduction in a surplus immediately in Statement of Profit or Loss, either as part of past
service cost or as a gain or loss on settlement. In other words, a reduction in a surplus must be
recognised in Statement of Profit or Loss even if that surplus was not previousty recognised because of
the impact of the asset ceiling; and

Separately recognise any changes in the asset ceiling through Other Comprehensive income.

The amendments have no impact on the Bank’s financial statements.
Standards, Amendments to published Standards and interpretations issued but not yet effective

Certain standards, amendments to published standards and interpretations have been issued that are
mandatory for accounting periods beginning on or after January 1, 2020 or later periods, but which

the Bank has not early adopted.
At the reporting date the following amendments were in issue but not yet effective:

Sale or Contribution of Assets between an Investor and its Associate or Joint Venture (Amendments to
IFRS 10 and IAS 28);

IFRS 17 insurance Contracts;

Definition of a Business {Amendments to IFRS 3);

Definition of Material (Amendments to I1AS 1 and IAS 8); and

Interest Rate Benchmark Reform (Amendments to IFRS 9, 1AS 3% and IFRS 7).

Certain new Standards, revised IFRSs and interpretations that are not mandatorily effective for the
year ended December 31, 2019 are not likely to have an impact on the Bank's financial statements.
The Bank will adopt the other standards on their effective dates.

Use of estimates and judgements

The preparation of financial statements in compliance with adopted IFRS requires the use of certain
critical accounting estimates. It also requires Bank's Management to exercise judgement in applying
the bank’s accounting policies. The areas where significant judgements and estimates have been made
in preparing the financial statements and their effect are disclosed in note 4.

Foreign Currencies

Functional and presentation currency

Items included in the financial statements are measured using Seychelles Rupee, the currency of the
primary economic environment in which the entity operates (“functional currency”). The Financial
Statements of the Bank are presented in Seychelles Rupee, which is its functional and presentation
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

(e)

(i)

(i)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Foreign Currencies {Cont'd)

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing on the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in the Statement of Profit or

Loss.

Non-monetary items that are measured at historical cost in a foreign currency are translated using the
exchange rate at the date of the transaction.

Non-monetary items that are measured at fair value in a foreign currency are translated using the
exchange rates at the date when the fair value was determined.

Financial instruments

Initial recognition

Financial assets and liabilities, with the exception of loans and advances to customers and balances
due to customers, are initially recognised on the trade date, i.e., the date on which the Bank becomes
a party to the contractual provisions of the instrument. This includes regular way trades, i.e.,
purchases or sales of financial assets that require delivery of assets within the time frame generally
established by regulation or convention in the market place. Loans and advances to customers are
recognised when funds are transferred to the customers’ accounts. The Bank recognises balances due
to customers when funds are transferred to the Bank.

The classification of financial instruments at initial recognition depends on their contractual terms
and the business model for managing the instruments. Financial instruments are initially measured at
their fair value, except in the case of financial assets and financial liabilities recorded at FVTPL,
transaction costs are added to, or subtracted from, this amount. Trade receivables are measured at
the transaction price. When the fair value of financial instruments at initial recognition differs from
the transaction price, the Bank accounts for the Day 1 profit or loss.

When the transaction price of the instrument differs from the fair value at origination and the fair
value is based on a valuation technique using only inputs observable in market transactions, the Bank
recognises the difference between the transaction price and fair value in net trading income.

Classification and measurement

The Bank classifies all of its financial assets based on the business model for managing the assets and
the asset’s contractual terms, measured either at Amortised Cost or Fair Value Through Other

Comprehensive Income {(FVTOCI).
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

{f} Financial instruments (Cont'd)
(if} Classification and measurement (Cont'd)

Financial Assets measured at Amortised Cost

The Bank measures Cash and cash equivalents, Loans and advances and Investment in financial assets

and Other assets at amortised cost only if both of the following conditions are met:

« The financial asset is held within a business model with the objective to hold financial assets in
order to collect contractual cash flows; and

« The contractual terms of the financial asset give rise on specified dates to cash flows that are
sotely payments of principal and interest (SPPI} on the principal amount outstanding.

Business model assessment
The Bank determines its business model at the level that best reflects how it manages groups of

financial assets to achieve its business objectives:
» The risks that affect the performance of the business model (and the financial assets held within

that business model) and, in particular, the way those risks are managed;

» How managers of the business are compensated (for example, whether the compensation is based
on the fair value of the assets managed or on the contractual cash flows collected); and

» Other factors considered by the Bank in determining the business model for a group of assets
include past experience on how the cash flows for these assets were collected, performance of the
asset's is evaluated and reported to key management personnel, the expected frequency and value

and timing of sales.

The SPPI test
As a second step of its classification process the Bank assesses the contractual terms of the financial

asset to identify whether they meet the solely payments of principal and interest (SPPi) test.

Principal, for the purpose of SPPI test, is defined as the fair value of the financial asset at initial
recognition and may change over the life of the financial asset (for example, if there are repayments
of principal or amortisation of the premium/discount).

The most significant elements of interest within a lending arrangement are typically the consideration
for the time value of money and credit risk. To make the SPPI assessment, the Bank applies judgement
and considers relevant factors such as the currency in which the financial asset is denominated, and

the period for which the interest rate is set.

In contrast, contractual terms that introduce a more than de minimis exposure to risks or volatility in
the contractual cash flows that are unrelated to a basic lending arrangement do not give rise to
contractual cash flows that are solely payments of principal and interest on the amount outstanding.
In such cases, the financial asset is required to be measured at FYTOCI.

Equity instruments measured at Fair Value Through Other Comprehensive Income (FVTOC/)

Upon initial recognition, the Bank occasionally elects to classify irrevocably some of its equity
investments as equity instruments at FVTOCI when they meet the definition of Equity under [AS 32
Financial Instruments: Presentation and are not held for trading. Such classification is determined on

an inctriimant buveinetrimant hacic
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

2,

(f)

(if)

(iii)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Financial instruments (Cont'd)

Classification and measurement (Cont’d)

Gains and losses on these equity instruments are never recycled to Statement of Profit or Loss.
Dividends are recognised in Statement of Profit or Loss as other operating income when the right of
the payment has been established, except when the Bank benefits from such proceeds as a recovery
of part of the cost of the instrument, in which case, such gains are recorded in Statement of Other
Comprehensive Income. Equity instruments at Fair Value through Other Comprehensive Income are not

subject to an impairment assessment.

Financial Liabilities measured at Amortised Cost

After initial measurement, debt issued and other borrowed funds are subsequently measured at
amortised cost. Amortised cost is calculated by taking into account any discount or premium on issued
funds, and costs that are an integral part of the Effective Interest Rate (EIR).

Financial guarantees, letters of credit and undrawn loan commitments

The Bank issues financial guarantees, letters of credit and loan commitments. Financial guarantees
are initially recognised in the financial statements (within Provisions) at fair value, being the premium
received. Subsequent to initial recognition, the Bank’s liability under each guarantee is measured at
the higher of the amount initially recognised less cumulative amortisation recognised in the Statement

of Profit or Loss, and an Expected Credit Loss (ECL) allowance.

The premium received is recognised in the Statement of Profit or Loss in ‘fees and commission income’
on a straight line basis over the life of the guarantee.

Undrawn loan commitments and letters of credits are commitments under which, over the duration of
the commitment, the Bank is required to provide a loan with pre-specified terms to the customer.
Similar to financial guarantee contracts, these contracts are in the scope of the ECL requirements.

The nominal contractual value of financial guarantees, letters of credit and undrawn loan
commitments, where the loan agreed to be provided is on market terms, are not recorded in the
Statement of Financial Position. The Bank has not provided any commitment to provide loans at a
below-market interest rate, or that can be settled net in cash or by delivering or issuing another

financiat instrument.

Reclassification of financial assets and liabilities

Financial assets are reclassified only when the business model for managing the portfolio as a whole
changes. The reclassification has a prospective effect and takes place from the beginning of the first
reporting period that follows after the change in the business model. The Bank did not change its
business model during the current and comparative period and did not make any reclassifications.

However financial liabitities will never be reclassified but continue to be classified as 'at amortised cost’



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

15

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

(f)

(iv)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Financial instruments (Cont'd)
Derecognition of financial assets and liabilities

Derecoenition of financial assets due to substantial modification of terms and conditions

The Bank sometimes renegotiates or otherwise modifies the contractual cash flows of loans to
customers. When this happens, the Bank assesses whether or not the new terms are substantially
different to the original terms. The Bank does this by considering, among others, the following factors:

If the borrower is in financial difficulty, whether the modification merely reduces the contractual cash
flows to amounts the borrower is expected to be able to pay.

Whether any substantial new terms are introduced, such as a profit share/equity-based return that
substantially affects the risk profile of the loan.

Significant extension of the loan term when the borrower is not in financial difficulty.

Significant change in the interest rate.
Change in the currency the loan is denominated in.

Insertion of collateral, other security or credit enhancements that significantly affect the credit risk
associated with the loan.

If the terms are substantially different, the Bank derecognises the original financial asset and
recognises a ‘new’ asset at fair value and recalculates a new effective interest rate for the assets.
The date of renegotiation is consequently considered to be the date of initial recognition for
impairment calculation purposes, including for the purpose of determining whether a significant

increase in credit risk has occurred.

However, the Bank also assesses whether the new financial asset recognised is deemed to be credit-
impaired at initial recognition, especially in circumstances where the renegotiation was driven by the
debtor being unable to make the originally agreed payments. Differences in the carrying amount are
also recognised in Statement of Profit or Loss in net impairment of financial assets.

If the terms are not substantially different, the renegotiation or modification does not result in
derecognition, and the Bank recalculates the gross carrying amount based on the revised cash flows of
the financial asset and recognises a modification gain or loss in Statement of Profit or Loss. The new
gross carrying amount is recalculated by discounting the modified cash flows at the original effective
interest rate (or credit-adjusted effective interest rate for purchased or originated credit-impaired
financial assets).
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2.

"

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Financial instruments (Cont'd)

(iv) Derecognition of financial assets and liabilities (Cont'd)

v

(i)

Financial asset derecognition other than on a modificgtion

Financial assets, or a portion thereof, are derecognised when the contractual rights to receive the
cash flows from the assets have expired, or when they have been transferred and either (i) the Bank
transfers substantiatty all the risks and rewards of ownership, or (ii) the Bank neither transfers nor
retains substantially all the risks and rewards of ownership and the Bank has not retained control.

If the Bank enters into transactions where it retains the contractual rights to receive cash flows from
assets but assumes a contractual obligation to pay those cash flows to other entities and transfers
substantially all of the risks and rewards. These transactions are accounted for as ‘pass through'

transfers that result in derecognition if the Bank:

Has no obligation to make payments unless it collects equivalent amounts from the assets;

Is prohibited from selling or pledging the assets; and

Has an obligation to remit any cash it collects from the assets without material delay.

Derecognition of financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged, cancelled or
expires. Where an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as a derecognition of the original liability and the recognition of a
new liability. The difference between the carrying value of the original financial liability and the
consideration paid is recognised in Statement of Profit or Loss.

Impairment of financial assets

Overview of the ECL principles

The Bank records an allowance for Expected Credit Loss (ECL) for all loans and receivables and other
debt financial assets not held at FVPL, together with loan commitments and financial guarantee
contracts, in this section all referred to as ‘financial instruments’,

The ECL allowance is based on the credit losses expected to arise over the life of the asset (the
lifetime expected credit losses or LTECL), unless there has been no significant increase in credit risk
since origination, in which case, the allowance is based on the 12 months’ expected credit losses
(12mECL). The Bank’s policies for determining if there has been a significant increase in credit risk are

set out in note 3.3.3(f).

The 12mECL is the portion of LTECLs that represent the ECL that result from default events on a
financial instrument that are possible within the 12 months after the reporting date.
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2.

(f)

v)

(i)

(i}

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Financial instruments (Cont'd)
impairment of financial assets (Cont'd)

Overview of the ECL principles {Cont'd)

Both LTECL and 12mECL are calculated on either an individual basis or a collective basis, depending
on the nature of the underlying portfolio of financial instruments. The Bank’s policy for grouping
financial assets measured on a collective basis is explained in note 3.3.3(b) .

The Bank has established a policy to perform an assessment, at the end of each reporting period, of
whether a financial instrument’s credit risk has increased significantly since initial recognition, by
considering the change in the risk of default occurring over the remaining tife of the financial
instrument. This is further explained in note 3.3.3(f} .

Based on the above process, the Bank groups its toans into Stage 1, Stage 2, Stage 3 and POCI, as
described below:

Stage 1: When loans are first recognised, the Bank recognises an allowance based on 12mECL.
Stage 1 loans also include facilities where the credit risk has improved and the loan has

been reclassified from Stage 2. (Refer to 3.3.3(g))

Stage 2: When a loan has shown a significant increase in credit risk since origination, the Bank
records an allowance for the LTECL. Stage 2 loans also include facilities, where the credit
risk has improved and the loan has been reclassified from Stage 3. (Refer to 3.3.3(g))

Stage 3: Loans considered credit-impaired (as outlined in note 3.3.3(a)), the Bank records an
allowance for the LTECL.

POCI Purchased or originated credit impaired (POCI) assets are financial assets that are credit
impaired on initial recognition. POCI assets are recorded at fair value at original
recognition and interest income is subsequently recognised based on a credit-adjusted EIR.
The ECL allowance is only recognised or released to the extent that there is a subsequent
change in the expected credit losses.

For financial assets for which the Bank has no reasonable expectations of recovering either the entire
outstanding amount, or a proportion thereof, the gross carrying amount of the financiat asset is
reduced. This is considered as (partial) derecognition of the financial asset.

The calculation of ECL

The Bank calculates ECL based on probability of default {(PD) to measure the expected cash shortfalls,
discounted at an approximation to the EIR. A cash shortfall is the difference between the cash flows
that are due to an entity in accordance with the contract and the cash flows that the entity expects

to receive.
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2.

()

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Financial instruments (Cont'd)

(v) impairment of financial assets (Cont'd}

(iiy The calculation of ECL (Cont'd)

The mechanics of the ECL calculations are outlined below and the key elements are, as follows:

PD PD is defined as the probability that a borrower will be unable to meet his/her debt obligations
over a stipulated time, The PD estimate incorporates information relevant to assess the
borrower's ability and willingness to repay debts, as well as information about the economic
environment in which the borrower operates. A default may only happen at a certain time over
the assessed period, if the facility has not been previously derecognised and is still in the
portfolio. The concept of PD is further explained in note 3.3.3(c).

EAD The Exposure at Default (EAD) is an estimate of the exposure at a future default date, taking into
account expected changes in the exposure after the reporting date, including repayments of
principal and interest, whether scheduled by contract or otherwise, expected drawdowns on
committed facilities, and accrued interest from missed payments. The EAD is further explained in

note 3.3.3(d).

LGD The Loss Given Default is an estimate of the loss arising in the case where a default occurs at a
given time. It is based on the difference between the contractual cash flows due and those that
the lender would expect to receive, including from the realisation of any collateral or credit
enhancements that are integral to the loan and not required to be recognised separately, as set
out in note 2{f){vi). It is usually expressed as a percentage of the EAD. The LGD is further

explained in note 3.3.3(e).

The maximum period for which the credit losses are determined is the contractual life of a financial
instrument unless the Bank has a legal right to call it earlier.

Impairment losses and releases are accounted for and disclosed separately from modification losses or
gains that are accounted for as an adjustment of the financial asset’s gross carrying value.

Provisions for ECL for undrawn loan commitments are assessed as follows. The calculation of ECL
including the ECL related to the undrawn element if any is as explained below.

Stage 1 - The 12ZmECL is calculated as the portion of LTECL that represents the ECL resulting from
default events on a financial instrument that are possible within the 12 months after the reporting
date. The Bank calculates the 12mECL allowance based on the expectation of a default occurring in
the 12 months following the reporting date. These expected 12-months default probabilities are
applied to a forecast EAD and multiplied by the expected LGD and discounted by an approximation to

the original EIR.
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(i)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Financial instruments {Cont'd)
Impairment of financial assets (Cont'd)

The calculation of ECL (Cont'd)

Stage 2 - When a loan has shown a significant increase in credit risk since origination, the Bank
records an atlowance for the LTECL. The mechanics are similar to those explained above, including
the use of multiple scenarios, but PDs and LGDs are estimated over the lifetime of the instrument.
The expected cash shortfalls are discounted by an approximation to the original EIR.

Stage 3 - For loans considered credit-impaired (as defined in note 3.3.3(a)), the Bank recognises the
lifetime expected credit losses for these loans. The method is similar to that for Stage 2 assets, with

the PD set at 100.

POCI assets are financial assets that are credit impaired on initial recognition. The Bank only
recognises the cumulative changes in lifetime ECL since initial recognition, based on a probability of

default, discounted by the credit- adjusted EIR.

Loan commitments and letters of credit - When estimating LTECL for undrawn loan commitments,
the Bank estimates the expected portion of the loan commitment that will be drawn down over its
expected life. The ECL is then based on the present value of the expected shortfalls in cash flows if
the loan is drawn down, based on a probability of default. The expected cash shortfalls are discounted
at an approximation to the expected EIR on the loan. For 'Deferred credit cards’ and related undrawn
commitment if any, ECL is calculated and presented together with ‘Provision’ same as loan
commitments and letters of credit, the ECL is recognised within 'Provisions’. To the extent that the
combined expected credit losses exceed the gross carrying amount of the loan, the expected credit

tosses are recognised as a provision.

Financial guarantee contracts - The Bank’s liability under each guarantee is measured at the higher
of the amount initially recognised less cumulative amortisation recognised in the Statement of Profit
or Loss, and the ECL provision. For this purpose, the Bank estimates ECL based on the present value of
the expected payments to reimburse the holder for a credit loss that it incurs. The shortfalls are
discounted by the risk-adjusted interest rate relevant to the exposure. The calculation is made using a
probability of default and the ECL is recognised within Provisions.

Purchased or originated credit impaired financial assets (POCH)

For POCI financial assets, the Bank only recognises the cumulative changes in LTECL since initial
recognition in the loss allowance. There were however none during the period under review.
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2.

(f)

(v)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Financial instruments (Cont’d)

Impairment of financial assets (Cont'd)

(iv) Deferred credit cards

(v}

The Bank’s products offering includes a variety of corporate and retail credit cards facilities termed
Deferred credit card, in which the Bank has the right to cancel and/or reduce the facilities witn one

day’s notice.

The Deferred credit cards portfolio of the Bank has not been combined with the retail portfolio. The
deferred credit cards portfolio has not seen any historical defaults within the Bank. This portfalio is
secured and backed by eligible financial collaterals.

The ongoing assessment of whether a significant increase in credit risk has occurred for revelving
facilities is similar to other lending products. This is based on shifts in the customer’s internal credit
grade, as explained in note 3.3.3(c}, but greater emphasis is also given to qualitative factors such as

changes in usage.

The calculation of ECL, including the estimation of the expected period of exposure and discount rate
is made, as explained in note 3.3.3(b), on a collective basis. The collective assessments are made
separately for portfolios of facilities with similar credit risk characteristics.

Forward lookine information

The Bank incorporates forward looking information/Macro economic overlay on retail and corporate
portifolio through the following methods:

Partfolio - Metl1od3!bgy Model Type Data Time Period

Corporate Regression Analysis| Bivariate Model | 2015 Quarter 1 ~ 2019 Quarter 4

Retail Regression Analysis| Multivariate 2015 Quarter 1 — 2019 Quarter 4
Model

The Bank uses general government gross debt and current account balance as percent of GDP specific
to Seychelles on Corporate portfolio while GDP per capita at constant prices, total investmen:s as
percent of GDP and general government net debt) for Retail Portfolio.

The forward looking estimates was arived through computation of a five year macroeconomic scalar
for the above sesments. The scalar is multiplied on a rolling basis to the PD term structure to arrive at

the macroeconomic adjusted PD term structure.



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

21

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Financial instruments {Cont'd)

Credit enhancements: collateral valuation and financial guarantees

To mitigate its credit risks on financial assets, the Bank seeks to use collaterals, where possible. The
collaterals come in various forms, such as cash, securities, letters of credit/guarantees, real estate,
receivables, inventories and other non-financial assets. Collateral, unless repossessed, is not recorded

on the Bank's Statement of Financial Position.

Cash flows expected from credit enhancements which are not required to be recognised separately by
IFRS standards and which are considered integral to the contractual terms of a financial asset which is
subject to ECL, are included in the measurement of those ECL. On this basis, the fair value of
collaterals affect the calculation of ECL. Collateral is generally assessed, at a minimum, at inception
and re-assessed on practical basis by Management. However, some collaterals, for example, cash or
securities relating to margining requirements, is valued daily.

The Bank does not use active market data for valuing financial assets held as collaterals. The Bank
relies on the market value provided by professional valuers as at the time a request is made.

Guarantees held are included in the measurement of loan ECLs when either they are specified in the
contractual terms of the loan or else are integral to the loan, in that they formed part of the basis on
which the loan was extended. Guarantees that are not integral to the loan’s contractual terms are
accounted as separate units of accounts subject to ECL.

(vii) Repossessed collateral

Repossessed collateral represents financial and non-financial assets acquired by the Bank in
settlement of overdue loans or foreclosure on loans that are in default. Such assets are sold as soon as
practicable, with the proceeds used to reduce the outstanding indebtedness.

Repossessed assets are initially recognised at fair value when acquired and classified as inventories
within ‘Other assets’ unless they meet the requirements of Non Current Assets-held-for sale or
disposal groups under IFRS 5. Repossessed properties are subsequently measured at the lower of
carrying amount and net realisable value.

(viii) Write-offs

Financial assets are written-off, in whole or in part, when the Bank exhausted all practical recovery
efforts and has concluded that there is no reasonable expectation of recovery. The write-off
represents a derecognition event. Indicators that there is no reasonable expectation of recovery
include among others, customer files for bankrupcy, the failure of a customer to engage in a
repayment plan with the Bank, and a failure to make contractual payments for a period of greater

than 365 days past due.

The Bank may write-off financial assets that are still subject to enforcement activity when the Bank
seeks to recover amounts that are contractually due, however, there is no reasonable expectation of

recovery.
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2.

{g)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Cash and cash equivalents

Cash and cash equivalents as referred to in the Statement of Cash Flows comprises cash on hand,
highly liquid financial assets that are subject to an insignificant risk of changes in their fair value and
are used by the Bank in the management of its short-termm commitments, non-restricted current
accounts with Central Bank of Seychelles and amounts due from banks on demand or with an original
maturity of three months or less and bank overdrafts.

Fair value

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. The fair value
measurement is based on the presumption that the transaction to sell the asset or transfer the
liability takes place either in the principal market for the asset or liability or in the absence of a
principal market, in the most advantageous market for the asset or liability. The fair value of an asset
or a liability is measured using the assumptions that market participants would use when pricing the
asset or liability, assuming that market participants act in their economic best interest.

The Bank uses valuation techniques that are appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximising the use of relevant observable inputs and

minimising the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorised within the fair value hierarchy, described as follows, based on the lowest level input that
is significant to the fair value measurement as a whole:

Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities.

Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable.

Level 3- Valuation technigues for which the lowest level input that is significant to the fair value
measurement is unobservable.

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Bank
determines whether transfers have occurred between Levels in the hierarchy by re-assessing
categorisation (based on the lowest level input that is significant to the fair value measurement as a

whole) at the end of each reporting period.

Property and equipment

Property and equipment are carried at historical cost less accumulated depreciation. Historical cost
includes expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the assets' carrying amount or recognised as a separate asset as
appropriate, only when it is probable that future economic benefits associated with the item will flow

to the Bank and the cost of the item can be measured reliably.
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(i)

(i)

(i)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Property and equipment (Cont'd)

Depreciation is calculated on the straight line method to write off the cost of the assets to their
residual values over their estimated useful life as follows:

Years
Buildings Leasehold period
Leasehold improvements Leasehold period
Furniture and fittings 5
Office equipment 5
Premises' fixed equipment 5tc 10
Motor vehicles 4

The assets' residual values and useful lives are reviewed, and adjusted if appropriate, at the end of
each reporting period.

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is written
down immediately to its recoverable amount. (as outlined on note 2(l}}

Gains and losses on disposals of property and equipment are determined by comparing the proceeds
with their carrying amount and are included in the Statement of Profit or Loss.

Leases
Leases (Policy applicable prior January 1, 2019)

The determination of whether an arrangement is a lease, or contains a lease, is based on the
substance of the arrangement and requires an assessment of whether the fulfilment of the
arrangement is dependent on the use of a specific asset or assets or whether the arrangement conveys

a right to use the asset.

Leases that do not transfer to the Bank substantially all of the risks and benefits incidental to
ownership of the leased items are operating leases. Operating lease payments are recognised as an
expense in the Statement of Profit or Loss on a straight-line basis over the lease term. Contingent
rental payable is recognised as an expense in the period in which it is incurred.

Leases (Policy applicable as of January 1, 2019)

The Bank assesses at contract inception whether a contract is, or contains, a lease. That is, if the
contract conveys the right to control the use of an identified asset for a period of time in exchange

for consideration.

The Bank applies a single recognition and measurement approach for all leases, except for shaort-term
leases and leases of low-value assets. The Bank recognises lease liabilities to make lease payments
and richt-nf-11ce assets renresenting the richt to use the underlying assets.
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(1)

(ii)

(k)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {(CONT'D)

Leases {Cont'd)

Leases (Policy applicable as of January 1, 2019) (Cont'd)

Right-of-use assets

The Bank recognises right-of-use assets at the commencement date of the lease (i.e., the date the
underlying asset is available for use). Right-of-use assets are measured at cost, less any accumulated
depreciation and impairment losses, and adjusted for any remeasurement of lease liabilities. The cost
of right-of-use assets includes the amount of lease liabilities recognised, initial direct costs incurred,
and lease payments made at or before the commencement date less any lease incentives received.
Right-of-use assets are depreciated on a straight-line basis over the lease term.

The right-of-use assets are subject to impairment in line with the Bank’s policy as described in note
2({} impairment of non-financial assets.

Lease liabilities

At the commencement date of the lease, the Bank recognises lease liabilities measured at the present
value of lease payments to be made over the lease term. The lease payments include fixed payments
(less any lease incentives receivable), variable lease payments that depend on an index or a rate, and
amounts expected to be paid under residual value guarantees. The lease payments also include the
exercise price of a purchase option reasonably certain to be exercised by the Bank and payments of
penalties for terminating the lease, if the lease term reflects exercising the option to terminate.
Variable lease payments that do not depend on an index or a rate are recognised as expenses in the
period in which the event or condition that triggers the payment occurs.

Intangible assets

Acquired computer software

Intangible assets comprise of software and licenses which have a finite economic life.

Acquired computer software and licenses are capitalised on the basis of costs incurred to acquire and
bring to use the specific software and are amortised using the straight line method over the estimated

useful life of 5 years.

The amortisation period and the amortisation method are reviewed at least at the end of each
reporting period. Changes in the expected useful life or the expected pattern of consumption of
future economic benefits embodied in the asset are considered to modify the amortisation period or
method, as appropriate, and are treated as changes in accounting estimates.

The amortisation expense on intangible assets is recognised in the Statement of Profit or Loss.

Computer software is subject to impairment in line with the Bank’s policy as described in note 2(1)
imnairment of nan-financial assets.
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2.

(L)

(m)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Impairment of non-financial assets

The Bank assesses, at each reporting date, whether there is an indication that Property and
equipment, Right of use asset, Intangible assets and Other assets may be impaired. If any indication
exists, or when annual impairment testing for an asset is required, the Bank estimates the asset’s
recoverable amount. An asset’s recoverable amount is the higher of an asset’s or cash generating
unit's (CGU) fair value less costs of disposal and its value in use.

The recoverable amount is determined for an individual asset, unless the asset does not generate cash
inflows that are largely independent of those from other assets or groups of assets. When the carrying
amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is

written down to its recoverable amount.

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. In determining fair value less costs of disposal, recent market transactions
are taken into account. If no such transactions can be identified, an appropriate valuation model is

used.

Impairment losses are recognised in the Statement of Profit or Loss in Other operating expenses.

Taxation

Current tax

Tax in the Statement of Profit or Loss relates to current year's tax which is the expected amount of
tax payable in respect of taxable profit for the year and is measured using the tax rates that have
been enacted at the end of the reporting period.

Deferred tax

Deferred tax is provided for using the liability method on all taxable temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the financial statements.
The principal temporary differences arise from depreciation of equipment, provision for credit
impairment on loans and advances, provision for retirement benefit obligation, excess of lease
obligation over right-of-use, cummulative acturial gains/losses.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year
when the asset is realised or the liability is settled. The tax rates (and tax laws) that have been

enacted or substantively enacted at the reporting date are used to determine deferred tax.

Current and deferred taxes are recognised as income tax benefits or expenses in the Statement of
Profit or Loss except for tax related to the fair value remeasurement of debt instruments at FVTOCI

which are charged or credited to Statement of Other Comprehensive Income.
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{n)

(i)

(1)

(o)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Taxation (Cont'd)

Deferred tax {Cont'd)

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

Retirement benefit obligations

Length of service compensation

The Bank provides for a payment of length-of-service compensation to permanent employees. Such
compensations are paid upon retirement, for continuous service. The amount provisioned every year is
based on the number of years the employee has worked after the last payment date. This type of
employee benefits has the characteristics of a defined benefit plan.

Defined benefit plan

A defined benefit plan is a pension plan that is not a defined contribution plan. Typically defined
benefit plans define an amount of pension benefit that an employee will receive on retirement,
usually dependent on one or more factors such as age, years of service and compensation.

The liability recognised in the Statement of Financial Position in respect of the defined benefit plan is
the present value of the defined obligation at the reporting period less fair value of plan assets. The
defined benefit obligation is calculated annually by independent actuaries using the projected unit

credit method.

Remeasurement of the net defined benefit liability, which comprise actuarial gains and losses arising
from experience adjustments and changes in actuarial assumptions, the return on plan assets
(excluding interest) and the effect of the asset ceiling (if any, excluding interest), is recognised
immediately in other comprehensive income in the period in which they occur. Remeasurements are
accumulated in a separate reserve and will not be reclassified to the Statement of Profit or loss in the

subsequent periods.
The Bank recognises the following changes in the net benefit obligation under 'employment benefit
expenses 'in the Statement of Profit or Loss:

- Service costs comprising current service costs, past-service costs, gains and losses on curtailments
and non-routine settlements;
- Net interest expense or income; and

Provisions

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

{a)

(i)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Provisions (Cont'd)

When the Bank expects some or all of a provision to be reimbursed, for example, under an insurance
contract, the reimbursement is recognised as a separate asset, but only when the reimbursement is
virtually certain. The expense relating to a provision is presented in the Statement of Profit or Loss

net of any reimbursement.

Equity reserves
The reserves recorded in equity on the Bank’s Statement of Financial Position include:

The cumulative net change in the fair value of Equity instruments classified at FVTOCI; and

The statutory reserve is maintained in accordance with section 24(1) of the Financial Institutions Act
2004 as amended.

Unrealised profits emanating from assets repossesed for which loans and advances had been previously
written off. This is subsequntly released to profit or loss upon disposal of the repossessed assets.

Cumulative actuarial gains/losses related emanating from defined benefit obligation. (as set out on
note n (ii)).

Dividends on ordinary shares

Dividends on ordinary shares are recognised as a liability and deducted from equity when they are
approved by the Bank’s Sharehotders and Central Bank of Seychelles. Interim dividends are deducted
from equity when they are declared and are no longer at the discretion of the Bank.

Dividends for the year that are approved after the reporting date are disclosed as an event after the
reporting date.

Interest income and expense

The effective interest rate (EIR) method

Under IFRS 9, interest income is recorded using the EIR method for all financial assets measured at
amortised cost. Interest income on interest bearing financial assets measured at FVOC! under IFRS 9 is
also recorded using the EIR method. Interest expense is also calculated using the EIR method for all
financial liabilities held at amortised cost. The EIR is the rate that exactly discounts estimated future
cash receipts through the expected life of the financial asset or lability or, when appropriate, a
shorter period, to the gross carrying amount of the financial asset.

The EIR (and therefore, the amortised cost of the financial asset) is calculated by taking into account
transaction costs and any discount or premium on the acquisition of the financial asset, as well as fees
and costs that are an integral part of the EIR. The Bank recognises interest income using a rate of
return that represents the best estimate of a constant rate of return over the expected life of the
toan. Hence, the EIR calculation also takes into account the effect of potentially different interest
rates that may be charged at various stages of the financial asset’s expected life, and other
characteristics of the product life cycle (including prepayments, penalty interest and charges).
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(r)

(if)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
Interest income and expense {Cont'd)

The effective interest rate method (EIR) (Cont'd)

If expectations of fixed rate financial assets’ or liabilities” cash flows are revised for reasons other
than credit risk, then changes to future contractual cash flows are discounted at the original EIR with
a consequential adjustment to the carrying amount. The difference from the previous carrying amount
is booked as a positive or negative adjustment to the carrying amount of the financial asset or liability
on the Statement of Financial Position with a corresponding increase or decrease in Interest
revenue/expense calculated using the effective interest method.

For floating-rate financial instruments, periodic re-estimation of cash flows to reflect the movements
in the market rates of interest also alters the effective interest rate, but when instruments were
initially recognised at an amount equal to the principal, re-estimating the future interest payments
does not significantly affect the carrying amount of the asset or the liability.

Interest and similar income/expense

Net interest income comprises interest income and interest expense calculated using both the
effective interest method and other methods. These are disclosed separately on the face of the
Statement of Profit or Loss for both interest income and interest expense to provide symmetrical and

comparable information.

Interest income/expense is calculated using the effective interest method, the Bank only includes
interest on those financial instruments that are set out in note 2(r)(i} above.

Interest income/expense on all trading financial assets/liabilities is recognised as a part of the fair
value change in ‘Net trading income’.

The Bank calculates interest income on financial assets, other than those considered credit-impaired,
by applying the EIR to the gross carrying amount of the financial asset.

When a financial asset becomes credit-impaired as set out in note 3.3.3(a) and is therefore regarded
as ‘Stage 3', the Bank calculates interest income by applying the EIR to the net amortised cost of the
financial asset. If the financial asset cures {(as outlined in note 3.3.3(a)) and is no longer credit
impaired, the Bank reverts to calculating interest income on a gross basis.

For purchased or originated credit-impaired (POCI) financial assets {as set out in note 3.3.3(a}}, the
Bank calculates interest income by calculating the credit-adjusted EIR and applying that rate to the
amortised cost of the financial asset. The credit-adjusted EIR is the interest rate that, at initial
recognition, discounts the estimated future cash flows (including credit losses) to the amortised cost

of the POC! financial asset.

However for the financial years 2018 and 2019 the Bank did not recognise interests of all loans and
advances that were 90 days past due. These were credited to an interest in suspense account and
adjusted to Loan and advance balance under (note 6). The Bank release suspended interest once
outstanding dues have been cleared per the backward transition explained on note 3.3.3(g) .
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3.2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Fees and comunission

Fees and commissions are recognised on an accrual basis when the service has been provided.
Commission and fees arising from negotiating, or participating in the negotiations of a transaction for
a third party, such as the acquisition of loans, shares or other securities or the purchase or sale of
businesses, are recognised on completion of the underlying transaction.

FINANCIAL RISK MANAGEMENT
Financial risk factors and management

The Bank's activities expose it to a variety of financial risk, market risk (including currency and fair
value interest risk), credit risk and liquidity risk. it's overall risk management programme focuses on
the unpredictability of financial markets and seeks to minimise potential adverse effect of the Bank's

financial performance.

A description of the significant risks is given as follows together with the risk management policies
applicable. It is the Bank's policy to take deposits from customers at variable rates mostly by investing
these funds in a wide range of assets.

The Bank also seeks to raise its interest margins, net of provisions, through lending to commercial and
retail borrowers with a range of credit standing. Its exposures are not restricted to just on-statement
of Financial Position loans and advances but also to other commitments such as acceptances, letters

of credit and bank guarantees.

Capital adeguacy

In line with requirements of the Financial Institutions (Capital Adequacy) Regulations 2010, capital
adequacy ratio is closely monitored in line with the requirements of the Financial Institutions Act,
2004 as amended and those of the Central Bank of Seychelles. The ratio is given below:

2019 2018
SR'000 SR'000

Capital Base:
Tier | Capital 421,247 501,575
Tier i Capital 19,979 (62,424)
Total Capital Base (a) 441,226 439,151
Total Risk Weighted Assets for Credit risk 2,921,597 2,895,133
Operationat Risk Capital Requirement 506,906 494,598
Total Risk-adjusted Assets (b) 3,428,503 3,389,731
Capital adequacy (a/b}*100 12.87% 12.96%
Minimum requirement 12% 12%

The Bank has adhered to the capital requirements of Central Bank of Seychelles for the year under
review.
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3.3

FINANCIAL RISK MANAGEMENT (CONT'D)

Credit risk

The Bank is exposed to credit risk which is the risk that a counterparty will be unable to pay amounts
in full when due. The Bank structures the levels of credit risk it undertakes by placing limits on the
amount of risk accepted in relation to one borrower. Such risks are monitored on a revolving basis and

are subject to frequent reviews

Fxposure to credit risk is managed through regular analysis of the ability of borrowers and potential
borrowers to meet interest and capital repayment obligations and by changing these limits where
appropriate. Exposure to credit risk is also managed by obtaining collateral and personal guarantees.

3.3.1 Credit risk management

(@)

Bank’s approach to credit risk management is based on the foundation of independence and integrity
of risk management. This is ensured through a well-defined and robust organisation structure duly
supported by various risk committees, forums, systems, policies, procedures and processes providing a
strong risk infrastructure and management framework.

The Bank’s credit policy focuses on the core credit principles, lending guidelines and parameters,
control and monitoring requirements, problem loan identification, management of high risk
counterparties and provisioning. Standard procedures specific to businesses have been established to
manage various types of risks across different business segments, products and portfolios.

Portfolio performance is periodically measured against risk appetite parameters and breaches if any
are actioned by the Bank’s Executive Committee.

Retail & Corporate banking credit risk management:

Credit facilities are granted based on the detailed credit risk assessment of the counterparty. The
assessment considers amongst other things the purpose of the facility, sources of re-payment,
prevailing and potential macro-economic factors, industry trends, customers’ credit worthiness and

standing within the industry.

The credit facility administration process is undertaken by an independent function to ensure proper
execution of all credit approvals, maintenance of documentation and proactive controls over
maturities, expiry of limits and collaterals.

Operations are managed by independent units responsible for processing transactions in line with
credit approvals and standard operating guidelines.

The Bank has a well-defined process for identification and management of Early Alert (EA), Watch List
(WL) & Impaired Non Performing Loans (NPL). There are policies which govern credit review of EA, WL
& NPL accounts and impairment, in line with Basel Guidelines, international Financial Reporting

Standards and regulatory guidelines.



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED 31

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

3.

FINANCIAL RISK MANAGEMENT (CONT'D)

3.3 Credit risk (Cont'd)

3.3.1 Credit risk management (Cont'd)

(b} Consumer banking credit risk management:

The Bank has a structured management framework for Consumer Banking risk management. The
framework enables the Bank in identification and evaluation of the significance of all credit risks that
the Bank faces, which may have an adverse material impact on its financial position.

In the Consumer Banking portfolio, losses stem from outright default due to inability or unwillingness
of a customer to meet commitments in relation to lending transactions.

The Bank’s provisioning policy, which is in line with the IFRS and the regulatory guidelines, allows the
Bank to prudently recognize impairment on its portfolios.

3.3.2 Credit-related commitments risks

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

Commitments to extend credit represent unused portions of authorisations to extend credit i1 the
form of loans, guarantees or letters of credit. With respect to credit risk on commitments to extend
credit, the Bank is potentially exposed to loss in an amount equal to the total unused commitments.
However, the likely amount of loss is less than the total unused commitments since most
commitments to extend credit are contingent upon customers continuously adhering to specific credit
standards. The Bank monitors the term to maturity of credit commitments because longer term
commitments generally have a greater degree of credit risk than shorter term commitments.

3.3.3 impairment assessment

(a)

The Bank's impairment assessment and measurement approach is set out below. It should be read in
conjunction with the summary of significant accounting policies note 2(f)(v).

Definition of default and impairment

The Bank considers a financial instrument defaulted for ECL calculations in all cases when the
borrower becomes 90 days past due on its contractual payments untess the entity has reasonable and
supportable information to demonstrate that a more lagging default criterion is more appropriate.
The Bank considers treasury and interbank balances defaulted and takes immediate action when the
required intraday payments are not settled by the close of business as outlined in the individual

Aorepments.
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3.

FINANCIAL RISK MANAGEMENT (CONT'D)

3.3 Credit risk (Cont'd)

3.3.3 Impairment assessment (Cont'd)

()

(b)

Definition of default and impairment (Cont'd)

In addition, the Bank may identify certain exposures as defaulted where, in the opinion of the
Management, there is a threat of the exposure having to be classified as default in a short period of

time.

The Bank has aligned its definition of credit impaired assets under IFRS 9 to prudent global definition
of non-performing loans (‘NPLs’).

Segmentation of financial assets

The Bank extends credit facilities to individual customers and to corporate entities, Its portfolio is
broadly categorized as detailed below:

Corporate: tai] : . Deferred Cards Investments

Corporate portfolio inctude overdraft and term loans. This has been segmented based on the size of
each industry within the loan book. Real estate, Tourism and Trade categories were identified to have
significant segments and have been modelled individually to arrive at the Probability of Default (PD)
and the remaining industries have been combined together for the modelling purpose.

Retail portfolio includes Mortgage loans, Private households loans and Consumer loans. The loan book
is relatively smaller in size, and therefore has not been considered for distinct segmentation.

The ECL for the Deferred credit cards portfolioc has been separated from above categories. The
application of each risk component has also been done separately as mentioned in the coming sections
as this portfolio has never seen a historic default.

For the investments portfolio, the ECL computation was done separately for each product. This
includes Guarantees, Letter of Credits {LC's), Placements, Treasury Bills and Bonds.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

3. FINANCIAL RISK MANAGEMENT (CONT'D)
3.3 Credit risk (Cont’d)
3.3.3 Impairment assessment (Cont’d)

(c) The Bank’s internal rating and Probability of Default (PD} estimation process

The Bank allocates each exposure to credit risk grade based on a variety of data that is determined to
be predictive of risk of default and applying experienced credit judgement. For the loans and
advances, credit risk grades are defined using qualitative and quantitative factors that are indicative
of risk of default. These factors vary depending on the nature of the exposure and the type of the
borrower.

(c)(i) Bank's Grading

The Bank does not have an approved grading system, however for financial reporting the Bank
adopted below grading which is based on allocation of each exposure to credit risk grade in turn based
on a variety of data that is determined to be predictive of risk of default and applying experienced
credit judgement.

In particular, grading of toans and advances is based on the modified Central Bank of Seychelies
grading guidelines aligning to the Bank's Days Past Due (DPD) days as below:

C B S grading Bank’s grading DPD Date Staging
Pass High to Standard 0-30 Stage 1
Special mention Sub standard, 31-90 Stage 2
Sub standard, Non performing loans 891 - 180 Stage 3
Doubtful Non performing loans 181 - 365 Stage 3
Loss Non performing loans > 365 Stage 3

Grading of other financial assets is based on Moody's rating which comprises grading from 1-4 is
classified as high grade, 5-16 as standard grade, 17-19 as sub standard grading and 20 as non-

{c)(if) Probability of Default (PD)

The table below provides an overall summary of the PD model for the Bank.

T i A e A e e e b e

Data Time Period

s

Méthod:galogy

Portfolio

Retail Vintage analysis January 2015 - December 2019
Corporate Vintage analysis January 2015 - December 2019
Deferred cards Basel Prescribed Minimum PD -
of 0.03%
Investments Basel Prescribed Minimum PD -
of 0.03%
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3.

FINANCIAL RISK MANAGEMENT (Cont'd)

3.3 Credit risk (Cont'd)

3.3.3 Impairment assessment (Cont'd)

(c)(ii) Probability of Default (PD) (Cont'd)

The Bank computed TTC PD’s by considering a rolling window of 5 years for both the corporate and
retail portfolios. A macroeconomic overlay was applied on the PD term structures to convert the TTC

PD’s to PIT PD's.

The methodology followed and the assumptions used while arriving at the PD and the corresponding
PD Term structure has been detailed in the below sections,

Corporate Portfolio PD Comptitation

The PD computation for the corporate portfolio is based on Vintage analysis. The corporate portfolio
is segmented within the Bank based on the industries in which they have an exposure. For the PD
model, the segmentation done for the corporate portfolio was based on the number of accounts
present in the following industries: (a) Real Estate, (b) Tourism, {(c) Trade and (d) Others.

Based on this analysis, 4 segments were created to compute the TTC PD’s for the Bank. A separate
Vintage analysis was performed to track the accounts for each of the four segments.

The Vintage analysis is an analysis performed on the loans to see how loans with different maturity
progress over the years. The cumulative default rate for the origination vintages were assessed and
the performance of the loan accounts was observed. All accounts that originated in a financial year
were considered and segregated based on their delinquency buckets at the end of the origination
year. Each pool was then observed year over year for slippages to default and the default rate was

calculated.

Separate vintages and corresponding PD term structures were created for each segment in the
corporate portfolio. The Bank then use a survival analysis to arrive at the PD term structure for each

of the segments created in the corporate portfolio.

Retail Portfolio PD Computation

The Bank combines the entire retail portfolio and computed a single TTC PD using Vintage analysis as
explained above. This was due to few defaults noted in the Bank’s historic performance as well as

materiality of the portfolio.

Through the cycle (TTC) PD is computed using data that covers an economic cycle, at least 5 - 7 years.
For the Bank, 5 years of default data was considered. The PD computation is used to create a term

structure for the portfolio using survival analysis.

Deferred Credit Cards Portfolio PD Computation

The deferred credit cards portfolio has not seen any historical defaults within the Bank. This portfolio
is secured and backed by eligible financial collaterals. Each month any outstanding balance is
recovered from cash security held by the Bank. The Bank therefore adopted Basels prescribed

minimum floor on the PD component of 0.03%.
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3.

FINANCIAL RISK MANAGEMENT (Cont'd)

3.3 Credit risk {Cont'd)

3.3.3 Impairment assessment {Cont'd) / (c){ii) Probability of Default (FD) (Cont'd)

(d)

(e)

{f)

Investments Portfolio PD Computation

The Investments portfolio has been treated individually. Since the investments have no historical
defaults within the Bank, no model has been built to arrive at the PD estimates.

The bank adopted Basel prescribed minimum floor on the PD component of 0.03%. This floor was
applied to all the investments.

Exposure at default (EAD)

EAD is defined as the gross exposure under a facility upon default of an obligor. The amortized
principal and the interest accrued has been considered for the EAD computation.

The Bank computes EAD for undisbursed portion of exposure by applying a credit conversion factor of
20% if the original maturity is less than a year and a factor of 50% if the original maturity is greater

than 1 year. This application has been aligned with the Basel guidelines.
EAD = Disbursed Exposure * 100% + Undisbursed Exposure * CCF factor

Loss given default (LGD)

LGD’s for both the Retail & Corporate portfolios, Deferred Credit Card and Investment is based on the
foundation - IRB approach.

The foundation IRB approach (F-IRB} is based on regulatory prescribed LGD’s. In a situation where the
Bank is not able to arrive at internal estimates for their risk components based on their internal data,
the regulator prescribes an LGD value based on haircuts that can be applied on the collaterals. For the
Bank, this methodology was adopted due to the paucity of default data.

FIRB approach consider some other forms of collateral, known as eligible IRB collateral, are also
recognized. These include receivables, specified commercial and residential real estate, and other

physical collateral, where they meet the minimum requirements

Significant increase in credit risk {SICR)

The Bank's portifolio are classified into three stages based on comparisons made between an
account’s credit risk at origination and its credit risk on the reporting date.

The Bank continuously monitors all assets subject to ECL. In order to determine whether an
instrument or a portfolio of instruments is subject to 1ZmECL or LTECL, the Bank assesses whether
there has been a significant increase in credit risk since initial recognition.
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3.

FINANCIAL RISK MANAGEMENT {Cont'd}

3.3 Credit risk (Cont'd)

3.3.3 Impairment assessment (Cont'd) / (f)(ii) Significant Increase in Credit Risk (SICR) (Cont'd)

(2)

The Bank uses the number of days past due (DPD) to determine significant increase in credit risk.
Credit gradings are assigned to facilities granted by sectors upon initial recognition based on available
information. For Corporate and Retail loans Stage 1: 0-29 DPD, Stage 2: 30-89 DPD and Stage 3: 90+
DPD+. The Bank however considers each investment (across every product mentioned above) and
checks if the instrument was invoked. If such is the case, then the account would be classified as

Stage 3, else, it would be in Stage 1.

Credit risk is deemed to have increased significantly if credit ratings have deteriorated at the
reporting date. When estimating ECLs on a collective basis for a group of similar assets (as set out in
note 3.3.3(b)), the Bank applies the same principles for assessing whether there has been a significant
increase in credit risk since initial recognition.

The Bank also applies a secondary qualitative method for triggering a significant increase in credit risk
for an asset, such as moving a customer/facility to the watch list, or the account becoming forborne.
Regardless of the change in credit grades, if contractual payments are more than 30 days past due,
the credit risk is deemed to have increased significantly since initial recognition.

Treatment of restructuring, curing and backward transitions

The Bank keeps the restructured accounts in Stage 3 where restructuring of cash flows is done on the
account due to the financial stress of the customer. Portfolios can be moved to Stage 2 based on a

management outlook with appropriate evidences of timely payments for at least 3 months.

When an improvement to the credit quality occurs, and there are adequate and documented reasons
that make it possible to transfer credit claims from Stage 3 to Stage 2, or from Stage 2 to Stage 1. The
Bank transfer credit exposure from upper stage to lower stage after verifying the credit status of the
claim and obligation through payment of monthly installments.

On transition back from higher risk grades to lower risk grades i.e. from Stage 3 to Stage 2 or Stage 2
to Stage 1, the following are considered:

- That all payments are up-to-date i.e. all outstanding payments on the credit facility are made on

time and no payments are in arrears; and
- The PD has remained below the threshold that is considered a ‘significant increase’ 'for a minimum
period of 3 months (Probation period) as per Central Bank of Seychelles.

3.3.4 Concentration risk and exposure to credit risk

The Bank’s concentration risk is managed by client and industry sector as shown on 3.3.4(b).

The Bank takes on exposure to credit risk which is the risk that a counterparty will be unable to pay
amounts in full when due. The Bank structures the levels of credit risk it undertakes by placing limits
on the amount of risk accepted in relation to one borrower. Such risks are monitored on a revolving
basis and subject to an annual or more frequent review, Limits on the level of credit risk are
approved by the Board of Directors with discretionary limits set for the Bank's Management.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

3. FINANCIAL RISK MANAGEMENT (CONT'D)

3.4 Currency risk

Currency risk is defined as the risk that movements in foreign exchange rates adversely affect the
value of the Bank's foreign currency positions. The latter is exposed with respect to foreign currency
risk arising from trading in foreign currency and acceptances. [n order to ensure adequacy of its
foreign exchange requirements, foreign currency cash flow forecasts are prepared regularly, expenses

monitored and actions taken accordingly.

The Bank managed its foreign currency exposure during the year under review to remain within limits
set by the Financial Institutions (Foreign Currency Exposure) Regulations, 2009 as amended issued by
the Central Bank of Seychelles which requires that long and short position to capital ratio is not more

than 30% respectively.

At December 31, 2019, if the Seychelles Rupee had weakened/strengthened by 5% against foreign
currencies (mainly US dollar and Euro) with all other variables held constant, profit for the year would
have been SR 3.5m (2018: SR 2.17m) higher/lower, mainly as a result of foreign exchange
gains/(losses)} on translation of foreign currency denominated assets and liabilities balances.

On-Statement of Financial Position (SOFP) as at December 31, 2019

EURO usb SCR Others Total
SR'000 SR'000 SR'O00 SR'000 SR'000
Assets

Cash and cash equivalents 683,554 2,299,489 496,934 65,977 3,545,954
Loans and advances 448,315 482,116 1,293,537 - 2,223,968
Investment in financial assets 372 41,193 1,151,279 - 1,192,844
Right-of-use assets - - 8,527 - 8,527
Property and equipment - - 203,506 - 203,506
Intangible asset - - 12,744 - 12,744
Current tax receivables - - 3,114 - 3,114
Deferred tax assets - - 4,997 - 4,997
Other assets 10,527 869 195,060 - 206,456
1,142,768 2,823,667 3,369,698 65,977 7,402,110

Liabilities
Deposits from banks & customers 1,149,561 2,626,847 2,870,517 61,893 6,708,818
Retirement benefit obligations - - 11,285 - 11,285
Other liabilities 1,130 27,978 63,824 1,706 94,638
1,150,691 2,654,825 2,945,626 63,599 6,814,741
Net on-SOFP position (7,923) 168,842 424,072 2,378 587,369

l.ess ECL. on SOFP financial assets (notes 5, 6 & 7) (29,695}
557,674
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3. FINANCIAL RISK MANAGEMENT (CONT'D)
3.4 Currency risk (Cont'd)
Off Statement of Financial Position (SOFP) as at December 31, 2019
EURO usp SCR Others Total
SR'000 SR'000 SR'000 SR'000 SR'000
Acceptances, letters of credit
and guarantees 3,727 328,839 109,048 2,166 443,780
lLoan commitments 68,625 112,571 366,167 86 547,449
72,352 441,410 475,215 2,252 991,229
Less off SOFP ECL exposure {note 16) {2,650)
988,579
On-Statement of Financial Position {SOFP) as at December 31, 2018
EURD usD SCR Others Total
SR'000 SR'000 SR'000 SR'000 SR'000
Total assets 1,050,694 2,769,049 2,898,061 71,552 6,789,356
Total liabilities 1,051,646 2,672,212 2,435,723 69,485 6,229,066
Net on balance sheet position (952) 96,837 462,338 2,067 560,290
Less ECL on SOFP financial assets (notes 5, 6 & 7) (9,817)
550,473
Off Statement of Financial Position {SOFP) as at December 31, 2018
EURO uso SCR Others Total
SR'000 SR'000 SR'000 SR'000 SR'0C0
Acceptances, letters of credit
and guarantees - 209,637 - 209,637
Loan commitments 70,197 198,834 261,473 83 530,587
70,197 198,834 471,110 83 740,224
Less off SOFP ECL exposure (note 16} (1,035}

739,189



¥L9°/85

(569°67) (£ B 9 ‘G S330U) 533558 [BIDURUL 40S U0 D3 55977
69£°48G 181°06€ LLO°LLE 0£1°G48 €E0TOZ'L  (Z60°158°7) de§ fiiinjew
bWL¥L8'9 £76°G0L - £98°7 44 BYT LLELFL'9
8E9'V6 8E9V6 - - - - sanngel eyl
G811 68z Ll - - - - uoleB1qo Jauaq JusLuaIlay
818°80L°9 - - £€98°L P9 EQG LLEZPLE9 $I2WI03SND pue syueq wosj susodaq

saljliqery
oLL'TOP'L  POL96Y L1016 ££0°c88 LL9°GSLL  617°967'E
9S¥907 96907 - - - - $13SSB JAUI0

L66'Y 166V - - - - S1aSSe ¥R} PaLia)aq
FLLE FLLE - - - - 31qeALEDa. XB) JUBLINT
PrLTL PrLTL - - - - s1asse sjqIsuely|
906°€0T 906°€07 . - - - juawdinba pue Ajiadoid
£75°8 L75°8 - - - - $18558 3sn-J0-3yBLY
PP8T6LL  LOTTY [AITA YA - LLY 856 0£6°99% SI9SSE |RIDURLL) UL JUSWISIAU
896°€TT‘T  655'vl GL8'SY6 £€0°c88 0£6°86 1457187 SaDURAPE puR SUBOT
rG6'GPSE - - - 9.7°860°L  8L9L¥YT s3UeAINba Ysed pue yse)

§]assy

000.45 000.4S 000,49 000,45 000.4S 000.4S

12301 suiall sieal sieah syjuow yauow ¢
Ajlnjew-uoN G J8AQ G- 1 ZL-€ 03y dn 6107 ‘1€ Jaquadaq 1y

ISMOT10} S St saljliqel) pue s33sse Jo 3)ljoxd AJLnjew "pUBLISP JO SI9AS] P230adXaun I8 SIPMBIPUIIM J2A00 03 32'1d Ut 84 PINoYs 183 SUImo.Iog
J3Y30 puB HURQISIUL JO 18AS] WINWILLL 3L} U0 pue S})eD LDNS Jas 01 3)gejteAr spuny Suunjew Jo uoljiodold wnuiumu ay3 uo s $33s 0s)e 3] *adusliadxa
jsed pue spunj 2)1IBJOA JO sisAjeur BULOBUO UO PISEQ SPIAU 3S3UJ JO |}@ 199W O] 532IN0S3J USED SUIRIULBW jueg ayl 'Sped Ioyjo pue uiSiew wol} pue
seajuelens ‘sjusWssINgsip Ueo) ‘S1isodap SuLinjeW 10 @2{30U 1OYS pue 1jed Je s)sodap Wosj $30UN0Sas USed ajqejteAr sit uo s)ied Ajlep o] pasodxa St yueg ayl

ysty Aupinbiy g
(Q.LNOD) LNIWIOVNYW MSIY TVIDNVYNIS '€

6107 ‘1€ ¥39WIDIA AIAANI ¥VIA FHL YO SLINIWILYLS TVIONYNIA IHL OL SILON
of

Q3LIWIT NOILYYOdd0D ONMNYE FTILNYIYIW TYNOILYNYALNI STTTIHIAIS



"MSLJ
Jasut
od auy3 51 3

Bupouid-au ayy Bunediiw Agaiayy ‘sajed 353483U1 UL S9BURYD YIm 3UL] Ul paiinbal uaym pue se s3ud-31 0] Hueq ay] SMO|e 12U] 12BJU0D $3L U} 3sne)s e Sul
AneoiyewsisAs Aq ysu Budud-a1 03 UOLIISO4 JeidURULY JO JUBWaIRIS 3J0 pue UonIsod jepUEBULY JO JusWaIRIS )L 4O aunsodxa JLW} 03 yueg ay) Jo A3

"Alea $23eJ 1S2193UL SB SUOITENIONY) pPajedidijueun 0] aNjeA DILOUODS BULALISPUN 10/pUR SLWODUL §,MUR] B 350dXa LUEd UDIYM ‘SaInsodxa uo131504 JelIuRULY
J0 Juswialels JJO puUe salljiqel) ‘s1asse yueq Jo (sa3ed Bureoy Jo)) Bupld-al pue (sayel paxiy 10) AjLiniew sy3 UL sadULIBYHIP BuIWL} U0y Bulsiie ysu 3yt :se
PaUYSP St UDIYM ‘. sty Buiduid-ay,, st pasodxa st yueg syl UdIym 03 YsU a3eJ 3salalul Jo adhy ULBLL 8] "S&)el 1S813jul Ul S9BURLD WO SISLIR HSL a)el 1sasaiu)

¥SLI 9.l Js8uequ) 9°¢

‘RLOT PUBR §107 SIe3A 2 mE.:.__u ollel \S:—U.EUZ $3L JO swiag ulL mmzwsuxﬂmm 10 ¥ueg JRIIUS]) 3Y) JO saullapng a3 ol xueq 3y |

"Z1L0Z VL papuawe
S2 6007 ‘suolensay (JuswaBeury sty AUPINbI) SUORNIISU| JBIDURLLY B3 JBPUN SSIIIqRY 1830} syueq SY3 JO %07 Uey) $$3) 89 ‘YIUow ydea afesaAe Ajlep

B 52 J0U 1]RYS YDILm JUNOWR Ue JO $)3sSe PINbi) SUBIUlRW PUR HURQ JRIISLULIOD B SB SjUsWainba) SNAYIASS 30 yueg TRIIUS) SYI YIm S31dLI0D osje yueg ay)

£/7°06G
(£18°6) (£ B 9 ‘g s210U) 539858 |RIDURUY 440 UO )T S5
067095 91L LEF 047°98Y £FE0L0°L quLlly (9. cp8 1) ded Ajunyew
9906779 15218 - £QELL N4 80E°6EL°S sanlqel) jeol
96 6829 €LV E8Y 027°98% 969 /70t £/£°268 PG E68‘s $19550 12310 |
000.4S 000.4S 000.MS 000,45 000.4S 000.4S
1e10. Swiajt sieak steal syjuot yiuow ¢
AjuInjew-uoN g 1ang -1 7 -€ 01dn 8L07 ‘LE Jequansg
(Pauo)) st Aypinbr §°¢
(Q.LNOD) LNIWIDVYNYW MSR TVIONYNIA '€
6107 “}€ ¥3AWIDIA GIANI UVAA IHL YO SLNIWILYLS TVIONYNIL JHL OL SILON
%7

G3LIWIT NOILVEOJHO0D DNDINVE FTLNVYIYIW TYNOILYNYILNI SITTIHOATS



£41'0G6

e

(£18) (£ B 9 ‘g sa30u) s3855R JRIOURUY J10S UO O3 ss37
062°09% (686961 °€) PE6 Gl L 6/9°02€ 999°02¢°T ded Ajunyew
990°6Z7°9 2L'Y6S Y - €8E°L1 L66919°L S3al31)1qeY 1e30
95£°682°9 £ELMLEp' )L PE6'GTL| 1£0°88¢ £89°L€8°¢E s1asse 12101

8L0T ‘1€ Jaquiadag
PL9°1G4

(569°62) (£ B 9 ‘g s310u) s)asse jeidURLY 440§ UO 793 S557
69€°L8¢ (ESL71977E)  €16°10V'L €4p'Ghg 9€L°1£6"} des ALaisuas Jsauayy)
WLPL8'9 IbLL6eLY - £98°7 LE£1°610°C
8£9'v6 AV - - 92691 CETRN TN ETT )
G8Z L1 4 T AN - - - Uo13e811q0 1145Uaq JUBLWSINGSY
818°804°9  vbLZOLY - £98°L LL8'866°1 $19W0ISND pue syueq Wouy syisodag

saljljlgery
0LL°ZOP'L  88E°6TS‘L  €16°L0P')  9egEzs ELV'IV6'E
95¥901 96¥°907 - - - $1955€ JaUNQ
L66F L66Y - - - $13SSE XR) PaLIaeq
rLL'e PLLE - - - SINqeALSDDL XB) JUSLIND
¥rLTL YPLTL - - - syasse aqiSuriy
905 ‘€07 905°€0Z - - - Juawdinba pue Avadoly
£75°8 175°8 - - - $195SE 95N-J0-1ySLy
Pra°761°L 10T°TF - 07'6¢ WPcZL L S1SSE 1RIDURUL) UL JUSULSIAL)
896°€21°C - EL6°L0F' L S66°9ZF 090°G66¢ SEOURADE puR SueoT
VGe'SPS'E  £p8IPO‘L - 6EL°4L TL6'9TV°T sjusieainba ysed pue ysen
s]os5Y
000.4S 000.4S 000.4S 000,45 000.45
12101 Swan S1eaA sleak syjuow
1S8493UI-UON £ JBAQ €0} | 71 o1 dp 6L0Z ‘1€ Jaquadag Iy
(P.3u0D) Ysts 3304 353183U1 7 (A, LNOD) LNIWIDVNYW ASIY TVIONYNIS 9°€
6107 ‘1€ Y3IWID3AQ gIaN3 dVIA JHL Y04 SINIWILVLS TYIDONYNIS FHL OL S310N
a4

G31IWF NOLLVYOJY0D ONIMNYE JTLNYIHIW TVNOILLYNYILINI SITTIHIAIS



SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

43

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

3.

FINANCIAL RISK MANAGEMENT (CONT'D)

3.6 Interest rate risk (Cont’d)

4.1

If interest rates had been 5 points higher/lower and all other variables were held constant as at year-
end, the Bank’s results would have been increased/decreased as follows:

2019 2018
SR' 000 SR 000
Increase/Decrease 115 109

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS

The preparation of the financial statements of the Bank requires Management to make judgements,
estimates and assumptions that affect the reported amounts of revenues, expenses, assets and
liabilities, and the disclosure of contingent liabilities, at the end of the reporting period. However,
uncertainty about these assumptions and estimates could result in outcomes that require a material
adjustment to the carrying amount of the asset or lfability affected in future periods.

Estimates and judgements are continuously evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the

circumstances.

The Bank makes estimates and assumptions concerning the future. The resulting accounting estimates
will, by definition, seldom equal the related actual results. The estimates and assumptions that have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within

the next financial year are discussed below.

Impairment losses on financial assets

The measurement of impairment losses under IFRS 9 requires judgement, in particular, the estimation
of the amount and timing of future cash flows and collaterat values when determining impairment
losses and the assessment of a significant increase in credit risk. These estimates are driven by a
number of factors, changes which can result in different levels of allowances.

The Bank’s ECL calculations are outputs of complex models with a number of underlying assumptions
regarding the choice of variable inputs and their interdependencies. Elements of the ECL models that
are considered accounting judgements and estimates include:

The Bank's criteria for assessing if there has been a significant increase in credit risk and so allowances
for financial assets should be, measured on a life time Expected Credit Losses {(LTECL) basis and the
gualitative assessment;

The segmentation of financial assets when their ECL is assessed on a collective basis;

Development of ECL models, including the various formulas and the choice of inputs;

Determination of associations between macroeconomic scenarios and, economic inputs, such as
unemployment levels and collateral values, and the effect on PDs, EADs and LGDs; and
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4.1

(i)

(iii)

4.2

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS (CONT'D)

Impairment losses on financial assets (Cont'd)

Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive the
economic inputs into the ECL models.

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

Calculation of Loss allowance

When measuring ECL the Bank uses reasonable and supportable forward looking information, which is
based on assumptions for the future movement of different economic drivers and how these drivers

wilt affect each other.

Loss given default is an estimate of the loss arising on default. It is based on the difference between
the contractual cash flows due and those that the lender would expect to receive, taking into account
cash flows from collateral and integral credit enhancements.

Probability of default constitutes a key input in measuring ECL. Probability of default is an estimate of
the likelihood of default over a given time horizon, the calculation of which includes historicat data,

assumptions and expectations of future conditions.

Business model assessment

Classification and measurement of financial assets depends on the results of the SPPI and the business
model test. The Rank determines the business model at a level that reflects how groups of financial
assets are managed together to achieve a particular business objective. This assessment includes
judgement reflecting all relevant evidence including how the performance of the assets is evaluated
and their performance measured, the risks that affect the performance of the assets and how these
are managed and how the managers of the assets are compensated.

The Bank monitors financial assets measured at amortised cost prior to their maturity to understand
the reason for their disposal and whether the reasons are consistent with the objective of the business
for which the asset was held. Monitoring is part of the Bank’s continuous assessment of whether the
business model for which the remaining financial assets are held continues to be appropriate and if it is
not appropriate whether there has been a change in business model and so a prospective change to the
classification of those assets. No such changes were required during the periods presented.

Significant increase in credit risk

IFRS 9 does not define what constitutes a significant increase in credit risk. In assessing whether the
credit risk of an asset has significantly increased, the Bank considers qualitative and quantitative

reasonable and supportable forward-looking information.

Impairment of other assets

At each financial reporting year end, Bank's Management reviews and assesses the carrying amounts of
other assets and where relevant, write them down to their recoverable amounts based on best

P L
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4.

4.3

4.4

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGEMENTS (CONT'D)

Property and equipment - Useful lives and residual values

Determining the carrying amounts of property and equipment requires the estimation of the useful
lives and residual values of these assets which carry a degree of uncertainty. The Directors have used
historical information relating to the Bank and the relevant industry in which it operates in order to
best determine the useful lives and residual values of property and equipment.

Fair value estimation

The Bank uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Level 1: Quoted {unadjusted) market prices in active markets for identical assets or liabilities.

Level 2: Valuation technigues for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable.

Level 3: Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.

4.5 Functional Currency

The Board of Directors has determined the Seychelles Rupees to be the functional currency of the Bank.

4.6 Retirement benefit obligations

The present value of the pension obligations depends on a number of factors that are determined on
an actuarial basis using a number of assumptions. The assumptions used in determining the net cost
{Income) for pension include the discount rate. Any changes in these assumptions will impact the
carrying amount of pension obligations. The value of the pension obligations is based on the report
submitted by an independent actuarial firm on an annual basis.

4.7 Limitation of sensitivity analysis

Sensitivity analysis in respect of market risk demonstrates the effect of a change in a key assumption
while other assumptions remain unchanged. In reality, there is a correlation between the assumptions
and other factors. It should also be noted that these sensitivities are non-linear and larger or smaller
impacts should not be interpolated or extrapolated from these results.

Sensitivity analysis does not take into consideration that the Bank's assets and liabilities are actively
managed. Other limitations include the use of hypothetical market movements to demonstrate
potential risk that only represent the Bank's views of possible near-term market changes that cannot

be predicted with any certainty.
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5. CASH AND BANK BALANCES
2019 2018
SR 000 SR' 000
Cash in hand 68,682 58,541
Balances with Central Bank of Seychelles {CBS) 939,898 879,192
Balances with banks abroad (notes 5(a) and 5(e)) 2,073,218 2,483,396
Balances with local banks 464,156 50,393
Gross carrying amount {note 5(b)) 3,545,954 3,471,522
Less: Allowance for expected credit loss (notes 5(c}, 5(d) & 5{e)) (332) (1,975)
Net carrying amount {note 5(b)) 3,545,622 3,469,547
(a) Balances with banks abroad are reconciled as follows:
2019 2018
SR' 000 SR 000
Balances with original maturity of less than three month 1,086,759 1,794,495
Ralances with original maturity above three month [note 5(b}) 986,459 688,901

2,073,218 2,483,396

(b) For the purpose of the Statement of Cash Flows, cash and cash equivalents comprised the following at the
end of the reporting period:

2019 2018

SR’ 000 SR 000

Gross cash and bank balances 3,545,954 3,471,522
Add: Short term investments i.e. (Investment in DAA) {note 7(a)(i)} 173,643 15,077
Less: Placements with original maturity above three month (note 5(a)) (986,459) (688,901)
Less: Mandatory cash balance with CBS (853,628) (747,174)

1,879,510 2,050,524

{(c) Allowance for expected credit loss
Expected credit loss (ECL) relates to Balances with Banks abroad. The Directors have estimated that ECL on

mandatory cash and balances with Central Banks and tocal banks to be nil. Per internal rating grades, all cash
and bank balances are standard graded. These has been perfoming and have been classified in stage 1.

(d} Movement in ECL during the year is as follows:

2019 2018

SR' 000 SR' 000

As at January 1 - Restated 1,975 2,933
ECL credit during the year {(note 27} {1,643) {958)
(332) 1,975

As at December 31,




SEYCHELLES INTERNATIONAL MERCANTILE BANKING CORPORATION LIMITED

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2019

47

5. CASH AND CASH EQUIVALENTS (CONT'D)

(e) During the year, there were no transfers between stages (2018: none). A reconciliation of changes in gross
carrying amount and corresponding ECL allowances in stage 1 is as follows:

At January 1,

New assets originated or purchased
Payments and assets derecognised
At December 31,

6. LOANS AND ADVANCES

Loans and advances to customers
Interest accrued
Gross carrying amount

Less: Allowance for credit impairment (notes 6(a) and 6(b))

{a) Movement in ECL during the year is as follows:

As at January 1, (As previously reported)
Effects of adopting IFRS 9

As at January 1, (As restated)

Charge/ (Credit) during the year (note 27)
Loans written off

As at December 31,

2019 2018
Gross amount ECL Gross amount ECL
SR’ 000 SR’ Q00 SR 000 SR' 00
2,483,396 1,975 1,752,214 2,933
2,506,133 332 2,483,396 1,975
(2,483,396) (1,975) (1,752,214) (2,933}
2,073,218 332 2,483,396 1,975
2019 2018
SR' 000 SR 000
2,218,984 1,845,295
4,984 33,089
2,223,968 1,878,384
(29,208) {7,842)
2,194,760 1,870,542
2019 2018
SR' 000 SR 000
7,842 147,047
- (9,000)
7,842 138,047
21,449 (4,541)
{83) (125,664)
29,208 7,842

(b) Credit quality and the maximum exposure to credit risk based on the Bank's internal credit rating system and

year-end stage classification by segment.

(i) Corporate lending

Internal rating grade

Performing

High to Standard
Non-performing
Individually impaired

Gross carrying amount

Expected credit loss

2019
Stage 1 Stage 2 Stage 3 Total
SR SR SR SR
1,952,199 - - 1,952,199
- - 21,776 21,776
1,952,199 - 21,776 1,973,975
- 8,894 28,950

20,056

4 moar AnC-
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6. LOANS AND ADVANCES (CONT'D)

(b} Credit quality and the maximum exposure to credit risk based on the Bank’s internal credit rating system and
year-end stage classification by segment. (Cont'd}

(i) Corporate lending

2018
Internal rating grade Stage 1 Stage 2 Stage 3 Total
SR SR SR SR
Performing
High to Standard 1,672,606 3,482 - 1,676,088
Non-performing
Individually impaired - 30,301 30,301
Gross carrying amount 1,672,606 3,482 30,301 1,706,389
Expected credit loss (2,117) (57) (5,445) (7,619)
Net carrying amount 1,670,489 3,425 24,856 1,698,770
(i1) Retail lending
2019
internal rating grade Stage 1 Stage 2 Stage 3 Total
SR SR SR SR
Performing
High to Standard 248,095 - - 248,095
Sub-standard grade - 1,756 - 1,756
Non-performing
Individually impaired - - 142 142
Gross carrying amount 248,095 1,756 142 249,993
Expected credit loss 189 6 63 258
Net carrying amount 247,906 1,750 79 249,735
2018
internal rating grade Stage 1 Stage 2 Stage 3 Total
SR SR SR SR
Performing
High to Standard 171,872 18 - 171,890
Non-performing
Individually impaired - 105 105
Gross carrying amount 171,872 18 105 171,995
Expected credit loss (118) - (105) (223)
Net carrying amount 171,754 18 171,772

{c} Credit concentration of risk by industry sectors:

The credit concentration risk of loans and advances by industry sectors is shown under note 3.3.4(b) .
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6. LOANS AND ADVANCES (CONT'D)

(d) The currencies and maturities profiles of loans and advances are shown under notes 3.4 and 3.5
respectively.

(e) It was not possible to reconcile the changes in gross carrying amounts and corresponding allowances for

expected credit loss by stages for loans and advances due to unavailability of data. The Directors are
however of the opinion that other disclosures with respect to loans and advance should enable various
stakeholders to understand movements in Expected Credit Losses.

. INVESTMENTS IN FINANCIAL ASSETS

2019 2018
SR' 000 SR 000
Debt instruments at amortised cost (notes 7(a}(i) 1,150,643 994,077
Equity instruments measured at FVOCI (notes 7(a)(ii)) 42,201 34,656
Gross carrying amount 1,192,844 1,028,733
Less: Allowance for expected credit loss {notes 7(b)) and 27) {155) -
Net carrying amount 1,192,689 1,028,733
(a) Movement in financial assets is as follows:
{i) Debt instruments at amortised cost
Treasury Treasury DBS
bill bond bond DAA Total
SR' 000 SR 000 SR' 000 SR' 000 SR' 000
As at January 1, 2019 928,655 - 50,345 15,077 994,077
Additions during the year 1,633,363 25,000 - 6,769,686 8,428,049
Matured during the year (1,660,565) - (345) (6,611,921} (8,272,831)
interest accrued - 202 345 801 1,348
As at December 31, 2019 901,453 25,202 50,345 173,643 1,150,643
As at January 1, 2018 1,102,730 50,345 369,808 1,522,883
Additions during the year 2,237,835 - 7,427,438 9,665,273
Matured during the year (2,411,910) - (345) (7,782,246) (10,194,501)
Interest accrued - 345 77 422
As at December 31, 2018 928,655 50,345 15,077 994,077
(i) Equity instruments measured at FVYOCI
Unquoted
investment  SWIFT SCRL Afrexim shares Total
SR' Q00 SR 000 SR' 000 SR 000
As at January 1, 2019 636 381 33,639 34,656
Fair value net of exchange difference - {9) 7,554 7,545
As at December 31, 2019 636 372 41,193 42,201
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7. INVESTMENT IN FINANCIAL ASSETS (CONT'D)
(a) Movement in financial assets is as follows: (Cont'd)
{ii} Equity instruments measured at FVOC| (Cont'd)
Unquoted
investment  SWIFT SCRL Afrexim shares Total
5R' 000 SR' 000 SR' 000 SR 040
As at January 1, 2018 500 25,956 26,456
Additions during the vear 331 - 381
Fair value net of exchange difference 136 7,683 7,819
As at December 31, 2018 636 381 33,639 34,656
(b) Allowance for expected credit loss (ECL)
internal rating 2019 2018
grade SR’ 000 SR' 000
Debt instuments with CBS
- Treasury Bills Standard 122 -
- Treasury Bonds Standard 3 -
- Deposit Auction Arrangement Standard 23 -
Debt instuments with DBS Standard 7 -
155 -

Debt instruments at amortised cost were highly perfoming and have all been classified in stage 1.
During the year, there were no transfers between stages (2018: none). The Directors estimated ECL for

2018 financial year to be Nil.

(c} Equity instruments measured at FVOC| have been kept at cost adjusted for exchange movements. There
is no market for these investments and the Bank intends to hold it for the long-term. The Directors

have estimated that the carrying amounts of the investment approximate their fair values.

(d) Equity instruments measured at FVOCI held by the Bank are classified within level 3 of the fair value

hierarchy.

(e) In 2019, the Bank received dividends of SR 1.17m (2018: 1.01m) from its FVOCI equities which was

recorded in the Statement of Profit or Loss as other operating income. Refer to note 24.

(f) The currencies and maturities profiles of investment in financial assets are shown under notes 3.4 and

3.5 respectively.
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8. PROPERTY AND EQUIPMENT
Improvement Furniture,
on leasehold  fixtures & Motor Work in
Building assets equipment vehicles progress Total
SR’ 000 SR' 000 SR’ 000 SR' 000 SR’ 000 SR’ 000
COST
At January 1, 2018 185,658 1,909 72,763 3,447 2,299 266,076
Additions 5,532 - 3,101 799 - 9,432
Reclassification 911 - 1,388 - (2,299} -
Disposals (34,000} - - - - {34,000)
Write offs - - (517) - - (517)
At December 31, 2018 158,101 1,909 76,735 4,246 - 240,991
Additions - 7,216 404 - 7,620
Disposals - - - (1,206) - {1,206)
Write offs - - {(1,119) (9} - (1,128)
At December 31, 2019 158,101 1,909 82,832 3,435 - 246,277
ACCUMULATED DEPRECIATION
At January 1, 2018 1,217 1,823 17,813 2,472 - 23,325
Charge for the year 1,968 69 8,538 402 - 10,977
Disposals adjustments (223) - - - - (223)
Write-off adjustments - - (518) - - {518)
At December 31, 2018 2,962 1,892 25,833 2,874 - 33,561
Charge for the year 1,777 2 9,152 606 - 11,537
Disposals adjustments - - - (1,206) - {1,206)
Write-off adjustments - - {1,112) (9) - {(1,121)
At December 31, 2019 4,739 1,894 33,873 2,265 - 42,771
NET BOOK VALUE
At December 31, 2019 153,362 15 48,959 1,170 - 203,506
At December 31, 2018 155,139 17 50,902 1,372 . 207,430
9. INTANGIBLE ASSETS
2019 2018
SR’ 000 SR 000
COST
At January 1, 31,393 28,795
Additions 2,963 2,598
At December 31, 34,356 31,393
AMORTISATION
At January 1, 18,308 14,800
Charge for the year 3,304 3,508
At December 31, 21,612 18,308

NET CARRYING VALUE
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10. LEASES

(a)

(©)

(d)

Lease contracts

The Bank has lease contracts for the land on which the Nouvobang Building is found, branches offices,
ATM houses and staff accomodations. Leases of Branches offices, ATM houses and staff accomcdations
have lease terms ranging between 1 and 10, while lease of land is 99 years. The Bank’s oblgations
under its leases are secured by the lessors' titles to the leased assets. Generally, the Bank is restricted
from assigning and subleasing the leased assets. There are no lease contracts that include extension

and termination options and variable lease payments.

The Bank also has certain short term leases of with terms of 12 months or less as well as some leases
with low value. The Bank applies the ‘short-term lease’ and ‘lease of low-value assets’ rececgnition

exemptions for these leases.

Right-of-use assets

Set out below are the carrying amounts of right-of-use assets recognised and the movements during
the period under review.

2019
Land Buildings Total
SR' 000 SR* 000 SR 000
As at January 1, - effect of adoption of IFRS 16 4,614 5,924 10,538
- Right-of-use assets on lease commitments - 5,924 5,924
- Transfer from other assets {(note 11) 4,614 - 4,614
Additions - 508 508
Depreciation charge for the year (53) (2,466) (2,519)
As at December 31, 2019 4,561 3,966 8,527

Lease liabilities

The carrying amounts of lease liabilities (included under ‘Other liabilities’ in note 16} and the

movements noted during the period as follows:
2019

SR' 000

As at January 1, - effect of adoption of IFRS 16 5,924
Additions 508
Finance cost (note 21) 351

Payments 12,700}
As at December 31, 2019 (note 16) 4,083

The Bank had total cash outflows for leases of SR 3.94m. The initial application of IFRS 16 resulted in
non-cash additions to right-of-use assets and lease liabilities of SR 10.54m and SR 5.92m respettively

at January 1, 2019.

The maturity analysis of lease liabilities is disclosed in note 3.5.
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10. LEASES (CONT'D)
{e) The following are the amounts have been recognised in the Statement of Profit or Loss:
2019
SR 000
Depreciation expense of right-of-use assets (note 10{b)) 2,519
Interest expense on lease liabilities (note 10(c)) 351
Expense relating to short-term leases included in: 1,093
- Other operating expenses (note 25) 57¢
- Employment benefit expenses (note 26) 514
Expense relating to leases of low-value assets -
Total amount recognised in Statement of Profit or Loss 5,056
11. OTHER ASSETS
2019 2018
SR’ 000 SR' 000
Upfront lease payments (notes 10(b) and 11(b)) - 4,614
Collateral repossessed (note 11(c}) 152,985 152,985
Prepayments 2,001 4,146
Refundable deposits 221 154
Stocks of stationeries 1,844 959
Other receivables 49,405 20,944
206,456 183,802
{a) Upfront lease payments
2019 2018
SR’ 000 SR 000
COST
At January 1, 5,250 5,250
Transfer to right-of-use assets (notes 10(b) and 11(b)} (5,250) -
December 31, - 5,250
AMORTISATION
At January 1, 636 583
Charge for the year - 53
Transfer to right-of-use assets (notes 10{b) and 11(b})) {636} -
December 31, - 636
NET CARRYING VALUE
At December 31, 4,614

(b)

The Bank entered into a 99 lease agreement with Government of Seychelles on June 20, 2007. Lease
premium and relevant taxes totalling SR 5.25m were paid in advance. Upon adoption of IFRS 16 on
January 1, 2019, the Company transferred this upfront lease payments and the accumulated

amortisation to right-of-use asset.
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11.

(c)

(e)

12.

(a)

(b)

(c)

OTHER ASSETS (CONT'D)

Repossessed collateral represents property acquired by the Bank as settlement of overdue loan. This
repossession has been legally enforced through the Court upon default of the customer. The Bank
expects to dispose of the assets in the foreseeable future. The repossessed assets however do not
meet the definition of non-current assets held for sale as per IFRS 5, and have therefore been
classified as inventories in accordance with 1AS 2 “Inventories”. The assets were initially recognised at
fair value when acquired.

The carrying amounts of ‘other assets’ approximate their fair value and the Directors are of the opinion
that no impairment is required at December 31, 2019 (2018: Nil).

The currency profile and maturity terms are detailed under notes 3.4 and 3.5 respectively.

CURRENT TAX

Statement of Financial Position

2019 2018
SR' 000 SR’ 000
At January 1, (5,202) (3,794)
Charge to Statement of Profit or Loss (notes 12(b) & 12(c}) 89,145 85,894
Tax refund received 5,202 6,786
Payments during the year (92,259) (94,088)
At December 31, (3,114) (5,202)
Statement of Statement of Profit or Loss
2019 2018
SR’ 000 SR' 000
Current tax based on the profit for the year {note 12(c)) 89,145 87,950
Reversal of over provision in prior year - {(2,056)
Business tax charge 89,145 85,894
Deferred tax (credit)/charge (note 13(b) (4,034) 47,049
Tax expenses 85,111 132,943

Reconciliation between tax expense and accounting profit is as follows:

Tax on the Bank's profit before tax differs from the theoretical amount that would arise using the
basic tax rate of the Bank as follows:

2019 2018

SR’ 000 SR' 000

Profit before taxation 249,291 271,625
Tax calculated at applicable tax rates (note 12(d}) 82,186 89,556
- Income not subject to tax (386) (332)
- Expenses not deductible for tax purposes 9,974 1,099
- Excess of capitat allowance over depreciation {2,629) (2,373)

89,145 87,950
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12. CURRENT TAX (CONT'D}
(d) Applicable tax rates are as follows:
2019 & 2018
Taxable income threshold
< 5R 1,000,000 25%
> SR 1,000,000 33%

13.

(@)

(b)

DEFERRED TAX

Deferred taxes are calculated on all temporary differences under the liability method at applicable
rates as mentioned in note 12(d).

There is a legally enforceable right to offset deferred tax assets and deferred tax liabilities when the
deferred taxes relate to the same fiscal authority for the same entity.

2019 2018
SR’ 000 SR' 000
Net deferred tax assets (note 13{c)) 4,997 1,198

The movement in deferred tax account and amounts shown in the Statement of Financial Position are
as follows:

2019 2018
S5R' 000 SR’ 000
At January 1, 1,198 48,084
Credit/(Charged) to Statement of Profit or Loss (notes 12(b} & 13{c)) 4,034 (47,049)
(Charged)/Credit to Other Comprehensive Income (notes 13(c){i) & 19) {(235) 163
At December 31, 4,997 1,198
Analysed as follows:
Deferred tax assets (note 13(c)(ii)) 15,350 8,621
Deferred tax liabilities (note 13(c){i)) {10,353) (7,423)

4,997 1,198
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13. DEFERRED TAX (CONT'D)
{c} Deferred tax is recognised in the Statement of Financial Position with respect to the following:
(i) DEFERRED TAX ASSETS
Excess of Retirement Provision
Actuarial obligation to benefit for credit
gains right-of-use  obligations impairment Total
SR' 000 SR' 000 SR 000 SR' 000 SR' 600
At January 1, 2018 985 - 3,930 48,525 53,440
{Charge)/Credit to Statement of
Profit or Loss - - 304 (45,286) (44,982)
Credit to Statement of Other
Comprehensive Income 163 - - - 163
At December 31, 2018 1,148 - 4,234 3,239 8,621
Credit/(Charge) to Statement of
Profit or Loss . 39 (510) 7,435 6,964
Charge to Statement of Other
Comprehensive Income (235) - - - (235)
At December 31, 2019 913 39 3,724 10,674 15,350
{ii) DEFERRED TAX LIABILITIES
Accelerated
tax
depreciation
SR’ 000
At January 1, 2018 (5,356)
Charge to Statement of Profit or Loss (2,067)
At December 31, 2018 {7,423)
Charge to Statement of Profit or Loss {2,930)
At December 31, 2019 {10,353)
14. CUSTOMER DEPOSITS
2019 2018
SR' 000 SR’ 000
Current accounts 5,587,908 5,314,153
Term deposits 1,105,086 852,790
Interest accrued 15,824 10,366

6,708,818 6,177,309

(a) The range of interest on customer deposits varied from 0.2% to 6.0% (2018: 0.2% to 6.0%).
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15. RETIREMENT BENEFIT OBLIGATIONS
{a) Amounts recognised in the Statement of Financial Position as at December 31,
2019 2018
SR’ 000 SR 000
Defined pension benefits (notes 13(d)(ii) & 15(d}(iii)) (1) 2,255
Other post retirement benefits 15(note (e)) 11,286 10,574
11,285 12,829
{b) Amount to be charged to Statement of Profit or Loss:
2019 2018
SR’ 000 SR’ 000
Defined pension benefits (notes 15(d){ii) & 15{d}{vi) & 26) 1,863 1,748
Other post retirement benefits (note 15{(e)) 939 542
2,802 2,290
(c}) Amount to be Credited/(Charged) to Statement of Other Comprehensive Income
2019 2018
SR 000 SR’ 000
Movement in retirement benefit obligations (note 15(d}(vii} and 19) 711 (3,478)

(d)

(in)

Defined pension benefits

The Bank contributes towards a defined pension plan which provides benefits to members in the form
of a guaranteed level of pension payable for life. The level of benefits provided depends on members’

length of service and their salary in the final years of retirement.

The assets of the plan are administered by SIMBC Fiduciary Pension Fund.

The most recent actuarial valuation of the plan assets and the present value of the defined benefit

obligations were carried out at December 31, 2019 by Aon Hewitt Ltd (Actuarial Valuer).

Reconciliation of net defined benefit (asset)/liability:

2019 2018

SR’ 000 SR 000

At January 1, 2,255 1,876
Credited to Statement of Profit or Loss {note 15(d)(vi)). 1,863 1,748
(Credit)/Charge to Statement of Other Comprehensive Income (711) 3,478
Less: Employer contributions {note 15(v}) {3,408) {4,847)
At December 31, (1) 2,255
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15. RETIREMENT BENEFIT OBLIGATIONS {CONT'D})
(iii) The amounts recognised in the Statement of Financial Position are as follows:
2019 2018
SR' 000 SR' 000
Defined benefit obligation (note 15(iv)) 46,589 45,101
Fair value of plan assets (note 15(v}) (46,590) (42,846)
At December 31, (1) 2,255
(iv) The movement in the defined benefit obligations over the year is as follows:
2019 2018
SR’ 000 SR’ 000
At January 1, 45,101 40,465
Current service cost (note 15(d)(vi)} 1,822 1,784
Interest cost 3,118 2,797
Actuarial (gain}/loss {note 15({d){vii}) {2,314) 1,085
Benefits paid (note 15(d)(v)) (1,138) {1,030)
At December 31, 46,589 45,101
(v} The movement in the fair value of plan assets of the year is as follows:
2019 2018
SR’ 000 SR' 000
At January 1, 42,846 38,589
Interest income 3,077 2,833
Employer contributions (note 15(ii}) 3,408 4,847
Benefits paid {note 15(d)(iv)) (1,138) {1,030)
Return on plan assets exclusing interest income (note 15(d){vii)) {1,603) (2,393)
46,590 42,846

(vi)

At December 31,

The rmajor categories of plan assets as a percentage of their fair value of total plan assets are as follows

2019 2018
SR’ 000 SR’ 000
Equities 18 18
Properties in Seychelles 73 79
Deposits 9 3
100 100
The amounts recognised in the Statement of Profit or Loss are as follows:

2019 2018
SR 000 SR' 000
Current service cost (note 15(d)(iv})) 1,822 1,784

Net interest on defined benefit plan {notes 15(d)({iv) and 15(d){v}} 41

Past service cost

(36)
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15. RETIREMENT BENEFIT OBLIGATIONS (CONT'D)
(vii} The amounts recognised in Statement of Other Comprehensive Income are as follows:
2019 2018
SR’ 000 SR’ 000
Liability experience (gain)/loss {note 15(d){iv}) (2,314) 1,085
Return on plan assets exclusing interest income (note 15(d)(v)) 1,603 2,393
(711) 3,478

(viii) The overall expected rate of return on planned assets is determined based on the market expectations

prevailing on that date, applicable to the period over which the obligations is to be settled.

(ix) The principal actuarial assumptions used for the purposes of the actuarial valuations were:

2019 2018
SR' Q00 SR' 000
Discount rate 7.0% 7.0%
Rate of salary increases 3.0% 3.0%
Rate of pension increases 0.0% 0.0%
Average retirement age (ARA)
- Male 63 year 63 year
- Female 60 year 60year
Average tife expectancy for:
- Male at ARA 17.3 years 17.3 years
- Female at ARA 24.2 years 24.2 years
x) Sensitivity Analysis on Defined Benefit Obligation at end of period
2019 2018
SR 000 SR 000
Increase in discount rate 6,040 5,868
Decrease in discount rate 4,853 4,711

The above sensitivity analysis has been carried out by recalculating the present value of obligation at
end of the period after increasing or decreasing the discount rate by 1% while leaving all other
assumption unchanged. Any similar variation in the other assumptions who have shown smaller

variations in the defined benefit obligation.

The sensitivity analysis may not be representative of the actual change in the defined benefit
obligation as it is unlikely that the change in assumptions would occur in isolation of one another as

some of the assumptions may be correlated.

(xi} The defined benefit pension plan exposes the Bank to narmal risks associated with defined benefit
pension plans such as investment, interest, longetivity and salary risks. The funding requirements are
based on the pension fund's actuarial measurement framework set out in the funding policies of the

plan.
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15.

RETIREMENT BENEFIT OBLIGATIONS {CONT'D)

(xii) The Bank expects to pay SR 2.92 million in contributions to its post-employment benefit plans for the
year ending December 31, 2020, The weighted average duration of the defined benefit obligation is 12

(e)

16.

17.

18.

years at the end of the reporting period.

Other post retirement benefits

Other post retirement benefits comprise mainly of length-of-service compensation payable under the

Seychelles Employment Act, as amended.

Movement in length-of-service compensation is as fotlows:

2019 2018
SR’ 000 SR 000
At January 1, 10,574 10,032
Charge to Statement of Profit or Loss (note 15(b}) 939 779
Paid during the year (227) (237)
At December 31, 11,286 10,574
OTHER LIABILITIES
2019 2018
SR* 000 SR' 000
Foreign drafts and local cheques payable 15,128 16,868
Due to banks 16,926 -
Other payables 52,590 20,717
ECL provision for off SOFP items (note 27) 2,650 1,035
Lease liabilities {note 10(c)) 4,083 -
Provision for leave liability 2,634 -
Accruals 627 308
94,638 38,928
SHARE CAPITAL
2019 2018
SR" 000 SR' 000
Authorised, issued and fully paid-up:
100,000 ordinary shares of SR 1,000 each 100,000 100,000
STATUTORY RESERVE
2019 2018
SR’ 000 SR 000
At December 31, 100,000 100,000

The statutory reserve is maintained in accordance with section 24(1) of the Financial Institutions Act

2004 as amended and is equivalent to the share capital of SR 100 million.
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19. OTHER RESERVES
Actuarial Fair value
(losses) reserve Total
SR’ 000 SR' 000 SR’ 000
At January 1, 2018 122 122
Defined benefit plan (note 15(d)(vii)) (3,478) (3,478)
Deferred tax on acturial movements (notes 13(b} & 13(c)(i}) 163 - 163
Fair value adjustments (note 7{a)(ii)) - 7,819 7,819
At December 31, 2018 (3,193) 7,819 4,626
Defined benefit plan (note 15(d){vii}) 711 - 711
Deferred tax on acturial movements (notes 13(b) & 13(c){i)) (235) - (235)
Fair value adjustments {(note 7(a}(ii})) - 7,545 7,545
At December 31, 2019 (2,717) 15,364 12,647
20. INTEREST INCOME
2019 2018
SR’ 000 SR’ 000
Investments in financial assets 51,852 38,441
Cash and short term funds 68,878 67,752
120,730 106,193
Loans and advances 158,929 143,473
279,659 249,666
21. INTEREST EXPENSE
2019 2018
SR 000 3R' 000
Customer deposits 50,163 32,199
Interest expense on lease liabilities (note 10(c)) 351 .
Deposits and borrowing from other banks 21
50,514 32,220
22. FEE INCOME AND COMMISSIONS
2019 2018
SR' 000 SR’ 000
Fees and commissions arising on:
- Card commission fees 69,130 60,922
- Portfolio and other management fees 5,758 5,974
- Other fees received 10,315 9,165
85,203 76,061
23. NET TRADING INCOME
2019 2018
SR’ 000 SR 000
Net foreign exchange gains 112,287 125,712
Recovery of charges 9,065 8,586

And4d 239

434 I0OD
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24, OTHER OPERATING INCOME
2019 2018
SR' 000 SR’ 000
Dividend received from Afrexim (note 7(e)) 1,169 1,008
Cashiers Surplus 50 63
Miscellanecus income 799 1,071
2,018 2,142
25. OTHER OPERATING EXPENSES
2019 2018
SR' 000 SR’ 000
Employee benefit expenses (note 26) 43,452 38,907
Auditors’ remuneration 421 306
Administrative expenses 22,548 21,252
Computer costs 4,840 4,626
Rental expenses 579 3,046
Maintenance and other related costs 9,691 10,097
81,531 78,234
26. EMPLOYEE BENEFIT EXPENSE
2019 2018
SR’ 000 SR' 000
Salaries and wages 32,427 31,015
Directors’ emoluments (note 26{a)) 3,034 2,945
Defined benefit obligations (note 15(b) and 15(d){vi)) 1,863 1,748
Other retirement benefit obligations (note 15(b) and 15(e}) 939 542
Other staff costs 5,189 2,657
43 452 38,907
{a) Directors’ emoluments:
2019

Directors' Other 2018
fees emoluments Total Total
SR’ 000 SR’ 000 SR’ 000 SR’ 000
Ahmad Saeed (note 30(d)(i)} - 2,464 2,464 2,428
Abdul Gafoor Yakub 91 1 92 90
Vincent Van Heyste 67 1 68 57
Damien Thesee 67 1 68 57
Roger Toussaint 36 1 37 57
Anil Dua 67 151 218 186
David Howes 67 20 87 70
395 2,639 3,034 2,945
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27. EXPECTED CREDIT LOSS PROVISION
2019

Notes Stage 1 Stage 2 Stage 3 Total

SR SR SR SR

Cash and cash equivalents 5 (1,643) - - (1,643)
Loans and advances (note 6(b) 6(b) 14,987 {51) 6,513 21,449
Investment in financial assets 7 155 - - 155
Loan commitments 16 1,717 - - 1,717
Other commitments 16 (102) - - (102)
15,114 (51) 6,513 21,576

2018

Stage 1 Stage 2 Stage 3 Total

SR SR SR SR

Cash and cash equivalents 5 (958) - - {958)
Loans and advances {note 6(b})) 6 (4,394) 57 (204) {4,541)
Loan commitments 16 919 - - 919
Other commitments 16 50 - - 50
(4,383) 57 {204) (4,530)

28.

29.

(@)

(b)

()

DIVIDENDS

interim Dividend of SR 1,650 per share amounting to SR 165m was declared and paid during the year.
(2018: SR 1,500 per share amounting to SR 150m). The Directors do not recommend any final dividend
for the financial year under review (2018: Nil). Final Dividend of SR 75m relating to 2017 financial year

was paid in 2018.

COMMITMENTS AND CONTINGENCIES

l.oan commitments

Loans and other facilities approved and not yet disbursed

Capital commitments

Approved but not contracted for

Legal claim contingency

2019 2018
SR’ 000 SR’ 000
547,449 530,587
2019 2018
SR' 000 5R' 000
4,295 6,064

The Bank does not have legal claim contingency as at December 31, 2019 (2018: Nil).
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29. COMMITMENTS AND CONTINGENCIES (CONT'D)

(d) Operating lease commitments - Bank as lessee

The Bank leases land under non-cancellable operating lease agreements. The leases have varying
terms, escalation clauses and renewable rights.

Future minimum lease payments under non-cancellable operating leases as at December 31, are as

follows:
2019 2018
SR’ 000 SR' 000
Within one year - 2,201
After one year but not more than 5 years - 2,788
- 4,989

30. RELATED PARTY TRANSACTIONS

Buring the year ended 31 December 2019, there were the following transactions between the Bank and

its related parties:

Amount Amount
Interest Interest owed owed
from related to related by related to related
parties parties parties parties
SR’ 000 SR’ 000 SR" 000 SR' 000

December 31, 2019:
Government of Seychelles 4,313 - 141,394 20
State owned or controlled enterprises 27,708 2,416 453,651 1,082,665
Minority shareholder of the Bank - 1 - 496
Directors 13 169 148 6,406

December 31, 2018:

Government of Seychelles 9,279 - 152,208 76
State owned or controlled enterprises 16,982 1,888 215,430 968,020
Minority shareholder of the Bank 17 - 496
Directors 15 120 203 7,422

(a) Transactions with related parties are made at normal market prices.

(b)

)

Qutstanding balances at the end of the reporting period are unsecured and interest-free. There have
been no guarantees provided or received for any related party payables or receivables. For the year
ended December 31, 2019, the Bank had not recorded any impairment of receivables since the fair
value of the eligible security fully covers the carrying amount relating to amounts owed by related
parties (2018: Nil). This assessment is undertaken at the end of each financial year through examining
the financial position of the related party and the market in which the latter operates.

Nirartnre smahmante hace lhasn dicrlacad nindar nata 7A(2)
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30. RELATED PARTY TRANSACTIONS (CONT'D)
(d} Key management personnel
2019 2018

(i)

(i1)

(iii)

31.

SR' 000 SR 000

Salaries and related costs (note 26)

Salaries and other benefits 2,464 2,428
Pension costs 267 284
2,731 2,712
Amounts receivable/(payable)
Loans and advances - 167
Due 1o customers 247 1,579
247 1,746
Transactions during the year
Net repayment of loans and advances (167) 73
Net payments from/{to) customers (1,332) 1,533
(1,499) 1,606

EVENTS AFTER THE REPORTING PERIOD

The outbreak of COVID-19 has brought considerable uncertainty and economic disruptions around the
globe. The adverse consequences for Seychelles are significant with extensive impact on air
transportation, tourism and the medium and small enterprises in general.

A number of significant economic and financial measures have been taken at all levels:

At the level of the Government, a supplementary budget of SR 1.5bn has been approved in the “orm of
a fiscal stimulus package aimed, inter alia, at providing targeted accompanying measures to those
highly impacted by the pandemic;

Among those measures, businesses that can justify a 25% drop in turnover will be able to apply for the
“Financial Assistance for Job Retention” Scheme so as to be in a position to pay salaries of their
employees up to a maximum of SR 30k for up te 6 months;

Along the same vein, an Emergency Lending Facility of SR 500m bearing no interest has beer made
available by the Central Bank of Seychelles to banks which shall use same to on-lend to ailing small
and medium sized enterprises through the Relief Loan Scheme at a low interest rate of 1.5% with the
guarantee of the State amounting to 70% of the loan facility;

Central Bank of Seychelles has reviewed its benchmark interest rate by 1% resulting into banks
revising their lending rates down accordingly;

Banks are also working closely with business operators and have set up a debt relief restructuring with
a six months' moratorium on capital and interest for impacted businesses;

The Central Bank of Seychelles has started intervening on the foreign currency market by selling US
dotlars to banks. The Budget Amendment 2020 speech made reference to 7.8 months of import cover
in terms of foreign currency reserve and to the equivalent of 18 months cover for essential

commodities.

The Directors consider that the events that followed the outbreak are non-adjusting events in terms
of 1AS 10 - Event After the Reporting Period.
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31. EVENTS AFTER THE REPORTING PERIOD (CONT'D)

The Directors, together with the Management, have assessed the Bank's ability to continue as a going
concern and acknowledged the risk of lower revenue and higher cost of risk in the short to medium
term. Based on the capital and liquidity position of the Bank and of the group as well as all the ongoing
measures being put in place as explained above, the Directors are of the opinion that the going
concern basis of preparation of these financial statements remains appropriate.

32. FIVE YEAR FINANCIAL SUMMARY

2019 2018 2017 2016 2015

SR’ 000 SR' 000 SR’ 000 SR' 000 SR 000
Profit before tax 249,291 271,625 249,553 280,670 291,304
Tax expense (85,111)  (132,943) (79,773) {(85,882) (703,436)
Profit for the year 164,180 138,682 169,780 194,788 ~87,868
Retained earnings brought forward 221,247 307,565 256,795 287,007 212,395
Profit available for distribution 385,427 446,247 426,575 481,795 400,263
Dividends (165,000) (225,000) (125,000) (225,000} (°10,000)
Retained earnings carried forward 220,427 221,247 301,575 256,795 290,263
EQUITY
Share capital 100,000 100,000 100,000 100,000 100,000
Statutory reserve 100,000 100,000 100,000 100,000 100,000
Retained earnings 220,427 221,247 301,575 256,795 290,263
Reserve on Property Foreclosed 124,600 124,600 - - -
Fair value reserve 15,364 7,819 - - -
Other reserves/ (deficit) (2,717) (3,193) 122 2,122 {867)

557,674 550,473 501,697 458,917 489,396




