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MIFID II PRODUCT GOVERNANCE / TARGET MARKET - Solely for the purposes of the 

manufacturer’s product approval process, the target market assessment in respect of the Notes has 

led to the conclusion that: (i) the target market for the Notes is eligible counterparties and 

professional clients only, each as defined in Directive EU 2014/65 (as amended, “MiFID II”); and (ii) 

all channels for distribution of the Notes to eligible counterparties and professional clients are 

appropriate. Any person subsequently offering, selling or recommending the Notes (a “distributor”) 

should take into consideration the manufacturer’s target market assessment; however, a distributor 

subject to MiFID II is responsible for undertaking its own target market assessment in respect of the 

Notes (by either adopting or refining the manufacturer’s target market assessment) and determining 

appropriate distribution channels. 

PRIIPS REGULATION PROHIBITION OF SALES TO EEA RETAIL INVESTORS - The Notes 

are not intended to be offered, sold or otherwise made available to and should not be offered, sold or 

otherwise made available to any retail investor in the European Economic Area (“EEA”) or in the 

United Kingdom. For these purposes, a retail investor means a person who is one (or more) of: (i) a 

retail client as defined in point (11) of Article 4(1) of MiFID II; (ii) a customer within the meaning of 

Directive (EU) 2016/97 (as amended), where that customer would not qualify as a professional client 

as defined in point (10) of Article 4(1) of MiFID II; or (iii) not a qualified investor as defined in 

Regulation (EU) 2017/1129 (as amended, the “Prospectus Regulation”). Consequently no key 

information document required by Regulation (EU) No 1286/2014 (as amended, the “PRIIPs 

Regulation”) for offering or selling the Notes or otherwise making them available to retail investors 

in the EEA or in the United Kingdom has been prepared and therefore offering or selling the Notes 

or otherwise making them available to any retail investor in the EEA or in the United Kingdom may 

be unlawful under the PRIIPs Regulation. 

NOTIFICATION UNDER SECTION 309B(1)(C) OF THE SECURITIES AND FUTURES ACT 

(CHAPTER 289) OF SINGAPORE, as modified or amended from time to time (the “SFA”) - In 

connection with Section 309B of the SFA and the Securities and Futures (Capital Markets Products) 

Regulations 2018 of Singapore (the “CMP Regulations 2018”), the Issuer has determined the 

classification of the Notes as prescribed capital markets products (as defined in the CMP 

Regulations 2018) and Excluded Investment Products (as defined in MAS Notice SFA 04-N12: 

Notice on the Sale of Investment Products and MAS Notice FAA-N16: Notice on Recommendations 

on Investment Products).   

The Notes are subject to conversion in whole or in part – by means of a transaction or series of 

transactions and in one or more steps – into common shares of The Bank of Nova Scotia or any of its 

affiliates under subsection 39.2(2.3) of the Canada Deposit Insurance Corporation Act (the “CDIC 

Act”) and to variation or extinguishment in consequence, and subject to the application of the laws 

of the Province of Ontario and the federal laws of Canada applicable therein in respect of the 

operation of the CDIC Act with respect to these Notes. 

Final Terms dated December 2, 2020 

The Bank of Nova Scotia 

Issue of Aggregate Principal Amount of U.S. $350,000,000 Callable Zero Coupon Notes  

due December 2, 2060 (Bail-inable Notes) 

under the U.S. $7,500,000,000 

Medium Term Note Programme 

 

PART A – CONTRACTUAL TERMS 

This document constitutes the Final Terms relating to the issue of Notes described herein.   

Terms used herein shall be deemed to be defined as such for the purposes of the terms and 

conditions (the “Conditions”) set forth in the Prospectus dated December 12, 2018 (the “Prospectus”). This 
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document constitutes the Final Terms of the Notes described herein and must be read in conjunction with 

the Prospectus. Full information on the Issuer and the offer of the Notes is only available on the basis of 

the combination of these Final Terms and the Prospectus. The Prospectus is available for viewing during 

normal office hours at the office of the Fiscal Agent, Registrar and Transfer Agent and copies may be 

obtained from the principal office of the Issuer. The Prospectus and (in the case of Notes listed on the 

SGX-ST) the applicable Final Terms will also be published on the website of the SGX-ST at 

http://www.sgx.com. 

No person has been authorised to give any information or make any representation not contained 

in or not consistent with these Final Terms, or any other information supplied in connection with the Notes 
and, if given or made, such information or representation must not be relied upon as having been 

authorised by the Issuer or any Dealer. By investing in the Notes each Investor represents that:  

(a) Non-Reliance. It is acting for its own account, and it has made its own independent decisions 

to invest in the Notes and as to whether the investment in the Notes is appropriate or proper for it 

based upon its own judgment and upon advice from such advisers as it has deemed necessary. It is 
not relying on any communication (written or oral) of the Issuer or any Dealer as investment 

advice or as a recommendation to invest in the Notes, it being understood that information and 
explanations related to the terms and conditions of the Notes shall not be considered to be 

investment advice or a recommendation to invest in the Notes. No communication (written or oral) 

received from the Issuer or any Dealer shall be deemed to be an assurance or guarantee as to the 

expected results of the investment in the Notes.  

(b) Assessment and Understanding. It is capable of assessing the merits of and understanding (on 

its own behalf or through independent professional advice), and understands and accepts the 
terms and conditions and the risks of the investment in the Notes. It is also capable of assuming, 

and assumes, the risks of the investment in the Notes. 

(c) Status of Parties. Neither the Issuer nor any Dealer is acting as a fiduciary for or adviser to it 

in respect of the investment in the Notes. 

AN INVESTMENT IN THE NOTES IS NOT THE SAME AS AN INVESTMENT IN A 

CONVENTIONAL DEBT SECURITY DUE TO THE CALL FEATURE IN FAVOUR OF THE 

ISSUER THAT IS A TERM OF THESE NOTES. THE INVESTOR ASSUMES THE CREDIT 

RISK OF THE ISSUER FOR ALL PAYMENTS UNDER THE NOTES. 

INVESTORS SHOULD BE PREPARED TO SUSTAIN A LOSS OF ALL OR PART OF 

THEIR INVESTMENT. 

The purchase of Notes issued under the Programme is associated with certain risks.  Each 

prospective Investor in Notes must ensure that the complexity and risks inherent in the Notes are suitable 

for its investment objectives and are appropriate for itself or the size, nature and condition of its business, 

as the case may be.  No person should deal in the Notes unless that person understands the nature of the 

relevant transaction and the extent of that person’s exposure to potential loss.  Each prospective purchaser 

of Notes should consider carefully whether the Notes are suitable for it in light of its circumstances and 

financial position.  Prospective Investors in Notes should consult their own legal, tax, accountancy and 

other professional advisers to assist them in determining the suitability of the Notes for them as an 

investment.  

INVESTORS SHOULD REFER TO THE SECTION HEADED “RISK FACTORS” IN 

THE PROSPECTUS FOR A DISCUSSION OF CERTAIN MATTERS THAT SHOULD BE 

CONSIDERED WHEN MAKING A DECISION TO INVEST IN THE NOTES. 

http://www.sgx.com/
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1.  Issuer: The Bank of Nova Scotia 

2.  Series Number: SMTN 117 

3.  Specified Currency or Currencies: USD or U.S.$ 

4.  Aggregate Principal Amount: U.S. $350,000,000 

5.  Issue Price: 100.00 per cent. of the Aggregate Principal Amount 

6.  (i)  Specified Denomination(s): USD 250,000 

 (ii)  Calculation Amount: USD 250,000 

7.  RMB Notes: Not Applicable 

8.  (i) Issue Date: December 2, 2020 

 (ii) Interest Commencement 

Date: 

Not Applicable  

9.  Maturity Date: December 2, 2060 or if that is not a Business Day the 

immediately succeeding Business Day unless it would 

thereby fall into the next calendar month, in which 

event it will be brought forward to the immediately 

preceding Business Day 

10.  Interest Basis: Zero Coupon 

(further particulars specified below) 

11.  (a) Redemption/Payment Basis: Redemption at 308.930509% of the Specified 

Denomination, subject to the Notes not being called by 

the Issuer (further particulars specified below) 

 

 (b) Protection Amount: Not Applicable 

12.  Change of Interest or 

Redemption/Payment Basis: 

Not Applicable 

13.  Put/Call Options: Issuer’s Option 

(further particulars specified below)  

14.  Status of the Notes: Senior, unsubordinated, unsecured 

15.  Method of distribution: Syndicated 

16.  Bail-inable Notes: Yes 

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE 

17.  Fixed Rate Note Provisions Not Applicable 

18.  Floating Rate Note Provisions Not Applicable 

19.  Zero Coupon/High Interest/Low Applicable 
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Interest Note Provisions 

 (i). Amortisation Yield: 2.86 per cent. per annum 

 (ii). Reference Price: 100.00 per cent. of the Aggregate Principal 

Amount 

 (iii). Any other formula/basis of 

determining 

amount payable: 

Not Applicable  

 (iv). Day Count Fraction in 

relation to Early 

Redemption Amounts and 

late payment: 

 

30/360 

20.  Index Linked Interest Note 

Provisions 
Not Applicable 

21.  Equity Linked Interest Note 

Provisions 

Not Applicable 

22.  Commodity Linked Interest Note 

Provisions 

Not Applicable 

23.  Fund Linked Interest Notes Not Applicable 

24.  Dual Currency Note Provisions Not Applicable 

PROVISIONS RELATING TO REDEMPTION 

25.  Issuer Option (Call) Applicable.  The Issuer can early redeem the Notes in 

whole at its discretion on any Optional Redemption 

Date(s) at the Optional Redemption Amount(s) as 

described below. 

 
 (i). Optional Redemption Date(s): Annually from and including December 2, 2025 to 

and including December 2, 2059 

 (ii). Optional Redemption 

Amount(s) of each Note and 

method, if any, of calculation 

of such amount(s): 

Means, in respect of a given Optional Redemption 

Date, an amount equal to the product of the 

Specified Denomination and the relevant Optional 

Redemption Price (in %) as specified in the table 

below:  

Optional 

Redemption Date(s) 

* 

Optional 

Redemption 

Price(s) 

Optional 

Redemption 

Amount(s) per 

Specified 

Denomination 

(in USD) 

December 2, 2025 115.141690% 287,854.23  
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Optional 

Redemption Date(s) 

* 

Optional 

Redemption 

Price(s) 

Optional 

Redemption 

Amount(s) per 

Specified 

Denomination 

(in USD) 

December 2, 2026 118.434742% 296,086.86  

December 2, 2027 121.821976% 304,554.94  

December 2, 2028 125.306085% 313,265.21  

December 2, 2029 128.889839% 322,224.60  

December 2, 2030 132.576088% 331,440.22  

December 2, 2031 136.367764% 340,919.41  

December 2, 2032 140.267882% 350,669.71  

December 2, 2033 144.279544% 360,698.86  

December 2, 2034 148.405939% 371,014.85  

December 2, 2035 152.650348% 381,625.87  

December 2, 2036 157.016148% 392,540.37  

December 2, 2037 161.506810% 403,767.03  

December 2, 2038 166.125905% 415,314.76  

December 2, 2039 170.877106% 427,192.76  

December 2, 2040 175.764191% 439,410.48  

December 2, 2041 180.791047% 451,977.62  

December 2, 2042 185.961671% 464,904.18  

December 2, 2043 191.280175% 478,200.44  

December 2, 2044 196.750788% 491,876.97  

December 2, 2045 202.377860% 505,944.65  

December 2, 2046 208.165867% 520,414.67  

December 2, 2047 214.119411% 535,298.53  

December 2, 2048 220.243226% 550,608.06  

December 2, 2049 226.542182% 566,355.46  

December 2, 2050 233.021289% 582,553.22  
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Optional 

Redemption Date(s) 

* 

Optional 

Redemption 

Price(s) 

Optional 

Redemption 

Amount(s) per 

Specified 

Denomination 

(in USD) 

December 2, 2051 239.685697% 599,214.24  

December 2, 2052 246.540708% 616,351.77  

December 2, 2053 253.591773% 633,979.43  

December 2, 2054 260.844497% 652,111.24  

December 2, 2055 268.304650% 670,761.62  

December 2, 2056 275.978163% 689,945.41  

December 2, 2057 283.871138% 709,677.85  

December 2, 2058 291.989853% 729,974.63  

December 2, 2059 300.340763% 750,851.91  

 

   * all subject to the Following Business Day 

Convention 

 

 (iii). If redeemable in part: Not Applicable  

 (iv). Issuer’s Option Period: A minimum of 12 (twelve) Business Days of 

notice period prior to the relevant Optional 

Redemption Date 

Where: 

“Business Days” means a day on which 

commercial banks and foreign exchange markets 

settle payments and are open for general business 

(including dealing in foreign exchange and foreign 

currency deposits) in London, Taipei, New York 

City and Toronto. 

26.  Noteholder Option (Put) Not Applicable 

27.  Bail-inable Note – TLAC 

Disqualification Event Call: 

Applicable 

28.  Final Redemption Amount of each Note If the Notes have not been called by the Issuer, 

308.930509% of the Calculation Amount  

29.  Early Redemption Amount  

 Early Redemption Amount(s) of each Note 

payable on redemption for taxation 

As per Section 5(e) of the Conditions 
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reasons, TLAC Disqualification Event, or 

on event of default and/or the method of 

calculating the same: 

 

30.  Index Linked Redemption Notes Not Applicable 

31.  Equity Linked Redemption Notes: Not Applicable 

 

32.  Commodity Linked Redemption Notes: Not Applicable 

33.  Fund Linked Redemption Notes: Not Applicable 

 

34.  Credit Linked Notes: Not Applicable 

 

35.  Physical Delivery Notes Not Applicable 

 GENERAL PROVISIONS 

APPLICABLE TO THE NOTES 

 

36.  Form of Notes: Bearer Notes: 

Temporary Bearer Global Note exchangeable for a 

Permanent Bearer Global Note which is 

exchangeable for definitive Notes in the limited 

circumstances specified in the Permanent Bearer 

Global Note  

37.  Financial Centre(s) or other special 

provisions relating to business days:  

(Condition 6(h)) 

New York City, Taipei, Toronto and London 

38.  Talons for future Coupons or Receipts to 

be attached to definitive Notes (and dates 

on which such Talons mature): 

Not Applicable 

39.  Unmatured Coupons to become void on 

early redemption: 

Not Applicable 

40.  Details relating to Partly Paid Notes: 

amount of each payment comprising the 

Issue Price and date on which each 

payment is to be made and consequences 

(if any) of failure to pay, including any 

right of the Issuer to forfeit the Notes and 

interest due on late payment: 

Not Applicable 

41.  Details relating to Instalment Notes: 

Instalment Amount, Instalment Date 

Not Applicable 

42.  Redenomination: Not Applicable 

43.  U.S. Tax Considerations: Not Applicable 

44.  Other terms or special conditions: Not Applicable 
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DISTRIBUTION 

45.  (i)  If syndicated, names and 

addresses of Managers and 

underwriting commitments: 

 Lead Manager: 

KGI Securities Co. Ltd. 

9th Floor, No. 700, Mingshui Road 

Zhongshan District 

Taipei 10462 

Taiwan, R.O.C. 

U.S.$250,000,000 

 

Manager: 

MasterLink Securities Corporation 

22F., No. 97, Sec. 2, Dunhua S. Rd. 

Taipei City 10682 

Taiwan (R.O.C.) 

U.S.$100,000,000 

 

 (ii)  Date of Subscription 

Agreement: 

November 2, 2020 

 (iii)  Stabilising Manager(s) (if any): Not Applicable 

46.  If non-syndicated, name and address of 

Dealer:   

Not Applicable 

47.  Total Commissions and concessions: 0.10% of the aggregate principal amount 

48.  Additional selling restrictions: 
Republic of China selling restrictions 

 

The Notes have not been, and shall not be, offered 

sold, or re-sold, directly or indirectly, to investors 

other than “professional institutional investors” as 

defined under Paragraph 2, Article 4 of the Financial 

Consumer Protection Act of the Republic of China 

(“ROC”), which currently include: (i) overseas or 

domestic banks, securities firms, futures firms and 

insurance companies (excluding insurance agencies, 

insurance brokers and insurance surveyors), the 

foregoing as further defined in more detail in 

Paragraph 3 of Article 2 of the Organization Act of 

the Financial Supervisory Commission of the ROC, 

(ii) overseas or domestic fund management 

companies, government investment institutions, 

government funds, pension funds, mutual funds, unit 

trusts, and funds managed by financial service 

enterprises pursuant to the Securities Investment 

Trust and Consulting Act of the ROC, the Future 

Trading Act of the ROC or the Trust Enterprise Act 

of the ROC or investment assets mandated and 

delivered by or transferred for trust by financial 

consumers, and (iii) other institutions recognized by 

the Financial Supervisory Commission of the ROC.  

Purchasers of the Notes are not permitted to sell or 

otherwise dispose of the Notes except by transfer to 

the aforementioned professional institutional 

investors. 
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49.  U.S. Selling Restrictions: Reg. S Compliance Category 2; TEFRA D 

 

 

 

ADDITIONAL INFORMATION  

 

Issuer Financial Statements 

Any audited annual financial statements, interim financial statements, annual information form and annual 

report on Form 40-F of the Issuer (“Disclosure Documents”) deemed incorporated by reference into the 

Prospectus are available at www.sedar.com, except in the case of any annual report on Form 40-F which is 

available at www.sec.gov/edgar.shtml, under the Issuer’s profile. Any Disclosure Documents published by 

the Issuer after the date of the Prospectus shall be deemed to be incorporated in, and to form part of, the 

Prospectus, save that any statement contained in the Prospectus or in any of the documents incorporated by 

reference in, and forming part of, the Prospectus shall be deemed to be modified or superseded for the 

purpose of the Prospectus to the extent that a statement contained in any document subsequently 

incorporated by reference modifies or supersedes such statement. 

 

Risk Factor 

 

The COVID-19 virus may have an adverse impact on the Issuer 

 

On March 11, 2020, the World Health Organization declared COVID-19, a global pandemic. Governments 

and regulatory bodies in affected areas have imposed a number of measures designed to contain the 

outbreak, including government-mandated social distancing measures, travel restrictions, quarantines and 

stay-at-home directives. The disruptive effects of the pandemic have contributed to economic slowdowns 

both domestically and globally, leading to lower GDP growth, and concerns about a prolonged recession in 

Canadian or other countries worldwide. The depth and breadth of the impact of COVID-19 on the global 

economy and financial markets continues to evolve. If the COVID-19 pandemic is prolonged, or further 

diseases emerge that give rise to similar effects, the adverse impact on the global economy could deepen 

and result in further declines in global economic growth and financial markets. Accordingly, the full 

impact of the COVID-19 pandemic on the global economy and financial markets is uncertain and may 

have an adverse effect on the return on the Notes. 

 

The COVID-19 pandemic has had disruptive effects in Canada and other countries and jurisdictions in 

which the Issuer operates, has materially impacted and continues to materially impact the markets in which 

the Issuer operates and has led to concerns about the sustainability of Canadian household indebtedness. A 

substantial amount of the Issuer’s business involves making loans or otherwise committing resources to 

specific companies, industries or countries. The impact of the COVID-19 pandemic on such borrowers, 

industries and countries could have significant adverse effects on the Issuer’s financial results, businesses, 

financial condition or liquidity, including as a result of the inability of borrowers to repay their loans to the 

Issuer. The COVID-19 pandemic has and may continue to result in disruptions to the Issuer’s customers 

and the way in which the Issuer conducts business, including the closure of certain branches, increased 

staff working off premises, and changes to operations due to higher volumes of client requests, as well as 

disruptions to key suppliers of the Issuer’s goods and services. As a result, the COVID-19 pandemic could 

adversely impact the quality and continuity of service to customers of the Issuer, as well as, the business, 

results of operations, corporate reputation and financial condition of the Issuer for a substantial period of 

time. Moreover, it remains uncertain how the macroeconomic environment, societal and business norms 

will be impacted following the COVID-19 pandemic. The post-COVID-19 environment may undergo 

unexpected developments or changes in financial markets, the fiscal, tax and regulatory environments, and 

consumer behavior which could adversely impact the Issuer’s operations, businesses, prospects, financial 

performance and financial condition.  
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PART B – OTHER INFORMATION 

1.  LISTING AND ADMISSION TO TRADING 

   Application is expected to be made on behalf of the Issuer 

to the Taipei Exchange (the “TPEx”) for the listing of, and 

permission to deal in, the Notes by way of debt issues to 

professional institutional investors as defined under 

Paragraph 2, Article 4 of the Financial Consumer Protection 

Act of the ROC only.  

The Notes will be listed on the TPEx pursuant to the 

applicable rules of TPEx.  Effective date of listing and 

trading of the Notes is on or about the Issue Date. 

TPEx is not responsible for the content of this document 

and the Prospectus and any supplement or amendment 

thereto and no representation is made by the TPEx as to the 

accuracy or completeness of this document and any 

supplement or amendment thereto. TPEx expressly 

disclaims any and all liability for any losses arising from, or 

as a result of the reliance on, all or part of the contents of 

this document and the Prospectus and any supplement or 

amendment thereto. 

Admission to the listing and trading of the Notes on the 

TPEx shall not be taken as an indication of the merits of the 

Issuer or the Notes. No assurances can be given as to 

whether the Notes will be, or will remain, listed on the 

TPEx. If the Notes fail to, or cease to, be listed on the 

TPEx, certain investors may not invest in, or continue to 

hold or invest in, the Notes. 

2.  RATINGS:  The Notes have not been specifically rated. 

 On page 66 of the Prospectus, the Fitch rating for Legacy 

Senior Debt of the Issuer has been upgraded from AA- to 

AA as of April 3, 2020. The Issuer’s Legacy Senior Debt 

includes Senior debt issued prior to September 23, 2018 and 

Senior debt issued on or after September 23, 2018 which is 

excluded from the bank recapitalization “bail-in” regime. 

 A rating is not a recommendation to buy, sell or hold 

investments, and may be subject to revision or withdrawal at 

any time by the relevant rating agency. 

3.  OPERATIONAL INFORMATION 

 (i)  ISIN Code: XS2254278281 

 (ii)  Common Code: 225427828 

 (iii)  Any clearing system(s) other 

than Euroclear and 

Clearstream, Luxembourg 

and the relevant 

identification number(s): 

Not Applicable 
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 (iv)  Delivery: Delivery against payment 

 (v)  Names and addresses of 

initial Paying Agent(s) (if 

any): 

The Bank of Nova Scotia, London Branch 

201 Bishopsgate 

6th Floor 

London EC2M 3NS 

 (vi)  Names and addresses of 

additional Paying Agents (if 

any): 

None 

ROC TAXATION  

The following is a summary of certain taxation provisions under ROC tax is based on current laws 

and practice and that the Notes will be issued, offered, sold and re-sold to professional institutional 

investors as defined under Paragraph 2, Article 4 of the Financial Consumer Protection Act of the ROC 

only. It does not purport to be comprehensive and does not constitute legal or tax advice. Investors 

(particularly those subject to special tax rules, such as banks, dealers, insurance companies and tax-exempt 

entities) should consult with their own tax advisers regarding the tax consequences of an investment in the 

Notes. 

 

Interest on the Notes  

 

As the Issuer of the Notes is not an ROC statutory tax withholder, there is no ROC withholding 

tax on any interest or deemed interest to be paid by the Issuer on the Notes.  ROC corporate holders must 

include any interest or deemed interest receivable under the Notes as part of their taxable income and pay 

income tax at a flat rate of 20 per cent. (unless the total taxable income for a fiscal year is $120,000 New 

Taiwan Dollars or under), as they are subject to income tax on their worldwide income on an accrual basis. 

The alternative minimum tax (“AMT”) is not applicable. 

 

Sale of the Notes 

 

In general, the sale of corporate bonds or financial bonds is subject to 0.1 per cent. securities 

transaction tax (“STT”) on the transaction price. However, Article 2-1 of the Securities Transaction Tax 

Act prescribes that STT will cease to be levied on the sale of corporate bonds and financial bonds from 1 

January 2010 to 31 December 2026. Therefore, the sale of the Notes will be exempt from STT if the sale is 

conducted on or before 31 December 2026. Starting from 1 January 2027, any sale of the Notes will be 

subject to STT at 0.1 per cent. of the transaction price, unless otherwise provided by the tax laws that may 

be in force at that time. 

 

Capital gains generated from the sale of bonds are exempt from ROC income tax. Accordingly, 

ROC corporate holders are not subject to ROC income tax on any capital gains generated from the sale of 

the Notes. However, ROC corporate holders should include the capital gains in calculating their basic 

income for the purpose of calculating their AMT. If the amount of the AMT exceeds the annual income tax 

calculated pursuant to the ROC Income Basic Tax Act (also known as the AMT Act), the excess becomes 

the ROC corporate holders' AMT payable. Capital losses, if any, incurred from the sale of the Notes by 

such holders could be carried over 5 years to offset against capital gains of same category for the purposes 

of calculating their AMT. 

 

Non-ROC corporate holders with a fixed place of business (e.g., a branch) or a business agent in 

the ROC are not subject to income tax on any capital gains generated from the sale of the Notes. However, 

their fixed place of business or business agent should include any such capital gains in calculating their 

basic income for the purpose of calculating AMT. 

 

As to non-ROC corporate holders without a fixed place of business and a business agent in the 

ROC, they are not subject to income tax or AMT on any capital gains generated from the sale of the Notes. 
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ROC SETTLEMENT AND TRADING  

Investors with a securities book-entry account with an ROC securities broker and a foreign 

currency deposit account with an ROC bank, may request the approval of the Taiwan Depositary & 

Clearing Corporation (“TDCC”) for the settlement of the Notes through the account of TDCC with 

Euroclear or Clearstream, Luxembourg and if such approval is granted by TDCC, the Notes may be so 

cleared and settled.  In such circumstances, TDCC will allocate the respective book-entry interest of such 

investor in the Notes to the securities book-entry account designated by such investor in the ROC.  The 

Notes will be traded and settled pursuant to the applicable rules and operating procedures of TDCC and the 

TPEx as domestic bonds.  

In addition, an investor may apply to TDCC (by filing in a prescribed form) to transfer the Notes 

in its own account with Euroclear or Clearstream, Luxembourg to the TDCC account with Euroclear or 

Clearstream, Luxembourg for trading in the domestic market or vice versa for trading in overseas markets. 

For such investors who hold their interest in the Notes through an account opened and held by 

TDCC with Euroclear or Clearstream, Luxembourg, distributions of  principal and/or interest for the Notes 

to such holders may be made by payment services banks whose systems are connected to TDCC to the 

foreign currency deposit accounts of the holders. Such payment is expected to be made on the second 

Taiwanese business day following TDCC’s receipt of such payment (due to time difference, the payment is 

expected to be received by TDCC one Taiwanese business day after the distribution date). However, when 

the holders will actually receive such distributions may vary depending upon the daily operations of the 

ROC banks with which the holder has the foreign currency deposit account. 

 

 































































































































































































































Management’s Discussion and Analysis    |    Risk Management

T38  Exposure to risks arising from the activities of the Bank’s businesses 

(1) Average assets for the Other segment include certain non-earning assets related to the business lines. 

(2) Attributed Capital is a combination of regulatory: (i) Risk-based capital and (ii) Leverage capital. Attributed Capital is reported on a quarterly average basis. 

(3) Includes Attributed Capital for significant investments, goodwill, intangibles and leverage capital. 

(4) Risk-weighted assets (RWA) are as at October 31, 2019 as measured for regulatory purposes in accordance with the Basel III approach. 
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Management’s Discussion and Analysis 

Top and emerging risks 

The Bank is exposed to a variety of top and emerging risks. These risks can potentially adversely affect the Bank’s business strategies, financial performance, and 

reputation. As part of our risk management approach, we proactively identify, assess, review, monitor and manage a broad range of top and emerging risks and undertake 

appropriate risk mitigation strategies. Every quarter, a listing and a brief discussion of selected top and emerging risks is presented to Senior Management and the Board of 

Directors. 

The Bank’s top and emerging risks are as follows: 

Geopolitical risk and macroeconomic uncertainty 

Geopolitical risks including trade tensions could affect volatility in foreign exchange and capital markets globally. This affects all participants in these markets. In the short 

run, a market shock could potentially impact the Bank’s trading and non-trading market activities and revenues. Over a longer period of time, the more broadly based 

macroeconomic effects could potentially impact the Bank’s exposures to customers and market segments impacted by those shocks. Although it is difficult to predict where 

new geopolitical disruption will occur or economic consequences of trade-related events, the Bank’s stress testing program assists in evaluating the potential impact of 

severe conditions, whether caused by geopolitical or other circumstances. Management’s strong understanding of the local political landscapes and macroeconomic 

environments in which the Bank operates, combined with the Bank’s business model and diversified geographic footprint, serve as ongoing mitigants to this risk. 

Money laundering, terrorist financing and sanctions compliance 

Money laundering, terrorist financing and sanctions compliance continues to receive significant attention as nations attempt to deal with the harmful legal, economic, and 

social consequences of criminal activities. Governments, law enforcement agencies, and regulators around the world employ a variety of means, including establishing 

regulatory requirements on financial institutions, to curtail the ability of criminal and terrorist elements to profit from, or finance, their activities. It is widely recognized that 

financial institutions are uniquely positioned and possess the means to assist in the fight against money laundering, terrorist financing, and criminal activity (including anti-

trafficking and exploitation) through prevention, detection, deterrence and the exchange/reporting of information. 

Scotiabank is subject to the expanding and constantly evolving anti-money laundering/anti-terrorist financing and economic sanctions, laws and regulations internationally 

across the Bank’s global footprint. Money laundering, terrorist financing, and economic sanctions violations represent material risk to the Bank including regulatory, legal, 

financial and reputational exposure. 

The Bank is committed to sustaining secure financial systems in the countries in which it maintains a presence by taking the necessary action, using a risk tailored approach. 

The Bank’s AML Risk program includes policies, procedures and control standards relating to client identification and due diligence, transaction monitoring, payment and 

name screening, investigating and reporting of suspicious activity, and evaluation of new products and services to prevent and/or detect activities that may pose risk to the 

Bank. The AML Risk program also facilitates an annual enterprise-wide AML/ATF and Sanctions risk assessment process and ensures that all employees, including the 

Board of Directors and Executive Management, undergo initial and ongoing AML/ATF and Sanctions training. 

Information Technology and cybersecurity risk 

Technology, information and cybersecurity risks continue to impact financial institutions and other businesses in Canada and around the globe. Threats are not only 

increasing in volume but in their sophistication as adversaries use ever evolving technologies and attack methodologies. The technology environment of the Bank, its 

customers and the third parties providing services to the Bank, may be subject to attacks, breaches or other compromises. Incidences like these can result in disruption to 

operations, misappropriation or unauthorized release of confidential, financial or personal information, and reputational damage, among other things. The Bank proactively 

monitors and manages the risks and constantly updates and refines programs as threats emerge to minimize disruptions and keep systems and information protected. In 

addition, the Bank has purchased insurance coverage to help mitigate against certain potential losses associated with cyber incidents. 

Technology innovation and disruption 

The pace of technology innovation continues to impact the financial services industry and its customers. Global regulators continue to push for increased competition with 

open banking, in addition to, non-traditional new participants entering certain segments of the market and challenging the position of financial institutions. New participants 

are disrupting the traditional Bank operating model with the use of advanced technologies and analytical tools offering a highly customized user experience with lower fixed 

costs which has the potential to impact revenues and costs in certain areas of the Bank’s businesses. In response to increased customer demands, needs and expectations, 

the Bank has embarked on a multi-year digital transformation with the aspiration to be a digital leader in the financial services industry. To support this strategy the Bank has 

opened digital factories in Toronto and its key international focus markets, in Mexico, Peru, Chile and Colombia to contribute to financial innovation, while continuing to 

monitor for evolving risks in new technology tools. 

Third party service providers 

As the Bank continues to expand its ecosystem of third party information technology (IT) service and cloud providers and FinTec partners, the traditional boundaries of 

where the Bank is able to assert control becomes indistinct. There is growing dependency on the effectiveness of the control environment in place at IT vendors to limit the 

impacts of vendor availability and security incidents on the Bank’s operations, intellectual property, and reputation. Additionally, third party service providers other than IT 

vendors, as well as service providers to those third parties (i.e. fourth party vendors) can also fall victim to systems, data and privacy breaches if their control environments 

fail to operate effectively. Any such breaches could impact the Bank if the Bank’s data is shared with such vendors in the course of their provision of services to the Bank. 

The Bank continues to enhance the resources, capabilities and accountabilities of third party risk management areas within the first and second line of defence areas. 

Legal and compliance risk 

The Bank is subject to extensive regulation in the jurisdictions in which it operates. Although the Bank continually monitors and evaluates the potential impact of regulatory 

developments to assess the impact on our businesses and to implement any necessary changes, regulators and private parties may challenge our compliance. Failure to 

comply with legal and regulatory requirements may result in fines, penalties, litigation, regulatory sanctions, enforcement actions and limitations or prohibitions from engaging 

in business activities, all of which may negatively impact the Bank’s financial performance and its reputation. In addition, day-to-day compliance with existing laws and 

regulations has involved and will continue to involve significant resources, including requiring the Bank to take actions or incur greater costs than anticipated, which may 

negatively 
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impact the Bank’s financial performance. Such changes could also adversely impact the Bank’s business strategies or limit its product or service offerings, or enhance the 

ability of the Bank’s competitors to offer their own products and services that rival the Bank’s. Regulators have also evidenced an increased focus on risks associated with 

conduct, privacy, model risk, and operational resilience. This focus could lead to more regulatory or other enforcement actions including for practices which may historically 

have been considered acceptable. 

The Bank continues to monitor and respond to global regulatory developments relating to a broad spectrum of topics, such that control and business units are responsive on 

a timely basis and business impacts, if any, are minimized. 

For additional information on some of the key regulatory developments that have the potential of impacting the Bank’s operations, see “Regulatory Developments” on page 

113. 

Canadian household indebtedness 

After a period of low interest rates, Canadians have increased household borrowing at a pace that exceeded their income growth. Canadian household indebtedness and 

household debt-service ratio are nearing historic highs. Household saving rates are at record lows, leaving little margin to sustain consumption if the macro-economic outlook 

proves more negative. The Bank performs stress tests considering these sensitivities and actively manages its lending portfolio. The Bank continues to enhance risk 

management capabilities through investments in technology and analytics. 

Climate change 

Climate change has the potential to impact the Bank’s retail and business banking profitability through credit losses. Severe weather can damage Bank properties and 

disrupt operations. Emerging policy/regulatory actions on climate can elevate the Bank’s reputational, legal and regulatory compliance risks. There are also sustainable 

finance opportunities to invest in. For further details on the Bank’s Climate Change strategy and actions taken, please refer to the Other Risks section of the MD&A. 
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Credit Risk 

Credit risk is the risk of loss resulting from the failure of a borrower or counterparty to honour its financial or contractual obligations to the Bank. Credit risk arises in the 

Bank’s direct lending operations, and in its funding, investment and trading activities where counterparties have repayment or other obligations to the Bank. 
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Credit risk summary 

• Loans and acceptances (Retail and Non-Retail) remained diversified by region, industry and customer. Regional exposure is spread across our key markets (Canada 

64%, United States 7%, Chile 7%, Mexico 5% and Other 17%). Financial Services constitutes 5.6% of overall gross exposures (before consideration of collateral) and 

was $34 billion, an increase of $5 billion from October 31, 2018. These exposures are predominately to highly rated counterparties and are generally collateralized. 

• The Bank’s overall loan book as of October 31, 2019 increased to $611 billion versus $573 billion as of October 31, 2018, with growth reflected in Personal, and Business 

and Government lending. Residential mortgages were $268 billion as of October 31, 2019, with 85% in Canada. The corporate loan book, which accounts for 37% of the 

total loan book, is composed of 55% of loans with an investment grade rating as of October 31, 2019, unchanged from October 31, 2018. 

The effective management of credit risk requires the establishment of an appropriate credit risk culture. Key credit risk policies and appetite statements are important 

elements used to create this culture. 

The Board of Directors, either directly or through the Risk Committee (the Board), reviews and approves the Bank’s Credit Risk Appetite limits annually and Credit Risk 

Policy limits biennially. 

• The objectives of the Credit Risk Appetite are to ensure that: 

– target markets and product offerings are well defined at both the enterprise-wide and business line levels; 

– the risk parameters for new underwritings and for the portfolios as a whole are clearly specified; and 

– transactions, including origination, syndication, loan sales and hedging, are managed in a manner that is consistent with the Bank’s risk appetite. 

• The Credit Risk Policy articulates the credit risk management framework, including: 

– key credit risk management principles; 

– delegation of authority; 

– the credit risk management program; 

– counterparty credit risk management for trading and investment activities; and 

– aggregate limits, beyond which credit applications must be escalated to the Board for approval. 

GRM develops the credit risk management framework and policies that detail, among other things, the credit risk rating systems and associated parameter estimates; the 

delegation of authority for granting credit; the calculation of the allowance for credit losses; and the authorization of write-offs. 

Corporate and commercial credit exposures are segmented by country and by major industry group. Aggregate credit risk limits for each of these segments are also 

reviewed and approved annually by the Board. Portfolio management objectives and risk diversification are key factors in setting these limits. 

Consistent with the Board-approved limits, borrower limits are set within the context of established lending criteria and guidelines for individual borrowers, particular 

industries, countries and certain types of lending, to ensure the Bank does not have excessive concentration in any single borrower, or related group of borrowers, particular 

industry sector or geographic region. Through the portfolio management process, loans may be syndicated to reduce overall exposure to a single name. For certain 

segments of the portfolio, credit derivative contracts are also used to mitigate the risk of loss due to borrower default. Risk is also mitigated through the selective sale of 

loans. 

Banking units and GRM regularly review the various segments of the credit portfolio on an enterprise-wide basis to assess the impact of economic trends or specific events 

on the performance of the portfolio, and to determine whether corrective action is required. These reviews include the examination of the risk factors for particular products, 

industries and countries. The results of these reviews are reported to the Risk Policy Committee and, when significant, to the Board. 

Risk measures 

The credit risk rating systems support the determination of key credit risk parameter estimates which measure credit and transaction risk. These risk parameters – probability 

of default, loss given default and exposure at default are transparent and may be replicated in order to provide accuracy and consistency of credit adjudication, as well as 

minimum lending standards for each of the risk rating categories. The parameters are an integral part of enterprise-wide policies and procedures encompassing governance, 

risk management, and control structure, and are used in various internal and regulatory credit risk quantification calculations. 

The Bank’s credit risk rating system is subject to a rigorous validation, governance and oversight framework. The objectives of this framework are to ensure that: 

• Credit risk rating methodologies and parameters are appropriately designed and developed, independently validated, and regularly reviewed; and 

• The review and validation processes represent an effective challenge to the design and development process. 

Non-retail credit risk rating methodologies and parameters are reviewed and validated at least annually. Units within GRM are responsible for design and development, 

validation and review, and are functionally independent from the business units responsible for originating transactions. Within GRM, they are also independent from the 

units involved in risk rating approval and credit adjudication. 

Internal credit risk ratings and associated risk parameters affect lending decisions, loan pricing, computation of the collective allowance for credit losses, and return on 

equity. 

Corporate and commercial 

Corporate and commercial credit exposure arises in the Bank’s business lines. 

Risk ratings 

The Bank’s risk rating system utilizes internal grade (IG) ratings – an 18 point scale used to differentiate the risk of default of borrowers, and the risk of loss on facilities. The 

general relationship between the Bank’s internal IG ratings and external agency ratings is shown in T29. 
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IG ratings are also used to define credit adjudication authority levels appropriate to the size and risk of each credit application. Lower-rated credits require increasingly more 

senior management involvement depending upon the aggregate exposure. Where the decision is beyond their authority levels, credit units will refer the request – with its 

recommendation – to a senior credit committee for adjudication. In certain cases, these must be referred to the Risk Committee of the Board of Directors. 

Adjudication 

Credit adjudication units within GRM analyze and evaluate all significant credit requests for corporate and commercial credit exposures, to ensure that risks are adequately 

assessed, properly approved, continually monitored and actively managed. The decision-making process begins with an assessment of the credit risk of the individual 

borrower or counterparty. Key factors considered in the assessment include: 

• The borrower’s management; 

• The borrower’s current and projected financial results and credit statistics; 

• The industry in which the borrower operates; 

• Economic trends; and 

• Geopolitical risk. 

Based on this assessment, a risk rating is assigned to the individual borrower or counterparty, using the Bank’s risk rating systems. 

A separate risk rating is also assigned at the facility level, taking into consideration additional factors, such as security, seniority of claim, structure, term and any other forms 

of credit risk mitigation that affect the amount of potential loss in the event of a default of the facility. Security typically takes the form of charges over inventory, receivables, 

real estate, and operating assets when lending to corporate and commercial borrowers; and cash or treasuries for trading lines such as securities lending, repurchase 

transactions, and derivatives. The types of acceptable collateral, and related valuation processes are documented in risk management policies and manuals. 

Other forms of credit risk mitigation include third party guarantees and, in the case of derivatives facilities, master netting agreements. 

Internal borrower and facility risk ratings are assigned when a facility is first authorized, and are promptly re-evaluated and adjusted, if necessary, as a result of changes to 

the customer’s financial condition or business prospects. Re-evaluation is an ongoing process, and is done in the context of general economic changes, specific industry 

prospects, and event risks, such as revised financial projections, interim financial results and extraordinary announcements. 

The internal credit risk ratings are also considered as part of the Bank’s adjudication limits, as guidelines for hold levels are tied to different risk ratings. Single borrower limits 

are much lower for higher risk borrowers than low risk borrowers. 

The credit adjudication process also uses a risk-adjusted return on equity profitability model to ensure that the client and transaction structure offers an appropriate return for 

a given level of risk. For the corporate portfolio, and the large borrowers in International, the Loan Portfolio Management Group reviews the profitability model results, 

together with external benchmarks, and provides an opinion on the relative return and pricing of each transaction above a minimum threshold. 

Individual credit exposures are regularly monitored by both the business line units and GRM for any signs of deterioration. In addition, the business line units and GRM 

conduct a review and risk analysis of each borrower annually, or more frequently for higher-risk borrowers. If, in the judgement of management, an account requires the 

expertise of specialists in workouts and restructurings, it will be transferred to a special accounts group for monitoring and resolution. 

Credit Risk Mitigation – Collateral/Security 

Traditional Non-Retail Products (e.g. Operating lines of Credit, Term Loans) 

Collateral values are accurately identified at the outset and throughout the tenure of a transaction by using standard evaluation methodologies. Collateral valuation estimates 

are conducted at a frequency that is appropriate to the frequency by which the market value fluctuates, using the collateral type and the borrower risk profile. 

In addition, when it is not cost effective to monitor highly volatile collateral (e.g. accounts receivable, inventory), appropriate lending margins are applied to compensate (e.g. 

accounts receivable are capped at 80% of value, inventory at 50%). The frequency of collateral valuations is also increased when early warning signals of a borrower’s 

deteriorating financial condition are identified. 

Borrowers are required to confirm adherence to covenants including confirmation of collateral values on a periodic basis, which are used by the Bank to provide early 

warning signals of collateral value deterioration. Periodic inspections of physical collateral are performed where appropriate and where reasonable means of doing so are 

available. 

Bank procedures require verification including certification by banking officers during initial, annual, and periodic reviews, that collateral values/margins/etc. have been 

assessed and, where necessary, steps have been taken to mitigate any decreased collateral values. 

The Bank does not use automated valuation models (AVMs) for valuation purposes for traditional non-retail products. GRM performs its own valuations of companies based 

on various factors such as book value, discounted book value, enterprise value etc. 

Commercial/Corporate Real Estate 

New or updated appraisals are generally obtained at inception of a new facility, as well as during loan modifications, loan workouts and troubled debt restructure. The 

primary reason for requiring a new appraisal is if, in the reasonable opinion of the banking execution unit, or GRM, there has been a material change in value. Additionally, 

none of the appraisal guidelines contained within the policies should dissuade the Bank from requesting an appraisal more frequently if an adverse change in market 

conditions, sponsorship, credit worthiness, or other underwriting assumptions is realized or expected. 

Appraisals must be in writing and must contain sufficient information and analysis to support the Bank’s decision to make the loan. Moreover, in rendering an opinion of the 

property’s market value, third party appraisers are responsible for establishing the scope of work necessary to develop credible assignment results. The appraisal must meet 

the regulatory and industry requirements which, depending on the type of property being appraised, contain any or all of the following three approaches to value: 

i. comparable sales approach 

ii. replacement cost approach 

iii. income approach 
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The appraiser must disclose the rationale for the omission of any valuation approach. Furthermore, the appraiser must disclose whether the subject property was physically 

inspected and whether anyone provided significant assistance to the person signing the appraisal report. The report must contain a presentation and explanation of the 

assumptions used in determining value under each of the above mentioned approaches. 

Review of every appraisal is conducted by the banking units and GRM to confirm that the appraisal identifies all of the relevant issues for the specific asset class, location 

and economic environment and incorporates all appropriate valuation methodologies and assumptions. In most cases, the banking units also include comparable properties 

in addition to what is included in the appraisal to further justify value. 

When third party assessors are used, they must be accredited and satisfactory to the Bank. In addition, GRM validates any third party valuations via internal desktop 

estimates either based on comparables or discounted income valuations. 

Traded products 

Traded products are transactions such as derivatives, foreign exchange, commodities, repurchase/reverse repurchase agreements, and securities lending/borrowing. Credit 

risks arising from traded products cannot be determined with certainty at the outset, because during the tenure of a transaction the dollar value of the counterparty’s 

obligation to the Bank will be affected by changes in the capital markets (such as changes in stock prices, interest rates, and exchange rates). The Bank adjudicates credit 

exposures arising from transacting in traded products by considering their current fair value plus an additional component to reflect potential future changes in their 

mark-to-market value. The credit adjudication process also includes an evaluation of potential wrong-way risk, which arises when the exposure to a counterparty is positively 

correlated to the probability of default of that counterparty. 

Credit risk associated with traded products is managed within the same credit adjudication process as the lending business. The Bank considers the credit risk arising from 

lending activities, as well as the potential credit risk arising from transacting in traded products with that counterparty. 

Credit risk mitigation – collateral/security 

Derivatives are generally transacted under industry standard International Swaps and Derivatives Association (ISDA) master netting agreements, which allow for a single net 

settlement of all transactions covered by that agreement in the event of a default or early termination of the transactions. ISDA agreements are frequently accompanied by 

an ISDA Credit Support Annex (CSA), the terms of which may vary according to each party’s view of the other party’s creditworthiness. CSAs can require one party or both 

parties to post initial margin at the onset of each transaction. CSAs also allow for variation margin to be called if total uncollateralized mark-to-market exposure exceeds an 

agreed upon threshold. Such variation margin provisions can be one-way (only one party will ever post collateral) or bilateral (either party may post depending upon which 

party is in-the-money). The CSA will also detail the types of collateral that are acceptable to each party, and the haircuts that will be applied against each collateral type. The 

terms of the ISDA master netting agreements and CSAs are taken into consideration in the calculation of counterparty credit risk exposure. 

For derivative transactions, investment grade counterparties account for approximately 86% of the credit risk. Approximately 30% of the Bank’s derivative counterparty 

exposures are to bank counterparties. After taking into consideration, where applicable, netting and collateral arrangements, no net credit risk amount arising from traded 

products transactions with any single counterparty was considered material to the financial position of the Bank as at October 31, 2019. No individual exposure to an 

investment grade bilateral counterparty exceeded $1,114 million and no individual exposure to a corporate counterparty exceeded $464 million. 

Retail 

Retail credit exposures arise in the Canadian Banking and International Banking business lines. 

Adjudication 

The decision-making process for retail loans ensures that credit risks are adequately assessed, properly approved, continually monitored and actively managed. Generally, 

credit decisions on consumer loans are processed by proprietary adjudication software and are based on risk ratings, which are generated using predictive credit scoring 

models. 

The Bank’s credit adjudication and portfolio management methodologies are designed to ensure consistent underwriting and early identification of problem loans in line with 

our risk appetite. The Bank’s rigorous credit underwriting and retail risk modeling methodologies are more customer focused than product focused. The Bank’s view is that a 

customer-centric approach provides better risk assessment than product-based approaches, a more consistent experience to the customer, and should result in lower loan 

losses over time. 

All credit scoring and policy changes are initiated by units within GRM that are functionally independent from the business units responsible for retail portfolios. Risk models 

and parameters are also subject to independent validation and review from the units involved in the design and development of models. The review process includes referral 

to the appropriate Senior Credit Committee for approval, where required. Consumer credit portfolios are reviewed at least monthly to identify emerging trends in loan quality 

and to assess whether corrective action is required. 

Risk ratings 

The Bank’s consumer risk rating systems are oriented to borrower or transaction risk. Each retail exposure is assigned a risk grade based on the customer’s credit history 

and/or internal credit score. The Bank’s automated risk rating systems assess the ongoing credit-worthiness of individual customers on a monthly basis. This process 

provides for meaningful and timely identification and management of problem loans. 

The risk rating system under the AIRB approach is subject to regular review and ongoing performance monitoring of key components. Risk model validations are conducted 

independently from the areas responsible for rating system development and implementation, to ensure effective independence in design and performance review. 

Customer behavior characteristics which are used as inputs within the Bank’s Basel III AIRB models are consistent with those used by the Bank’s Canadian consumer risk 

rating systems. The International portfolios are subject to the Standardized approach at this time. 

Credit risk mitigation – collateral/security 

The property values for residential real estate secured exposures are confirmed at origination through a variety of validation methodologies, including AVM and full 

appraisal’s (in-person inspection). The appraisal is completed by a third party, Bank approved appraiser. For monitoring of material portfolios, property values are indexed 

quarterly to house prices. For loan impairment within material portfolios, residential property values are re-confirmed using third party AVM’s. 

Where AVM values are used, these AVM values are subject to routine validation through a continuous random sampling process that back-tests AVM values against 

available property appraisals (primarily third party AVMs). Where third party appraisals are obtained, the Bank relies on the professional 
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industry accreditation of the appraiser. Samples of approved appraisal reports are reviewed by the Bank’s senior appraisers to ensure consistent appraisal quality and 

satisfactory appraisal values. The third party appraisers are selected from a pre-approved list of Bank-vetted appraisers. 

Credit quality 

T39  Impaired loans by business line 

2019 2018

As at October 31 ($ millions)

Gross

impaired

loans

Allowance

for credit

losses

Net

impaired

loans

Gross

impaired

loans

Allowance

for credit

losses

Net

impaired

loans

Canadian Banking

Retail $ 878 $ 265 $ 613 $ 840 $ 276 $ 564

Commercial 214 102 112 158 104 54

$   1,092 $ 367 $ 725 $ 998 $ 380 $ 618

International Banking

Caribbean and Central America $ 1,197 $ 265 $ 932 $ 1,389 $ 326 $ 1,063

Latin America

Mexico 485 178 307 359 164 195

Peru 642 332 310 581 317 264

Chile 844 180 664 753 158 595

Colombia 505 151 354 619 159 460

Other Latin America 133 85 48 148 98 50

Total Latin America 2,609 926 1,683 2,460 896 1,564

$ 3,806 $   1,191 $   2,615 $   3,849 $   1,222 $   2,627

Global Banking and Markets

Canada $ 41 $ 8 $ 33 $ 1 $ 1 $ –

U.S. 94 5 89 80 25 55

Asia and Europe 102 24 78 202 49 153

$ 237 $ 37 $ 200 $ 283 $ 75 $ 208

Totals $ 5,135 $ 1,595 $ 3,540 $ 5,130 $ 1,677 $ 3,453

Allowance for credit losses against performing loans 3,482 3,388

Total allowance for credit losses on loans $ 5,077 $ 5,065

Impaired loan metrics 

Net impaired loans

As at October 31 ($ millions) 2019 2018

Net impaired loans as a % of loans and acceptances 0.58% 0.60% 

Allowance against impaired loans as a % of gross impaired loans 31% 33% 

Impaired loans 

Gross impaired loans increased to $5,135 million as at October 31, 2019, from $5,130 million last year. Impaired loans in Canadian Banking increased by $94 million, 

primarily in the commercial portfolio. In International Banking, impaired loans decreased by $43 million, due primarily to the impact of divestitures in the Caribbean region 

and foreign exchange impacts. Impaired loans in Global Banking and Markets decreased by $46 million, primarily due to resolutions during the year. 

Net impaired loans, after deducting the allowance for credit losses, were $3,540 million as at October 31, 2019, an increase of $87 million from a year ago. Net impaired 

loans as a percentage of loans and acceptances were 0.58% as at October 31, 2019, a decrease of two basis points from 0.60% a year ago. 

Allowance for credit losses 

The total allowance for credit losses as at October 31, 2019 was $5,145 million. The allowance for credit losses on loans was $5,077 million, up $12 million from 

$5,065 million last year due primarily to the impact of Day 1 provision for credit losses on acquired performing loans partially offset by divestitures in the Caribbean region. 

The total allowance for credit loss for Impaired Loans is $1,595 million, compared to $1,677 million last year. Allowances for Impaired Loans in Canadian Banking decreased 

by $13 million to $367 million, primarily in the retail portfolio. In International Banking, allowances for Impaired Loans decreased by $31 million to $1,191 million, mainly due 

to the impact of divestitures. In Global Banking and Markets, allowances for Impaired Loans decreased by $38 million to $37 million, due mainly to write-offs during the year. 

Allowances for performing loans have increased to $3,482 million compared to $3,388 million as at October 31, 2018, due primarily to the impact of Day 1 provision for credit 

losses on acquired performing loans. 

Portfolio review 

Canadian Banking 

Gross impaired loans in the retail portfolio increased by $38 million or 5% from last year. Total provision for credit losses in the retail portfolio was $892 million, up 

$146 million or 20% from last year. 

In the commercial loan portfolio, gross impaired loans increased by $56 million to $214 million. The provision for credit losses was $80 million, up $32 million or 67% from 

last year. 

International Banking 

In the retail portfolio, gross impaired loans increased by $20 million to $2,046 million. Adjusting for the day 1 provision on acquired performing loans, the total provision for 

credit losses in the retail portfolio increased to $1,713 million from $1,318 million last year. 
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Insured and uninsured residential mortgages and home equity lines of credit 

The following table presents amounts of insured and uninsured residential mortgages and home equity lines of credit (HELOCs), by geographic area. 

T40  Insured and uninsured residential mortgages and home equity lines of credit (HELOCs), by geographic areas 

2019

Residential mortgages Home equity lines of credit

As at October 31 Insured(1) Uninsured Total Insured(1) Uninsured Total

($ millions) Amount % Amount % Amount % Amount % Amount % Amount %

Canada:(2)

Atlantic provinces $ 5,696 2.5 $ 5,421 2.4 $ 11,117 4.9 $ – – $ 1,153 5.5 $ 1,153 5.5

Quebec 7,546 3.3 8,857 3.9 16,403 7.2 – – 978 4.7 978 4.7

Ontario 38,825 17.2 77,807 34.3 116,632 51.5 – – 11,354 54.0 11,354 54.0

Manitoba & Saskatchewan 5,347 2.4 4,157 1.8 9,504 4.2 1 – 763 3.6 764 3.6

Alberta 17,745 7.8 13,033 5.8 30,778 13.6 – – 2,915 13.8 2,915 13.8

British Columbia & Territories 12,746 5.6 29,429 13.0 42,175 18.6 – – 3,871 18.4 3,871 18.4

Canada(3)
$87,905 38.8% $138,704 61.2% $226,609 100% $   1 –% $21,034 100% $21,035 100% 

International – – 41,560 100 41,560 100 – – – – – –

Total $87,905 32.8% $180,264 67.2% $268,169 100% $ 1 –% $21,034 100% $21,035 100% 

2018

Canada(3) $92,185 43.3% $120,898 56.7% $213,083 100% $ 2 –% $20,926 100% $20,928 100% 

International – – 40,274 100 40,274 100 – – – – – –

Total $92,185 36.4% $161,172 63.6% $253,357 100% $ 2 –% $20,926 100% $20,928 100% 

(1) Default insurance is contractual coverage for the life of eligible facilities whereby the Bank’s exposure to real estate secured lending is protected against potential shortfalls caused by borrower default. This insurance is provided by either government-backed entities or private 

mortgage insurers. 

(2) The province represents the location of the property in Canada. 

(3) Includes multi-residential dwellings (4+ units) of $3,365 (October 31, 2018 – $2,899) of which $2,424 are insured (October 31, 2018 – $2,029). 
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In the commercial portfolio, gross impaired loans were $1,760 million, a decrease of $63 million over the prior 

year, due primarily to the impact of divestitures and foreign exchange. Adjusting for the day 1 provision on 

acquired performing loans, the total provision for credit losses in the commercial portfolio was $212 million 

compared with $145 million last year, up $67 million or 46%. 

Global Banking and Markets 

Gross impaired loans in Global Banking and Markets decreased by $46 million to $237 million, due primarily to 

resolutions during the year. The total provision for credit losses was a net reversal of $22 million compared with a 

net reversal of $50 million last year. 

Risk diversification 

The Bank’s exposure to various countries and types of borrowers are well diversified (see T58 and T62). Chart 

C24 shows loans and acceptances by geography. Ontario represents the largest Canadian exposure at 33% of 

the total. Latin America was 15% of the total exposure and the U.S. was 7%. 

Chart C25 shows loans and acceptances by type of borrower (see T62). Excluding loans to households, the 

largest industry exposures were financial services (5.6% including banks and non-banks), real estate and 

construction (5.3%), wholesale and retail (4.5%), and energy (2.7%). 

Risk mitigation 

To mitigate exposures in its performing corporate portfolios, the Bank uses diversification by company, industry, 

and country, with loan sales and credit derivatives used sparingly. In 2019, loan sales totaled $8 million, 

compared to $25 million in 2018. The largest volume of loan sales in 2019 related to loans in the Energy industry. 

As at October 31, 2019, credit derivatives used to mitigate exposures in the portfolios totaled $13 million (notional 

amount) unchanged from October 31, 2018. The Bank actively monitors industry and country concentrations. As 

is the case with all industry exposures, the Bank continues to closely follow developing trends and takes additional 

steps to mitigate risk as warranted. 

Overview of loan portfolio 

The Bank has a well-diversified portfolio by product, business and geography. Details of certain portfolios of 

current focus are highlighted below. 

Real estate secured lending 

A large portion of the Bank’s lending portfolio is comprised of residential mortgages and consumer loans, which 

are well diversified by borrower. As at October 31, 2019, these loans accounted for $385 billion or 63% of the 

Bank’s total loans and acceptances outstanding (October 31, 2018 – $366 billion or 64%). Of these, $289 billion 

or 75% are real estate secured loans (October 31, 2018 – $274 billion or 75%). The tables below provide more 

details by portfolios. 

C24 Well diversified in Canada and internationally... 

loans and acceptances, October 2019

C25 �and in household and business lending 

loans and acceptances, October 2019
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Amortization period ranges for residential mortgages 

The following table presents the distribution of residential mortgages by remaining amortization periods, and by geographic areas. 

T41  Distribution of residential mortgages by remaining amortization periods, and by geographic areas 

2019

Residential mortgages by remaining amortization periods

As at October 31

Less than

20 years

20-24

years

25-29

years

30-34

years

35 years

and

greater

Total

residential

mortgage

Canada 33.7% 38.4% 26.8% 1.0% 0.1% 100% 

International 65.9% 17.3% 13.7% 3.0% 0.1% 100% 

2018

Canada 33.9% 38.0% 27.1% 0.9% 0.1% 100% 

International 65.1% 18.9% 13.2% 2.7% 0.1% 100% 

Loan to value ratios 

The Canadian residential mortgage portfolio is 61% uninsured (October 31, 2018 – 57%). The average loan-to-value (LTV) ratio of the uninsured portfolio is 55% (October 

31, 2018 – 54%). 

The following table presents the weighted average LTV ratio for total newly originated uninsured residential mortgages and home equity lines of credit during the year, which 

include mortgages for purchases, refinances with a request for additional funds and transfers from other financial institutions, by geographic areas. 

T42  Loan to value ratios 

Uninsured LTV ratios(1)

For the year ended October 31, 2019

Residential 

mortgages

LTV%

Home equity lines 

of credit(2)

LTV%

Canada:

Atlantic provinces 67.3% 57.8% 

Quebec 65.7 69.1

Ontario 64.2 62.2

Manitoba & Saskatchewan 68.3 61.9

Alberta 67.2 72.1

British Columbia & Territories 63.2 61.6

Canada 64.5% 63.0% 

International 71.4% n/a

For the year ended October 31, 2018

Canada 63.8% 62.0% 

International 68.9% n/a

(1) The province represents the location of the property in Canada. 

(2) Includes all home equity lines of credit (HELOC). For Scotia Total Equity Plan HELOC’s, LTV is calculated based on the sum of residential mortgages and the authorized limit for related HELOCs, divided by the value of the related residential property, and presented on a 

weighted average basis for newly originated mortgages and HELOCs. 

Potential impact on residential mortgages and real estate home equity lines of credit in the event of an economic downturn 

The Bank stresses its mortgage book to determine the impact of a variety of combinations of home price declines, unemployment increases and rising interest rates. It 

benchmarks the scenarios against experience in various historical downturns to confirm that they are sufficiently robust tests of the portfolio. In stress, there are moderate 

increases in credit losses and negative impacts on capital ratios but within a level the Bank considers manageable. In practice, the portfolio is robust to such scenarios due 

to the low LTV of the book, the high proportion of insured exposures and the diversified composition of the portfolio. 

Loans to Canadian condominium developers 

With respect to loans to Canadian condominium developers, the Bank had loans outstanding of $1,461 million as at October 31, 2019 (October 31, 2018 – $1,192 million). 

This is a high quality portfolio with well-known developers who have long-term relationships with the Bank. 

European exposures 

The Bank believes that its European exposures are manageable, are sized appropriately relative to the credit worthiness of the counterparties (90% of the exposures are to 

investment grade counterparties based on a combination of internal and external ratings), and are modest relative to the capital levels of the Bank. The Bank’s European 

exposures are certified at amortized cost or fair value using observable inputs, with negligible amounts valued using models with unobservable inputs (Level 3). There were 

no significant events in the quarter that have materially impacted the Bank’s exposures. 

The Bank’s exposure to sovereigns was $6.7 billion as at October 31, 2019 (October 31, 2018 – $8.5 billion), $6.5 billion to banks (October 31, 2018 – $5.8 billion) and 

$18.4 billion to corporates (October 31, 2018 – $15.8 billion). 

86 |  2019 Scotiabank Annual Report 



Management’s Discussion and Analysis    |    Risk Management

In addition to exposures detailed in the table below, the Bank had indirect exposures consisting of securities exposures to non-European entities whose parent company is 

domiciled in Europe of $0.5 billion as at October 31, 2019 (October 31, 2018 – $0.7 billion). 

The Bank’s current European exposure is distributed as follows: 

T43  Bank’s exposure distribution by country 

As at October 31 2019 2018

($ millions)

Loans and

loan

equivalents(1)

Deposits

with

financial

institutions Securities(2)

SFT and

derivatives(3)

Funded

Total

Undrawn

Commitments(4) Total Total

Greece $ 54 $ – $ – $ – $ 54 $ – $ 54 $ 146

Ireland 762 510 72 200 1,544 1,216 2,760 2,612

Italy 9 – (16) 4 (3) 170 167 148

Portugal – – – 17 17 – 17 2

Spain 1,083 2 75 148 1,308 256 1,564 1,701

Total GIIPS $ 1,908 $ 512 $ 131 $ 369 $ 2,920 $ 1,642 $ 4,562 $ 4,609

U.K. $ 10,568 $ 2,320 $ 1,675 $ 2,503 $ 17,066 $ 6,764 $ 23,830 $ 20,003

Germany 953 374 987 63 2,377 825 3,202 4,285

France 1,327 61 83 35 1,506 1,687 3,193 4,199

Netherlands 858 89 865 144 1,956 1,345 3,301 2,525

Switzerland 839 20 45 177 1,081 829 1,910 1,492

Other 1,773 423 1,959 579 4,734 2,462 7,196 7,988

Total Non-GIIPS $ 16,318 $ 3,287 $ 5,614 $ 3,501 $ 28,720 $ 13,912 $ 42,632 $ 40,492

Total Europe $ 18,226 $ 3,799 $ 5,745 $ 3,870 $ 31,640 $ 15,554 $ 47,194 $  45,101

As at October 31, 2018 $   15,684 $   6,196 $   6,364 $   1,839 $  30,083 $   15,018 $  45,101

(1) Individual allowances for credit losses are $3. Letters of credit and guarantees are included as funded exposure as they have been issued. Included in loans and loans equivalent are letters of credit and guarantees which total $4,008 as at October 31, 2019 (October 31, 2018 

– $3,867). 

(2) Exposures for securities are calculated taking into account derivative positions where the security is the underlying reference asset and short trading positions, with net short positions in brackets. 

(3) SFT comprise of securities purchased under resale agreements, obligations related to securities sold under repurchase agreements and securities lending and borrowing transactions. Gross and net funded exposures represent all net positive positions after taking into account 

collateral. Collateral held against derivatives was $1,349 and collateral held against SFT was $27,508. 

(4) Undrawn commitments represent an estimate of the contractual amount that may be drawn upon by the obligor and include commitments to issue letters of credit on behalf of other banks in a syndicated bank lending arrangement. 
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Market Risk 

Market risk is the risk of loss from changes in market prices and rates (including interest rates, credit spreads, equity prices, foreign exchange rates and commodity prices), 

the correlations between them, and their levels of volatility. Below is an index of market risk disclosures: 

Index of all market risk disclosures

Index Page Tables and charts Page

Market risk factors 89

Interest rate risk 89

Credit spread risk 89

Foreign currency risk 89

Equity risk 89

Commodity risk 89

Market risk governance 89

Risk measurement summary 89

Value at risk 89

Incremental risk charge 90

Stress testing 90

Sensitivity analysis 90

Gap analysis 90

Validation of market risk models 90

Non-trading market risk 90

Interest rate risk 90-91

T44 Structural interest sensitivity 91

Foreign currency risk 91-92

Investment portfolio risks 92

Trading market risk 92 T45 Market risk measures 92

C26 Trading revenue distribution 92

C27 Daily trading revenue vs. VaR 92

Market risk linkage to Consolidated Statement of Financial Position 93 T46 Market risk linkage to Consolidated Statement of Financial Position of the Bank 93

Derivative instruments and structured transactions 93

Derivatives 93

Structured transactions 94

European exposures 86 T43 Bank’s exposure distribution by country 87

Market risk 63-64 T34 Total market risk capital 64

Financial instruments 67 T37 Mortgage-backed securities 68
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Market risk factors 

Interest rate risk 

The risk of loss due to changes in the level and/or the volatility of interest rates. This risk affects instruments such as, but not limited to, debt securities, loans, mortgages, 

deposits and derivatives. 

Interest rate risks are managed through sensitivity, gap, stress testing, annual income and VaR limits and mitigated through portfolio diversification and hedges using interest 

rate derivatives and debt securities. 

Credit spread risk 

The risk of loss due to changes in the market price and volatility of credit, or the creditworthiness of issuers. This risk is mainly concentrated in loan and debt securities 

portfolios. Risk is managed through sensitivity, jump-to-default, stress testing and VaR limits and mitigated through hedges using credit derivatives. 

Foreign currency risk 

The risk of loss resulting from changes in currency exchange rates and exchange rate volatility. Foreign currency denominated debt and other securities as well as future 

cash flows in foreign currencies are exposed to this type of risk. Risk is managed through maximum net trading position, sensitivity, stress testing and VaR limits and 

mitigated through hedges using foreign exchange positions or derivatives. 

Equity risk 

The risk of loss due to changes in prices, volatility or any other equity related risk factor of individual equity or equity linked securities. This risk affects instruments such as, 

but not limited to, equities, exchange traded funds, mutual funds, derivatives and other equity linked products. Risk is managed through sensitivity, stress testing and VaR 

limits and mitigated through hedges using physical equity and derivatives instruments. 

Commodity risk 

The risk of loss due to changes in prices or volatility of precious metal, base metal, energy and agriculture products. Both physical commodity and derivatives positions are 

exposed to this risk. Risk is managed through aggregate and net trading position, sensitivity, stress testing and VaR limits and mitigated through hedges using physical 

commodity and derivative positions. 

The following maps risk factors to trading and non-trading activities: 

Non-trading Funding Investments Trading

Interest rate risk

Foreign currency risk

Interest rate risk

Credit spread risk

Foreign currency risk

Equity risk

Interest rate risk

Credit spread risk

Foreign currency risk

Equity risk

Commodity risk

Market risk governance 

Overview 

The Board of Directors reviews and approves market risk policies and limits annually. The Bank’s Asset-Liability Committee (ALCO) and Market Risk Management and 

Policy Committee (MRMPC) oversee the application of the framework set by the Board, and monitor the Bank’s market risk exposures and the activities that give rise to 

these exposures. The MRMPC establishes specific operating policies and sets limits at the product, portfolio, business unit and business line levels, and for the Bank in total. 

Limits are reviewed at least annually. 

Global Risk Management provides independent oversight of all significant market risks, supporting the MRMPC and ALCO with analysis, risk measurement, monitoring, 

reporting, proposals for standards and support for new product development. To ensure compliance with policies and limits, market risk exposures are independently 

monitored on a continuing basis, either by Global Risk Management, the back offices, or Finance. They provide senior management, business units, the ALCO, and the 

MRMPC with a series of daily, weekly and monthly reports of market risk exposures by business line and risk type. 

The Bank uses a variety of metrics and models to measure and control market risk exposures. These measurements are selected based on an assessment of the nature of 

risks in a particular activity. The principal measurement techniques are Value at Risk (VaR), Incremental Risk Charge, stress testing, sensitivity analysis and gap analysis. 

The use and attributes of each of these techniques are noted in the Risk Measurement Summary. 

Risk measurement summary 

Value at risk (VaR) 

VaR is a statistical method of measuring potential loss due to market risk based upon a common confidence interval and time horizon. The Bank calculates VaR daily using 

a 99% confidence level, and a one-day holding period for its trading portfolios. This means that once in every 100 days, the trading positions are expected to lose more than 

the VaR estimate. VaR has two components: general market risk and debt specific risk. The Bank calculates general market risk VaR using historical simulation based on 

300 days of market data. Obligor specific risk on debt instruments and credit derivatives not captured in general market risk VaR is calculated through the debt specific risk 

VaR, which uses historical resampling. In addition, the Bank calculates a Stressed VaR measure which follows the same basic methodology as VaR but is calibrated to a 

one year stressed period. The stressed period is determined based on analysis of the trading book’s risk profile against historical market data. Stressed VaR complements 

VaR in that it evaluates the impact of market volatility that is outside the VaR’s historical set. 

All material risk factors are captured in VaR. Where historical data is not available, proxies are used to establish the relevant volatility for VaR and Stressed VaR until 

sufficient data is available. Changes in VaR between reporting periods are generally due to changes in positions, volatilities and/or correlations between asset classes. VaR 

is also used to evaluate risks arising in certain funding and investment portfolios. Backtesting is also an important and necessary part of the VaR process. The Bank 

backtests the actual trading profit and loss against the VaR result to validate the quality and accuracy of the Bank’s VaR model. The Board reviews VaR results quarterly. 
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Incremental Risk Charge (IRC) 

Basel market risk capital requirements includes IRC which captures the following: 

Default risk: This is the potential for direct losses due to an obligor’s (equity/bond issuer or counterparty) default. 

Credit migration risk: This is the potential for direct losses due to a credit rating downgrade or upgrade. 

A Monte Carlo model is used to perform default and migration simulations for the obligors underlying credit derivative and bond portfolios. IRC is calculated at the 99.9th 

percentile with a one year liquidity horizon. The Board reviews IRC results quarterly. 

Stress testing 

A limitation of VaR and Stressed VaR is that they only reflect the recent history of market volatility and a specific one year stressed period, respectively. To complement 

these measures, stress testing examines the impact that abnormally large changes in market factors and periods of prolonged inactivity might have on trading portfolios. 

Stress testing scenarios are designed to include large shifts in risk factors as well as historical and theoretical multi risk market events. Historical scenarios capture severe 

movements over periods that are significantly longer than the one-day holding period captured in VaR, such as the 2008 Credit Crisis or the 1998 Russian Financial Crisis. 

Similar to Stressed VaR, stress testing provides management with information on potential losses due to tail events. In addition, the results from the stress testing program 

are used to verify that the Bank’s market risk capital is sufficient to absorb these potential losses. 

The Bank subjects its trading portfolios to a series of daily, weekly and monthly stress tests. The Bank also evaluates risk in its investment portfolios monthly, using stress 

tests based on risk factor sensitivities and specific market events. The stress testing program is an essential component of the Bank’s comprehensive risk management 

framework which complements the VaR methodology and other risk measures and controls employed by the Bank. 

Sensitivity analysis 

In trading portfolios, sensitivity analysis is used to measure the effect of changes in risk factors, including prices and volatility, on financial products and portfolios. These 

measures apply across product types and geographies and are used for limit monitoring and management reporting. 

In non-trading portfolios, sensitivity analysis assesses the effect of changes in interest rates on current earnings and on the economic value of shareholders’ equity. It is 

applied globally to each of the major currencies within the Bank’s operations. The Bank’s sensitivity analysis for limit and disclosure purposes is measured through positive 

and negative parallel shifts in the underlying interest rate curves. These calculations are based on a constant balance sheet and make no assumptions for management 

actions that may mitigate the risks. The Bank also performs sensitivity analysis using various non-parallel interest rate curve shifts, for example: curve steepeners, curve 

flatteners and curve twists. 

Gap analysis 

Gap analysis is used to assess the interest rate sensitivity of re-pricing mismatches in the Bank’s non-trading operations. Under gap analysis, interest rate sensitive assets, 

liabilities and off-balance sheet instruments are assigned to defined time periods based on expected re-pricing dates. Products with a contractual maturity are assigned an 

interest rate gap term based on the shorter of the contractual maturity date and the next re-pricing date. Products with no contractual maturity are assigned an interest rate 

gap based on observed historical consumer behaviour. 

Validation of market risk models 

Prior to the implementation of new market risk models, rigorous validation and testing is conducted. Validation is conducted when the model is initially developed and when 

any significant changes are made to the model. The models are also subject to ongoing validation, the frequency of which is determined by model risk ratings. Models may 

also be triggered for earlier revalidation when there have been significant structural changes in the market or changes to the composition of the portfolio. Model validation 

includes backtesting, and additional analysis such as: 

• Theoretical review or tests to demonstrate whether assumptions made within the internal model are appropriate; and 

• Impact tests including stress testing that would occur under historical and hypothetical market conditions. 

The validation process is governed by the Bank’s Model Risk Management Policy. 

Non-trading market risk 

Funding and investment activities 

Market risk arising from the Bank’s funding and investment activities is identified, managed and controlled through the Bank’s asset-liability management processes. The 

Asset-Liability Committee meets monthly to review risks and opportunities, and evaluate performance including the effectiveness of hedging strategies. 

Interest rate risk 

Interest rate risk arising from the Bank’s lending, funding and investment activities is managed in accordance with Board-approved policies and global limits, which are 

designed to control the risk to net interest income and economic value of shareholders’ equity. The annual income limit measures the effect of a specified change in interest 

rates on the Bank’s annual net interest income over the next twelve months, while the economic value limit measures the impact of a specified change in interest rates on 

the present value of the Bank’s net assets. These limits are set according to the documented risk appetite of the Bank. Board-level limit utilization is reported to both the 

Asset-Liability Committee and the Board on a regular basis. Any limit exceptions are reported according to the Limit Monitoring and Compliance Policy of the Bank. 

Net interest income and the economic value of equity result from the differences between yields earned on the Bank’s non-trading assets and interest rate paid on its 

liabilities. The difference in yields partly reflects mismatch between the maturity and re-pricing characteristics of the assets and liabilities. This mismatch is inherent in the 

non-trading operations of the Bank and exposes it to adverse changes in the level of interest rates. The Asset-Liability Committee provides strategic direction for the 

management of structural interest rate risk within the risk appetite framework authorized by the Board of Directors. The asset/liability management strategy is executed by 

Group Treasury with the objective of protecting and enhancing net interest income within established risk tolerances. 
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Simulation modeling, sensitivity analysis and VaR are used to assess exposures and for limit monitoring and planning purposes. The Bank’s interest rate risk exposure 

calculations are generally based on the earlier of contractual re-pricing or maturity of on-balance sheet and off-balance sheet assets and liabilities, although certain assets 

and liabilities such as credit cards and deposits without a fixed maturity are assigned a maturity profile based on the longevity of the exposure. Expected prepayments from 

loans and cashable investment products are also incorporated into the exposure calculations. 

T44 shows the after-tax impact of an immediate and sustained 100 basis point shock over a one year period on annual income and economic value of shareholders’ equity. 

The interest rate sensitivities tabulated are based on a static balance sheet. There are no assumptions made for management actions that may mitigate risk. Based on the 

Bank’s interest rate positions at year-end 2019, an immediate and sustained 100 basis point increase in interest rates across all currencies and maturities would decrease 

after-tax net interest income by approximately $273 million over the next 12 months, assuming no further management actions. During fiscal 2019, this measure ranged 

between $66 million and $275 million. 

This same increase in interest rates would result in an after-tax decrease in the present value of the Bank’s net assets of approximately $1,448 million. During fiscal 2019, 

this measure ranged between $363 million and $1,657 million. The directional sensitivity of these two key metrics is largely determined by the difference in time horizons 

(annual income captures the impact over the next twelve months only, whereas economic value considers the potential impact of interest rate changes on the present value 

of all future cash flows). The annual income and economic value results are compared to the authorized Board limits. Both interest rate sensitivities remained within the 

Bank’s approved consolidated limits in the reporting period. 

T44  Structural interest sensitivity 

2019 2018

As at October 31 ($ millions)

Economic

Value of

Shareholders’

Equity

Annual

Income

Economic

Value of

Shareholders’

Equity

Annual

Income

After-tax impact of

100bp increase in rates

Non-trading risk $ (1,448) $ (273) $ (870) $ (105) 

100bp decrease in rates

Non-trading risk $ 1,173 $ 267 $ 797 $ 101

Foreign currency risk 

Foreign currency risk in the Bank’s unhedged funding and investment activities arises primarily from the Bank’s net investments in foreign operations as well as foreign 

currency earnings in its domestic and remitting foreign branch operations. 

The Bank’s foreign currency exposure to its net investments in foreign operations is controlled by a Board-approved limit. This limit considers factors such as potential 

volatility to shareholders’ equity as well as the potential impact on capital ratios from foreign exchange fluctuations. On a quarterly basis, the Asset-Liability Committee 

reviews the Bank’s foreign currency net investment exposures and determines the appropriate hedging strategies. These may include funding the investments in the same 

currency or using other financial instruments, including derivatives. 

Foreign currency translation gains and losses from net investments in foreign operations, net of related hedging activities and tax effects, are recorded in accumulated other 

comprehensive income within shareholders’ equity. However, the Bank’s regulatory capital ratios are not materially affected by these foreign exchange fluctuations because 

the risk-weighted assets of the foreign operations tend to move in a similar direction. 

The Bank is also subject to foreign currency translation risk on the earnings of its domestic and remitting foreign branch operations. The Bank forecasts foreign currency 

revenues and expenses, which are primarily denominated in U.S. dollars, over a number of future fiscal quarters. The Asset-Liability Committee also assesses economic 

data trends and forecasts to determine if some or all of the estimated future foreign currency revenues and expenses should be hedged. Hedging instruments normally 

include foreign currency spot and forward contracts, as well as foreign currency options and swaps. Certain of these economic hedges may not qualify for hedge accounting 

resulting in a potential for a mismatch in the timing of the recognition of economic hedge gains/losses and the underlying foreign earnings translation gains/losses. In 

accordance with IFRS, foreign currency translation gains and losses relating to monetary and non-monetary items are recorded directly in earnings. 
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As at October 31, 2019, a one percent increase (decrease) in the Canadian dollar against all currencies in which the Bank operates decreases (increases) the Bank’s 

before-tax annual earnings by approximately $64 million (October 31, 2018 – $65 million) in the absence of hedging activity, primarily from the exposure to U.S. dollars. 

Investment portfolio risks 

The Bank holds investment portfolios to meet liquidity and statutory reserve requirements and for investment purposes. These portfolios expose the Bank to interest rate, 

foreign currency, credit spread and equity risks. Debt investments primarily consist of government, agency, and corporate bonds. Equity investments include common and 

preferred shares, as well as a diversified portfolio of third-party managed funds. The majority of these securities are valued using prices obtained from external sources. 

These portfolios are controlled by a Board-approved policy and limits. 

Trading market risk 

The Bank’s policies, processes and controls for trading activities are designed to achieve a balance between pursuing profitable trading opportunities and managing earnings 

volatility within a framework of sound and prudent practices. Trading activities are primarily customer focused. 

Market risk arising from the Bank’s trading activities is managed in accordance with Board-approved policies, and aggregate VaR and stress testing limits. The quality of the 

Bank’s VaR is validated by regular backtesting analysis, in which the VaR is compared to both theoretical profit and loss results based on fixed end of day positions and 

actual reported profit and loss. A VaR at the 99% confidence interval is an indication of a 1% probability that losses will exceed the VaR if positions remain unchanged during 

the next business day. Trading positions are however managed dynamically and, as a result, actual profit/loss backtesting exceptions are uncommon. 

In fiscal 2019, the total one-day VaR for trading activities averaged $12.4 million, compared to $12.9 million in 2018. 

T45  Market risk measures 

2019 2018

($ millions) Year end Avg High Low Year end Avg High Low

Credit Spread plus Interest Rate $ 13.8 $ 11.1 $ 17.5 $ 7.7 $ 11.0 $ 11.6 $ 17.8 $ 6.9

Credit Spread 8.0 7.7 11.2 3.8 6.2 7.8 12.2 4.8

Interest Rate 7.2 7.8 12.6 5.1 7.7 9.5 17.2 4.3

Equities 3.4 3.5 8.1 1.0 5.8 3.0 15.5 1.2

Foreign Exchange 2.7 3.5 7.0 1.5 2.8 3.3 5.8 1.1

Commodities 3.1 2.3 4.7 1.3 1.7 1.6 2.1 1.0

Debt Specific 3.3 3.9 5.9 2.0 3.6 3.4 4.2 2.6

Diversification Effect (10.9) (11.9) n/a n/a (11.7) (10.0) n/a n/a

All-Bank VaR $ 15.4 $ 12.4 $ 17.9 $ 9.2 $ 13.2 $ 12.9 $ 18.4 $ 8.6

All-Bank Stressed VaR $      45.9 $      40.1 $      60.6 $      26.7 $      44.6 $      42.7 $      59.0 $      26.3

Incremental Risk Charge $ 80.0 $ 108.9 $ 208.8 $ 79.4 $ 77.9 $ 173.4 $ 474.7 $ 60.0

The Bank also calculates a Stressed VaR which uses the same basic methodology as the VaR. However, Stressed VaR is calculated using market volatility from a one-year 

time period identified as stressful, given the risk profile of the trading portfolio. The current period is the 2008/2009 credit crisis surrounding the collapse of Lehman Brothers. 

In fiscal 2019, the total one-day Stressed VaR for trading activities averaged $40.1 million compared to $42.7 million in 2018. 

In fiscal 2019, the average IRC decreased to $108.9 million from $173.4 million in 2018, primarily driven by bought credit protection on Brazil and a reduction in North 

American corporate bonds in the first two quarters. 

Description of trading revenue components and graphical comparison of VaR to daily P&L 

Chart C26 shows the distribution of daily trading revenue for fiscal 2019 and Chart C27 compares that distribution to daily VaR results. Trading revenue includes changes in 

portfolio value as well as the impact of new trades, commissions, fees and reserves. Some components of revenue which are calculated less frequently are pro-rated. 

Trading revenue averaged $9.8 million per day, compared to $5.9 million in 2018. Revenue was positive on 99.6% of trading days during the year, the same level in 2018. 

During the year, the largest single day trading loss was $0.2 million which occurred on March 25, 2019, and was smaller than the total VaR of $15.5 million on the same day. 
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Market risk linkage to Consolidated Statement of Financial Position 

Trading assets and liabilities are marked to market daily and included in trading risk measures such as VaR. Derivatives captured under trading risk measures are related to 

the activities of Global Banking and Markets, while derivatives captured under non-trading risk measures comprise those used in asset/liability management and designated 

in a hedge relationship. A comparison of Consolidated Statement of Financial Position items which are covered under the trading and non-trading risk measures is provided 

in the table below. 

T46  Market risk linkage to Consolidated Statement of Financial Position of the Bank 

Market Risk Measure

As at October 31, 2019

($ millions)

Consolidated

Statement of

Financial

Position Trading Risk

Non-

trading risk

Not subject to

market risk

Primary risk sensitivity of

non-trading risk

Precious metals $      3,709 $ 3,709 $ – $ – n/a

Trading assets 127,488 126,846 642 – Interest rate, FX

Financial instruments designated at fair value through profit or loss – – – – n/a

Derivative financial instruments 38,119 34,489 3,630 – Interest rate, FX, equity

Investment securities 82,359 – 82,359 – Interest rate, FX, equity

Loans 592,483 – 592,483 – Interest rate, FX

Assets not subject to market risk(1) 242,003 – – 242,003 n/a

Total assets $   1,086,161 $   165,044 $   679,114 $   242,003

Deposits $ 733,390 $ – $ 699,462 $ 33,928 Interest rate, FX, equity

Financial instruments designated at fair value through profit or loss 12,235 – 12,235 – Interest rate, equity

Obligations related to securities sold short 30,404 30,404 – – n/a

Derivative financial instruments 40,222 34,820 5,402 – Interest rate, FX, equity

Trading liabilities(2) 4,124 4,124 – – n/a

Retirement and other benefit liabilities 2,956 – 2,956 – Interest rate, credit spread, equity

Liabilities not subject to market risk(3) 192,638 – – 192,638 n/a

Total liabilities $ 1,015,969 $ 69,348 $ 720,055 $ 226,566

(1) Includes goodwill, intangibles, other assets and securities purchased under resale agreements and securities borrowed. 

(2) Gold and silver certificates and bullion included in other liabilities. 

(3) Includes obligations related to securities sold under repurchase agreements and securities lent and other liabilities. 

Market Risk Measure

As at October 31, 2018

($ millions)

Consolidated

Statement of

Financial

Position Trading Risk

Non-trading

risk

Not subject to

market risk

Primary risk sensitivity of

non-trading risk

Precious metals $ 3,191 $ 3,191 $ – $ – n/a

Trading assets 100,262 99,650 612 – Interest rate, FX

Financial instruments designated at fair value through profit or loss 12 – 12 – Interest rate

Derivative financial instruments 37,558 33,937 3,621 – Interest rate, FX, equity

Investment securities 78,396 – 78,396 – Interest rate, FX, equity

Loans 551,834 – 551,834 – Interest rate, FX

Assets not subject to market risk(1) 227,240 – – 227,240 n/a

Total assets $   998,493 $   136,778 $   634,475 $   227,240

Deposits $ 676,534 $ – $ 641,791 $ 34,743 Interest rate, FX, equity

Financial instruments designated at fair value through profit or loss 8,188 – 8,188 – Interest rate, equity

Obligations related to securities sold short 32,087 32,087 – – n/a

Derivative financial instruments 37,967 32,300 5,667 – Interest rate, FX, equity

Trading liabilities(2) 5,019 5,019 – – n/a

Retirement and other benefit liabilities 1,727 – 1,727 – Interest rate, credit spread, equity

Liabilities not subject to market risk(3) 169,291 – – 169,291 n/a

Total liabilities $ 930,813 $ 69,406 $ 657,373 $ 204,034

(1) Includes goodwill, intangibles, other assets and securities purchased under resale agreements and securities borrowed. 

(2) Gold and silver certificates and bullion included in other liabilities. 

(3) Includes obligations related to securities sold under repurchase agreements and securities lent and other liabilities. 

Derivative instruments and structured transactions 

Derivatives 

The Bank uses derivatives to meet customer needs, generate revenues from trading activities, manage market and credit risks arising from its lending, funding and 

investment activities, and to lower its cost of capital. The Bank uses several types of derivative products, including interest rate swaps, futures and options, to hedge interest 

rate risk exposure. Forward contracts, swaps and options are used to manage foreign currency risk exposures. Credit exposures in its lending and investment books are 

managed using credit default swaps. As a dealer, the Bank markets a range of derivatives to its customers, including interest rate, foreign exchange, equity, commodity and 

credit derivatives. 
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Market risk arising from derivatives transactions is subject to the control, reporting and analytical techniques noted above. Additional controls and analytical techniques are 

applied to address certain market-related risks that are unique to derivative products. 

Structured transactions 

Structured transactions are specialized transactions that may involve combinations of cash, other financial assets and derivatives designed to meet the specific risk 

management or financial requirements of customers. These transactions are carefully evaluated by the Bank to identify and address the credit, market, legal, tax, 

reputational and other risks, and are subject to a cross-functional review and sign-off by Trading Management, Global Risk Management, Taxation, Finance and Legal 

departments. Large structured transactions are also subject to review by senior risk management committees and evaluated in accordance with the procedures described 

below in Reputational Risk. 

The market risk in these transactions is usually minimal, and returns are earned by providing structuring expertise and by taking credit risk. Once executed, structured 

transactions are subject to the same ongoing credit reviews and market risk analysis as other types of derivatives transactions. This review and analysis includes careful 

monitoring of the quality of the reference assets, and ongoing valuation of the derivatives and reference assets. 

Liquidity Risk 

Liquidity risk is the risk that the Bank is unable to meet its financial obligations in a timely manner at reasonable prices. Financial obligations include liabilities 

to depositors, payments due under derivative contracts, settlement of securities borrowing and repurchase transactions, and lending and investment 

commitments. 

Effective liquidity risk management is essential to maintain the confidence of depositors and counterparties, manage the Bank’s cost of funds and to support core business 

activities, even under adverse circumstances. 

Liquidity risk is managed within the framework of policies and limits that are approved by the Board of Directors. The Board receives reports on risk exposures and 

performance against approved limits. The Asset-Liability Committee (ALCO) provides senior management oversight of liquidity risk. 

The key elements of the liquidity risk framework are: 

• Measurement and modeling – the Bank’s liquidity model measures and forecasts cash inflows and outflows, including off-balance sheet cash flows on a daily basis. Risk 

is managed by a set of key limits over the maximum net cash outflow by currency over specified short-term horizons (cash gaps), a minimum level of core liquidity, and 

liquidity stress tests. 

• Reporting – Global Risk Management provides independent oversight of all significant liquidity risks, supporting the ALCO with analysis, risk measurement, stress testing, 

monitoring and reporting. 

• Stress testing – the Bank performs liquidity stress testing on a regular basis, to evaluate the effect of both industry-wide and Bank-specific disruptions on the Bank’s 

liquidity position. Liquidity stress testing has many purposes including: 

– Helping the Bank understand the potential behavior of various on-balance sheet and off-balance sheet positions in circumstances of stress; and 

– Based on this knowledge, facilitating the development of risk mitigation and contingency plans. 

The Bank’s liquidity stress tests consider the effect of changes in funding assumptions, depositor behavior and the market value of liquid assets. The Bank performs 

industry standard stress tests, the results of which are reviewed at senior levels of the organization and are considered in making liquidity management decisions. 

• Contingency planning – the Bank maintains a liquidity contingency plan that specifies an approach for analyzing and responding to actual and potential liquidity events. 

The plan outlines an appropriate governance structure for the management and monitoring of liquidity events, processes for effective internal and external 

communication, and identifies potential counter measures to be considered at various stages of an event. A contingency plan is maintained both at the parent-level as 

well as for major subsidiaries. 

• Funding diversification – the Bank actively manages the diversification of its deposit liabilities by source, type of depositor, instrument, term and geography. 

• Core liquidity – the Bank maintains a pool of highly liquid, unencumbered assets that can be readily sold or pledged to secure borrowings under stressed market 

conditions or due to Bank-specific events. The Bank also maintains liquid assets to support its intra-day settlement obligations in payment, depository and clearing 

systems. 

Liquid assets 

Liquid assets are a key component of liquidity management and the Bank holds these types of assets in sufficient quantity to meet potential needs for liquidity management. 

Liquid assets can be used to generate cash either through sale, repurchase transactions or other transactions where these assets can be used as collateral to generate 

cash, or by allowing the asset to mature. Liquid assets include deposits at central banks, deposits with financial institutions, call and other short-term loans, marketable 

securities, precious metals and securities received as collateral from securities financing and derivative transactions. Liquid assets do not include borrowing capacity from 

central bank facilities. 

Marketable securities are securities traded in active markets, which can be converted to cash within a timeframe that is in accordance with the Bank’s liquidity management 

framework. Assets are assessed considering a number of factors, including the expected time it would take to convert them to cash. 

Marketable securities included in liquid assets are comprised of securities specifically held as a liquidity buffer or for asset liability management purposes; trading securities, 

which are primarily held by Global Banking and Markets; and collateral received for securities financing and derivative transactions. 

The Bank maintains large holdings of unencumbered liquid assets to support its operations. These assets generally can be sold or pledged to meet the Bank’s obligations. 

As at October 31, 2019, unencumbered liquid assets were $211 billion (October 31, 2018 – $202 billion). Securities including NHA mortgage-backed securities, comprised 

80% of liquid assets (October 31, 2018 – 71%). Other unencumbered liquid assets, comprising cash 
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and deposits with central banks, deposits with financial institutions, precious metals and call and short loans, were 20% (October 31, 2018 – 29%). The increase in liquid 

assets was mainly attributable to an increase in liquid securities and precious metals, which was partially offset by a decrease in cash and deposits with central banks, 

deposits with financial institutions, NHA mortgage-backed securities, and call and short loans. 

The carrying values outlined in the liquid asset table are consistent with the carrying values in the Bank’s Consolidated Statement of Financial Position as at October 31, 

2019. The liquidity value of the portfolio will vary under different stress events as different assumptions are used for the stress scenarios. 

The Bank’s liquid asset pool is summarized in the following table: 

T47  Liquid asset pool 

Encumbered

liquid assets

Unencumbered

liquid assets

As at October 31, 2019

($ millions)

Bank-

owned

liquid 

assets

Securities received as

collateral from securities

financing and derivative

transactions

Total liquid

assets

Pledged as

collateral Other(1)

Available as

collateral Other

Cash and deposits with central banks $ 36,068 $ – $ 36,068 $ – $ 9,604 $ 26,464 $ –

Deposits with financial institutions 10,652 – 10,652 – 71 10,581 –

Precious metals 3,709 – 3,709 – 58 3,651 –

Securities:

Canadian government obligations 42,508 19,622 62,130 31,798 – 30,332 –

Foreign government obligations 70,101 78,904 149,005 90,617 – 58,388 –

Other securities 78,422 78,415 156,837 106,179 – 50,658 –

Loans:

NHA mortgage-backed securities(2) 33,571 – 33,571 3,602 – 29,969 –

Call and short loans 525 – 525 – – 525 –

Total $  275,556 $   176,941 $   452,497 $   232,196 $  9,733 $   210,568 $   –

Encumbered

liquid assets

Unencumbered

liquid assets

As at October 31, 2018

($ millions)

Bank-

owned

liquid 

assets

Securities received as

collateral from securities

financing and derivative

transactions

Total liquid

assets

Pledged as

collateral Other(1)

Available as

collateral Other

Cash and deposits with central banks $ 48,352 $ – $ 48,352 $ – $ 7,906 $ 40,446 $ –

Deposits with financial institutions 13,917 – 13,917 – 73 13,844 –

Precious metals 3,191 – 3,191 – 70 3,121 –

Securities:

Canadian government obligations 45,260 11,050 56,310 29,464 – 26,846 –

Foreign government obligations 60,553 63,816 124,369 68,531 – 55,838 –

Other securities 54,786 66,704 121,490 92,280 – 29,210 –

Loans:

NHA mortgage-backed securities(2) 34,636 – 34,636 2,605 – 32,031 –

Call and short loans 1,047 – 1,047 – – 1,047 –

Total $ 261,742 $ 141,570 $ 403,312 $ 192,880 $ 8,049 $ 202,383 $ –

(1) Assets which are restricted from being used to secure funding for legal or other reasons. 

(2) These mortgage-backed securities, which are available for sale, are reported as residential mortgage loans on the Consolidated Statement of Financial Position. 

A summary of total unencumbered liquid assets held by the parent bank and its branches, and domestic and foreign subsidiaries, is presented below: 

T48  Total unencumbered liquid assets held by the parent bank and its branches, and domestic and foreign subsidiaries 

As at October 31

($ millions) 2019 2018

The Bank of Nova Scotia (Parent) $ 153,584 $ 152,728

Bank domestic subsidiaries 17,667 15,344

Bank foreign subsidiaries 39,317 34,311

Total $   210,568 $   202,383

The Bank’s liquidity pool is held across major currencies, mostly comprised of Canadian and U.S. dollar holdings. As shown above, the vast majority (81%) of liquid assets 

are held by the Bank’s corporate office, branches of the Bank, and Canadian subsidiaries of the Bank. To the extent a liquidity reserve held in a foreign subsidiary of the 

Bank is required for regulatory purposes, it is assumed to be unavailable to the rest of the Group. Other liquid assets held by a foreign subsidiary are assumed to be 

available only in limited circumstances. The Bank monitors and ensures compliance in relation to minimum levels of liquidity required and assets held within each entity, 

and/or jurisdiction. 
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Encumbered assets 

In the course of the Bank’s day-to-day activities, securities and other assets are pledged to secure an obligation, participate in clearing or settlement systems, or operate in a 

foreign jurisdiction. Securities are also pledged under repurchase agreements. A summary of encumbered and unencumbered assets is presented below: 

T49  Asset encumbrance 

Encumbered assets Unencumbered assets

As at October 31, 2019

($ millions)

Bank-

owned

assets

Securities received as

collateral from securities

financing and derivative

transactions Total assets

Pledged as

collateral Other(1)

Available as

collateral(2) Other(3)

Cash and deposits with central banks $ 36,068 $ – $ 36,068 $ – $ 9,604 $ 26,464 $ –

Deposits with financial institutions 10,652 – 10,652 – 71 10,581 –

Precious metals 3,709 – 3,709 – 58 3,651 –

Liquid securities:

Canadian government obligations 42,508 19,622 62,130 31,798 – 30,332 –

Foreign government obligations 70,101 78,904 149,005 90,617 – 58,388 –

Other liquid securities 78,422 78,415 156,837 106,179 – 50,658 –

Other securities 3,992 5,633 9,625 4,329 – – 5,296

Loans classified as liquid assets:

NHA mortgage-backed securities 33,571 – 33,571 3,602 – 29,969 –

Call and short loans 525 – 525 – – 525 –

Other loans 572,216 – 572,216 9,102 54,814 13,293 495,007

Other financial assets(4) 189,802 (119,889) 69,913 5,433 – – 64,480

Non-financial assets 44,595 – 44,595 – – – 44,595

Total $  1,086,161 $    62,685 $   1,148,846 $   251,060 $  64,547 $   223,861 $  609,378

Encumbered assets Unencumbered assets

As at October 31, 2018

($ millions)

Bank-owned

assets

Securities received as

collateral from securities

financing and derivative

transactions Total assets

Pledged as

collateral Other(1)

Available as

collateral(2) Other(3)

Cash and deposits with central banks $ 48,352 $ – $ 48,352 $ – $ 7,906 $ 40,446 $ –

Deposits with financial institutions 13,917 – 13,917 – 73 13,844 –

Precious metals 3,191 – 3,191 – 70 3,121 –

Liquid securities:

Canadian government obligations 45,260 11,050 56,310 29,464 – 26,846 –

Foreign government obligations 60,553 63,816 124,369 68,531 – 55,838 –

Other liquid securities 54,786 66,704 121,490 92,280 – 29,210 –

Other securities 3,283 5,400 8,683 4,978 – – 3,705

Loans classified as liquid assets:

NHA mortgage-backed securities 34,636 – 34,636 2,605 – 32,031 –

Call and short loans 1,047 – 1,047 – – 1,047 –

Other loans 530,485 – 530,485 8,430 59,460 12,864 449,731

Other financial assets(4) 163,209 (92,624) 70,585 2,619 – – 67,966

Non-financial assets 39,774 – 39,774 – – – 39,774

Total $ 998,493 $ 54,346 $ 1,052,839 $ 208,907 $ 67,509 $ 215,247 $ 561,176

(1) Assets which are restricted from being used to secure funding for legal or other reasons. 

(2) Assets that are readily available in the normal course of business to secure funding or meet collateral needs including central bank borrowing immediately available. 

(3) Other unencumbered assets are not subject to any restrictions on their use to secure funding or as collateral but the Bank would not consider them to be readily available. These include loans, a portion of which may be used to access central bank facilities outside of the 

normal course or to raise secured funding through the Bank’s secured funding programs. 

(4) Securities received as collateral against other financial assets are included within liquid securities and other securities. 

As of October 31, 2019, total encumbered assets of the Bank were $316 billion (October 31, 2018 – $276 billion). Of the remaining $833 billion (October 31, 2018 – $776 

billion) of unencumbered assets, $224 billion (October 31, 2018 – $215 billion) are considered readily available in the normal course of business to secure funding or meet 

collateral needs as detailed above. 

In some over-the-counter derivative contracts, the Bank would be required to post additional collateral or receive less collateral in the event its credit rating was downgraded. 

The Bank maintains access to sufficient collateral to meet these obligations in the event of a downgrade of its ratings by one or more of the rating agencies. As at 

October 31, 2019, the potential adverse impact on derivatives collateral that would result from a one-notch or two-notch downgrade of the Bank’s rating below its lowest 

current rating was $16 million or $162 million, respectively. 

Encumbered liquid assets are not considered to be available for liquidity management purposes. Liquid assets which are used to hedge derivative positions in trading books 

or for hedging purposes are considered to be available for liquidity management provided they meet the criteria discussed in liquid assets above. 

Liquidity coverage ratio 

The Liquidity Coverage Ratio measure (LCR) is based on a 30-day liquidity stress scenario, with assumptions defined in the OSFI Liquidity Adequacy Requirements (LAR) 

Guideline. The LCR is calculated as the ratio of high quality liquid assets (HQLA) to net cash outflows. The Bank is subject to a regulatory minimum LCR of 100%. 
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OSFI’s LAR stipulates that banks must maintain an adequate level of unencumbered HQLA that can be converted into cash to meet liquidity needs over a 30 calendar day 

horizon under a pre-defined significantly severe liquidity stress scenario. The LCR-prescribed liquidity stress scenario includes assumptions for asset haircuts, deposit 

run-off, wholesale rollover rates, and outflow rates for commitments. 

HQLA are grouped into three categories: Level 1, Level 2A and Level 2B, based on guidelines from the LAR. Level 1 HQLA receive no haircuts, and includes cash, deposits 

with central banks, central bank reserves available to the Bank in times of stress, and securities with a 0% risk weight. Level 2A and 2B include HQLA of lesser quality and 

attracts haircuts ranging from 15%-50%. 

The total weighted values for net cash outflows for the next 30 days are derived by applying the assumptions specified in the LAR Guideline to specific items, including 

loans, deposits, maturing debt, derivative transactions and commitments to extend credit. 

The following table presents the Bank’s average LCR for the quarter ended October 31, 2019 based on the average daily position in the quarter. 

T50  Bank’s average LCR 

For the quarter ended October 31, 2019 ($ millions)(1)

Total

unweighted

value

(Average)(2)

Total

weighted

value

(Average)(3)

High-quality liquid assets

Total high-quality liquid assets (HQLA) * $ 165,088

Cash outflows

Retail deposits and deposits from small business customers, of which: $ 181,137 13,017

Stable deposits 75,337 2,437

Less stable deposits 105,800 10,580

Unsecured wholesale funding, of which: 209,636 102,755

Operational deposits (all counterparties) and deposits in networks of cooperative banks 67,035 15,865

Non-operational deposits (all counterparties) 119,271 63,560

Unsecured debt 23,330 23,330

Secured wholesale funding * 37,512

Additional requirements, of which: 207,152 41,614

Outflows related to derivative exposures and other collateral requirements 29,740 17,637

Outflows related to loss of funding on debt products 3,544 3,544

Credit and liquidity facilities 173,868 20,433

Other contractual funding obligations 1,278 1,162

Other contingent funding obligations(4) 506,926 8,760

Total cash outflows * $ 204,820

Cash inflows

Secured lending (e.g. reverse repos) $ 142,514 $ 27,352

Inflows from fully performing exposures 25,507 16,797

Other cash inflows 28,546 28,546

Total cash inflows $   196,567 $ 72,695

Total

adjusted

value(5)

Total HQLA * $ 165,088

Total net cash outflows * $   132,125

Liquidity coverage ratio (%) * 125% 

For the quarter ended October 31, 2018 ($ millions)

Total

adjusted

value(5)

Total HQLA * $ 144,349

Total net cash outflows * $ 116,735

Liquidity coverage ratio (%) * 124% 

* Disclosure is not required under regulatory guideline. 

(1) Based on the average daily positions of the 63 business days in the quarter. 

(2) Unweighted values represent outstanding balances maturing or callable within the next 30 days. 

(3) Weighted values represent balances calculated after the application of HQLA haircuts or inflow and outflow rates, as prescribed by the OSFI LAR guidelines. 

(4) Total unweighted value includes uncommitted credit and liquidity facilities, guarantees and letters of credit, outstanding debt securities with remaining maturity greater than 30 days, and other contractual cash outflows. 

(5) Total adjusted value represents balances calculated after the application of both haircuts and inflow and outflow rates and any applicable caps. 

HQLA continues to be substantially comprised of Level 1 assets. The Bank’s average LCR for the quarter ended October 31, 2019 was in line with the quarter ended 

October 31, 2018. 

The Bank’s significant operating currencies are Canadian and U.S. dollars. The Bank monitors its significant currency exposures in accordance with its liquidity risk 

management framework and risk appetite. 
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Funding 

The Bank ensures that its funding sources are well diversified. Funding concentrations are regularly monitored and analyzed by type. The sources of funding are capital, 

deposits from retail and commercial clients sourced through the Canadian and international branch network, deposits from financial institutions as well as wholesale debt 

issuances. 

Capital and personal deposits are key components of the Bank’s core funding and these amounted to $303 billion as at October 31, 2019 (October 31, 2018 – $289 billion). 

The increase since October 31, 2018, was primarily due to deposit growth, internal capital generation and subordinated debentures issuance, net of common share 

repurchases and redemptions of preferred shares and subordinated debentures. A portion of commercial deposits, particularly those of an operating or relationship nature, 

would be considered part of the Bank’s core funding. Furthermore, core funding is augmented by longer term wholesale debt issuances (original maturity over 1 year) of 

$164 billion (October 31, 2018 – $157 billion). Longer term wholesale debt issuances include senior notes, mortgage securitizations, asset-backed securities and covered 

bonds. 

The Bank operates in many different currencies and countries. From a funding perspective, the most significant currencies are Canadian and U.S. dollars. With respect to 

the Bank’s operations outside Canada, there are different funding strategies depending on the nature of the activities in each country. For those countries where the Bank 

operates a branch banking subsidiary, the strategy is for the subsidiary to be substantially self-funding in its local market. For other subsidiaries or branches outside Canada 

where local deposit gathering capability is not sufficient, funding is provided through the wholesale funding activities of the Bank. 

From an overall funding perspective the Bank’s objective is to achieve an appropriate balance between the cost and the stability of funding. Diversification of funding sources 

is a key element of the funding strategy. 

The Bank’s wholesale debt diversification strategy is primarily executed via the Bank’s main wholesale funding centres, located in Toronto, New York, London and 

Singapore. The majority of these funds are sourced in Canadian and U.S. dollars. Where required, these funds are swapped to fund assets in different currencies. The 

funding strategy deployed by wholesale funding centres and the management of associated risks, such as geographic and currency risk, are managed centrally within the 

framework of policies and limits that are approved by the Board of Directors. 

In the normal course, the Bank uses a mix of unsecured and secured wholesale funding instruments across a variety of markets. The choice of instruments and markets is 

based on a number of factors, including relative cost and market capacity as well as an objective of maintaining a diversified mix of sources of funding. Market conditions can 

change over time, impacting cost and capacity in particular markets or instruments. Changing market conditions can include periods of stress where the availability of 

funding in particular markets or instruments is constrained. In these circumstances the Bank would increase its focus on sources of funding in functioning markets and 

secured funding instruments. Should a period of extreme stress exist such that all wholesale funding sources are constrained, the Bank maintains a pool of liquid assets to 

mitigate its liquidity risk. This pool includes cash, deposits with central banks and securities. 

In Canada, the Bank raises short- and longer-term wholesale debt through the issuance of senior unsecured notes. Additional longer-term wholesale debt may be generated 

through the Bank’s Canadian Debt and Equity Shelf, the securitization of Canadian insured residential mortgages through CMHC securitization programs (such as Canada 

Mortgage Bonds), uninsured residential mortgages through the Bank’s Covered Bond Program, unsecured personal lines of credit through the Halifax Receivables Trust 

(previously Hollis Receivables Term Trust II) program, retail credit card receivables through the Trillium Credit Card Trust II program and retail indirect auto loan receivables 

through the Securitized Term Auto Receivables Trust program. While the Bank includes CMHC securitization programs in its view of wholesale debt issuance, this source of 

funding does not entail the run-off risk that can be experienced in funding raised from capital markets. 

Outside of Canada, short-term wholesale debt may be raised through the issuance of negotiable certificates of deposit in the United States, Hong Kong, the United Kingdom, 

and Australia and the issuance of commercial paper in the United States. The Bank operates longer-term wholesale debt issuance registered programs in the United States, 

such as its SEC Registered Debt and Equity Shelf, and non-registered programs, such as the securitization of retail indirect auto loan receivables through the Securitized 

Term Auto Receivables Trust program and the securitization of retail credit card receivables through the Trillium Credit Card Trust II program. The Bank’s Covered Bond 

Program is listed with the U.K. Listing Authority, and the Bank may issue under the program in Europe, the United States, Australia and Switzerland. The Bank also raises 

longer-term funding across a variety of currencies through its Australian Medium Term Note Programme, European Medium Term Note Programme and Singapore Medium 

Term Note Programme. The Bank’s European Medium Term Note Programme is listed with the U.K. Listing Authority, Swiss Stock Exchange and the Tokyo Pro-Bond 

Market. The Bank’s Singapore Medium Term Note Programme is listed with the Singapore Exchange and the Taiwan Exchange. 

The Department of Finance’s bail-in regulations under the Canada Deposit Insurance Corporation (CDIC) Act and the Bank Act, became effective September 23, 2018. 

Senior long-term debt issued by the Bank on or after September 23, 2018, that has an original term greater than 400 days and is marketable, subject to certain exceptions, is 

subject to the Canadian Bank Recapitalization (Bail-in) regime. Under the Bail-in regime, in circumstances when the Superintendent of Financial Institutions has determined 

that a bank may no longer be viable, the Governor in Council may, upon a recommendation of the Minister of Finance that they are of the opinion that it is in the public 

interest to do so, grant an order directing the CDIC to convert all or a portion of certain shares and liabilities of that bank into common shares. As at October 31, 2019, issued 

and outstanding liabilities of $11 billion were subject to conversion under the bail-in regime. 
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The table below provides the remaining contractual maturities of funding raised through wholesale funding. In the Consolidated Statement of Financial Position, these 

liabilities are primarily included in Business & Government Deposits. 

T51  Wholesale funding(1)

As at October 31,

2019 ($millions)

Less than

1 month

1-3

months

3-6

months

6-9

months

9-12

months

Sub-Total

< 1 Year 1-2 years 2-5 years >5 years Total

Deposits from banks(2) $ 3,284 $ 596 $ 566 $ 198 $ 268 $ 4,912 $ – $ – $ – $ 4,912

Bearer deposit notes, commercial paper and short-term 

certificate of deposits 6,590 18,923 27,866 24,778 13,497 91,654 2,139 717 62 94,572

Asset-backed commercial paper(3) 1,096 3,069 1,324 – – 5,489 – – – 5,489

Senior notes(4)(5) 1,372 3,842 2,533 5,080 3,520 16,347 14,114 25,609 11,636 67,706

Bail-inable notes(5) – – – 26 – 26 1,314 6,568 2,920 10,828

Asset-backed securities 2 12 1,290 – 791 2,095 2,466 1,176 210 5,947

Covered bonds – 545 1,844 1,882 – 4,271 8,979 10,171 2,379 25,800

Mortgage securitization(6) – 601 771 663 353 2,388 4,376 12,675 4,486 23,925

Subordinated debentures(7) – – – – – – 78 156 9,121 9,355

Total wholesale funding sources $ 12,344 $ 27,588 $ 36,194 $ 32,627 $ 18,429 $ 127,182 $ 33,466 $ 57,072 $ 30,814 $ 248,534

Of Which:

Unsecured funding $ 11,246 $ 23,361 $ 30,965 $ 30,082 $ 17,285 $ 112,939 $ 17,645 $ 33,050 $ 23,739 $ 187,373

Secured funding 1,098 4,227 5,229 2,545 1,144 14,243 15,821 24,022 7,075 61,161

As at October 31,

2018 ($millions)

Less than

1 month

1-3

months

3-6

months

6-9

months

9-12

months

Sub-Total

< 1 Year 1-2 years 2-5 years >5 years Total

Deposits from banks(2) $ 1,720 $ 196 $ 211 $ 212 $ 116 $ 2,455 $ 29 $ 145 $ 32 $ 2,661

Bearer deposit notes, commercial paper and short-term 

certificate of deposits 8,807 14,201 21,517 15,961 7,580 68,066 5,487 666 56 74,275

Asset-backed commercial paper(3) 2,088 4,697 165 – – 6,950 – – – 6,950

Senior notes(4)(5) 180 2,714 4,070 6,214 5,168 18,346 15,179 36,765 14,298 84,588

Asset-backed securities 6 15 47 500 – 568 2,714 1,944 304 5,530

Covered bonds – 2,910 1,491 – 1,975 6,376 4,312 16,779 1,772 29,239

Mortgage securitization(6) – 765 316 567 508 2,156 2,388 12,966 4,646 22,156

Subordinated debentures(7) – – – – – – – 237 7,539 7,776

Total wholesale funding sources $ 12,801 $ 25,498 $ 27,817 $ 23,454 $ 15,347 $ 104,917 $ 30,109 $ 69,502 $ 28,647 $ 233,175

Of Which:

Unsecured funding $   10,707 $  17,111 $  25,798 $  22,387 $  12,864 $   88,867 $   20,695 $   37,813 $  21,925 $  169,300

Secured funding 2,094 8,387 2,019 1,067 2,483 16,050 9,414 31,689 6,722 63,875

(1) Wholesale funding sources exclude repo transactions and bankers acceptances, which are disclosed in the T56 Contractual maturities. Amounts are based on remaining term to maturity. 

(2) Only includes commercial bank deposits. 

(3) Wholesale funding sources also exclude asset-backed commercial paper issued by certain ABCP conduits that are not consolidated for financial reporting purposes. 

(4) Not subject to bail-in. 

(5) Includes Structured notes issued to institutional investors. 

(6) Represents residential mortgages funded through Canadian Federal Government agency sponsored programs. Funding accessed through such programs does not impact the funding capacity of the Bank in its own name. 

(7) Although subordinated debentures are a component of regulatory capital, they are included in this table in accordance with EDTF recommended disclosures. 

Wholesale funding generally bears a higher risk of run-off in a stressed environment than other sources of funding. The Bank mitigates this risk through funding 

diversification, ongoing engagement with investors and by maintaining a large holding of unencumbered liquid assets. Unencumbered liquid assets of $211 billion as at 

October 31, 2019 (October 31, 2018 – $202 billion) were well in excess of wholesale funding sources that mature in the next twelve months. 

Contractual maturities and obligations 

The table below provides the maturity of assets and liabilities as well as the off-balance sheet commitments as at October 31, 2019, based on the contractual maturity date. 

From a liquidity risk perspective the Bank considers factors other than contractual maturity in the assessment of liquid assets or in determining expected future cash flows. In 

particular, for securities with a fixed maturity date, the ability and time horizon to raise cash from these securities is more relevant to liquidity management than contractual 

maturity. For other assets and deposits the Bank uses assumptions about rollover rates 
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to assess liquidity risk for normal course and stress scenarios. Similarly, the Bank uses assumptions to assess the potential drawdown of credit commitments in various 

scenarios. 

The Bank’s contractual obligations include contracts and purchase obligations, including agreements to purchase goods and services that are enforceable, legally binding on 

the Bank and affect the Bank’s liquidity and capital resource needs. The Bank leases a large number of its branches, offices and other locations. The majority of these leases 

are for a term of five years, with options to renew. The total cost of these leases, net of rental income from subleases, was $527 million in 2019 (2018 – $477 million). The 

increase primarily reflects business acquisitions of BBVA Chile, Citibank Colombia, Banco Dominicano del Progreso and MD Financial, along with higher contractual rents, 

the impact of branch and office sale/leasebacks and organic business growth. 

T52  Contractual maturities 

As at October 31, 2019

($ millions)

Less

than one

month

One to

three

months

Three

to six

months

Six to

nine

months

Nine to

twelve

months

One to 

two

years

Two 

to five

years

Over five

years

No specific

maturity Total

Assets

Cash and deposits with financial institutions and precious metals $ 35,392 $ 696 $ 462 $ 239 $ 181 $ 426 $ 796 $ 685 $ 11,552 $ 50,429

Trading assets 4,519 6,856 5,349 2,646 2,486 7,280 19,849 16,474 62,029 127,488

Financial instruments designated at fair value through profit or loss – – – – – – – – – –

Securities purchased under resale agreement and securities 

borrowed 92,411 26,942 8,859 2,483 483 – – – – 131,178

Derivative financial instruments 2,145 3,363 1,219 1,692 1,748 6,556 5,841 15,555 – 38,119

Investment securities – FVOCI 4,347 4,967 5,157 4,730 1,487 10,887 14,995 11,587 1,561 59,718

Investment securities – amortized cost 298 723 1,512 869 1,159 6,917 3,399 6,968 – 21,845

Investment securities – FVTPL – – – – – – – – 796 796

Loans 37,312 31,178 34,801 34,026 31,746 88,939 229,317 44,620 60,544 592,483

Residential mortgages 3,432 5,980 12,031 15,555 13,318 49,618 134,923 30,921 2,391(1) 268,169

Personal loans 4,097 2,652 3,752 3,711 3,525 12,667 23,556 5,737 38,934 98,631

Credit cards – – – – – – – – 17,788 17,788

Business and government 29,783 22,546 19,018 14,760 14,903 26,654 70,838 7,962 6,508(2) 212,972

Allowance for credit losses – – – – – – – – (5,077) (5,077) 

Customers’ liabilities under acceptances 12,072 1,486 297 27 14 – – – – 13,896

Other assets – – – – – – – – 50,209 50,209

Total assets   188,496 76,211 57,656 46,712 39,304   121,005   274,197 95,889 186,691   1,086,161

Liabilities and equity

Deposits $ 73,415 $  59,827 $  60,036 $ 51,468 $  35,723 $ 45,624 $ 69,082 $  18,219 $   319,996 $ 733,390

Personal 9,486 11,138 14,479 12,287 12,380 11,277 11,257 562 141,934 224,800

Non-personal 63,929 48,689 45,557   39,181 23,343 34,347 57,825 17,657 178,062 508,590

Financial instruments designated at fair value through profit or loss 229 410 398 829 826 4,028 1,844 3,671 – 12,235

Acceptances 12,077 1,486 297 27 14 – – – – 13,901

Obligations related to securities sold short 892 871 704 305 422 1,771 5,626 6,658 13,155 30,404

Derivative financial instruments 2,210 4,374 1,859 1,621 1,956 8,659 6,437 13,106 – 40,222

Obligations related to securities sold under repurchase agreements 

and securities lent 114,864 5,496 2,930 793 – – – – – 124,083

Subordinated debentures – – – – – – – 7,252 – 7,252

Other liabilities 3,410 1,581 1,154 871 964 3,821 6,452 5,952 30,277 54,482

Total equity – – – – – – – – 70,192 70,192

Total liabilities and equity 207,097 74,045 67,378 55,914 39,905 63,903 89,441 54,858 433,620 1,086,161

Off-Balance sheet commitments

Operating leases $ 38 $ 76 $ 112 $ 109 $ 106 $ 387 $ 894 $ 1,011 $ – $ 2,733

Credit commitments(3) 4,289 5,264 15,370 16,398 14,745 28,007 119,308 8,493 – 211,874

Financial guarantees(4) – – – – – – – – 36,387 36,387

Outsourcing obligations(5) 18 36 52 52 52 173 154 – 1 538

(1) Includes primarily impaired mortgages. 

(2) Includes primarily overdrafts and impaired loans. 

(3) Includes the undrawn component of committed credit and liquidity facilities. 

(4) Includes outstanding balances of guarantees, standby letters of credit and commercial letters of credit which may expire undrawn. 

(5) The Bank relies on outsourcing arrangements for certain support and/or business functions, including, but not limited to, computer operations and cheque and bill payment processing. Outsourcing partners include, among others, IBM Canada and Symcor Inc. 
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As at October 31, 2018

($ millions)

Less

than one

month

One to

three

months

Three

to six

months

Six to

nine

months

Nine to

twelve

months

One to

two

years

Two to five

years

Over

five

years

No

specific

maturity Total

Assets

Cash and deposits with financial institutions and precious metals $ 54,254 $ 920 $ 284 $ 101 $ 117 $ 326 $ 726 $ 223 $ 8,509 $ 65,460

Trading assets 4,792 5,311 3,326 5,463 2,309 7,934 12,765 18,130 40,232 100,262

Financial instruments designated at fair value through profit or loss – – – – 12 – – – – 12

Securities purchased under resale agreement and securities 

borrowed 74,522 21,223 5,743 673 337 549 539 432 – 104,018

Derivative financial instruments 3,178 5,517 2,024 2,327 1,446 6,447 6,071 10,548 – 37,558

Investment securities – FVOCI 3,925 6,436 5,852 3,284 3,243 13,139 15,206 4,758 1,305 57,148

Investment securities – amortized cost 452 1,429 1,160 1,501 1,500 4,302 9,465 934 – 20,743

Investment securities – FVTPL – – – – – – – – 505 505

Loans 40,463 27,581 28,920 27,246 28,064 93,191 214,017 34,985 57,367 551,834

Residential mortgages 11,496 4,697 8,774 12,014 12,781 53,629 126,934 21,366 1,666 (1) 253,357

Personal loans 4,204 2,701 3,528 3,431 3,558 11,712 23,338 5,468 38,079 96,019

Credit cards – – – – – – – – 16,485 16,485

Business and government 24,763 20,183 16,618 11,801 11,725 27,850 63,745 8,151 6,202 (2) 191,038

Allowance for credit losses – – – – – – – – (5,065) (5,065) 

Customers’ liabilities under acceptances 13,829 2,082 338 50 30 – – – – 16,329

Other assets – – – – – – – – 44,624 44,624

Total assets   195,415 70,499 47,647 40,645 37,058 125,888 258,789 70,010 152,542 998,493

Liabilities and equity

Deposits $ 56,965 $  53,331 $  48,661 $  39,716 $  32,753 $ 45,262 $ 78,295 $  18,313 $  303,238 $  676,534

Personal 8,797 9,415 12,536 9,563 10,241 13,472 11,953 261 138,307 214,545

Non-personal 48,168 43,916 36,125 30,153 22,512 31,790 66,342 18,052 164,931 461,989

Financial instruments designated at fair value through profit or loss 22 77 360 410 523 3,090 1,646 1,969 91 8,188

Acceptances 13,838 2,082 338 50 30 – – – – 16,338

Obligations related to securities sold short 910 972 870 305 1,013 3,896 8,685 7,388 8,048 32,087

Derivative financial instruments 2,520 4,288 1,613 2,716 1,583 6,773 7,699 10,775 – 37,967

Obligations related to securities sold under repurchase agreements 

and securities lent 96,157 3,466 1,634 – – – – – – 101,257

Subordinated debentures – – – – – – – 5,698 – 5,698

Other liabilities 2,720 592 1,302 422 757 1,784 6,167 5,978 33,022 52,744

Total equity – – – – – – – – 67,680 67,680

Total liabilities and equity 173,132 64,808 54,778 43,619 36,659 60,805 102,492 50,121 412,079 998,493

Off-Balance sheet commitments

Operating leases $ 36 $ 72 $ 106 $ 104 $ 102 $ 378 $ 818 $ 880 $ – $ 2,496

Credit commitments(3) 4,232 5,588 13,438 15,182 22,619   23,906   105,988 6,486 – 197,439

Financial guarantees(4) – – – – – – – – 36,423 36,423

Outsourcing obligations(5) 18 36 52 52 52 207 311 – 1 729

(1) Includes primarily impaired mortgages. 

(2) Includes primarily overdrafts and impaired loans. 

(3) Includes the undrawn component of committed credit and liquidity facilities. 

(4) Includes outstanding balances of guarantees, standby letters of credit and commercial letters of credit which may expire undrawn. 

(5) The Bank relies on outsourcing arrangements for certain support and/or business functions, including, but not limited to, computer operations and cheque and bill payment processing. Outsourcing partners include, among others, IBM Canada and Symcor Inc. 
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Other Risks 

Operational Risk 

Operational risk is the risk of loss, resulting from people, inadequate or failed processes and systems, or from external events. Operational risk includes legal 

risk but excludes strategic risk and reputational risk. Operational risk in some form exists in each of the Bank’s businesses and support activities and can result 

in financial loss, regulatory sanctions and damage to the Bank’s reputation. Operational risk is inherent in all the Bank’s activities, including the practices and 

controls used to manage other risks. Failure to manage operational risk can result in direct or indirect financial loss, but also in regulatory sanctions and 

reputational impact. 

Governance and organization 

The Bank’s Operational Risk Management Framework sets out an integrated approach to identify, assess, control, mitigate and report operational risks across the Bank. The 

following are key components of the Bank’s Operational Risk Management Framework: 

• The Bank’s Risk and Control Self-Assessment program, which includes formal reviews of significant units, operations and processes to identify and assess operational 

risks. This program provides a basis for management to ensure that key risks have been identified and that controls are functioning effectively. Business line 

management attests to the accuracy of each assessment and develops action plans to mitigate residual risk exposure, as appropriate. 

• The Bank’s scenario analysis program provides a forward looking view of key risks and provides management with insights into how plausible but highly unlikely 

operational risk events might occur. Scenario analysis will also assist in the selection of severity distributions in the Bank’s Advanced Measurement Approach (AMA) 

capital model (discussed below). 

• The Bank’s Key Risk Indicator (KRI) program provides information on the level of exposure to a given operational risk at a particular point in time and can help to monitor 

potential shifts in risk conditions or new emerging risks and/or measure residual risk exposure and effectiveness of controls. 

• The Business Environment and Internal Control Factors (BEICF) program incorporates the impact of key business environment and internal control factors into the 

regulatory capital allocated to divisions by utilizing a BEICF scorecard. The scorecard is used to adjust capital calculations produced using the Bank’s AMA capital model 

and due to its forward-looking nature, it also assists with identifying new trends and emerging risks. 

• The Bank’s New Initiatives Risk Management Policy which describes the general principles applicable to the review, approval and implementation of new products and 

services within Scotiabank and is intended to provide overarching guidance. 

• The Bank’s centralized operational loss event database, which captures key information on operational losses and near-misses. 

• The Bank’s monitoring of industry events, which identifies significant losses incurred at other financial institutions and provides a reference for reviewing and assessing 

the Bank’s own risk exposure. 

• The Bank’s training programs, including the mandatory Anti-Money Laundering, Operational Risk and Information Security courses and examinations which work to 

ensure employees are aware of relevant risks and are equipped to safeguard the Bank’s customers and assets. 

• Operational risk reporting is provided to the Bank’s senior executive management and the Board of Directors, and includes information relating to key events, results, 

trends and themes across the operational risk tools. The combination of these information sources provides both a backward and forward-looking view of operational risk 

at the Bank. 

Operational risk capital 

There are two methods for the calculation of operational risk regulatory capital available to the Bank under the Basel framework – The Standardized Approach and the 

Advanced Measurement Approach (AMA). In 2016, OSFI approved the Bank’s application to use the Advanced Measurement Approach (AMA) for operational risk, subject 

to a capital floor. In 2017, the Bank formally began utilizing AMA to report regulatory capital. In keeping with updated OSFI requirements in Chapter 8 of the Capital 

Adequacy Requirements Guideline, all banks currently approved to use the Advanced Measurement Approach (AMA) will be required to use a revised Basel III Standardized 

Approach when the revised requirements are implemented in Canada. 

Information Technology (IT) & Cybersecurity Risk 

IT Risk refers to the effect of uncertainty on the Bank’s objectives associated with the use, ownership, operation, involvement, influence and adoption of IT 

within an enterprise. Cybersecurity risk is a subset of unique IT Risks faced as a result of using interconnected systems and digital technologies. 

IT and Cybersecurity risks continue to evolve across the financial industry. The increasing use of online delivery channels and mobile devices to perform financial 

transactions leave the bank vulnerable to operational disruptions due to multiple factors such as: human errors, frauds, infrastructure failures, issues with our business 

partners, among others. Those events may increase costs or may negatively impact the Bank’s operational environment, our customers and other third parties. 

The Board of Directors approves the IT and Cyber Risk Management, Cybersecurity and Information Security policies, which along with the respective frameworks are 

focused on safeguarding the Bank’s and its customers’ information, ensuring the Bank’s IT environment is reliable, secure, resilient and robust in supporting our business 

objectives. 

Significant efforts are directed on risk management activities including the Cybersecurity program in line with the industry standards and best practices. The Bank continues 

to expand its capabilities to defend against potential threats and minimize the impact to the business, including the regular testing activities to reinforce the Bank’s resilience 

to events caused by factors out of the Bank’s control. The dependency on third parties and the potential risks they bring to the continuity of our business activities is a key 

area of focus. The Bank has a governance framework to mitigate those risks. The Bank will expect more regulatory oversight of IT and Cybersecurity risk management 

practices going forward. 
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The Bank continuously monitors the metrics and Key Risk Indicators, which are regularly reported to the Board of Directors, its Risk Committee and other internal 

committees who oversee the performance of the associated risk thresholds. Material issues are escalated to the executive management committees to ensure appropriate 

remediation. Information security awareness campaigns are conducted periodically, including annual mandatory training sessions on information security and operational risk 

to all our employees, reinforcing our risk culture. 

Compliance Risk 

Compliance Risk is the risk that a business activity may not be conducted in conformity with applicable Regulations, internal policies and procedures and 

ethical standards expected by regulators, customers, investors, employees and other stakeholders. “Regulations” means all Governmental Acts, laws, rules, 

regulations, regulatory guidelines and industry or self-regulatory organizational codes of conduct, rules and by-laws. 

The Bank conducts business in many jurisdictions around the world and provides a wide variety of financial products and services through its various lines of business and 

operations. It is subject to, and must comply with, many and changing Regulations by governmental agencies, supervisory authorities and self-regulatory organizations in all 

the jurisdictions in which the Bank operates. The regulatory bar is constantly rising with Regulations being more vigorously enforced and new Regulations being enacted. 

The bar of public expectations is also constantly rising. Regulators and customers expect the Bank and its employees will operate its business in compliance with applicable 

laws and will refrain from unethical practices. 

Compliance risk is managed on an enterprise-wide basis throughout the Bank via the operation of the Scotiabank Compliance Program (“the Program”) which includes the 

appointment of a Chief Compliance Officer (CCO) for the Bank and is responsible for overseeing Compliance Risk Management within the Bank. The CCO is responsible for 

assessing the adequacy of, adherence to and effectiveness of the Program, as well as for the development and application of written compliance policies and procedures 

that are kept up to date and approved by senior management, assessing and documenting compliance risks, developing and maintaining a written compliance training 

program, which in each case is performed either directly or indirectly by other departments within the Bank in coordination with Global Compliance. This program and these 

ancillary activities are subject to Internal Audit’s periodic review to assess the effectiveness of the Program. 

The Board-approved Compliance Risk Summary Framework describes the general policies and principles applicable to compliance risk management within Scotiabank and 

encompasses the Bank’s Regulatory Compliance Management Framework as contemplated by OSFI Guideline E-13. The Compliance Risk Summary Framework is an 

integral part of the enterprise-wide framework, policies and procedures that collectively articulate the Bank’s governance and control structure. Other more specifically 

focused compliance risk management policies and procedures may be developed within the Compliance Risk Summary Framework where necessary or appropriate. 

Money Laundering, Terrorist Financing and Sanctions Risk 

Money Laundering, Terrorist Financing (ML/TF) and Sanctions risk is the susceptibility of Scotiabank to be used by individuals or organizations to launder the 

proceeds of crime, finance terrorism, or violate economic sanctions. It also includes the risk that Scotiabank does not conform to applicable Anti-Money 

Laundering (“AML”) / Anti-Terrorist Financing (“ATF”) or Sanctions legislation, or does not apply adequate controls reasonably designed to detect and deter 

ML/TF and sanctions violations or to file any required regulatory reports. 

Money laundering, terrorist financing, and sanctions risks are managed throughout the Bank via the operation of the Bank’s AML Risk program (“the Program”). The Board 

appointed Chief Anti-Money Laundering Officer is responsible for the Program, development and application of written policies, procedures, and standards that are kept up to 

date and approved by senior management, assessing and documenting money laundering, terrorist-financing or sanctions risks, developing and maintaining an ongoing and 

tailored training program, and regular review of the effectiveness of the Program. The review of effectiveness is supplemented by an independent assessment conducted by 

Internal Audit. The Chief Anti-Money Laundering Officer has unfettered access to, and direct communication with, the Bank’s Senior Management and the Board. 

The Bank’s business units conduct an annual self-assessment of their ML/TF and sanctions risks, as well as self-assessments of their control measures designed to manage 

such risks. The process is overseen by the Bank’s AML Risk unit and the results shared with the Bank’s Senior Management and its Board. All active employees are 

provided with mandatory AML/ATF and Sanctions training on an annual basis. 

The Bank performs Customer Due Diligence sufficiently to form a reasonable belief that it knows the true-identity of its customers, including in the case of an entity, its 

material ultimate beneficial owners. The Bank will not maintain anonymous accounts, nor will it maintain accounts for shell banks. Consistent with a risk-based approach, the 

Bank assesses the risks of its customers and, where appropriate, conducts enhanced due diligence on those who are considered higher risk. The Bank also conducts 

ongoing risk tailored monitoring of its customers to detect and report suspicious transactions and activity, and conducts customer and transaction screening against terrorist, 

sanctions, and other designated watch-lists. 

Reputational Risk 

Reputational risk is the risk that negative publicity regarding Scotiabank’s conduct, business practices or associations, whether true or not, will adversely affect 

its revenues, operations or customer base, or require costly litigation or other defensive measures. 

Negative publicity about an institution’s business practices may involve any aspect of its operations, but usually relates to questions of business ethics and integrity, or 

quality of products and services. Such negative publicity has an impact on the Bank’s brand and reputation. 

Negative publicity and related reputational risk frequently arise as a by-product of some other kind of risk management control failure such as compliance and operational 

risks. In some cases, reputational risk can arise through no direct fault of an institution, but indirectly as a ripple-effect of an association or problems arising within the 

industry or external environment. 

Reputational risk is managed and controlled throughout the Bank by the Scotiabank Code of Conduct (Code), governance practices and risk management programs, 

policies, procedures and training. Many relevant checks and balances are outlined in greater detail under other risk management sections, particularly Operational Risk, 

where reference is made to the Bank’s well-established compliance program. All directors, officers and employees have a responsibility to conduct their activities in 

accordance with the Code, and in a manner that minimizes reputational risk and safeguards the Bank’s reputation. While all employees, officers and directors are expected 

to protect the reputation of Scotiabank by complying with the Code, the activities of the Legal, Global Tax, Corporate Secretary, Global Communications, AML Risk, Global 

Compliance and Global Risk Management departments, and the Reputational Risk Committee, are particularly oriented to the management of reputational risk. 
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In providing credit, advice, or products to customers, or entering into associations, the Bank considers whether the transaction, relationship or association might give rise to 

reputational risk. The Bank has a Reputational Risk Policy, as well as policy and procedures for managing reputational and legal risk related to structured finance 

transactions. Global Risk Management plays a significant role in the identification and management of reputational risk related to credit underwriting. In addition, the 

Reputational Risk Committee is available to support Global Risk Management, as well as other risk management committees and business units, with their assessment of 

reputational risk associated with transactions, business initiatives, new products and services and sales practice issues. 

The Reputational Risk Committee considers a broad array of factors when assessing transactions, so that the Bank meets, and will be seen to meet, high ethical standards. 

These factors include the extent, and outcome, of legal and regulatory due diligence pertinent to the transaction; the economic intent of the transaction; the effect of the 

transaction on the transparency of a customer’s financial reporting; the need for customer or public disclosure; conflicts of interest; fairness issues; and public perception. 

The Reputational Risk Committee also holds regular quarterly meetings to review activities in the quarter, review metrics and discuss any emerging trends or themes. 

The Reputational Risk Committee may impose conditions on customer transactions, including customer disclosure requirements to promote transparency in financial 

reporting, so that transactions meet Bank standards. In the event the Committee recommends not proceeding with a transaction and the sponsor of the transaction wishes to 

proceed, the transaction is referred to the Risk Policy Committee. 

Environmental Risk 

Environmental risk refers to the possibility that environmental concerns involving Scotiabank or its customers could affect the Bank’s performance. The Bank 

considers climate change as a type of Environmental Risk. 

To safeguard the Bank and the interests of its stakeholders, Scotiabank has an environmental policy, which is approved by the Bank’s Board of Directors. The policy guides 

day-to-day operations, lending practices, supplier agreements, the management of real estate holdings and external reporting practices. It is supplemented by specific 

policies and practices relating to individual business lines. 

Environmental risks associated with the business operations of each borrower and any real property offered as security are considered in the Bank’s credit evaluation 

procedures. This includes an environmental risk assessment where applicable, and commentary on the potential impact of climate change (including physical or transition 

risk impacts) on the borrower. Global Risk Management has primary responsibility for establishing the related policies, processes and standards associated with mitigating 

environmental risk in the Bank’s lending activities. Decisions are taken in the context of the risk management framework. 

In the area of project finance, the Equator Principles have been integrated into the Bank’s internal processes and procedures since 2006. The Equator Principles help 

financial institutions determine, assess, manage and report environmental and social risk. The principles apply to project finance loans and advisory assignments where total 

capital costs exceed US$10 million, and to certain project-related corporate loans. The Equator Principles provide safeguards for sensitive projects to ensure protection of 

natural habitats and the rights of indigenous peoples, as well as safeguards against the use of child and forced labour. 

The Bank’s Environmental Policy plays a prominent role in guiding the reduction of the Bank’s environmental footprint. The Real Estate Department adheres to an 

Environmental Compliance Policy to ensure responsible management of the Bank’s real estate holdings from an environmental perspective. In addition, a variety of reduction 

measures are in place for energy, paper and waste in the Bank’s corporate offices and branch networks. Internal tracking systems are in place with respect to energy use, 

greenhouse gas emissions (GHG) and paper consumption. Since 2012, GHG emissions data for the branch network and corporate offices has been externally verified. 

To continue operations in an environmentally responsible manner, the Bank monitors policy and legislative requirements through ongoing dialogue with government, industry 

and stakeholders in countries where it operates. Scotiabank has been meeting with environmental organizations, industry associations and socially responsible investment 

organizations with respect to the role that banks can play to help address issues such as climate change, protection of biodiversity, promotion of sustainable forestry 

practices, implementing the recommendations of the Task Force on Climate-related Financial Disclosure, and other environmental issues important to its customers and 

communities where it operates. The Bank has an ongoing process of reviewing its practices in these areas. 

Scotiabank has a number of environmentally focused products and services, including: an EcoEnergy Financing program designed to support personal and small business 

customers who wish to install small-scale renewable energy projects; and an auto loan product for hybrid, electric and clean diesel vehicles. As well, Scotiabank has the 

Commodities Derivatives group, which assists corporate clients by providing liquidity and hedge solutions in the carbon market. 

Environmental Reporting 

Scotiabank is also a signatory to, and participant in the Carbon Disclosure Project, which provides corporate disclosure to the investment community on greenhouse gas 

emissions and climate change management. Further information is available in the Bank’s annual Corporate Social Responsibility Report. 

Climate Change Risks – Taskforce on Climate Related Financial Disclosures (TCFD) 

In 2018, Scotiabank announced its support of the Financial Stability Board (FSB) Task Force on Climate-related Financial Disclosures (TCFD). The implementation of the 

recommendations across Scotiabank is a multi-year journey. 

In 2019 the Board of Directors approved an updated climate change strategy. Scotiabank’s Climate Commitments detail the Bank’s approach to addressing the risks and 

opportunities arising from climate change. These five commitments are detailed in an external position statement. 

Governance 

Board Oversight 

As the topic of climate change requires a multidisciplinary approach, the risks and opportunities it poses to the Bank are addressed by the Board of Directors and its 

committees. The Board of Directors approved the Bank’s Climate Change Strategy in October 2019. In addition, the following committees provide ongoing oversight. 

• Risk Committee: Provides oversight of key risks, including those affected by climate change. This includes review (and, where appropriate, recommendation to the Board 

for approval) of risk appetite limits and policy oriented documents addressing credit risk, environmental risk, and operational risk as well as reporting on potentially 

material climate change risks. 
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• Corporate Governance Committee: Provides oversight of the Sustainable Business strategy, of which climate change is a key priority, and the annual Sustainable 

Business report. 

• Audit Conduct and Review Committee: Provides oversight of climate change-related disclosure in the Bank’s financial reporting, including its Annual Report. 

Management’s Role 

The management of climate change risk is ultimately overseen by the Group Head and Chief Risk Officer, who reports directly to the CEO and has unfettered access to the 

Risk Committee of the Board. This is aided through a Climate Change Committee, chaired by the Bank’s head of its Senior Credit Committee and made up of senior officers 

across the business lines and control/stewardship functions. The Committee meets quarterly and is accountable for monitoring of progress against targets. 

Supporting the Committee are cross-functional Working Groups that meet more frequently and support the day-to-day implementation and tracking of the climate change 

strategy. This includes the Bank’s own operations, as well as managing climate change risks and opportunities with clients. Climate change considerations are integrated 

into credit applications and industry reviews, through climate-related risk policies and procedures, specialized tools and training to banking officers and credit adjudicators. 

Strategy 

Scotiabank recognizes that climate change is significantly impacting natural systems and communities across the globe and poses a significant risk to the global economy 

and society as a whole. Efforts to address climate change will require significant mobilization of capital from public and private sources worldwide. 

Through Scotiabank’s Climate Commitments the Bank committed to mobilizing $100 billion by 2025 to reduce the impacts of climate change. This includes lending, 

investing, finance and advisory, as well as investments in the Bank’s direct operations and communities where it operates, and will help the Bank capitalize on the financial 

opportunity of the transition to a low-carbon economy. This commitment is supported by the Scotiabank Green and Transition Taxonomy and includes the creation of new 

products and services, including the issuance of our inaugural Green Bond (USD$500 million 3.5 year senior unsecured). It has also led to enhanced integration of climate 

risk assessments in the credit adjudication process and further commitments to decarbonize the Bank’s own operations. 

Risk Management 

The Bank considers environmental risk (including climate-related risks) as a principal risk type. Climate-related risk refers to the possibility that climate change issues 

associated with Scotiabank or its customers could ultimately affect Bank performance by giving rise to credit, reputational, operational or legal risk. Climate-related risks 

could be in the form of physical or transition risk. Examples of physical risk considerations include severe weather (e.g. floods, hurricanes, extreme cold or heat). Examples 

of transition risk considerations include policy/regulatory actions such as subsidies, taxes or increased fuel costs, as well as changing market conditions. 

For over a decade, the Bank has utilized and refined a comprehensive environmental risk management process. The identification, assessment and management of climate 

change risk is done through due diligence as part of the overall existing environmental risk assessment and credit adjudication processes. 

Highlights in 2019 include the following: 

– Integrated new Climate Commitments into environmental risk framework

• The existing framework was expanded to better identify transition and physical risks and opportunities for business lending. 

– Integration of climate change risk assessment (CCRA) at the sector and borrower-levels

• A sector sensitivity methodology was developed that identifies key physical and transition risk drivers to determine potential material risks and opportunities which 

were added to industry reviews for 28 economic sectors. This was aided by a climate change risk and vulnerability analysis of the banking loan book. 

• The Bank standardized the process of performing CCRAs for all business borrowers, updated internal systems to track CCRAs, and provided training for banking and 

credit officers. 

– Knowledge building on climate change risk and scenario-analysis

• A module on climate change risk was incorporated into the mandatory environmental risk training for all banking officers and credit adjudicators. 

• The Bank is developing a methodology for stress testing the Bank’s business loan portfolio according to various internationally recognized climate change scenarios 

and models. 

– External collaboration with peers

• Scotiabank is a participant in industry groups to develop consistent methodologies and metrics for TCFD reporting. 

• Scotiabank is a participant in the United National Environment Program – Finance Initiative (UNEP FI) TCFD pilot to harmonize industry-wide approaches for climate 

scenario analysis in bank lending portfolios. 

• Scotiabank is involved in the initiative to create a standard climate change financing taxonomy for Canada, run by the Canadian Standards Authority. 

Metrics and Targets 

Scotiabank sets, monitors and reports on climate change related performance and targets annually in Scotiabank’s Sustainable Business Report. The Bank also reports to 

CDP (formerly the Carbon Disclosure Project). As part of Scotiabank’s Climate Commitments, the Bank is tracking the initiatives that underlie its commitment as part of the 

metrics and targets it has adopted pursuant to these Commitments. 

The targets and performance include: 

• Target to reduce Scope 1 and 2 greenhouse gas emissions globally by 10% by 2021 (based on 2016 levels). Data will be available in our 2019 Sustainable Business 

Report. As of fiscal 2018, we are 90% of the way towards achieving this target. 

• Set an Internal Carbon Price of $15/tonne CO2 for Scope 1 and 2 emissions. This was achieved in fiscal 2018 and fiscal 2019. Funds were utilized to address energy 

efficiency initiatives including HVAC installation and solar panels at select branches in the Caribbean. 
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The implementation of CCRA in the business loan book will provide the Bank with the data necessary to support stress testing and scenario planning. The data obtained will 

help the Bank to determine the right metrics before setting targets, such as those related to credit exposures in high-carbon sectors. 

Strategic Risk 

Strategic risk is the risk that the enterprise, business lines or corporate functions will make strategic choices that are ineffective or insufficiently resilient to 

changes in the business environment, or poorly execute such strategies. 

The Board of Directors is ultimately responsible for oversight of strategic risk, by adopting a strategic planning process and approving, on an annual basis, a Strategic Plan 

for the Bank. 

The Bank conducts a comprehensive annual strategic planning process through a series of coordinated efforts between the entire Executive Management Team which 

culminates in a written submission to the Board. The Board reviews this material along with other relevant presentations by the President and Chief Executive Officer and 

Management. These efforts address a wide range of relevant considerations including the strategic plans of the Business Lines, an evaluation by Global Risk Management 

that the Business Line strategies can be achieved within the Bank’s Risk Appetite, progress reports (quantitative and qualitative) against previously agreed-upon strategic 

commitments, updates from the major Corporate Functions and a 3-year financial outlook for the Bank. Collectively, these written submissions are referred to as the 

Strategic Plan. [The assessment of Strategic Risk is a judgment made by management that the Bank is operating within the parameters of the Board-approved Strategic 

Plan, including quantitative and qualitative considerations.]. 

The Bank makes continuous efforts to ensure that all employees are aware of the Bank’s overall strategic direction, and that employees are also aware of the strategies and 

objectives for their respective business line or corporate function. On an ongoing basis, the business lines and corporate functions identify, manage and assess the internal 

and external considerations – including risk factors – that could affect the achievement of their strategic objectives. These matters are considered on an enterprise-wide 

basis by the Bank’s Executive Management Team, which makes adjustments, as required. 

Data Risk 

Data risk is the risk, whether direct or indirect, to data that is used to support the Bank’s ability to make informed decisions and develop accurate reporting and 

analytics for the Bank, including the Board, senior management and regulators, or for customer facing and/or marketing purposes. Risks to which the Bank is 

exposed include data management, data taxonomy, metadata, breaches or data that is incomplete, inaccurate, invalid, untimely and/or inaccessible. 

Data is considered one of the Bank’s most strategic assets and the volume, value and type of data found within the Bank has exponentially increased in recent years. 

Enhanced rigor towards data management is a concentrated focus for the Bank with the increase in regulatory demands. The Data Executive Committee approves the Data 

Management Policy and Governance Framework. The goals of the policy and framework are to ensure oversight and management of critical Bank-wide data, and to provide 

governance, oversight, control structure and accountabilities to enable greater enterprise coordination and consistency. 

The Enterprise Data Governance team, in partnership with the Data Office oversees and standardizes data management and data governance practices in establishing 

reliable, reusable and scalable data and is responsible for enterprise-wide management of data risk. Since data is produced and consumed by different business lines and 

geographies across the Bank, an effective, collaborative and holistic approach to data risk management is required to minimize reputational, regulatory and financial risk. 
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Controls and Accounting Policies 

Controls and Procedures 

Management’s responsibility for financial information contained in this annual report is described on page 136. 

Disclosure controls and procedures 

The Bank’s disclosure controls and procedures are designed to provide reasonable assurance that information is accumulated and communicated to the Bank’s 

management, including the President and Chief Executive Officer and the Executive Vice President and Chief Financial Officer, as appropriate, to allow timely decisions 

regarding required disclosure. 

As of October 31, 2019, the Bank’s management, with the participation of the President and Chief Executive Officer and the Executive Vice President and Chief Financial 

Officer, evaluated the effectiveness of its disclosure controls and procedures, as defined under the rules adopted by the U.S. Securities and Exchange Commission (SEC) 

and the Canadian securities regulatory authorities, and have concluded that the Bank’s disclosure controls and procedures are effective. 

Internal control over financial reporting 

Management of the Bank is responsible for establishing and maintaining adequate internal control over financial reporting. These controls include policies and procedures 

that: 

• pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the Bank; 

• provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with International Financial 

Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB), and that receipts and expenditures are being made only in accordance 

with authorizations of management and directors of the Bank; and 

• provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Bank’s assets that could have a material 

effect on the financial statements. 

All control systems contain inherent limitations, no matter how well designed. As a result, the Bank’s management acknowledges that its internal control over financial 

reporting will not prevent or detect all misstatements due to error or fraud. In addition, management’s evaluation of controls can provide only reasonable, not absolute, 

assurance that all control issues that may result in material misstatements, if any, have been detected. 

Management assessed the effectiveness of internal control over financial reporting, using the Internal Control-Integrated Framework 2013 issued by the Committee of 

Sponsoring Organizations of the Treadway Commission (COSO), and based on that assessment concluded that internal control over financial reporting was effective as of 

October 31, 2019. 

Changes in internal control over financial reporting 

There have been no changes in the Bank’s internal control over financial reporting that have materially affected, or are reasonably likely to materially affect, the Bank’s 

internal control over financial reporting. 

Critical Accounting Estimates 

The Bank’s accounting policies are integral to understanding and interpreting the financial results reported in this annual report. Note 3 to the consolidated financial 

statements, summarizes the significant accounting policies used in preparing the Bank’s consolidated financial statements. Certain of these policies require management to 

make estimates, assumptions and subjective judgements that are difficult, complex, and often relate to matters that are inherently uncertain. The policies discussed below 

are considered to be particularly important to the presentation of the Bank’s financial position and results of operations, because changes in the estimates, assumptions and 

judgements could have a material impact on the Bank’s consolidated financial statements. These estimates, assumptions and judgements are adjusted in the normal course 

of business to reflect changing underlying circumstances. 

Allowance for credit losses 

Effective in 2018, the allowance for credit losses, using an expected credit loss approach as required under IFRS 9, is estimated using complex models and incorporates 

inputs, assumptions and techniques that involve a high degree of management judgment. Under IFRS 9 expected credit loss methodology, an allowance is recorded for 

expected credit losses on financial assets regardless of whether there has been an actual loss event. The Bank recognizes an allowance at an amount equal to 12 month 

expected credit losses, if the credit risk at the reporting date has not increased significantly since initial recognition (Stage 1). When a financial asset experiences a 

significant increase in credit risk subsequent to origination but is not considered to be in default, it is included in Stage 2 and subject to lifetime expected credit losses. 

Financial assets that are in default are included in Stage 3. Similar to Stage 2, the allowance for credit losses for Stage 3 financial assets captures the lifetime expected 

credit losses. 

The main drivers in allowance for credit loss changes that are subject to significant judgment include the following: 

• Determination of point-in-time parameters such as probability of default (PD), loss given default (LGD) and exposure at default (EAD). 

• Forecast of macroeconomic variables for multiple scenarios and probability weighting of the scenarios. 

• Assessment of significant increase in credit risk. 

Measurement of expected credit losses 

The probability of default (PD), exposure at default (EAD), and loss given default (LGD) inputs used to estimate expected credit losses are modelled based on 

macroeconomic variables that are most closely related with credit losses in the relevant portfolio. 
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Details of these statistical parameters/inputs are as follows: 

• PD – The probability of default is an estimate of the likelihood of default over a given time horizon. A default may only happen at a certain time over the remaining 

estimated life, if the facility has not been previously derecognized and is still in the portfolio. 

• EAD – The exposure at default 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. 

• 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 realization of any collateral. It is usually expressed as a percentage of the EAD. 

Forward-looking macroeconomic scenarios 

The Bank uses a broad range of forward-looking economic information as inputs to its models of expected credit losses and the related allowance. These include real GDP, 

unemployment rates, central-bank interest rates, and house-price indices. The allowance is determined using three probability-weighted, forward-looking scenarios. The 

Bank considers both internal and external sources of information and data in order to create unbiased projections and forecasts. The Bank prepares the scenarios using 

forecasts generated by Scotiabank Economics (SE). The forecasts are generated using both internally and externally developed models whose outputs are modified by SE 

as necessary to formulate a ‘base case’ view of the most probable future direction of economic developments; SE also develops a representative range of other alternative 

possible forecast scenarios. More specifically, the process involves the development of two additional economic scenarios to which relative probabilities are assigned. The 

development of the baseline and alternative scenarios is overseen by a governance committee that consists of internal stakeholders from across the bank. The final baseline 

and alternative scenarios reflect significant review and oversight, and may incorporate some judgment both in the determination of the scenarios’ forecasts and the 

probability weights that are assigned to them. Qualitative adjustments or overlays may also be made as temporary adjustments using expert credit judgment in 

circumstances where, in the Bank’s view, the existing regulatory guidance, inputs, assumptions, and/or modelling techniques do not capture all relevant risk factors. The use 

of management overlays may require significant judgment that may impact the amount of allowance recognized. 

Significant Increase in credit risk (SIR) 

The assessment of SIR since origination of a financial asset considers borrower-specific quantitative and qualitative information without consideration of collateral, and the 

impact of forward-looking information. Quantitative models may not always be able to capture all reasonable and supportable information that may indicate a significant 

increase in credit risk. Qualitative factors may be assessed to supplement the gap. Examples of situations include changes in adjudication criteria for a particular group of 

borrowers; changes in portfolio composition and natural disaster events impacting certain portfolios. 

For retail exposures, a significant increase in credit risk cannot be assessed using forward looking information at an individual account level. Therefore, the assessment must 

be done at the segment level. Segment migration thresholds exist for each PD model by product which considers the proportionate change in PD as well as the absolute 

change in PD. The thresholds used for PD migration are reviewed and assessed at least annually, unless there is a significant change in credit risk management practices in 

which case the review is brought forward. 

For Non-retail exposures the Bank uses an internal risk rating scale (IG codes) for its non-retail exposures. All non-retail exposures have an IG code assigned that reflects 

the probability of default of the borrower. Both borrower specific and non-borrower specific (i.e. macroeconomic) forward looking information is considered and reflected in 

the IG rating. Significant increase in credit risk is evaluated based on the migration of the exposures among IG codes. 

Fair value of financial instruments 

All financial instruments are measured at fair value on initial recognition. Subsequent measurement of a financial instrument depends on its classification. The contractual 

cash flow characteristics of a financial instrument and the business model under which it is held determines such classification. Non-trading loans and receivables, certain 

securities and most financial liabilities are carried at amortized cost unless classified or designated as fair value through profit and loss or fair value through other 

comprehensive income at inception. 

Fair value of a financial asset or liability is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 

in the principal, or in its absence, the most advantageous market to which the Bank has access at the measurement date. 

The best evidence of fair value for a financial instrument is the quoted price in an active market. Unadjusted quoted market prices for identical instruments represent a 

Level 1 valuation. Quoted prices are not always available for over-the-counter transactions, as well as transactions in inactive or illiquid markets. In these instances, internal 

models that maximize the use of observable inputs are used to estimate fair value. The chosen valuation technique incorporates all the factors that market participants would 

take into account in pricing a transaction. When all significant inputs are observable, the valuation is classified as Level 2. Financial instruments traded in a less active 

market have been valued using indicative market prices, present value of cash flows or other valuation techniques. Fair value estimates normally do not consider forced or 

liquidation sales. Where financial instruments trade in inactive markets or when using models where observable parameters do not exist, greater management judgement is 

required for valuation purposes such as multiple of the underlying earnings, pricing by third party providers, discount rates, volatilities and correlations. Valuations that 

require the significant use of unobservable inputs are considered Level 3. The calculation of estimated fair value is based on market conditions at a specific point in time and 

therefore may not be reflective of future fair values. 

The Bank has controls and processes in place to ensure that the valuation of financial instruments is appropriately determined. Global Risk Management (GRM) is 

responsible for the design and application of the Bank’s risk management framework. GRM is independent from the Bank’s business units and is overseen by Executive 

Management and the Board of Directors. Senior management committees within GRM oversee and establish standards for risk management processes that are critical in 

ensuring that appropriate valuation methodologies and policies are in place for determining fair value. 

Where possible, valuations are based on quoted prices or observable inputs obtained from active markets. GRM oversees a monthly Independent Price Verification (IPV) 

process in order to assess the reliability and accuracy of prices and inputs used in the determination of fair value. The IPV process is performed by price verification groups 

that are independent from the business. The Bank maintains an approved list of pricing sources 
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that are used in the IPV process. These sources include, but are not limited to, brokers, dealers and consensus pricing services. The valuation policies relating to the IPV 

process require that all pricing or rate sources used be external to the Bank. On a periodic basis, an independent assessment of pricing or rate sources is also performed by 

GRM to determine market presence or market representative levels. 

Where quoted prices are not readily available, such as for transactions in inactive or illiquid markets, internal models that maximize the use of observable inputs are used to 

estimate fair value. An independent senior management committee within GRM oversees the vetting, approval and ongoing validation of valuation models used in 

determining fair value. Risk policies associated with model development are approved by Executive Management and/or key risk committees. 

In determining fair value for certain instruments or portfolios of instruments, valuation adjustments or reserves may be required to arrive at a more accurate representation of 

fair value. The Bank’s policy of applying valuation reserves to a portfolio of instruments is approved by a senior management committee. These reserves include adjustments 

for credit risk, bid-offer spreads, unobservable parameters, constraints on prices in inactive or illiquid markets and when applicable funding costs. The methodology for the 

calculation of valuation reserves are reviewed at least annually by senior management. 

Valuation adjustments recorded against the fair value of financial assets and financial liabilities totaled $175 million as at October 31, 2019, (2018 – $138 million), net of any 

write-offs. These valuation adjustments are due mainly to credit risk considerations and bid-offer spreads on derivative transactions. 

As at October 31, 2019, a funding valuation adjustment (FVA) of $108 million pre-tax (2018 – $57 million) was recorded relating to uncollateralized derivative instruments. 

The Bank discloses the classification of all financial instruments carried at fair value in a hierarchy based on the determination of fair value. The valuation hierarchy is as 

follows: 

• Level 1 – fair value is based on unadjusted quoted prices in active markets for identical instruments, 

• Level 2 – fair value is based on models using significant market-observable inputs other than quoted prices for the instruments, or 

• Level 3 – fair value is based on models using significant inputs that are not based on observable market data. 

The Bank’s assets and liabilities which are carried at fair value as classified by the valuation hierarchy are reflected in Note 7. The percentage of each asset and liability 

category by fair value hierarchy level are outlined as follows: 

T53  Fair value hierarchy of financial instruments carried at fair value 

Assets Liabilities

Fair value hierarchy

As at October 31, 2019

Trading

assets

(incl. precious

metals)

Investment

securities Derivatives

Obligations

related to

securities

sold short Derivatives

Level 1 69% 61% 2% 88% 1% 

Level 2 31% 37% 98% 12% 99% 

Level 3 –% 2% –% –% –% 

100% 100% 100% 100% 100% 

Employee benefits 

The Bank provides pension and other benefit plans for eligible employees in Canada and internationally. Pension benefits are offered in the form of defined benefit pension 

plans (generally based on an employee’s length of service and average earnings at retirement), and in the form of defined contribution pension plans (where the Bank’s 

contribution is fixed and there is no legal or constructive obligation to pay further amounts). Other benefits include post-retirement health care, dental care and life insurance, 

along with other long-term employee benefits such as long-term disability benefits. 

The employee benefit expenses and the related benefit obligation are calculated using actuarial methods and certain actuarial assumptions. These assumptions are based 

on management’s best estimate and are reviewed and approved annually. The most significant assumption is the discount rate used to determine the defined benefit 

obligation, which is set by reference to the yields on high quality corporate bonds that have durations that match the terms of the Bank’s obligations. Separate discount rates 

are used to determine the annual benefit expense in Canada and the US. These rates are determined with reference to the yields on high quality corporate bonds with 

durations that match the various components of the annual benefit expense. The discount rate used to determine the annual benefit expense for all other plans is the same 

as the rate used to determine the defined benefit obligation. If the assumed discount rates were 1% lower, the benefit expense for 2019 would have been $117 million 

higher. Other key assumptions include future compensation, health care costs, employee turnover, retirement age and mortality. When making these estimates, 

management considers expectations of future economic trends and business conditions, including inflation rates as well as other factors, such as plan specific experience 

and best practices. 

The Bank uses a measurement date of October 31, and based on this measurement date, the Bank reported a deficit of $1,268 million (2018 – $231 million) in its principal 

pension plans and a deficit of $1,264 million (2018 – $1,134 million) in its principal other benefit plans, which are typically unfunded, as at October 31, 2019, as disclosed in 

Note 28 to the consolidated financial statements. 

Actual experience that differs from assumptions made by management will result in a net actuarial gain or loss recognized immediately in other comprehensive income 

except for other long-term employee benefits where they are recognized in the Consolidated Statement of Income. 

Note 28 contains details of the Bank’s employee benefit plans, such as the disclosure of pension and other benefit amounts, management’s key assumptions, and a 

sensitivity analysis of changes in these assumptions on the employee benefit obligation and expense. 

Corporate income taxes 

Management exercises judgment in determining the provision for income taxes and deferred income tax assets and liabilities. The provision is based on management’s 

expectations regarding the income tax consequences of transactions and events during the period. Management interprets the tax legislation for each jurisdiction in which 

the Bank operates and makes assumptions about the expected timing of the reversal of 
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deferred income tax assets and liabilities. If management’s interpretations of the legislation differ from those of the tax authorities or if the actual timing of the reversals of the 

deferred income tax assets and liabilities is not as anticipated, the provision for income taxes could increase or decrease in future periods. 

Total deferred tax assets related to the Bank’s unused income tax losses from operations arising in prior years were $286 million as at October 31, 2019 (2018 – $338 

million). The tax related to temporary differences, unused tax losses and unused tax credits for which no deferred tax asset is recognized in the Consolidated Statement of 

Financial Position amounted to $40 million (2018 – $14 million). The amount related to unrecognized tax losses was $16 million, which will expire as follows: $4 million in 

2020, $11 million in 2023, and $1 million with no expiry date. 

The Bank maintains provisions for uncertain tax positions that it believes appropriately reflect the risk of tax positions under discussion, audit, dispute, or appeal with tax 

authorities, or which are otherwise considered to involve uncertainty. These provisions are made using the Bank’s best estimate of the amount expected to be paid based on 

an assessment of all relevant factors, which are reviewed at the end of each reporting period. 

Since 2016, the Bank has received reassessments totalling $575 million of tax and interest as a result of the Canada Revenue Agency denying the tax deductibility of certain 

Canadian dividends received during the 2011-2013 taxation years. In October 2019, the Bank was reassessed for $223 million of tax and interest in respect of certain 

Canadian dividends received during the 2014 taxation year. The circumstances of the dividends subject to these reassessments are similar to those prospectively addressed 

by rules introduced in 2015 and 2018. The Bank is confident that its tax filing position was appropriate and in accordance with the relevant provisions of the Income Tax Act 

(Canada) and intends to vigourously defend its position.

Note 27 of the 2019 consolidated financial statements contains further details with respect to the Bank’s provisions for income taxes. 

Structured entities 

In the normal course of business, the Bank enters into arrangements with structured entities on behalf of its customers and for its own purposes. These structured entities 

can be generally categorized as multi-seller commercial paper conduits, Bank funding vehicles and structured finance entities. Further details are provided in the Off-balance 

sheet arrangements section. 

Management is required to exercise judgement to determine whether a structured entity should be consolidated. This evaluation involves understanding the arrangements, 

determining whether decisions about the relevant activities are made by means of voting rights or other contractual arrangements, and determining whether the Bank 

controls the structured entity. 

The Bank controls an investee when it is exposed, or has rights, to variable returns from its involvement with the investee and has the ability to affect those returns through 

its power over the investee. The three elements of control are: 

• power over the investee; 

• exposure, or rights, to variable returns from involvement with the investee; and 

• the ability to use power over the investee to affect the amount of the Bank’s returns. 

This definition of control applies to circumstances: 

• when voting rights or similar rights give the Bank power, including situations where the Bank holds less than a majority of voting rights or involving potential voting rights; 

• when an investee is designed so that voting rights are not the dominant factor in deciding who controls the investee (i.e., relevant activities are directed by contractual 

arrangements); 

• involving agency relationships; and 

• when the Bank has control over specified assets of an investee. 

The Bank does not control an investee when it is acting in an agent’s capacity. The Bank assesses whether it is an agent by determining whether it is primarily engaged to 

act on behalf and for the benefit of another party or parties. Factors that the Bank considers in this assessment include the scope of its decision-making authority over the 

investee, the rights held by other parties, the remuneration to which it is entitled, and the Bank’s exposure to variability of returns from other interests that it holds in the 

investee. 

The analysis uses both qualitative and quantitative analytical techniques and involves the use of a number of assumptions about the business environment in which the 

structured entity operates and the amount and timing of future cash flows. 

The Bank reassesses whether it controls an investee if facts and circumstances indicate that one or more of the three elements of control change. 

Management is required to exercise judgement to determine if a change in control event has occurred. 

During 2019, there were no change in control events that caused the Bank to change its control conclusion of its multi-seller conduits or other structured entities. 

As described in Note 15 to the consolidated financial statements and in the discussion of off-balance sheet arrangements, the Bank does not control the two Canadian-

based multi-seller conduits that it sponsors and they are not required to be consolidated on the Bank’s Consolidated Statement of Financial Position. The Bank controls its 

U.S.-based multi-seller conduit and consolidates it on the Bank’s Consolidated Statement of Financial Position. 

Goodwill 

For the purpose of impairment testing, goodwill acquired in a business combination is, on the acquisition date, allocated to each of the Bank’s group of cash-generating units 

(CGU) that are expected to benefit from the particular acquisition. 

Goodwill is not amortized but tested for impairment annually and when circumstances indicate that the carrying value may be impaired. 

Goodwill is reviewed at each reporting date to determine whether there is any indication of impairment. Each CGU to which goodwill is allocated for impairment testing 

purposes reflects the lowest level at which goodwill is monitored for internal management purposes. 

The Bank determines the carrying value of the CGU using a regulatory capital approach based on credit, market, and operational risks, and leverage, consistent with the 

Bank’s capital attribution for business line performance measurement. An impairment loss is recognized if the 
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carrying amount of a CGU exceeds its recoverable amount. The recoverable amount is the greater of fair value less costs of disposal and value in use. If either fair value 

less costs of disposal or value in use exceeds the carrying amount, there is no need to determine the other. The recoverable amount for the CGU has been determined using 

the fair value less costs of disposal method. In arriving at such value an appropriate valuation model is used which considers various factors including normalized net 

income, price earnings multiples and control premium. These calculations are corroborated by valuation multiples, quoted share prices for publicly traded subsidiaries or 

other available fair value indicators. An impairment loss, in respect of goodwill, is not reversed. 

Significant judgement is applied in determining the recoverable amounts of the CGU and assessing whether certain events or circumstances constitute objective evidence of 

impairment. 

Goodwill was assessed for annual impairment based on the methodology as at July 31, 2019, and no impairment was determined to exist. Additionally, there were no 

impairment indicators noted as of October 31, 2019. 

Indefinite life intangible assets 

Intangible assets with indefinite useful lives are not amortized but tested for impairment annually and when circumstances indicate that the carrying value may be impaired. 

Intangible assets are reviewed at each reporting date to determine whether there is any indication of impairment. 

The recoverable amount is the greater of fair value less costs of disposal and value in use. If either fair value less costs of disposal or value in use exceeds the carrying 

amount, there is no need to determine the other. Value in use method is used by the Bank to determine the recoverable amount of the intangible asset. In determining value 

in use, an appropriate valuation model is used which considers factors such as management-approved cash flow projections, discount rate and terminal growth rate. An 

impairment loss is recognized if the carrying amount of the intangible asset exceeds its recoverable amount. Impairment losses recognized in prior periods are reassessed at 

each reporting period for any indication that the loss has decreased or no longer exists. An impairment loss is reversed if there has been a change in the estimates used to 

determine the recoverable amount. An impairment loss is reversed only to the extent that the intangible asset’s carrying amount does not exceed the carrying amount that 

would have been determined if no impairment loss had been recognized. 

The recoverable amount is significantly impacted by the discount rate and the terminal value. Significant judgement is applied in determining the intangible asset’s 

recoverable amount and assessing whether certain events or circumstances constitute objective evidence of impairment. 

Intangible assets were assessed for annual impairment based on the methodology as at July 31, 2019, and no impairment was determined to exist. Additionally, there were 

no impairment indicators noted as of October 31, 2019. 

Derecognition of financial assets 

Financial assets are derecognized when the contractual rights to the cash flows from the asset have expired, which occurs with repayment by the borrower or upon 

substantial modification of the asset terms. Assets are also derecognized when the Bank transfers the contractual rights to receive the cash flows from the financial asset, or 

has assumed an obligation to pay those cash flows to an independent third-party, and the Bank has transferred substantially all the risks and rewards of ownership of that 

asset to an independent third-party. 

Management has to apply judgement in determining whether a modification of the terms of the financial asset is considered to be substantial. For loans, this includes the 

nature of the modification and the extent of changes to terms including interest rate, authorized amount, term or type of underlying collateral. 

Management also has to apply judgement in determining, based on specific facts and circumstances, whether the Bank has retained or transferred substantially all the risks 

and rewards of ownership of the financial asset. Where substantially all the risks and rewards of ownership of the financial asset are neither retained nor transferred, the 

Bank derecognizes the transferred asset only if it has lost control over that asset. If the Bank retains control over the asset, it will continue to recognize the asset to the 

extent of its continuing involvement. 

The majority of assets transferred under repurchase agreements, securities lending agreements, securitizations of fully insured Canadian residential mortgages, and 

securitizations of personal lines of credit, credit cards and auto loans do not qualify for derecognition. The Bank continues to record the transferred assets on the 

Consolidated Statement of Financial Position as secured financings. Further information on derecognition of financial assets can be found in Note 14 of the consolidated 

financial statements. 

Provisions 

The Bank recognizes a provision if, as a result of a past event, the Bank has a present legal or constructive obligation that can be estimated reliably, and it is probable that 

an outflow of economic benefits will be required to settle the obligation. Probable in this context means more likely than not. Significant judgement is required in determining 

whether a present obligation exists and in estimating the probability, timing, and amount of any future outflows. 

Litigation and other 

In the ordinary course of business, the Bank and its subsidiaries are routinely defendants in, or parties to a number of pending and threatened legal actions and regulatory 

proceedings, including actions brought on behalf of various classes of claimants. In view of the inherent difficulty of predicting the outcome of such matters, the Bank cannot 

state what the eventual outcome of such matters will be. 

Legal provisions are established when it becomes probable that the Bank will incur an expense related to a legal action and the amount can be reliably estimated. Such 

provisions are recorded at the best estimate of the amount required to settle any obligation related to these legal actions as at the balance sheet date, taking into account the 

risks and uncertainties surrounding the obligation. Management and internal and external experts are involved in estimating any amounts that may be required. The actual 

costs of resolving these claims may vary significantly from the amount of the legal provisions. The Bank’s estimate involves significant judgement, given the varying stages of 

the proceedings, the fact that the Bank’s liability, if any, has yet to be determined and the fact that the underlying matters will change from time to time. As such, there is a 

possibility that the ultimate resolution of those legal actions may be material to the Bank’s consolidated results of operations for any particular reporting period. 

Future Accounting Developments 

The Bank actively monitors developments and changes in accounting standards from the IASB, as well as requirements from the other regulatory bodies, including OSFI. 

The Bank is currently assessing the measurement impact of the adoption of new standards issued by the IASB will have on its consolidated financial statements and also 

evaluating the alternative elections available on transition. 

2019 Scotiabank Annual Report  | 111



Management’s Discussion and Analysis 

Effective November 1, 2019 

Leases 

In January 2016, the IASB issued IFRS 16 Leases (“IFRS 16”), which replaces IAS 17, Leases (“IAS 17”), requiring a lessee to recognize an asset for the right to use the 

leased item and a liability for the present value of its future lease payments. IFRS 16 will generally result in all operating leases being recorded on the Bank’s balance sheet 

as a right-of-use (“ROU”) asset with a corresponding lease liability. The Bank will also recognize amortization expense on the ROU asset in non-interest expenses and 

interest expense on the lease liability in interest expenses, in the statement of income. IFRS 16 substantially carries forward the lessor accounting requirements in IAS 17. 

The two main areas of judgment with regards to quantification of the ROU asset and lease liability are the determination of lease term and the discount rate. 

Determining lease term 

The Bank’s expectation of exercising the option to renew a lease will be determined by assessing if the Bank is “reasonably certain” to exercise that option. The Bank will be 

reasonably certain to exercise an option when factors create a significant economic incentive to do so. This assessment will require a significant level of judgement as it is 

based on current expectations of future decisions. 

The lease term will have an impact on the calculation of the ROU asset and the lease liability; the longer the lease term, the higher the ROU asset and the related lease 

liability. Changes in the economic environment may impact the Bank’s assessment of lease term, and any changes in the estimate of lease terms may have a material 

impact on the Bank’s ROU assets and lease liabilities. 

Discount rate 

At commencement date, the Bank will measure the lease liability at the present value of the future lease payments, discounted using the Bank’s incremental borrowing rate. 

The Bank will consider a broad range of factors to determine the appropriate discount rate. These will include the Bank’s credit risk, term of the lease, the economic 

environment and geographical location in which the lease is entered into. 

Elections and estimated impact 

The Bank will apply IFRS 16 on a modified retrospective basis by adjusting the consolidated balance sheet as at November 1, 2019, the date of initial application, with no 

restatement of comparative periods. The Bank will elect certain transition elections that include: 

• Measure the ROU asset at the date of initial application as equal to lease liability with certain adjustments. 

• Not apply IFRS 16 to operating leases with a remaining lease term of less than 12 months (short-term leases) or low value assets. 

• Not apply IFRS 16 to leases of intangible assets. 

The adoption of IFRS 16 as at November 1, 2019 is expected to result in an increase to total assets of approximately $3.7 billion, substantially representing real estate 

leases and an increase in lease liabilities of approximately $3.7 billion. The Bank estimates that the adoption of IFRS 16 will also decrease its CET1 capital ratio by 

approximately 10 bps. 

IFRIC 23 Uncertainty over income tax treatments 

On June 7, 2017, the IASB issued IFRIC 23 which clarifies application of recognition and measurement requirements in IAS 12 income taxes when there is uncertainty over 

income tax treatments. The impact on the Bank’s consolidated financial statements is not material. 

Employee Benefits 

On February 7, 2018, the IASB issued narrow-scope amendments to pension accounting. The amendments relate to when a plan amendment, curtailment or settlement has 

occurred. In such instances, the Bank is required to use updated assumptions to determine current service cost and net interest for the remainder of the reporting period 

after the change to the plan. For the Bank, the narrow scope amendments are to be applied prospectively to plan amendments, curtailments and settlements occurring after 

November 1, 2019. 

Effective November 1, 2020 

Definition of business 

On October 22, 2018, the IASB issued a narrow-scope amendment to IFRS 3 Business Combination. The amendments will help companies determine whether an 

acquisition is of a business or a group of assets. Distinguishing between a business and a group of assets is important because an acquirer recognizes goodwill only when 

acquiring a business. The amendments apply to transactions for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or 

after January 1, 2020. Earlier adoption is permitted. The amendments will apply prospectively to new transactions. 

Interest Rate Benchmark Reform 

The IASB issued amendments to IFRS 9, IAS 39 and IFRS 7 on September 26, 2019, to amend certain requirements for hedge accounting in order to support the provision 

of useful information by entities during the period of uncertainty arising from the phase out of interest rate benchmarks (e.g. interbank offered rates – IBORs). The 

amendments aim to provide relief for financial instruments qualifying for hedge accounting which are affected during the period of uncertainty leading up to contractual rate 

replacement. The amendments would no longer apply once uncertainties arising from IBOR reform are no longer present. The amendments require providing specific 

disclosure for the affected hedging relationships. The amendments are effective for the Bank from November 1, 2020. Early application is permitted. The Bank is currently 

assessing the impact and extent of disclosure requirements. 

Effective November 1, 2021 

Insurance contracts 

On May 18, 2017, the IASB issued IFRS 17 Insurance Contracts, which provides a comprehensive principle-based framework for the measurement and presentation of all 

insurance contracts. The new standard will replace IFRS 4 Insurance Contracts and requires insurance contracts to be measured using current fulfillment cash flows and for 

revenue to be recognized as the service is provided over the coverage period. The standard is required to be adopted retrospectively, if this is impractical, the modified 

retrospective or fair value method may be used. 
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The IASB issued an exposure draft on June 26, 2019 proposing some amendments to IFRS 17, including a proposal to defer the effective date, by one year, to annual 

periods on or after January 1, 2022. The Bank continues to monitor developments related to the standard and industry discussions on the application of the standard. 

The project to implement IFRS 17 is a multi-year project consisting of technology upgrades and policy and process changes. The project structure and governance has been 

established along with a Project Management Office to assist the Executive Steering and Project Operations Committees. The committees are comprised of representatives 

from Global Finance, Global Insurance Actuarial Services, Information Technology and the Insurance Business Operation. The Bank has completed a preliminary gap 

analysis of the differences between IFRS 4 and IFRS 17, an initial contract scoping assessment and project plan. The Bank has determined that it will require new 

technology to manage the insurance business and prepare additional disclosures, for the separate insurance legal entity financial statements, under the new standard. 

During 2020 the Bank will continue to evaluate the impact to existing IT systems and processes and formulate the accounting policies under IFRS 17 in order to perform an 

initial quantification of the impact to the new standard. 

Regulatory Developments 

The Bank continues to monitor and respond to global regulatory developments relating to a broad spectrum of topics, in order to ensure that control and business units are 

responsive on a timely basis and business impacts, if any, are minimized. The following provides a high-level summary of some of the key regulatory developments that 

have the potential of impacting the Bank’s operations. 

United Kingdom and European Regulatory Reform 

The UK gave formal notice of intention to withdraw from the EU on March 29, 2017. Negotiation of the terms of withdrawal are ongoing and the final date for the UK to leave 

the EU has been extended until January 31, 2020. Withdrawal may be earlier if the UK Parliament ratifies the agreement that has already been negotiated with the EU or if 

an amended agreement is negotiated and ratified by both the EU and the UK. Political agreement has been reached on a transition period, which would extend until at least 

December 31, 2020, providing additional time in which to ensure readiness, subject to the overall withdrawal agreement being concluded and ratified. If this occurs, then all 

EU legislation will continue to apply in the UK during such transition period. 

There remains a possibility that the UK will leave the EU on or before January 31, 2020 without having a withdrawal agreement in place (a so-called “hard” Brexit). 

The UK’s exit from the EU may result in significant changes in law(s), which may impact the Bank’s business, financial condition and/or results of operations and could 

adversely impact the Bank’s cost of funding in Europe. The Bank continually monitors developments to prepare for changes that have the potential to impact its operations in 

the UK and elsewhere in Europe and is developing and revising its contingency plans accordingly. 

Regulatory Initiatives Impacting Financial Services in Canada 

In April 2019, Parliament approved changes to the Canada Deposit Insurance Corporation Act that will strengthen and modernize deposit protection. The changes will occur 

in two phases on April 30, 2020 and April 30, 2021. Some of the changes include extending CDIC coverage to foreign currency deposits and deposits with terms greater 

than 5 years, eliminating coverage for travellers’ cheques and introducing new requirements for deposits held in trust. 

On October 3, 2019, the Canadian Securities Administrators published reforms focused on advisor conduct, including enhanced standards for conflicts of interest, suitability, 

“Know Your Client” and “Know Your Product”. Investment Industry Regulatory Organization of Canada (IIROC) published its new “Plain Language” Rulebook in August 2019, 

which is intended to make the rules easier to understand as well as introducing a number of substantive changes. These changes will impact the Bank’s Wealth 

Management businesses and the Bank is developing new processes and working with its advisors to comply with the new Rulebook, which will go into force in June 2020, 

and the CSA reforms, which will go into force on December 31, 2019 with a staggered implementation of December 2020 and 2021. 

In 2019, the Financial Consumer Agency of Canada (FCAC) released a new voluntary principles-based Code of Conduct for the delivery of banking services to seniors, 

defined as an individual in Canada who is 60 years of age or older and who is transacting for non-business purposes. 

The Code is to be adopted on publication, with additional timelines starting in January 2020. The FCAC will monitor compliance with the Code. Industry consultation 

continues with the Canadian Bankers Association (CBA) and Department of Finance regarding the interpretation of the new Federal Consumer Protection Framework (Bill 

C-86). The new consumer protection framework and regulations are expected to be implemented by the fall of 2021, although no date has been formally set. 

Basel Committee on Banking Supervision – Finalized Basel III reforms 

In December 2017, the Group of Governors and Heads of Supervision (GHOS), the oversight body of the Basel Committee on Banking Supervision (BCBS), announced that 

they have agreed on an output floor of 72.5% and have finalized the remaining Basel III reforms. 

The final Basel III reform package includes: a revised standardized approach for credit risk; revisions to the internal ratings-based approach for credit risk; revisions to the 

credit valuation adjustment (CVA) framework, including the removal of the internally modelled approach and the introduction of a revised standardized approach; a revised 

standardized approach for operational risk, which will replace the existing standardized approaches and the advanced measurement approaches; revisions to the 

measurement of the leverage ratio and a leverage ratio buffer for global systemically important banks (G-SIBs), which will take the form of a Tier 1 capital buffer set at 50% 

of a G-SIB’s risk-weighted capital buffer; and an aggregate output floor, which will ensure that banks’ risk-weighted assets (RWAs) generated by internal models are no 

lower than 72.5% of RWAs as calculated by the Basel III framework’s standardized approaches. Banks will also be required to disclose their RWAs based on these 

standardized approaches. Implementation of the new Basel III standards will be required in 2022. This includes the Fundamental Review of the Trading Book (FRTB) rules, 

which represents a delay from 2020. There is a phase-in period for the 72.5% output floor from January 1, 2022 until January 2027. 

In July 2018, OSFI issued a discussion paper seeking views from interested stakeholders on its proposed policy direction and its timelines for implementation of the final 

Basel III reforms in Canada. OSFI supports the changes proposed within the final Basel III reforms and intends to implement them domestically, while also considering the 

adjustments required to recognize the unique characteristics of the Canadian market, improving risk sensitivity and providing the right incentives, while promoting the safety 

and soundness of deposit taking institutions in 
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consideration of level playing field and competitiveness issues. As part of these adjustments, OSFI is considering eliminating the BCBS’ transitional provisions for the output 

floor, setting the output floor at 72.5% commencing the first quarter of 2022. Responses to the questions raised within the discussion paper were due to OSFI by October 19, 

2018. The Bank will continue to monitor and prepare for developments impacting regulatory capital requirements. 

Regulatory Capital Pillar 3 Disclosure Requirements 

In February 2018, the Basel Committee on Banking Supervision (BCBS) issued an update to its Pillar 3 disclosure requirements framework, as the third phase of the 

Committee’s disclosure project, which builds on the first and second phases, published by the Committee in January 2015 and March 2017, respectively. The third phase is 

primarily to address changes in disclosure requirements from the Basel III reforms finalized in December 2017, as well as other disclosure requirements related to asset 

encumbrance, capital distribution constraints, and the scope of disclosure requirements across resolution groups. 

The Bank’s supplementary regulatory capital disclosures as at October 31, 2019 meet OSFI’s April 2017 disclosure guideline for the Committee’s first phase of the revised 

Pillar 3 disclosure requirements. OSFI’s disclosure guidelines for the implementation of the second and third phases of the Committee disclosure project are awaited. 

In May 2018, OSFI issued its disclosure guidelines on Total Loss Absorbing Capacity (TLAC) Disclosure Requirements and Capital Disclosure Requirements (formerly the 

advisory entitled Public Capital Disclosure Requirements related to Basel III Pillar 3). Together, these guidelines are a key element of a TLAC regime designed to ensure 

Canada’s largest banks maintain a minimum capacity to absorb losses and enhance stability within the financial sector. These disclosure guidelines were effective for 

quarterly reporting commencing the first quarter of 2019. 

Regulatory developments relating to liquidity 

The Net Stable Funding Ratio (NSFR) is aimed at reducing structural funding risk by requiring banks to fund their activities with sufficiently stable sources of funding. The 

NSFR becomes a minimum standard in OSFI’s liquidity framework in January 2020 with public disclosure required by the first quarter of 2021. 

Interest Rate Benchmark Reform 

In July, 2017, the UK Financial Conduct Authority (FCA), which began regulating the London Interbank Offered Rate (LIBOR) in 2013, announced that after December 31, 

2021, it would stop making efforts to sustain the rate. This decision follows regulatory efforts to reform LIBOR and other interbank offered rates, which have been under 

increased scrutiny due to thinning underlying markets. As the administrator of LIBOR, the FCA, and regulators in other jurisdictions, have urged users of LIBOR to transition 

away from LIBOR and other interbank offered rates in favour of alternative risk-free rates (RFRs). The UK, Europe, the United States, Japan and Switzerland, have all 

recommended alternatives to LIBOR, based on either secured or unsecured overnight funding markets. 

Some of those alternative rates, such as the Sterling Overnight Index Average (SONIA), the alternative to GBP LIBOR, and the Swiss Average Rate Overnight (SARON), the 

alternative for CHF LIBOR, were already widely used in those jurisdictions; others, like the Secured Overnight Financing Rate (SOFR), the rate recommended as the 

alternative to USD LIBOR, was newly introduced in 2018. These rates are inherently different from LIBOR and other interbank offered rates, lacking both a term structure 

and a credit component. These rate differences add complexity to the transition from LIBOR and other IBORs to their overnight alternatives, and mean that in some markets, 

such as those based on new rates like SOFR, have been slower to develop. In Canada, the Canadian Overnight Repo Rate (CORRA) has been recommended as the 

alternative to the Canadian Dollar Offered Rate (CDOR) for both derivative and cash products. Already available in the market, CORRA is currently being enhanced and 

reformed by its administrator, the Bank of Canada. 

The Bank has established an enterprise wide program, aimed at ensuring a smooth transition from LIBOR and other IBORs to RFRs. The program has been focused on 

identifying and quantifying our exposures to various interest rate benchmarks, providing the capability to trade products referencing alternative RFRs and evaluating our 

existing contract amendment language in the event LIBOR ceases to exist. The Bank is reviewing contracts that reference IBORs with consideration to those extending past 

2021. In addition, the Bank is assessing technology to ensure that it is fit for purpose and the Bank is working on consistent messaging to clients. The Bank’s approach 

contemplates transition risks as part of a comprehensive program of change to ensure that systems, processes and strategy provides for a smooth transition from the use of 

legacy rates and supports trading in alternative reference rates. 

The International Accounting Standards Board (IASB) has approached the impact of Interest Rate Benchmark Reform on financial reporting in two phases. Phase one 

addresses issues affecting financial reporting in the period before the replacement of an existing interest rate benchmark with an alternative RFR; and phase two focuses on 

issues that might affect financial reporting when an existing interest rate benchmark is replaced with an RFR. The IASB has finalized phase one and published the relief in 

September 2019, which will be effective for the Bank on November 1, 2020, with early application permitted. The IASB has started the discussions on phase two and the 

Bank is closely monitoring these developments to better assess the accounting implications. 

Use of the Advance Measurement Approach for Operational Risk Capital 

In July 2019, OSFI revised its capital requirements for operational risk in consideration of the final Basel III revisions published by the Basel Committee on Banking 

Supervision in December 2017. Effective Q1 2021, institutions will be required to use the revised Basel III Standardized Approach for operational risk. 

In the interim, for fiscal year 2020, institutions currently approved for the Basel II Advanced Measurement Approach (AMA) for operational risk capital are to report using the 

existing Basel II Standardized Approach (TSA). As the Bank’s AMA requirements are floored at TSA requirements, the impact from the adoption of the interim 2020 

requirement is not material to the Bank. 

Regulatory Developments Relating to Interest Rate Risk 

In May 2019, OSFI updated its guidelines on Interest Rate Risk in the Banking Book (IRRBB), a risk control framework to identify, assess and manage interest rate risk. The 

Bank will apply the updated guidelines starting in January 2020, consistent with OSFI’s requirement. 
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Volcker Rule Amendments 

The proposed Volcker rule amendments have now been approved by each of the five U.S. regulators responsible for this legislation (i.e. FDIC, OCC, Federal Reserve, 

CFTC & SEC). As anticipated, the final amendments will reduce the regulatory burden on certain financial institutions, including foreign banking organizations such as the 

Bank. The amendments take effect on January 1, 2020, with full compliance required by January 1, 2021. 

Canadian Anti-Money Laundering (AML) Regulations 

In July 2019, amendments to Canada’s Proceeds of Crime (Money Laundering) and Terrorist Financing Act regulations were released following extensive industry 

consultation. Amendments will take effect in a phased approach, with the majority coming into effect by June 2021. These changes aim to improve the effectiveness of 

Canada’s anti-money laundering and counter-terrorism financing regime, and to improve compliance with international standards. New regulations will require the Bank to 

implement changes to processes, technology and data, to satisfy Financial Transactions and Reports Analysis Centre of Canada (FINTRAC) reporting requirements. The 

Bank is proactively working to implement the new regime with the aim to protect the Canadian financial system and our communities. 

Related Party Transactions 

Compensation of key management personnel 

Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities of the Bank, directly or indirectly, and 

comprise the directors of the Bank, the President and Chief Executive Officer, certain direct reports of the President and Chief Executive Officer and Group Heads. 

T54  Compensation of the Bank key management personnel 

For the year ended October 31 ($ millions) 2019 2018

Salaries and cash incentives(1) $   17 $ 18

Equity-based payment(2) 25 27

Pension and other benefits(1) 5 4

Total $ 47 $   49

(1) Expensed during the year. 

(2) Awarded during the year. 

Directors can use some or all of their director fees earned to buy common shares of the Bank at market rates through the Director’s Share Purchase Plan. Non-officer 

directors may elect to receive all or a portion of their fees in the form of deferred stock units which vest immediately. Refer to Note 26 – Share-based payments for further 

details of these plans. 

T55  Loans and deposits of key management personnel 

Loans are currently granted to key management personnel at market terms and conditions. 

As at October 31 ($ millions) 2019 2018

Loans $   14 $   13

Deposits $ 9 $ 6

The Bank’s committed credit exposure to companies controlled by directors totaled $18.9 million as at October 31, 2019 (October 31, 2018 – $132.4 million) while actual 

utilized accounts were $3.3 million (October 31, 2018 – $23.9 million). 

Transactions with associates and joint ventures 

In the ordinary course of business, the Bank provides normal banking services and enters into transactions with its associated and other related corporations on terms 

similar to those offered to non-related parties. If these transactions are eliminated on consolidation, they are not disclosed as related party transactions. Transactions 

between the Bank and its associated companies and joint ventures also qualify as related party transactions and are as follows: 

T56  Transactions with associates and joint ventures 

As at and for the year ended October 31 ($ millions) 2019 2018

Net income / (loss) $ (68) $ (64) 

Loans   327 702

Deposits 194   151

Guarantees and commitments $ 16 $ 123

Scotiabank principal pension plan 

The Bank manages assets of $4.1 billion (October 31, 2018 – $3.8 billion) which is a portion of the Scotiabank principal pension plan assets and earned $7.2 million 

(October 31, 2018 – $5.0 million) in fees. 

Oversight and governance 

The oversight responsibilities of the Audit and Conduct Review Committee (ACRC) with respect to related party transactions include reviewing policies and practices for 

identifying transactions with related parties that may materially affect the Bank, and reviewing the procedures for ensuring compliance with the Bank Act for related party 

transactions. The Bank Act requirements encompass a broader definition of related party transactions than is set out in IFRS. The Bank has various procedures in place to 

ensure that related party information is identified and reported to the ACRC on a semi-annual basis. The ACRC is provided with detailed reports that reflect the Bank’s 

compliance with its established procedures. 

The Bank’s Internal Audit department carries out audit procedures as necessary to provide the ACRC with reasonable assurance that the Bank’s policies and procedures to 

identify, authorize and report related party transactions are appropriately designed and operating effectively. 
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Supplementary Data 

Geographic Information 

T57  Net income by geographic segment 

2019 2018(1) 2017(1)

For the fiscal years

($ millions) Canada U.S. Mexico Peru Chile Colombia

Caribbean

and

Central

America

Other

Inter-

national Total Canada U.S. Mexico Peru Chile Colombia

Caribbean

and

Central

America

Other

Inter-

national Total Canada U.S. Mexico Peru Chile Colombia

Caribbean

and

Central

America

Other

Inter-

national Total

Net interest income $ 7,630 $ 720 $ 1,684 $1,576 $1,613 $ 1,017 $ 2,143 $ 794 $17,177 $ 7,780 $691 $1,561 $1,378 $1,117 $ 839 $ 2,028 $ 797 $16,191 $ 7,382 $460 $1,380 $1,287 $817 $ 710 $ 2,065 $ 934 $15,035

Non-interest income 7,435 1,189 671 790 806 603 1,007 1,356 13,857 6,805 843 613 662 565 484 968 1,644 12,584 6,753 830 536 635 409 455 968 1,534 12,120

Provision for credit losses 981 (16) 335 523 436 362 352 54 3,027 802 (34) 239 351 498 511 211 33 2,611 906 (14) 193 329 145 337 215 138 2,249

Non-interest expenses 8,261 870 1,306 846 1,166 919 1,931 1,438 16,737 7,683 701 1,196 770 837 723 1,795 1,353 15,058 7,820 606 1,123 762 630 620 1,786 1,283 14,630

Income tax expense 952 267 121 248 185 106 319 274 2,472 1,310 220 76 235 51 39 175 276 2,382 882 147 125 225 77 71 226 280 2,033

Subtotal 4,871 788 593 749 632 233 548 384 8,798 4,790 647 663 684 296 50 815 779 8,724 4,527 551 475 606 374 137 806 767 8,243

Net income attributable 

to non-controlling 

interests in subsidiaries 18 – 14 (11) 179 107 101 – 408 – – 17 12 28 16 102 1 176 – – 12 11 53 60 102 – 238

Net income attributable

to equity holders of the

Bank $ 4,853 $ 788 $ 579 $ 760 $ 453 $ 126 $ 447 $ 384 $ 8,390 $ 4,790 $647 $ 646 $ 672 $ 268 $ 34 $ 713 $ 778 $ 8,548 $ 4,527 $551 $ 463 $ 595 $321 $ 77 $ 704 $ 767 $ 8,005

Adjustments 74 – – 50 73 78 286 – 561 52 – – 4 172 63 3 4 298 26 – – 4 17 4 5 4 60

Adjusted net income 

(loss) attributable to 

equity holders of the 

Bank $ 4,927 $ 788 $ 579 $ 810 $ 526 $ 204 $ 733 $ 384 $ 8,951 $ 4,842 $647 $ 646 $ 676 $ 440 $ 97 $ 716 $ 782 $ 8,846 $ 4,553 $551 $ 463 $ 599 $338 $ 81 $ 709 $ 771 $ 8,065

(1) Prior period amounts have been restated to conform with current period presentation. 

T58  Loans and acceptances by geography (1)

          IFRS 9             IAS 39  

As at October 31 ($ billions) 2019 2018 2017

Canada

Atlantic provinces $ 22.1 $ 21.9 $ 22.7

Quebec 30.6 29.3 29.0

Ontario 203.0 185.7 173.6

Manitoba and Saskatchewan 17.9 17.3 17.1

Alberta 53.5 52.8 51.9

British Columbia 66.5 60.5 55.6

393.6 367.5 349.9

U.S. 44.3 41.8 36.9

Mexico 31.9 27.5 24.2

Peru 21.7 20.1 18.4

Chile 45.6 43.8 22.8

Colombia 11.7 11.6 9.4

Other International

Latin America 10.2 8.8 6.6

Europe 9.1 9.4 10.0

Caribbean and Central America 30.2 31.1 31.4

Asia and Other 13.2 11.6 12.6

62.7 60.9 60.6

$ 611.5 $ 573.2 $ 522.2

Total allowance for loan losses (5.1) (5.1) (4.3) 

Total loans and acceptances net of allowance for loan losses $ 606.4 $   568.1 $   517.9

(1) The amounts for the years 2019 and 2018 have been prepared in accordance with IFRS 9; prior period amounts have not been restated. 
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T59  Gross impaired loans by geographic segment 

As at October 31 ($ millions) 2019 2018 2017(1)

Canada $   1,133 $ 999 $ 1,049

U.S. 94 80 140

Mexico 485 359 303

Peru 642 581 704

Chile 844 753 565

Colombia 505 619 462

Other International 1,432 1,739 1,642

Total $   5,135 $   5,130 $   4,865

(1) Excludes loans acquired under the Federal Deposit Insurance Corporation (FDIC) guarantee related to the acquisition of R-G Premier Bank of Puerto Rico, for periods prior to 2018. 

T60  Provision against impaired financial instruments by geographic segment(1)

For the fiscal years ($ millions) 2019 2018 2017

Canada $   984 $ 785 $ 906

U.S. (1) (6) (14) 

Mexico 291 239 193

Peru 446 349 329

Chile 403 275 145

Colombia 422 358 337

Other International 354 355 353

Total $   2,899 $   2,355 $   2,249

(1) The amounts for the years 2019 and 2018 have been prepared in accordance with IFRS 9; prior period amounts have not been restated. 

T61  Cross-border exposure to select countries(1)

As at October 31 ($ millions) Loans Trade

Interbank

deposits

Government

and other

securities

Investment in

subsidiaries

and affiliates Other

2019

Total

2018

Total

Asia

China $ 1,484 $ 2,291 $ 390 $ 909 $ 55 $ 55 $ 5,184 $ 4,714

India 1,595 212 – – – 5 1,812 1,672

Thailand 234 5 124 – 3,554 2 3,919 3,640

Singapore 1,892 72 68 – – 17 2,049 1,248

Hong Kong 1,606 82 42 39 – 18 1,787 1,813

Japan 321 27 34 4,988 – 54 5,424 5,625

Others(2) 1,296 20 – – 326 42 1,684 1,931

Total $ 8,428 $ 2,709 $ 658 $ 5,936 $ 3,935 $ 193 $ 21,859 $ 20,643

Latin America

Chile $ 3,857 $ 1,145 $ 2,383 $ 156 $ 5,110 $ 744 $ 13,395 $ 11,965

Mexico 3,998 315 – 610 4,512 261 9,696 7,533

Brazil 6,536 1,441 – 13 382 653 9,025 7,596

Peru 3,162 76 18 177 5,676 12 9,121 7,611

Colombia 1,227 195 – 1 1,526 4 2,953 3,050

Others(3) 127 10 – 11 522 – 670 677

Total $ 18,907 $ 3,182 $ 2,401 $ 968 $ 17,728 $ 1,674 $ 44,860 $ 38,432

Caribbean and Central America

Panama $ 4,534 $ 122 $ 65 $ 40 $ 278 $ 1 $ 5,040 $ 4,850

Costa Rica 1,930 77 – – 1,120 15 3,142 2,971

Dominican Republic 1,206 11 123 – 402 11 1,753 1,182

Others(4) 2,034 149 2 – 1,593 1 3,779 4,051

Total $ 9,704 $ 359 $ 190 $ 40 $ 3,393 $ 28 $ 13,714 $  13,054

As at October 31, 2019 $ 37,039 $ 6,250 $ 3,249 $ 6,944 $ 25,056 $ 1,895 $ 80,433

As at October 31, 2018 $  32,192 $  5,691 $   3,204 $   5,865 $   24,004 $  1,173 $  72,129

(1) Cross-border exposure represents a claim, denominated in a currency other than the local one, against a borrower in a foreign country on the basis of ultimate risk. 

(2) Includes Indonesia, Macau, Malaysia, South Korea, and Taiwan. 

(3) Includes Venezuela and Uruguay. 

(4) Includes other English and Spanish Caribbean countries, such as Bahamas, Barbados, British Virgin Islands, El Salvador, Jamaica, Trinidad & Tobago, and Turks & Caicos. 
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T62  Loans and acceptances by type of borrower(1)

As at October 31 ($ billions) 2019 2018 2017

Residential mortgages $ 268.2 $ 253.4 $ 236.9

Personal loans 98.6 96.0 89.2

Credit cards 17.8 16.5 14.1

Personal $ 384.6 $ 365.9 $ 340.2

Financial services

Non-bank $ 28.8 $ 24.6 $ 20.5

Bank(2) 5.2 4.5 3.8

Wholesale and retail 27.6 25.1 21.1

Real estate and construction 32.4 29.2 24.6

Energy(3) 16.6 14.8 14.5

Transportation 9.5 9.3 8.2

Automotive 14.0 14.7 13.0

Agriculture 13.3 11.5 10.2

Hospitality and leisure 4.4 4.0 3.5

Mining 6.8 5.5 4.9

Metals 2.9 3.0 2.6

Utilities 10.8 9.7 8.1

Health care 6.1 5.4 5.6

Technology and media 13.4 12.3 9.6

Chemicals(3) 2.4 1.9 2.1

Food and beverage 8.5 7.9 6.3

Forest products 3.1 1.9 1.7

Other(4) 16.0 16.9 17.0

Sovereign(5) 5.1 5.1 4.7

Business and government $ 226.9 $ 207.3 $ 182.0

$ 611.5 $ 573.2 $ 522.2

Total allowance for loan losses (5.1) (5.1) (4.3) 

Total loans and acceptances net of allowance for loan losses $   606.4 $   568.1 $   517.9

(1) The amounts for the years ended October 31, 2019 and October 31, 2018 have been prepared in accordance with IFRS 9; prior year amounts have not been restated. 

(2) Deposit taking institutions and securities firms. 

(3) Prior periods have been restated to conform to the current presentation. 

(4) Other related to $1.1 in financing products, $2.8 in services and $3.4 in wealth management (2018 – $2.3, $2.6, and $2.7 respectively). 

(5) Includes central banks, regional and local governments, and supra-national agencies. 

T63  Off-balance sheet credit instruments 

As at October 31 ($ billions) 2019 2018 2017

Commitments to extend credit(1) $   211.9 $   197.4 $   185.7

Standby letters of credit and letters of guarantee 35.6 35.4 35.5

Securities lending, securities purchase commitments and other 52.2 53.7 42.0

Total $ 299.7 $ 286.5 $ 263.2

(1) Excludes commitments which are unconditionally cancellable at the Bank’s discretion at any time. 
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T64    Changes in net impaired loans(1)

For the fiscal years ($ millions) 2019 2018 2017

Gross impaired loans

Balance at beginning of year $   5,130 $     5,070 $   5,394

Net additions

New additions 4,213 3,871 4,297

Acquisition-related 18 233 –

Declassifications (45) (168) (42) 

Payments (469) (722) (1,427) 

Sales (58) (72) (50) 

3,659 3,142 2,778

Write-offs

Residential mortgages (99) (219) (170) 

Personal loans (1,818) (1,441) (1,478) 

Credit cards (1,325) (1,104) (1,024) 

Business and government (274) (276) (501) 

(3,516) (3,040) (3,173) 

Foreign exchange and other (138) (42) (134) 

Balance at end of year $ 5,135 $ 5,130 $ 4,865

Allowance for credit losses on financial instruments(2)

Balance at beginning of year $ 1,677 $ 1,756 $ 2,948

Provision for credit losses 2,899 2,355 2,249

Write-offs (3,516) (3,040) (3,173) 

Recoveries

Residential mortgages 26 96 70

Personal loans 285 275 252

Credit cards 218 250 303

Business and government 45 68 55

574 689 680

Foreign exchange and other (39) (83) (82) 

Balance at end of year $ 1,595 $ 1,677 $ 2,622

Net impaired loans

Balance at beginning of year $ 3,453 $ 3,314 $ 2,446

Net change in gross impaired loans 5 60 (529) 

Net change in allowance for credit losses on impaired financial instruments 82 79 326

Balance at end of year $ 3,540 $ 3,453 $ 2,243

(1) Excludes loans acquired under the Federal Deposit Insurance Corporation (FDIC) guarantee related to the acquisition of R-G Premier Bank of Puerto Rico, prior to 2018. 

(2) The amounts for the years ended October 31, 2019 and October 31, 2018 have been prepared in accordance with IFRS 9; prior year amounts have not been restated. 

T65  Provision for credit losses(1)

For the fiscal years ($ millions) 2019 2018

New provisions $   3,599 $   3,267

Reversals (126) (223) 

Recoveries (574) (689) 

Provision for credit losses on impaired financial instruments (Stage 3) 2,899 2,355

Provision for credit losses – performing (Stage 1 and 2) 128 256

Total Provision for credit losses $ 3,027 $ 2,611

(1) The amounts for the years ended October 31, 2019 and October 31, 2018 have been prepared in accordance with IFRS 9; prior year amounts have not been restated. 

For the fiscal years ($ millions) 2017

New provisions $   3,057

Reversals (128) 

Recoveries (680) 

Net provisions for credit losses on impaired loans 2,249

Collective provision (reversals) on performing loans –

Total Provision for credit losses $ 2,249

2019 Scotiabank Annual Report  | 119



Management’s Discussion and Analysis 

T66  Provision for credit losses against impaired financial instruments by type of borrower 

For the fiscal years ($ millions) 2019 2018 2017

Residential mortgages $ 59 $ 91 $ 61

Personal loans 1,480 1,198 1,152

Credit cards 1,078 833 734

Personal 2,617 2,122 1,947

Financial services

Non-bank – 1 10

Bank – – 1

Wholesale and retail 85 92 63

Real estate and construction 48 48 62

Energy – (33) (8) 

Transportation 8 8 20

Automotive 13 9 8

Agriculture 20 15 14

Hospitality and leisure – (5) 14

Mining 1 (1) 2

Metals 7 (7) 46

Utilities 14 20 12

Health care 24 12 7

Technology and media 16 7 (1) 

Chemicals – 1 (1) 

Food and beverage 25 17 18

Forest products 5 5 3

Other 19 (6) 31

Sovereign (3) 50 1

Business and government 282 233 302

Provision for credit losses on impaired financial instruments $   2,899 $   2,355 $   2,249

T67  Impaired loans by type of borrower 

2019 2018

As at October 31 ($ millions) Gross 

Allowance

for credit

losses Net Gross 

Allowance

for credit

losses Net

Residential mortgages $ 1,830 $ 325 $ 1,505 $ 1,797 $ 360 $ 1,437

Personal loans 1,094 591 503 1,069 644 425

Credit cards – – – – – –

Personal $ 2,924 $ 916 $ 2,008 $ 2,866 $ 1,004 $ 1,862

Financial services

Non-bank 42 11 31 19 13 6

Bank 2 2 – 2 2 –

Wholesale and retail 370 182 188 390 168 222

Real estate and construction 344 84 260 469 112 357

Energy 155 13 142 135 30 105

Transportation 150 45 105 233 60 173

Automotive 49 25 24 50 16 34

Agriculture 250 69 181 150 50 100

Hospitality and leisure 2 1 1 37 1 36

Mining 39 7 32 25 5 20

Metals 56 28 28 48 17 31

Utilities 35 21 14 51 22 29

Health care 92 22 70 76 19 57

Technology and media 33 11 22 21 5 16

Chemicals 14 5 9 10 3 7

Food and beverage 154 63 91 99 50 49

Forest products 47 11 36 27 7 20

Other 137 75 62 159 78 81

Sovereign 240 4 236 263 15 248

Business and government $ 2,211 $ 679 $ 1,532 $ 2,264 $ 673 $ 1,591

Total $   5,135 $   1,595 $   3,540 $   5,130 $   1,677 $   3,453
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T68  Total credit risk exposures by geography(1)(2)

2019 2018

Non-Retail

As at October 31 ($ millions) Drawn Undrawn

Other

exposures(3) Retail Total Total

Canada $ 112,412 $ 45,419 $ 33,232 $ 358,170 $ 549,233 $  521,803

U.S. 95,268 37,529 43,239 – 176,036 178,139

Chile 23,476 1,309 4,077 24,659 53,521 53,152

Mexico 21,392 1,189 2,871 12,517 37,969 33,294

Peru 19,246 745 3,139 9,824 32,954 28,495

Colombia 5,382 397 637 7,257 13,673 13,649

Other International

Europe 23,050 6,656 16,179 – 45,885 42,613

Caribbean and Central America 17,841 1,849 1,476 17,470 38,636 38,302

Latin America (other) 10,478 999 239 686 12,402 11,368

Other 23,699 4,069 5,403 44 33,215 28,419

Total $ 352,244 $ 100,161 $ 110,492 $ 430,627 $ 993,524 $ 949,234

As at October 31, 2018 $  341,493 $   92,303 $   105,232 $  410,206 $  949,234

(1) Geographic segmentation is based upon the location of the ultimate risk of the credit exposure. Includes all credit risk portfolios and excludes equities and other assets. 

(2) Amounts represent exposure at default. 

(3) Includes off-balance sheet lending instruments such as letters of credit, letters of guarantee, derivatives, securitization and repo-style transactions after collateral. 

T69  AIRB credit risk exposures by maturity(1)(2)

2019 2018

Residual maturity as at October 31 ($ millions) Drawn Undrawn

Other

exposures(3) Total Total

Non-retail

Less than 1 year $ 144,421 $ 30,058 $ 65,738 $ 240,217 $  235,630

One to 5 years 122,302 63,091 27,516 212,909 208,800

Over 5 years 23,960 3,142 7,205 34,307 17,618

Total non-retail $ 290,683 $ 96,291 $ 100,459 $ 487,433 $ 462,048

Retail

Less than 1 year $ 40,732 $ 21,004 $ – $ 61,736 $ 50,941

One to 5 years 192,344 – – 192,344 188,922

Over 5 years 15,488 – – 15,488 15,259

Revolving credits(4)
39,084 29,839 – 68,923 68,467

Total retail $ 287,648 $ 50,843 $ – $ 338,491 $ 323,589

Total $ 578,331 $ 147,134 $ 100,459 $ 825,924 $ 785,637

As at October 31, 2018 $  549,472 $  134,884 $   101,281 $  785,637

(1) Remaining term to maturity of the credit exposure. Includes all credit risk portfolios and excludes equity securities and other assets. 

(2) Exposure at default, before credit risk mitigation. 

(3) Off-balance sheet lending instruments, such as letters of credit, letters of guarantee, securitization, derivatives and repo-style transactions after collateral. 

(4) Credit cards and lines of credit with unspecified maturity. 
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T70    Total credit risk exposures and risk-weighted assets 

2019 2018

AIRB Standardized(1) Total Total

As at October 31 ($ millions)

Exposure at

Default(2)

CET1 risk-

weighted

assets(3)

Exposure at

Default(2)

CET1 risk-

weighted

assets(3)

Exposure at

Default(2)

CET1 risk-

weighted

assets(3)

Exposure at

Default(2)

CET1 risk-

weighted

assets(3)

Non-retail

Corporate

Drawn $ 172,597 $ 83,506 $ 52,814 $ 50,219 $ 225,411 $ 133,725 $ 204,018 $ 127,647

Undrawn 93,026 33,655 3,684 3,644 96,710 37,299 89,198 36,376

Other(4) 46,766 10,868 3,495 3,419 50,261 14,287 46,941 14,020

312,389 128,029 59,993 57,282 372,382 185,311 340,157 178,043

Bank

Drawn 19,788 3,782 1,998 1,529 21,786 5,311 25,888 6,363

Undrawn 2,451 404 156 155 2,607 559 2,306 446

Other(4) 9,787 1,153 57 57 9,844 1,210 9,989 1,192

32,026 5,339 2,211 1,741 34,237 7,080 38,183 8,001

Sovereign

Drawn 98,298 3,659 6,749 840 105,047 4,499 111,587 4,948

Undrawn 814 93 30 29 844 122 799 111

Other(4) 2,990 65 2 – 2,992 65 1,812 96

102,102 3,817 6,781 869 108,883 4,686 114,198 5,155

Total Non-retail

Drawn 290,683 90,947 61,561 52,588 352,244 143,535 341,493 138,958

Undrawn 96,291 34,152 3,870 3,828 100,161 37,980 92,303 36,933

Other(4) 59,543 12,086 3,554 3,476 63,097 15,562 58,742 15,308

$ 446,517 $ 137,185 $ 68,985 $ 59,892 $ 515,502 $ 197,077 $ 492,538 $ 191,199

Retail

Retail residential mortgages

Drawn $ 217,673 $ 20,756 $ 47,427 $ 19,727 $ 265,100 $ 40,483 $ 250,461 $ 35,851

217,673 20,756 47,427 19,727 265,100 40,483 250,461 35,851

Secured lines of credit

Drawn 21,130 3,846 – – 21,130 3,846 21,047 3,639

Undrawn 18,524 1,102 – – 18,524 1,102 17,864 1,081

39,654 4,948 – – 39,654 4,948 38,911 4,720

Qualifying retail revolving exposures

Drawn 16,046 9,198 – – 16,046 9,198 17,337 9,993

Undrawn 29,839 3,806 – – 29,839 3,806 28,550 3,470

45,885 13,004 – – 45,885 13,004 45,887 13,463

Other retail

Drawn 32,799 16,131 44,709 33,196 77,508 49,327 73,276 45,702

Undrawn 2,480 776 – – 2,480 776 1,671 476

35,279 16,907 44,709 33,196 79,988 50,103 74,947 46,178

Total retail

Drawn 287,648 49,931 92,136 52,923 379,784 102,854 362,121 95,185

Undrawn 50,843 5,684 – – 50,843 5,684 48,085 5,027

$ 338,491 $ 55,615 $ 92,136 $ 52,923 $ 430,627 $ 108,538 $ 410,206 $ 100,212

Securitization exposures 18,098 183 5,207 1,784 23,305 1,967 23,346 2,287

Trading derivatives 22,818 6,790 1,272 1,250 24,090 8,040 23,144 7,895

CVA derivatives – 6,537 – – – 6,537 – 4,616

Subtotal $ 825,924 $ 206,310 $ 167,600 $ 115,849 $ 993,524 $ 322,159 $ 949,234 $ 306,209

Equities 2,279 2,136 – – 2,279 2,136 1,754 1,619

Other assets(5) – – 61,320 29,033 61,320 29,033 60,124 28,258

Total credit risk, before

scaling factor $ 828,203 $ 208,446 $ 228,920 $ 144,882 $ 1,057,123 $ 353,328 $ 1,011,112 $ 336,086

Add-on for 6% scaling

factor(6) – 12,103 – – – 12,103 – 11,010

Total credit risk $   828,203 $   220,549 $   228,920 $   144,882 $   1,057,123 $   365,431 $ 1,011,112 $ 347,096

(1) Net of specific allowances for credit losses. 

(2) Outstanding amount for on-balance sheet exposures and loan equivalent amount for off-balance sheet exposures, before credit risk mitigation. 

(3) In accordance with OSFI’s requirements, effective 2019, CVA risk-weighted assets have been fully phased-in. In the prior year, scalars for CVA risk-weighted assets of 0.80, 0.83 and 0.86 were used to compute the CET1 capital ratio, Tier 1 capital ratio and Total capital ratio, 

respectively. 

(4) Other exposures include off-balance sheet lending instruments, such as letters of credit, letters of guarantee, non-trading derivatives and repo-style exposures, after collateral. 

(5) Exposures at Default for Other Assets include amounts related to central counterparties effective Q4 2019. 

(6) Basel Committee imposed a scaling factor (6%) on risk-weighted assets for Internal Ratings-Based credit risk portfolios. 
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Revenues and Expenses 

T71  Volume/rate analysis of change in net interest income 

Increase (decrease) due to change in:

2019 versus 2018

Increase (decrease) due to change in:

2018 versus 2017

($ millions)

Average

volume

Average

rate

Net

change

Average

volume

Average

rate

Net

change

Net interest income

Total earning assets $ 2,938 $ 1,779 $ 4,717 $ 1,645 $ 2,495 $ 4,140

Total interest-bearing liabilities 1,209 2,521 3,730 408 2,576 2,984

Change in net interest income $ 1,729 $ (742) $ 987 $ 1,237 $ (81) $ 1,156

Assets

Deposits with banks $ (73) $ 142 $ 69 $ 10 $ 327 $ 337

Trading assets 25 96 121 (7) 34 27

Securities purchased under resale agreements 126 (70) 56 (8) 171 163

Investment securities 155 191 346 85 256 341

Loans:

Residential mortgages 586 510 1,096 513 411 924

Personal loans 373 420 793 281 432 713

Credit cards 443 55 498 300 (42) 258

Business and government 1,303 435 1,738 471 906 1,377

Total loans 2,705 1,420 4,125 1,565 1,707 3,272

Total earning assets $ 2,938 $ 1,779 $ 4,717 $   1,645 $   2,495 $   4,140

Liabilities

Deposits:

Personal $ 255 $ 249 $ 504 $ 131 $ 471 $ 602

Business and government 821 1,722 2,543 316 1,517 1,833

Banks (36) 316 280 1 230 231

Total deposits 1,040 2,287 3,327 448 2,218 2,666

Obligations related to securities sold under repurchase agreements 47 41 88 (13) 43 30

Subordinated debentures 66 15 81 (43) 30 (13) 

Other interest-bearing liabilities 56 178 234 16 285 301

Total interest-bearing liabilities $   1,209 $   2,521 $   3,730 $ 408 $ 2,576 $ 2,984

T72  Provision for income taxes 

For the fiscal years ($ millions) 2019 2018 2017

2019

versus

2018

Income taxes

Income tax expense $ 2,472 $ 2,382 $ 2,033 4% 

Other taxes

Payroll taxes 439 390 380 13

Business and capital taxes 515 464 423 11

Harmonized sales tax and other 386 437 412 (12) 

Total other taxes 1,340 1,291 1,215 4

Total income and other taxes(1)
$ 3,812 $ 3,673 $ 3,248 4% 

Net income before income taxes $11,270 $  11,106 $  10,276 1% 

Effective income tax rate (%) 21.9 21.5 19.8 0.4

Total tax rate (%)(2) 30.2 29.6 28.3 0.6

(1) Comprising $1,998 of Canadian taxes (2018 – $2,218; 2017 – $1,758) and $1,814 of foreign taxes (2018 – $1,455; 2017 – $1,490). 

(2) Total income and other taxes as a percentage of net income before income and other taxes. 
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