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Management Report 

In compliance with legal and statutory provisions, Scotiabank Brasil's Management submits to 
your appreciation the financial statements for the years ended December 31, 2017 and 2016, 
accompanied by the explanatory notes and independent auditors' report prepared in accordance 
with accounting practices adopted in Brazil, set by the Corporate Law, related to rules of the 
National Monetary Council (CMN), Central Bank of Brazil (BACEN) and Brazilian Securities and 
Exchange Commission (CVM). Management assures herein the Bank's financial ability and the 
intention to hold up to maturity the securities classified under this category, in accordance with 
the BACEN Circular 3068 precepts.  

Acknowledgments 

Scotiabank Brasil wishes to take this opportunity to express its appreciation for the trust and 
support of its clients, and for the dedication, ethics, professionalism and engagement of its 
employees.  
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Independent auditors' report on the financial 
statements 
 
 
To 
The Management and Shareholders of 
Scotiabank Brasil S.A. Banco Múltiplo 
São Paulo - SP 
 
 
Opinion 
We have audited the financial statements of Scotiabank Brasil S.A. Banco Múltiplo (the 
“Bank”), which comprise the balance sheet as of December 31, 2017, and the statements of 
profit or loss, changes in equity and cash flows for the year and six-month period then 
ended, and notes to the financial statements, including significant accounting policies and 
other explanatory information.  

In our opinion, the financial statements present fairly, in all material respects, the financial 
position of Scotiabank Brasil S.A. Banco Múltiplo as of December 31, 2017, and of its 
financial performance and its cash flows for the year and six-month period then ended in 
accordance with accounting pratices adopted in Brazil applicable to entities authorized to 
operate by the Central Bank of Brazil - Bacen. 

Basis for opinion 
We conducted our audit in accordance with International and Brazilian Standards on Auditing. 
Our responsibilities, in accordance with the aforementioned standards, are described in the 
following section entitled "Auditors' responsibilities for the audit of the financial statements”. We 
are independent of the Bank, in accordance with relevant ethical principles established in the 
Accountant's Professional Code of Ethics and professional standards issued by the Federal 
Accounting Council (CFC), and we comply with other ethical responsibilities in accordance with 
the aforementioned standards. We believe that the audit evidence we have obtained is sufficient 
and appropriate to provide a basis for our audit opinion.  
 

Other information that accompanying the financial statements, and the independent 
auditors' report  
The Bank's Management is responsible for that other information comprising the 
Management Report.   

Our opinion on the financial statements does not cover the Management Report and we do 
not express any form of audit conclusion thereon.  
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Our responsibility in connection with the audit of the financial statements is to read the 
Management Report and, in doing so, verify whether the aforementioned report is materially 
inconsistent with the financial statements and our knowledge gained in the course of our 
examination, or, otherwise, seems materially misstated. If, based on the work performed, 
we conclude that there is material misstatement in the Management Report, we are 
required to report on such fact. We have nothing to report on this respect. 
 
The management and corporate governance responsibilities for the financial 
statements 
Management is responsible for the preparation and fair presentation of the financial 
statements in accordance with accounting practices adopted in Brazil, applicable to 
institutions authorized to operate by the Central Bank of Brazil (BACEN), and for such 
internal control as management determines is necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or error. 
 
In preparing the financial statements, Management is responsible for assessing the Bank’s 
ability to continue as a going concern, disclosing, as applicable, matters related to going 
concern and using the going concern basis of accounting unless Management either 
intends to liquidate the Bank or to cease operations, or has no realistic alternative but to do 
so. 
 
Those charged with governance are responsible for overseeing the Banks’s financial 
reporting process. 
 
The auditors' responsibilities for the financial statements 
Our objectives are to obtain reasonable assurance that the overall financial statements are 
free from material misstatement, whether due to error or fraud, and issue an independent 
auditors' report including our opinion.  Reasonable assurance is a high level of assurance, 
but it is not a guarantee that the examination performed in accordance with Brazilian and 
international standards on auditing will always detect possible existing material 
misstatements. Misstatements may derive from error or fraud and are considered material 
when may individually or jointly influence, within a reasonable perspective, the economic 
decisions users take based on the aforementioned financial statements.  
 
As part of the examination performed in accordance with Brazilian and international 
standards on auditing, we exercised professional judgment and maintained professional 
skepticism throughout the audit. Additionally: 
 

 We identify and assess the material misstatement risks in the financial statements, whether 
caused by error or fraud. We plan and execute audit procedures in response to such risks, 
and obtain appropriate and sufficient audit evidence to substantiate our opinion. The risk of 
not detecting material misstatement resulting from fraud is greater than the one deriving 
from error, as fraud may involve the act of circumventing internal control, collusion, forgery, 
omission or deliberate false representations.  

 
 We gain an understanding of the relevant internal control for the audit in order to plan audit 

procedures appropriate for the circumstances, but not with the objective of expressing an 
opinion on the effectiveness of the Bank's internal control.  

 
 Evaluate the appropriateness of accounting policies used and the reasonableness of 

accounting estimates and related disclosures made by management. 
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 We conclude on the appropriateness of Management’s use of the going concern basis of 
accounting and, based on the audit evidence obtained, whether a material uncertainty 
exists related to events or conditions that may cast significant doubt on the Bank’s ability to 
continue as a going concern. Should we reach the conclusion that there is material 
uncertainty, we should draw attention in our audit report to the corresponding disclosures in 
the financial statements, or include any change in our opinion if the disclosures are 
inappropriate. Our conclusions are substantiated by the audit evidence obtained up to the 
date of our report. However, future events or conditions may lead to the Bank losing its 
ability to continue as a going concern.  
 

 We assess the overall presentation, structure and contents of the financial statements, 
including the disclosures, and whether the financial statements represent the corresponding 
transactions and events in a compatible manner with the objective of a true and fair 
presentation.  
 
We communicate with those responsible for corporate governance with respect to, among 
other aspects, the scope planned, the audit timing and the significant audit findings, 
including possible significant weaknesses in internal control that we identified during the 
course of our work.  
 
 
São Paulo, March 1, 2018 
 
 
KPMG Auditores Independentes 
CRC 2SP014428/O-6 
Original report in Portuguese signed by 
Giuseppe Masi 
Accountant CRC 1SP176273/O-7 
 
 
 
 
 
 



SCOTIABANK BRASIL S.A. BANCO MÚLTIPLO
BALANCE SHEETS AS OF DECEMBER 31, 2017 AND 2016
(In thousands of Reais)

2017 2016
Assets
Current 3,148,021                  3,530,238           

Cash and cash equivalents 168,180                     4,689                  
Interbank investments 1,398,392                  840,414              

Money market instruments 1,202,036                  699,882              
Interbank deposits 196,356                     140,532              

Securities and derivative financial instruments 693,907                     1,583,549           
Own portfolio 338,175                     598,337              
Derivative financial instruments 93,905                       291,854              
Subject to guarantees 261,827                     693,358              

Interbank accounts 117                            2,292                  
Restricted deposits:

Deposits with Central Bank of Brazil 4                                13                       
Correspondents banks 113                            2,279                  

Loans 254,021                     147,472              
Loans

Private sector 255,189                     148,053              
Allowance for loan losses (1,168)                       (581)                    

Other receivables 632,904                     951,281              
Foreign exchange portfolio 672,011                     897,216              
Income receivable 5                                3                         
Securities clearing accounts 1,178                         2,613                  
Sundry 30,520                       76,757                
Allowance for loan losses (70,810)                     (25,308)               

Other assets 500                            541                     
Prepaid expenses 500                            541                     

Long-term receivables 686,678                     417,829              

Securities and derivative financial instruments 66,101                       190,732              
Own portfolio 3,485                         33,259                
Derivative financial instruments 36,350                       157,473              
Subject to guarantees 26,266                       -                      

Loans 543,667                     178,315              
Loans

Private sector 545,978                     178,910              
Allowance for loan losses (2,311)                       (595)                    

Other receivables 76,902                       48,712                
Sundry 76,902                       48,712                

Other assets 8                                70                       
Prepaid expenses 8                                70                       

Permanent assets 3,479                         3,515                  

Investments 6                                6                         
Other investments 6                                6                         

Premises and equipment 3,143                         2,979                  
Other property and equipment 12,894                       12,176                
Accumulated depreciation (9,751)                       (9,197)                 

Intangible assets 330                            530                     
Intangible Assets 998                            1,121                  
Accumulated amortization (668)                          (591)                    

Total assets 3,838,178                  3,951,582           

The notes are an integral part of these financial statements.
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SCOTIABANK BRASIL S.A. BANCO MÚLTIPLO
BALANCE SHEETS AS OF DECEMBER 31, 2017 AND 2016
(In thousands of Reais)

2017 2016
Liabilities
Current 1,681,433                2,494,876          

Deposits 351,561                   630,378             
Demand deposits 159                          193                    
Interbank investments -                           45,875               
Time deposits 351,402                   584,310             

Acceptances and endorsements -                           81,617               
Funds from real estate, mortgage, credit and similar notes -                           81,617               

Interbranch accounts -                           437                    
Third-party funds in transit -                           437                    

Borrowings 709,129                   1,261,264          
Foreign borrowings 709,129                   1,261,264          

Derivative financial instruments 32,303                     55,890               
Derivative financial instruments 32,303                     55,890               

Other liabilities 588,440                   465,290             
Foreign exchange portfolio 506,353                   390,303             
Social and statutores 24                            1,107                 
Tax and social security 62,980                     25,627               
Due in connection with securities dealing 9,048                       40,293               
Sundry 10,035                     7,960                 

Long-term liabilities 1,632,388                934,585             

Deposits 970,117                   778,512             
Time deposits 970,117                   778,512             

Acceptances and endorsements 796                          684                    
Funds from real estate, mortgage, credit and similar notes 796                          684                    

Borrowings 579,328                   52,818               
Foreign borrowings 579,328                   52,818               

Derivative financial instruments 34,979                     37,070               
Derivative financial instruments 34,979                     37,070               

Other liabilities 47,168                     65,501               
Due to shareholders 333                          -                     
Tax and social security 17,879                     38,735               
Sundry 28,956                     26,766               

Deferred income -                           191                    
Deferred income -                           191                    

Equity 524,357                   521,930             
Capital:

Shareholders domiciled abroad 321,121                   321,121             
Profit reserves 202,828                   200,698             
Equity valuation adjustments 408                          111                    

Total liabilities 3,838,178                3,951,582          

The notes are an integral part of these financial statements.
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SCOTIABANK BRASIL S.A. BANCO MÚLTIPLO
STATEMENTS OF PROFIT OR LOSS
YEARS ENDED DECEMBER 31, 2017 AND 2016
SEMESTER ENDED DECEMBER 31, 2017
(In thousands of Reais, except net income per lot of a thousand shares - R$)

Second half
2017 2017 2016

Financial operations income 130,542                277,220             111,917                
Loans 24,141                  75,559               47,663                  
Securities income 73,908                  172,880             245,740                
Derivative financial instruments 32,493                  27,683               (181,486)               
Foreign exchange operations -                        1,098                 -                        

Financial operations expenses (41,770)                 (220,538)           (12,638)                 
Funding operations (61,973)                 (147,827)           (130,892)               
Borrowings (5,680)                   (24,906)             222,085                
Foreign exchange operations (4,178)                   -                    (81,414)                 
Allowance for loan losses 30,061                  (47,805)             (22,417)                 

Gross income on financial operations 88,772                  56,682               99,279                  

Other operating income (expenses) (38,611)                 (45,786)             (47,243)                 
Service income 14,455                  35,293               25,712                  
Personnel expenses (27,580)                 (48,160)             (49,528)                 
Other administrative expenses (10,705)                 (20,262)             (21,591)                 
Tax expenses (5,229)                   (7,427)               (7,962)                   
Other operating income 5,770                    11,868               7,746                    
Other operating expenses (15,322)                 (17,098)             (1,620)                   

Operating income 50,161                  10,896               52,036                  

Non-operating losses (7)                          (68)                    (4)                          

Profit before taxes on income and profit sharing 50,154                  10,828               52,032                  

Income and social contribution taxes (26,887)                 (8,340)               (24,290)                 
Provision for income tax (3,502)                   (13,912)             (17,675)                 
Provision for social contribution tax (1,343)                   (9,653)               (14,116)                 
Deferred tax assets (22,042)                 15,225               7,501                    

Profit sharing (358)                      (358)                  (1,623)                   

Net income for the semester / years 22,909                  2,130                 26,119                  

Net income per lot of a thousand shares - R$ 10.31                    0.96                   11.76                    

The notes are an integral part of these financial statements.

Years
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SCOTIABANK BRASIL S.A. BANCO MÚLTIPLO

STATEMENTS OF CHANGES IN EQUITY
YEARS ENDED DECEMBER 31, 2017 AND 2016 
SEMESTER ENDED DECEMBER 31, 2017

(In thousands of Reais)

Equity valuation Retained earnings/accumulated

Capital Legal Statutory adjustments (losses) Total

Balances as of January 1, 2016 321,121          17,642    156,937        -                                 -                                           495,700     
Equity valuation adjustments -                 -          -                111                                -                                           111           
Net income for the year -                 -          -                -                                 26,119                                     26,119       
Allocations:

Legal reserve -                 1,306      -                -                                 (1,306)                                      -            
Statutory reserves -                 -          24,813          -                                 (24,813)                                    -            

Balances as of December 31, 2016 321,121          18,948    181,750        111                                -                                           521,930     

Balances as of January 1, 2017 321,121          18,948    181,750        111                                -                                           521,930     
Equity valuation adjustments -                 -          -                297                                -                                           297           
Net income for the year -                 -          -                -                                 2,130                                       2,130         
Allocations:

Legal reserve -                 106         -                -                                 (106)                                         -            
Statutory reserves -                 -          2,024            -                                 (2,024)                                      -            

Balances as of December 31, 2017 321,121          19,054    183,774        408                                -                                           524,357     

Balances as of July 1, 2017 321,121          18,948    181,750        128                                (20,779)                                    501,168     
Equity valuation adjustments -                 -          -                280                                -                                           280           
Net income for the semester period -                 -          -                -                                 22,909                                     22,909       
Allocations:

Legal reserve -                 106         -                -                                 (106)                                         -            
Statutory reserves -                 -          2,024            -                                 (2,024)                                      -            

Balances as of December 31, 2017 321,121          19,054    183,774        408                                -                                           524,357     

The notes are an integral part of these financial statements.

Profit reserves
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Second half

2017 2017 2016

Operating activities

Adjusted net income (loss) (5,825)           52,512     52,001     

Net income for the semester / years 22,909          2,130       26,119     

Adjustments in profit (28,734)         50,382     25,882     

Expense on (reversal of) allowance for loan losses 669 2,303       (377)        

Expense on (reversal of) allowance for other receivable losses (30,731)         45,502     22,794     

Depreciation and amortization 568 1,114       1,165       

Loss on the write-off of premises and equipment 7 7              -          

Expense on provision for contingent liabilities and legal obligations 473 1,159       2,189       

Adjustment to market value of available-for-sale financial assets 280 297          111          

Changes in assets and liabilities 180,044        (37,391)   240,409   

Decrease (Increase) in interbank investments (707,433)       (707,433) 126,895   

Decrease (increase) in securities and derivative financial instruments. 797,358        988,595   (985,932) 

Reversal of (increase in) legal reserves at the Central Bank of Brazil 9 9              (7)            

Decrease (increase) in interbank accounts (113) 2,166 (2,279)     

Decrease (increase) in interbranch accounts (1,004)           (437) 437 

Decrease (increase) decrease in loans 7,854            (474,204) 43,953 

Decrease (increase) decrease in other receivables (250,859)       244,685   (200,005) 

Decrease in other assets 359 103          368          

Increase (decrease) in deposits (413,536)       (87,212)   945,315   

(Decrease) in money market funding - -          (1,000)     

Increase (decrease) in acceptances and endorsements (20,876)         (81,505)   10,581     

Increase (decrease) in borrowings 252,274        (25,625)   (97,528)   

Increase in other liabilities 516,011        103,658   399,429   

Increase (decrease) in deferred income - (191) 182          

Net cash from operating activities 174,219        15,121     292,410   

Investing activities

Acquisition of premises and equipment (363) (1,085) (261)        

Net cash from investing activities (363) (1,085) (261)        

Net increase in cash and cash equivalents 173,856        14,036     292,149   

Cash and cash equivalents at beginning of the semester / years 685,283        845,103   552,954   

Cash and cash equivalents at beginning of the semester / years 859,139        859,139   845,103   

Net increase in cash and cash equivalents 173,856        14,036     292,149   

The notes are an integral part of these financial statements.

Years

Semester ended December 31, 2017

Scotiabank Brasil S.A. Banco Múltiplo

Statements of cash flows (Indirect Method)

 Years ended December 31, 2017 and 2016

 (In thousands of Reais)
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SCOTIABANK BRASIL S.A. BANCO MÚLTIPLO 
NOTES TO THE FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 2017 AND 2016 
 (In thousands of Reais)  
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1. Operations 
 

Scotiabank Brasil S.A. Banco Múltiplo ("Bank") is organized and authorized to operate as a multiple bank by 
means of its investment and commercial portfolios, including foreign exchange.  
 

The Bank's shareholders are The Bank of Nova Scotia (“BNS”) and BNS Investments Inc. (BNS' whole investee), 
both with head offices in Canada.  
 

2. Preparation and presentation of the financial statements 
 
The financial statements have been prepared in accordance with accounting policies set forth by corporate 
legislation, the standards and instructions set forth by the National Monetary Council (CMN) and by the Central 
Bank of Brazil (BACEN), in accordance with the Standard Chart of Accounts for Financial Institutions (COSIF), 
and by the Committee for Accounting Pronoucements (CPC), when applicable.  
 

The issuance of these financial statements was authorized by the Executive Board on February 23, 2018. 
 

The financial statements include estimates and assumptions, such as measurement of allowance for loan losses, 
estimates of the fair value of certain financial instruments, provisions for contingencies, other provisions and the 
determination of the useful life of certain assets. Actual results may differ from those estimates and assumptions. 
 

Amounts realizable and payable in up to one year and after one year are segregated, respectively, into current and 
long-term, according to the applicable regulation.  
 

The statements of cash flows were prepared based on the indirect method and the cash and cash equivalent 
amounts correspond to the balances of cash and due from banks and interbank investments with original maturity 
equal to or shorter than ninety days. 
 

3. Description of significant accounting policies 
 

a) Statement of profit or loss 
 

Income and expenses are recognized on the accrual basis. 
 

For better presentation purposes, the Bank reclassifies exchange variation from the “Other operating income / 
expenses” accounts directly to the corresponding accounts “Financial operations income / expenses” in the 
statement of profit or loss.  
 

b) Current and long-term assets 
 

These are stated at realization value, less, when applicable, the corresponding unearned income, including the 
yields and monetary and foreign exchange variations earned and adjusted by provisions, when applicable, up to 
the reporting date.  

 

c) Securities 
 

Securities are recorded at the cost of acquisition and presented in the Balance Sheet in accordance with the 
BACEN Circular n. 3.068, and classified according to the Management's intention in the following categories: 
“Trading securities”, related to securities acquired with the purpose of trading them in an active and frequent 
manner, which are classified as short term and valued at market value against profit or loss for the period, 
“Securities available for sale”, and do not fall within the trading nor the held-to-maturity categories, are adjusted 
at market value against the highlighted equity accounts, less the tax effects and “Securities held-to-maturity”, for 
which there is financial ability for their maintenance in portfolio up to maturity. They are recoded at acquisition 
cost plus yields earned in contra-entry to profit or loss for the period.  

  



SCOTIABANK BRASIL S.A. BANCO MÚLTIPLO 
NOTES TO THE FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 2017 AND 2016 
 (In thousands of Reais)  
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In order to have the market value of the securities portfolio, federal government bonds have their prices adjusted 
in order to reflect the observable price in the market, as published by the National Association of Financial and 
Capital Markets (ANBIMA).  For private securities, such as debentures, the determination of market value for 
this category is based on an independent pricing model, which consists of calculating the future value of cash 
flows plus monetary correction, which are discounted to their present value by the fixed interest rate plus the credit 
spread. The Bank records the estimated provision for losses associated with the debentures' credit risk, observing 
the criteria determined by CMN Resolution 2.682/99 (note 3 “f”). In the case of investment in investment fund, 
the corrected cost reflects the market value of the corresponding quotas.  
 

d) Derivative financial instruments 
 

The Bank carries out operations involving derivative financial instruments whose purpose is to meet its own and 
its clients’ needs. These operations are intended to manage market risk exposure to potential losses caused by 
fluctuations in the price of financial assets and variations in interest rates, currencies and indexes. The Bank’s 
Management sets guidelines concerning the operation policy, control, establishment of strategies, as well as the 
limit of these positions. 
 
In accordance with the BACEN Circular n. 3.082, derivative financial instruments are classified on the date of 
their acquisition according to the Management's intention of using them for hedging purposes, or not.  
 
Operations which use derivative financial instruments performed at the request of clients, at the Bank's expense, 
which do not meet the hedging criteria (principally derivatives used for managing the overall exposure to risk), 
are accounted for at market value, including realized and unrealized gains and losses, directly recognized in the 
statement of profit or loss.  
 
An area independent of the operating and business areas is responsible for the evaluation and measurement of 
assets and liabilities existing in the Bank. The market value calculation of portfolio regarding derivative financial 
instrument such as swaps, forward, futures and other derivatives are based on prices, taxes or information collected 
from independent sources such as B3 S.A., securities brokers, BACEN, and ANBIMA, among others. The market 
and credit risk associated with these products, as well as the operational risks, are similar to those related to other 
types of financial instruments. For derivative financial instruments, assessment procedures regarding the need for 
prudential adjustments to their values, established by the CMN Resolution n. 4.277, are established and 
maintained, irrespective of the pricing methodology adopted, and prudence, relevance and reliability criteria 
observed.  For over-the-counter (OTC) derivatives, the adjustments reflect the risk attributable to the credit quality 
of the issuer or counterparty, measured by means of internally approved methodology.  
 

e) Loans  
 

These are recorded based o the yields obtained, and recognized on a per day pro rata basis, according to the 
changes in the index and interest rates agreed upon.  
 

Revenues and charges of any nature related to loan transactions which have been in arrears for a period of 60 days 
or more are recorded as unrecognized income and recognized in profit or loss when they are actually received. 
 

f) Allowance for loan losses  
 

Based on the analysis of outstanding operations conducted by the Management in order to conclude on the 
appropriate amount to absorb probable losses from their realization, considering the economic scenario and both 
the specific and global risks of the portfolio, as well as the provisions set forth in the CMN Resolution n. 2.682, 
which requires periodic analysis of the portfolio and its classification into nine levels, where "AA" corresponds 
to minimum risk and "H" to loss.   Transactions in arrears classsified as level “H” remain under this classification 
for six months, after which they are written off against the recorded allowance and controlled in memorandum 
accounts. 

  



SCOTIABANK BRASIL S.A. BANCO MÚLTIPLO 
NOTES TO THE FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 2017 AND 2016 
 (In thousands of Reais)  
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g) Permanent assets 

 

Permanent assets are stated at cost, combined with the following aspects: 
 

 Other investments:they are stated at cost of acquisition, less impairment loss, when applicable; 
 Depreciation: calculated on a straight-line basis, at the annual rates which consider the economic useful life 

of the assets, as follows: 10% for furniture, equipment, security system and facitilities; and 20% for data 
processing systems; and  
 

 Amortization of intangible assets: calculated on a straight-line basis, for a period of up to 10 years.  
 

h) Impairment loss 
 

Pursuant to the CMN Resolution n. 3.566 which approved the adoption of Technical Pronouncement CPC 01 
(impairment), the recoverable value of assets is tested, at least once a year, if there are indicators of loss. When 
the carrying value of the asset exceeds its recoverable value, the loss will be recognized directly in the statement 
of profit or loss. 

 

No impairment loss had been identified as of December 31, 2017 and 2016.  
 

i) Current and long-term liabilities  
 

Current and long-term liabilities are stated at known or measurable amounts, including charges and monetary 
fluctuations (on a "pro rata" basis) and foreign exchange variations incurred. 

 

j) Deferred income and social contribution taxes  
 

The provision for income tax is recorded at the rate of 15% on taxable profit, plus a 10% surtax. Social contribution 
tax is calculated at the rate of 20% on taxable income. As established by Law n. 13.169/15, the social contribution 
of financial institutions increased from 15% to 20% for the period comprised between September 1, 2015 and 
December 31, 2018, and will return to the 15% rate as from January 1, 2019.  
 
The Bank has deferred income and social contribution tax credit assets recored resulting from tax loss, negative 
basis of social contribution and temporary differences. Tax credits were recorded taking into account the social 
contribution rate in effect at the time of their realization, established by Law n. 13.169/15. 
 
Based on the CMN Resolution n. 3.059 and subsequent amendments, the historical taxable income and short-term 
and medium-term forecasts prepared by the Bank enable a reasonable estimate of the realization term of these 
assets (note 19 “c”). 
 

k) PIS and COFINS  
 

PIS and COFINS contributions are provisioned for at the rate of 0.65% and 4%, respectively, in accordance with 
the legislation in force. 
 

l) Contingent assets and liabilities and legal obligations (tax and social security) 
 
The Bank follows the guidelines set forth in the CMN Resolution n. 3.823, which approved the adoption of 
Technical Pronouncement CPC 25 - Procedures applicable to the recognition, measurement and disclosure of 
provisions, contingent liabilities and contingent assets.  
 
Contingent assets are not recognized in the financial statements, except when there are evidences that ensure their 
realization, given that a final judgment has been rendered on the case.  
 

Lawsuits are classified as probable, possible or remote according to the risk of loss, where a provision is made for 
those classified as probable loss, according to the estimated amount of the loss, based on the opinion of our legal 
advisers, the nature of the lawsuits and previous rulings delivered by courts for similar cases. Lawsuits classified 
as possible loss are only disclosed and those classified as remote loss do not require provision or disclosure.  
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Legal obligations are lawsuits related to tax obligations, whose matter of dispute is their legality or 
constitutionality. Regardless of the evaluation of the likelihood of favorable outcome, the amounts are fully 
recognized in the financial statements. 
 
 

m) Share-based payment 
 

Qualified employees of the Bank participate in stock-based compensation plans, which are evaluated based on the 
price of the common share of The Bank of Nova Scotia (BNS). The Bank records its expense in the Statement of 
Profit or Loss for the years against a provision in Liabilities, as established by the CMN Resolution n. 3.989, 
which approved the adoption of the Technical Pronouncement CPC 10 - Share-Based Payment (Note 21). 
 

n) Post-employment benefits 
 
Post-employment or long-term benefit plans are formal or informal agreements in which the Bank commits itself 
to provide post-employment benefits to one or more than one employees, in accordance with the CMN Resolution 
n. 4.424, which approved Technical Pronouncement CPC 33 (R1 ) - Employee Benefits. 
  
The defined contribution plans are post-employment benefits, in which the sponsoring Bank pays fixed 
contributions to a separate entity (fund), and there is no legal or constructive obligation to pay additional 
contributions if the fund does not have sufficient assets to honor all benefits in relation to its services in the current 
period and in previous periods. Contributions made to this effect are recognized as personnel expenses in the 
statement of profit or loss. 
 

Defined benefit plans are post-employment benefits other than defined contribution plans. For this type of plan, 
the Bank's obligation is to provide the agreed upon benefits with its employees, assuming the potential actuarial 
risk that the benefits may cost more than expected (note 22). 
 

4. Components of cash and cash equivalents 
 

 
 

5. Interbank investments 
 

 
 

6. Securities 
 
The corrected cost (plus yield earned) and the market value of securities as of December 31, 2017 and 2016 were 
as follows:  
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a) Trading securities  
 

 
  
 

b) Available-for-sale securities 
 

 
 

c) Held-to-maturity securities 
 

 
 

As of December 31, 2017, the corrected/accounting cost of R$26,643 is deducted from a provision for losses 
associated to credit risk in the amount of R$9,450 and the market value of securities held to maturity represented 
R$36,804 (2016 - R$142,458) (note 3 “c”).  
 

Federal government bonds are kept under the custody of SELIC, debentures, under the custody of CETIP S.A., 
and the investment fund quotas, under the custody of Banco BM&FBOVESPA de Serviços de Liquidação e 
Custódia S.A.  
 

7. Derivative financial instruments 
 

The tables below show the reference values corrected to the market price, the respective adjustments receivable 
and payable and net exposures in the balance sheets to derivative financial instruments as of December 31, 2017 
and 2016: 
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As of December 31, 2017, in addition to the daily adjustments of futures contracts, the amount R$10 (2016 - 
R$16) is recorded under the caption “Other liabilities - due in connection with securities dealing” in current 
liabilities, which is related to commission and brokerage fees to settle with B3 S.A. 

(i) See note 3 “d”.
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As of December 31, 2017, the Bank has a forward foreign exchange swap operation whose notional value is 
R$81,009, with maturity falling due in January 2018, and a R$94 adjustment payable.  

 
 

The table below shows the reference values corrected to market price recorded in memorandum accounts and the 
respective maturity terms as of December 31, 2017 and 2016: 
 

 
 

The results with derivative financial instruments for the years ended December 31, 2017 and 2016 are composed 
as follows: 
 

 
 

Derivative financial instruments are registered at B3 S.A. and CETIP S.A. 
 

8. Risk Management 
 
Operational risk 
 
The Bank has an across-the-board operational risk management structure which is responsible for identifying, 
assessing, monitoring, controlling, mitigating and reporting risks facing the organization. In this context, all 
employees have full access to all the tools, methodologies and reports produced by the Operational Risk 
department, thus enabling the dissemination of the risk-control culture inside the Bank.  
 

The Bank’s Operational Risk structure also includes the engagement of the Executive Board, which is immediately 
involved in every significant event and actively participates in the monitoring of actions aimed to mitigate these 
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risks. In addition to the daily monitoring, the Risk Management department also reports on a monthly basis the 
main operational risk events to the department heads and to the Executive Boards of the Bank and of The Bank 
of Nova Scotia (BNS). 

 
 

Management of market and liquidity risks  
 

Consistent with the requirements of the Head Office and always following the leading worldwide adopted 
practices in risk management, the Bank has a comprehensive structure of risk control and management, integrated 
with and independent of the business areas and which seeks the optimization of the risk/return relation, focusing 
on efficient monitoring and strict control of the risk exposure factors. An integrated set of processes using 
platforms of local and global systems is responsible for the determination, analysis and report of market and 
liquidity risks. The limits of risk are determined and approved by both local directors and those in the Head Office, 
and are monitored on a preventive basis. 
 

In this context, the market and liquidity risk management is performed on a daily basis by using own models and 
instruments such as VaR - Value-at-Risk, projections of cash flow, stress testing, backtesting, analysis of 
sensitivity of interest, foreign exchange and volatility.  
 

By complying with BNS’s requirements, the Bank was able to meet the BACEN requirements regarding 
implementation of a market and liquidity risk structure (CMN Resolutions n. 3.464 and n. 4.090). In addition, the 
Bank calculates the capital requirements due to market risk exposure in accordance with the criteria established 
by the CMN Resolution n. 4.193. 
 

Credit risk management  
 

Consistent with the rules established by BACEN (CMN Resolutions n. 2.682, n. 2.844, n. 3.721, and others), and 
the organization’s risk philosophy, the Bank has a credit risk management structure which includes the analysis 
and establishment of individual credit limit for the entire range of loan takers, as well as the analysis and 
monitoring of the Bank’s aggregate credit risk, which takes into account all product lines offered by the Bank and 
all economic segments in which loan takers operate. 
 

The credit risk culture is broadly disseminated in the Bank, and the description of the products offered to loan 
takers includes the identification of the credit, market and operating risks, as well as the information systems that 
control them. Individual credit limits for loan takers are approved by using the Bank’s own techniques/ 
methodologies, and are reviewed at least once a year together with their corresponding ratings which, under the 
CMN Resolution n. 2.682, are reviewed every six months for credit risks that exceed 5% of the Bank’s reference 
shareholders’ equity. 
 

The executive board and the risk areas actively work, in a systematic manner, on the management of credit risks, 
which includes the approval of individual credit limits and related institutional policies. In addition, they work in 
the monitoring of the aggregate credit portfolio and stress testing for evaluating the credit portfolio’s resistance to 
adverse economic scenarios. 
 
Capital management 
 

The Bank is dedicated to maintaining a robust capital basis in order to support risks associated to its businesses. 
The Bank’s Capital Management structure, which encompasses internal policies, measures and procedures related 
to Capital Management and Internal Process for Capital Adequacy Evaluation, is in line with BNS’s global policy, 
and also complies with the Brazilian Central Bank (BACEN)’s requirements provided for in the CMN Resolution 
n 3.988.  
 

The principles that govern the Bank’s capital management structure aim at meeting the requirements in connection 
with: determinations of the regulatory agency; existence of appropriate governance and supervision; capital 
management policies, strategies and measurement that focus on the relationships between risk propensity, risk 
profile and capital capacity; a solid risk management process; a capital adequacy evaluation process that is in 
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accordance with governance and capital policies; existence of adequate systems, processes and controls to assist 
in capital planning, forecast, measurement, monitoring and reporting. 
 

The Executive Board is directly involved in the Capital Management Structure and is also responsible for the 
annual review and approval of internal policies. In addition, the Executive Board acts on monitoring level and 
adequacy of the Bank’s capital through periodic reports produced and sent by the areas that are directly involved 
in the capital management process.  
 

Descriptions of operational risk, market risk, liquidity risk, credit risk and capital management structures are 
published in a directory of public access, available at the address: http://www.br.scotiabank.com.  
  

9. Loans operations 
 
a) Loan portfolio composition by type of operation, activity and maturity 

 

 
 
(i) As from 2017, in accordance with the BACEN instructions, the Bank started to calculate the allowance for 

loan losses, based on the balance of the Advance on Export Contract (ACC) and Advance on Exchange 
Contract (ACE) foreign currency translated into reais on a monthly basis at the PTAX rate provided by 
BACEN for balance sheet purposes.  

 
As of December 31, 2017 and 2016, no assignment-of-credit operations including substantial transfer or retention 
of risks and rewards, in accordance with the CMN Resolution n. 3.533, were identified. 
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b) Credit risk concentration  
 

 
 
(i) Refer to note 24 “a”. 
 

c) Allowance for loan losses   
 

 
 

(i) Allowance exceeding the minimum percentages established by the CMN Resolution n. 2.682.  
 

d) Changes in the allowance for loan losses  
 

 
 

e) Credit renegotiated, recovered or written off to loss 
 
The total amount of credits renegotiated for year ended December 31, 2017 represented R$202,268 (2016 - 
R$281,043).  
 
During years ended December 31, 2017 and 2016 there were no recoveries or loans written off to loss.  
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10. Foreign exchange portfolio - Current Assets 
 

 
11. Other receivables - Sundry 

 
(i) Refer to note 17 “d”.  

 

12. Deposits 

 
As of December 31, 2017, the funding average rate of deposits is 6.89%p.a. 

 
13. Funds from real estate, mortgage, credit and similar notes 

 
As of December 31, 2017, the Bank has obligations for the issue of financial bills in the amount of R$796 (2016 
- R$82,301) falling due up to February 2019, and the funding rate of 16.2%p.a. 
 

14. Borrowings 
 
Foreign currency trade finance borrowings in the amount of R$1,288,457 (2016 - R$1,314,082) are basically 
represented by investments aimed at export financing falling due up to December 2019.  Transactions are 
corrected at the exchange variation plus interest ranging from 1.64% to 270% per annum.  
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15. Other liabilities - Tax and social security 
 

 
 
16. Other liabilities - Sundry 

 
 

(i) As of December 31, 2017, the Bank recorded a provision related to credit risk in the amount of R$7 (2016 - 
zero), on the R$1,741 balance (2016 - 3,783) related to loans released for imports. The evaluation for recording 
provisions is performed according to criteria described in note 3 “f”. 
 

17. Legal, tax and social security contingencies and liabilities 
 

a) Contingent assets 
 

The Bank does not have any contingent assets recognized in its balance sheet, nor does it have, at this moment, 
any legal proceedings that generate expectation of future gains. 
 

b) Contingent liabilities 
 

The Bank is a party to lawsuits and administrative proceedings arising from the normal course of its activities, 
involving matters of labor, tax and social security nature. The assessment for recording provisions is performed 
according to criteria described in note 3 “l”.  
 

The Bank maintains provisions for those contingent liabilities classified as probable loss, in amounts regarded as 
sufficient to cover possible losses. The provisioned amounts are recorded under the caption “Other liabilities - 
Sundry” (note 16), in long-term liabilities.  
 

Ongoing labor lawsuits classified as possible loss amount to R$29,911 (2016 - R$ 32.453). Most labor lawsuits 
refer to actions filed by former employees and outsourced personnel to obtain indemnities, mostly regarding 
overtime payment and other labor rights.  
 

There are proceedings in progress of a tax nature classified as possible losses in the amount of R$12,481 (2016 - 
R$11,834), arising from taxes that the Bank has been discussing in court, the main of which related to a request 
for compensation of withholding income tax levied on financial investments, in the amount of R$5,087 (2016 - 
R$4,915), and to a nullification request of a notice of tax assessment in the amount of R$4,829 (2016 - R$4,501), 
related to service taxes (ISS) claimed by the Municipality of São Paulo, levied on services rendered by the Bank. 
Those proceedings rely on sufficient deposits in court to cover the tax risk.  
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c) Legal obligations 

 

Provision for contingency regarding the main proceeding in the amount of R$17,775 (2016 R$16,953), including 
its deposit in court in amount equivalent to the provision, refers to a legal defense with respect to the liability of 
the Contribution for Social Integration Program - PIS, under the Constitutional Amendment n. 17/97 and 
Supplementary Law n. 7/70 with regard to their legality or constitutionality.  
 

d) Changes in balances 
 

 
(i) Refer to note 11. 
 

18. Equity 
 

The fully subscribed and paid-in capital is represented by 2,221,627,157 (2016 - 2,221,627,157) nominative 
common shares with no par value. 
 

Management will decide, at the annual General Meeting, held every year, the minimum amount for dividend 
payments related to the adjusted net income in accordance with article 202 of the Corporate Law.  
 

Profit reserves 
 

The legal reserve is recorded at the rate of 5% of the net income for the year, up to the limit defined by the 
legislation in force. The statutory reserve balance refers to an undistributed portion of prior-year income, which, 
as determined by the General Meeting, was transferred to subsequent years.   
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19. Income and social contribution taxes 
 

a) Calculation of the income and social contribution taxes levied on the operations 
 

 
  

 
b) Changes in deferred income and social contribution taxes according to the nature and origin  
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c) Expected realization of deferred tax assets for tax losses, social contribuition losses and temporary 

differences.  

 
 

(i) For adjustement to present value, the CDI projected annual interest rate was used. 
 

As of the balance sheet date, there is no active deferred tax. 
 

20. Related parties 
 
Transactions between related parties are disclosed in conformity with the National Monetary Council (CMN) 
Resolution n. 3.750, and provided the Committee for Accounting Pronouncements Technical Pronouncement CPC 
05 - Disclosure of Related Parties, approved by the Committee for Accounting Pronoucements (CPC), is complied 
with. These operations are carried out at usual market values, terms and average rates in effect at the respective 
dates. 
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a) Related party transactions 
 

The transactions with related parties are basically characterized by: 
 

 
 

b) Management compensation 
 
For the purpose of disclosing management compensation, only Statutory Officers were considered. Expenses on 
management compensation for the year ended December 31, 2017 total R$8,466 (2016 - R$7,876), of which 
R$6,442 (2016 - R$6,299) represents salaries and payroll charges, profit sharing, and bonuses and charges on 
bonuses, denominated short-term benefits, and R$2,024 (2016 - R$1,577) that represents share-based 
compensation and charges. There are no post-employment benefits, other long-term benefits or employment 
contract termination benefits. 
 

21. Share-based payment 
 
Share-based payment plans are evaluated based on The Bank of Nova Scotia (BNS) common share price traded 
on the Toronto Stock Exchange (TSX) in Canada . BNS share price fluctuations change the unit value, situation 
which affects the Bank’s share-based payment expenses. One portion that calculates the fair price of shares also 
varies according to the Bank’s performance. These plans are settled in cash and their expenses are recorded in the 
statement of profit or loss against a provision in liabilities. Eligible employees are paid based on this variable 
compensation according to one of the following plans: RSU, PSU or DPP. 
 

a) Restricted Share Unit Plan (RSU - Restricted Share Unit Plan Restricted Share Unit Plan) 
 

According to RSU plan, exigible employees will receive a bonus in restricted share units after three years. Final 
amount to be paid varies according to the BNS share price. As of December 31, 2017, the amount of liabilities 
provided for for this plan is R$824 (2016 - R$826) and the total number of shares is 6,214 units measured at 
weighted fair value of R$ 0.209 per share. Total expenses recorded in this plan for the period are R$436 (2016 - 
R$801). 
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b) Performance Share Unit Plan (PSU) 
 

According to PSU plan, elegible employees will receive a bonus at the end of three years. In addition to BNS' 
share price fluctuation, this portion of the bonus is subject to performance criteria (return on equity and total return 
to the shareholder) measured over a three-year period, on which a multiplying factor is applied.  As of December 
31, 2017, the amount of liabilities provided for for this plan is R$2,889 (2016 - R$3,397) and the total number of 
shares is 26,714 units measured at weighted fair value of R$ 0.209 per share. Total expenses recorded in this plan 
for the period are R$1,603 (2016 - R$1,740). 

 

c) DPP - Deferred Performance Plan 
 
Within the scope of the DPP plan, the bonus portion received by employees eligible for this plan is allocated as 
units. The values of these units are defined based on the BNS shares' market price variation. They will be paid to 
employees in each of the three following years. As of December 31, 2017, the amount of liabilities provided for 
for this plan is R$2,631 (2016 - R$2,466) and the total number of shares is 13,397 units measured at weighted 
average fair value of R$0.196 per share, determined based on the original share prices when granted.  Total 
expenses recorded in this plan for the period are R$1,799 (2016 - R$1,787). 

 

22. Post-employment benefits 
 

For the defined contribution post-employment plan, the Bank offers to its employees the benefit of supplementary 
private pension through monthly payments. After the employee's termination these payments are ceased. Total 
personnel expenses on this plan for the year ended December 31, 2017 are R$765 (2016 - R$848). 
 
Other defined post-employment contribution plans such as health care and profit sharing are considered short-
term benefits.  
 
The Bank does not have post-employment benefit plans to its employees.  

 

23. Basel Index and Operational Limits 
 
The Bank adopts the determination of Basel limits in an indiviual manner, based on the BACEN guidelines. As 
of December 2017 and 2016, the Bank's Basel capital ratio were 23.68% and 19.66%, respectively, the notional 
capital (Tier 1 capital + Tier 2 capital) was R$520,438 (2016 - R$514,188) and the minimum notional capital 
requirement for risk weighted assets (RWA) was R$203,253 (2016 - R$258,273). The regulatory agency also 
requires other operating limits such as the immobilization index. The Bank falls within all limits at the end of the 
aforementioned years.  
 

24. Other information 
 

a) Restricted receivables - BACEN Circular n. 3.233 
 

As of December 31, 2017, the Bank had restricted receivables within the scope of the CMN Resolution n. 2.921, 
stated in the following table: 
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There are no defaulted restricted receivables or restricted receivables under judicial questioning.  
 

These operations should not be considered in the determination of the exposure limits by client, which are 
established in the CMN Resolution n. 2.844.  
 

b) Other operating income (expenses) 
 
As of December 31, 2017, other operating income substantially refer to income from other receivable with credit 
extension characteristics, income from correction of taxes and deposits in court, recovery of related party expenses 
and reversal of operating provisions. Other operating expenses substantially refer to provision for losses arising 
from credit risks, exchange loss on other credits with extension-of-credit characteristics, and provision for tax 
contingent liabilities.  
 

25. Subsequent event 
 
On February 1, 2018, as per the Minute of the Extraordinary General Meeting (EGM), the Bank received funds 
from sharehoders for capital increase in the amount of R$474,915. On February 19, 2018, the Bank received the 
approval by the Central Bank of Brazil for this change.  
 
 

*          *          * 




