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BANK of Saint Lucia Ltd
(BOSL) continues to lead the
local financial services indus-
try in complete, convenience
banking by introducing a new
Visa International Debit Card
to Saint Lucia.

The new VISA International
Debit Card provides all the
advantages of a regular Visa
Credit Card, without the inter-
est payments usually associ-
ated with credit cards, Alter-
natively, the new Visa Inter-
national Debit Card allows
customers to withdraw cash
directly from their Bank of
Saint Lucia accounts at over
730,000 ATMs worldwide,
Further more, cardholders will
enjoy global spending conve-
nience since the card is rec-
ognized in six continents and
accepted at over twenty one

million merchants around the
world. The card may be used
for shopping, dining and other
financial transactions, includ-
ing online shopping.

International debit cards are
increasingly preferred univer-
sally by people who want
more control over their spend-
ing habits and behavior. They
have also become attractive
alternatives to cash and trav-
elers cheques due to impervi-
ous security and anti-fraud
features. The new Visa Inter-
national Debit Card from Bank
of Saint Lucia will come in two
forms a Classic Card and a
Gold Card.

This latest initiative from Bank
of Saint Lucia reinforces the
Bank's commitment to provid-
ing Saint Lucians with innova-

tive, world class financial retail
products. Other products in
the Bank's suite of conven-
ience banking products in-
clude free internet and tele-
phone banking services, the
largest ATM and Point of Sale
network on the island, a credit
card facility and a local debit
card facility.

The Bank of Saint Lucia Visa
International Debit Card was
launched at a brief ceremony
at the Sandals Grande St
Lucian Spa and Beach Resort.

Customers interested in apply-
ing for the International Debit
Card can go to any branch of
Bank of Saint Lucia Limited
from Friday, July 28, 2006.

(Source: July 28, 2006 The Star
Newspaper)
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Mrs. Patricia Hamilton: Chief Executive Officer
Mrs. Mary Louis: Administrative Assistant
Ms. Cheryl Delice: Clerical Assistant/Receptionist

CEQO’s Editorial

Dear Colleagues

Welcome to July’s issue of CAIB’s
Newsletter!

This month proved a bit quiet and [iRely costs.

allowed us some time to reflect.

There is the view that maybe we are have already committed as Founding
seeking to undertake an issue that Members and we will ask that you
presents too great a challenge and is expedite the completed Application
much too difficult to measure or to Forms along with your cheques; income
define success; mindful always of does become paramount in “Rick-
starting” any business.

Foremost on our minds is the reality What are your views? Should it be The Code of Practice for the Associa-
that we are nearing another AGM that members should be willing to tion is reproduced in this issue and we
&l Conference causing us of course subscribe to a specific Fund to allow encourage you to study the recommen-
to think, of the achievements that the Association to engage the best dations so that you can seek, to effect
we have made/will have made talent to aid us in this and similar the necessary changes to align your

when we come to report to you our
members in November.

challenges? Should we  shy away organization accordingly. In this re-

from the bigger issues or is it that gard, we are encouraged by the feed-

we are better advised to start with back that indicates that this indeed is

Having developed our Balanced the easier fixes? When is the right already happening.

Scorecard, we are constantly re-
minded of our Rey Strategic Objec-
tives; Advocacy being the one that
seemingly poses the greatest chal-

time or is there ever a right time?

Could it be that as others have indi- Viewpoint this month, is a reprint of
cated the right time has already an article that was carried in Carib-
gone? Should this be a collaborative bean Account 2005. Basel 11 Capital

lenges for us. Having appointed effort and if so, who should be our Accord is another of the challenges that

the Advocacy sub-Committee at the
end of January 2006, we eagerly
began developing our initiatives to
make this objective a reality. Re-
grettably, we lost two of the mem-
bers of the sub-committee, including
the Chairman, shortly after the
appointments and are still search-
ing to find suitable replacements.

The issue of Correspondent Banking
and the challenges that some of our
smaller members in particular are

partners? We will shortly be sending members must come to grips with,
out a simple survey and will depend sooner rather than later. We trust that
on you to provide us with some in- these insights do help in the process of
sight so that we can have your guid- rationalizing the best approach within
ance before embarking on a particu- the context of the external pressures
lar direction. and your own internal realities.

On a more positive note, we are quite In Regional News Brief, “PSOJ Lauds
encouraged that we have achieved a Firms Role in the Economy’, is of
significant  milestone with the particular interest as it highlights the
Launch and Inaugural Conference of Jamaica Bankers Association as an
Caribbean Association of Audit Com- outstanding member association”. Cer-
mittee Members Inc (CAACM). The tainly, there must be examples that we

now facing, is at centre stage, and Directors have already indicated ourselves at the Secretariat can be

so we have been contemplating
whether indeed there is an opportu-
nity for intervention on our part.

The Txecutive Committee being
aware of the current dilemma have
been deliberating the topic in an
effort to determine what CAIB’s
role should be and how best we

should endeavour to fulfil that role.

their intention to ask, CAIB to un- guided by and that you our members
dertake Secretariat services and we can seek to adopt even as you continue
expect that a decision will be made to build the ®Bankers’ Association
at the 1st Meeting of Directors, within your own borders.
scheduled for August 12, 2006. Once
we have the ‘go-ahead’ and the
Directors sign-off on other matters
such as membership fees, we will
begin our campaign to setting up the
membership registry. Several of you

Enjoy!
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CAIB MISSION STATEMENT

The Mission of the Caribbean Association of Indigenous Banks Inc. is to
facilitate the growth and development of indigenous financid institu-
tions through the provision of advocacy, support services and a plat-
form for networking, and by being efficient, well resourced and finan-
cially sustainable.

CAIB VISION

Caribbean Association of Indigenous Banks Inc. will be the focal point
for networking among financia ingtitutions in the regon, a respected
voice and effective advocate for indigenous financia institutions, the
organization of choice for member support and services.

The CAIB ANTHEM

WE STAND AS ONE

WESING ONE SONG

AND SHARE ONE DREAM

WITH HIGH ESTEEM

NO DARKENED PAST CAN SHADOW OUR FUTURE
W E SEE ONE LIGHT, A LIGHT THAT SHINES FOREVER.
FROM DIFFERENT PARTS WE CAME

THE STORIES ALL THE SAME

WE STAND AS ONE

WE SING ONE SONG.

Mark Your Calendarg!!!!

Caribbean Association of Indigenous Banks Inc
33rd Annual General Meeting & Conference

“Growth, Profitability & Regulation: The Imperatives”
12 to 15 November 2006
Trinidad Hilton
Trinidad & Tobago
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Risk Modeling under Basal-11:
Getting to Grips with the Detail

In an article published in Car-
ibbean Account 2004, we
discussed a road map for
Caribbean banks to move
towards a Basel-Il. As regula-
tors in most Caribbean coun-
tries still grapple with the
largely unfinished agenda of
risk based supervision, it is
still early days to mark a
timeline for Basel_Il imple-
mentation. However, with the
minimal sophistication de-
manded and the flexibilities
allowed under the Standard-
ized Approach, one would
expect most bank supervi-
sors to opt for this approach
to begin with.

For credit risk management,
under the standardized ap-
proach, banks will apply dif-
ferential risk weights depend-
ing on the credit rating that
borrowers or investments
have been assigned by quali-
fied credit rating agencies.
Unrated credits would be al-
located a risk weight of
100%.

While the Standardized Ap-
proach indeed allows a rela-
tively easy transition to be
Basel-1l compliant, it is clearly
not a long term solution. Ex-
ternal credit ratings, espe-
cially in the financial markets
of developing economies, will
not cover a large proportion
of bank borrowers. This will
result in the capital require-
ments being influenced more
by the unrated borrowers with
the 100% risk weight linkage.
This in effect negates the
whole thrust of risk orienta-
tion of the Basel-ll accord,
which permit banks to get

more risk sensitized and pro-
vide capital based on actual
risk in their portfolio (the con-
cept of economic capital ver-
sus regulatory capital).
Therefore, in CariCRIS’ opin-
ion, progressive banks will
and should seek to migrate at
the earliest, to a higher level
of sophistication, as required
for being allowed to operate
the Internal Ratings Based
Approach (IRB) and subse-
quently under Advanced IRB.
This, if not for reaping the full
benefit of Basel-ll dispensa-
tion, at least for strengthening
their own underwriting stan-
dards.

Moving to IRB essentially in-
volves the ability of a bank to
implement or design a credit
rating model and process
which can consistently assign
a “correct” credit rating for
each loan or investment made
by the bank, not to mention a
higher degree of data organi-
zation, skill up gradation and
system preparedness that
complements such risk model-
ing. This is easier said than
done. While a relatively small
population of banks, mostly
the large, top-tier multinational
banks are known to use so-
phisticated risk models, in the
vast majority of domestic/local
banks across the developing
world, the models in use are
rudimentary in nature and
construct.

Building Blocks : The foun-

dation

In developing and implement-
ing credit risk models, particu-
larly for emerging economies
like the Caribbean, an array of

guestions need to be addressed,
given the reality that a banker
has always to balance the quali-
tative and quantitative aspects,
decide on the level of customiza-
tion etc. So if you head the risk
function in a bank, where do you
start? Besides differences in the
economic and business environ-
ments, size, customer profile and
organization structure, there are
often significant differences in
the management culture of
banks. Model design and selec-
tion starts right here. We exam-
ine here some of the basic build-
ing blocks in choosing or design-
ing a credit risk model:

1.Application:

What specific purpose does the
model serve?: Model design has
to start with an appreciation of
the underlying objectives, func-
tion or application for which the
model is being designed or pro-
cured. The use of the “rating”
generated by the credit risk
model — whether for a elimina-
tion/ first level screening, or for a
detailed rating - will determine
the level of rigour and accuracy,
and the flexibilities in the model.
For instance, a “Quick Rating
Model” can be designed by using
only financial performance indi-
cators. This would be quite differ-
ent from building a comprehen-
sive internal credit rating model,
which can generate a credit rat-
ing which can closely match the
elements included in external
credit ratings.

2. Who are you rating?:

It is virtually impossible to fash-
ion one single model that can
properly assess and rate all

kinds of entities .To get a com-
Continues on page 5
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Risk Modeling under Basel-11:
Getting to Grips with the Detail

Continued from page 4

Credit Risk Models: The Building Blocks

Type of entities to
be rated

|

Organisation
Structure
& Processes

prehensive coverage for your
portfolio, you may need a va-
riety of models; at the same
time, to keep the process
from getting too complex,
some rationalisation or com-
promise is called for. For in-
stance, if the portfolio compo-
sition is such that one core
model can cover almost 75%
of the portfolio by value, then
in all likelihood, one or maxi-
mum, two models will suffice.

3. What are the information
inputs into the model?

A model is only as good as
the information that feeds into
it. While a good model always
tries to reduce the subjective
elements to the minimum pos-
sible without compromising
assessment quality, this al-
ways increases the need for
reliable, readily usable infor-

V

Credit
Risk Model

]

Information
Inputs

mation. Therefore it is impor-
tant to have a good idea of
data availability and data
constraints before you design
or choose a model for your
application.

4. Organisational Issues:
How will the model work?:
Many good models end up as
non-starters, because the de-
sign of their workflow are not
well mapped into the bank’s
decision process. ltis also a
common temptation to build
in an excessive set of inputs
by way of checks & bal-
ances, hierarchical controls
and even information inputs.
Such “over-design” tends to
make the model very cum-
bersome and slow to use,
and it can easily end up be-
ing the bottleneck in the
credit decision process.

Application

N

Given that an internal credit

rating is at best a facilitating

decision tool, over-designing
a model is a sure way of en-

suring that it does not work at
all.

5. Understanding the skills
sets of users:

Model design has to factor in
the skill levels of users or con-
versely, if required skill sets
are not readily available, the
implementation process has
to ensure that users’ skill level
are adapted or augmented to
meet requirements. This is
because, apart from purely
numerical or statistical mod-
els, effective models need the
user to exercise proper judg-
ment.

Continues on page 6
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Risk Modeling under Basel-11:
Getting to Grips with the Detail

Continued from page 5

Model Design: The ingre-
dients

Having determined the
broad framework and ena-
bling environment of the de-
sired credit rating model, the
next step is to get down to
the actual design. While the
design elements would in-
variably have to be custom-
ised from institution to insti-
tution depending suit differ-
ences in the business
model, products, client pro-
fle and so on, there are
some good design princi-
ples of practical utility, par-
ticularly as suited to mid to
large sized indigenous
banks operating in the Car-
ibbean, lending to or invest-
ing in small to large scale
entities.

1.Go easy on statistical
modeling

There exist a variety of nu-
merical, statistical and even
market based models for
credit risk measurement,
which regression, econo-
metrics, simulation, optimi-
sation or a combination of
the above techniques. The
Z-score like models based
on discriminant analysis,
KMV’s credit model based
on option pricing are exam-
ples. While some of these
models have had a modi-
cum of success in devel-
oped markets such as the
USA, the precision of these

model depends on the avail-
ability of accurate and com-
prehensive data relating to
corporate defaults, credit
ratings and loan losses. In
the Caribbean and other
emerging markets, compre-
hensive corporate financial
data itself is usually hard to
come by, leave alone default
statistics; in the Caribbean
the concept of credit ratings
itself is yet to take roots.
Therefore, unless the objec-
tive is to have a model which
only does a broad segrega-
tion or screening of borrow-
ers for a “go-no go” decision,
(and not a comprehensive
risk analysis), purely numeri-
cal or quantitative ap-
proaches are best avoided in
the Caribbean context.

2. Capturing the qualitative
risks

Judging a borrower for credit
worthiness necessitates go-
ing beyond analysis of finan-
cial statements. It requires a
deep appreciation and unbi-
ased qualitative judgement
of factors such as industry
prospects, market position,
management track record,
risk appetite of manage-
ment, growth plans, technol-
ogy efficiency, etc. Such
subjective factors defy quan-
titative benchmarking and
numerical modelling. Never-
theless, a risk assessment
model, if it is to reflect credit
risk comprehensively, needs
to capture such qualitative
factors. The solution often

lies in Dbreaking down
“qualitative business risk” into
sub-factors to capture key risk
factors on an 80:20 principle
and simulate the process of ap-
plying judgement on qualitative
factors. Descriptive scoring
guidelines and peer group com-
parison techniques can serve
as useful tools in this process,
to help unbiased scoring, stan-
dardisation & consistency
across the institution.

3. More ratios don’t make a
more accurate model

In constructing a model, as im-
portant as capturing qualitative
factors, is the right selection
and combination of financial
ratios or parameters, and their
relative weights. Many risk
management departments in
banks succumb to the tempta-
tion of including in the model,
as many of the ratios that the
bank tends to use in its regular
appraisal process, assuming
that it will improve the model
accuracy.

However, the objective of credit
risk modeling is different from
that of detailed credit appraisal.
A model tries to categorize a
borrower, relatively quickly, into
risk bands; whereas, an ap-
praisal also seeks to provide
deeper insights about the risks
associated in an intended credit
exposure, offering comprehen-
sive analysis wherever neces-
sary. Each financial ratio (and
there are more than a score of
such popular ratios) can no
Continues on page 7
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Continued from page 6

doubt provide an element of
additional information about
the borrower. But in design-
ing a model, striking a good
balance between additional
information content in the
ratio, the power of the ratio
to differentiate and the
weight to be accorded to the
ratio is extremely critical.
While more ratio analysis
can help in a detailed ap-
praisal, in_constructing a
model, including more ratios
beyond a threshold, will not
add to its differentiating
ower — on the contrary it
can make the model less
accurate by reducing the
relative weight of other criti-
cal factors.

Implementation: the
last mile

Coming to the final post, the
last mile is the longest!
Many models don’t end up
being effective, despite
good design, because of
shoddy implementation. Im-
plementing a credit risk
model tends to throw up
several tricky situations, as
it is directly related to the
core banking function of
lending and tends to chal-
lenge some of the traditional
practices. Good
‘implementation” really
starts right at the beginning-
from the point of model de-
sign and conceptualization
itself. There are several im-
portant aspects which need
to be addressed in this re-

spect — a few are high-
lighted here

1. Get the operating
group to “own” the model

This is a “soft” but very im-
portant issue in implement-
ing a risk model. No model
is perfect and the success
of a model depends on how
users leverage its strong
points and appreciate its
limitations. To manage the
change process success-
fully the model has to be
viewed as something the
users themselves have vir-
tually created or helped cre-
ate. Such an “owner-ship”
is a prerequisite for a model
to be effective, as otherwise
picking faults with a model
can become commonplace.
A good practice is to get the
users to be closely involved
in the entire chain of model
development, from design
to implementation, for ad-
dressing their concerns and
incorporating their feedback
as appropriate.

2. Managing the transition

When a credit risk model is
put in place in a bank for
the first time, or revamped,
the results thrown up by the
model may not agree with
previously taken credit deci-
sions. To manage this
situation, it is important that
the senior management of
the bank visibly position the
use of the model not as
criticism of past practices

but as an improvement, and
also allay any fears people
may have of any “witch-
hunting” based on past de-
cisions. The new rating sys-
tem may also result in sig-
nificant changes to the
overall ratings of the bank’s
credit portfolio, which can
be “traumatic’, and there-
fore will need significant
management attention.

(Reprinted from Caribbean Account
2005 - Author By: S. Venkat Raman,

CEO & Chief Rating Officer, CariCRIS)

INSPIRATIONAL
QUOTES:

"Having the energy to pursue
our passionswill always
comeif that's our wish.
Most of who we are, what
we do, and where we are
going relatesto our attitude.
Being tired, bored, scared, or
unhappy are decisions, noth-
ing more. Coming to grips
with this reality has the po-
tential for changing every
aspect of what remains
of our lives."

Thoughts determine what
you want...action determines
what you get
....Tom"big al" Shreiter
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Caribbean Association of Audit Committee Members|Inc
CODE OF PRACTICE

Objective

The ultimate objective of
establishing the Caribbean
Association of Audit Com-
mittee Members Inc. is to
improve the investment en-
vironment in the Caribbean
by increasing the level of
confidence of investors in
the integrity of financial re-
porting and investor infor-
mation.

Code of Practice

The purpose of the Associa-
tion’s Code of Practice is to
promote a professional and
an ethical culture in the
functioning of Audit Commit-
tees:

Role of the Board of Di-

rectors

e The Board of Directors
shall establish the Audit
Committee, its function
and responsibilities.

e The Board of Directors
shall make all appoint-
ments to the Audit Com-
mittee in consultation with
the Audit Committee
Chairman.

Composition of Audit

Committee

e The Committee should
have at least 3 members
all of which must be non-
executive directors with
the majority being inde-
pendent

« Neither the Chairman of
the Board nor the CEO/
Managing Director of the
company shall be a mem-
ber of the Audit Commit-
tee.

o All committee members
shall be financially literate
with at least one member
being a financial expert.

Appointment of Members

e The Board of Directors
may appoint audit com-
mittee members for a
maximum period of 3
years with a one-time ex-
tension of the 3-year term
for independent mem-
bers, once that member
remained an independent
member.

¢ New Members shall be
required to attend an ori-
entation on the company
as well as the functions of
the committee, its charter,
and understanding the
main business and finan-
cial risks of the company.

Authorit
o Each Audit Committee

shall have a Charter
which outlines its compo-
sition, roles, responsibili-
ties and requirements for
membership.

e The Audit Committee of a
member organization
shall work in compliance
with the Charter of the
Audit Committee as well
as the establishment
framework of the organi-
zation.

e The Board of Directors
shall review the commit-
tee’s terms of reference
annually and necessary
adjustments made, to re-
flect its changing environ-
ment.

e The Audit Committee
shall have access to and
interface with independ-
ent legal, accounting and
other service providers as
it sees fit to further assist
the Members in getting
clarification on matters
relating to the Audit Com-
mittee’s function and pay-
ment for such services
shall be borne by the
company.

e The Audit Committee
shall have access to and
interface with the Com-
pany Secretary and inter-
nal audit department and
any other staff designated
to assist in the workings
of the committee.

Remuneration

e The Audit Committee
Members should be paid
for their contributions to
the committee and the
remuneration shall be
separate and apart from
their Board member fees.

Training

e The Board shall ensure
that their Audit Committee
members receive regular
training and continuing
professional education.

Professional Conduct
The Audit Committee
shall perform their work
with integrity and in a re-
sponsible manner.

The Audit Committee
Members shall not know-
ingly be a party to any

Continues on page 9
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Caribbean Association of Audit Committee Members|Inc
CODE OF PRACTICE

Continued from page 8

illegal activity, or engage
in acts that are discredit
able to the Audit Commit
tee or the Board.

The Audit Committee
Members shall not partici-
pate in any activity or re-
lationship that may impair
or be presumed to impair
their unbiased assess-
ment or independence.
The Audit Committee
Members shall not take
any actions (or accept
any gifts) that compro-
mise their professional
judgment or independ-
ence.

The Audit Committee
Members shall treat as
confidential all information
acquired in the course of
their duties.

The Audit Committee
Members shall not use
information for any per-
sonal gain or in any man-
ner that would be contrary
to the law or detrimental
to the legitimate and ethi-
cal objectives of their or-
ganization.

The Audit Committee
Members shall have the
necessary knowledge,
skills, and experience with
which to carry out their
function.

The Audit Committee
Members shall keep up to
date with good corporate

governance practices and o

international financial re-
porting standards.

Meetings

The Audit Committee

Chairman in consultation
with the Company Secre-
tary shall decide the fre-
quency and timing of the
committee’s meetings.
The Audit Committee
Members shall meet no
less than least four times
per year to coincide with
key dates in the financial
reporting and audit cycle
and whenever necessary
to discuss urgent mat-
ters.

The Chairman may invite
non-committee members
such as the External
Auditor and other man-
agement officers, etc. to
meetings to discuss a
specific item on the
agenda whenever neces-
sary.

There shall be adequate
time between Audit Com-
mittee meetings and
Board of Directors Meet-
ings to allow for the
proper completion of any
work coming out of the
Audit committee meeting
that will have an impact
on the next Board of Di-
rectors meeting.

The Audit Committee
shall meet with the Exter-
nal Auditors, Internal
Auditors and Legal Coun-
sel at least twice per year
to discuss the general
audit and any issues aris-
ing from the audit.

The Audit Committee
should enquire of Legal
Counsel whether any
claims or charges were
filed against the com-

pany.

The organization shall
ensure that all informa-
tion necessary for the
committee’s considera-
tion shall be given to the
committee on a regular
and timely basis.

The Audit Committee
Chairman shall on a
regular basis have dia-
logue with the Board
Chairman, Chief Execu-
tive or Managing Direc-
tor, Chief Financial Offi-
cer, Internal and External
Auditors.

Financial Reporting

The Audit Committee
shall monitor the integrity
of the financial state-
ments of the Company
and ensure compliance
with International Finan-
cial Reporting Standards.
The Audit Committee
shall review all related
information presented
with the financial state-
ments, including the op-
erating and financial re-
view and corporate gov-
ernance statements relat-
ing to audit and risk man-
agement.

The Audit Committee
shall report its views to
the Board if there is any
dissatisfaction with the
financial reports.

The Audit Committee
shall review the audit
representation letters be-
fore signature by man-
agement and shall also
review the internal con-

Continues on page 10






