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The Distinguished Career of Professor
Compton Bourne received high praise
when Caribbean Money Market Bro-
kers (CMMB) honoured his contribu-
tion to Caribbean capital market de-
velopment and economic study on
Monday night.

Prime Minister Owen Arthur presented
the 2006 award to the Caribbean De-
velopment Bank's (CDB) president on
CMMB's behalf at a well attended
cocktail reception at Sandy Lane Hotel
Spa in St James.

Arthur reminisced to the audience of
regional business people, economists,
and other specially invited guests, of
the "awe" in which Bourne was held
even when he (Arthur) was a post-
graduate economics student. "It ages
me considerably, but 35 years ago
when | entered postgraduate school at

Hilton Trinidad & Conference Centre

Mona, Dr Compton Bourne was al-
ready a legend, a person respected
for his enormous intellect for the work
that he did as a lecturer in the field of
monetary economics, but also for the
tremendous contributions that he was
even then making, to the monetary
studies programme which has, over
time, been the field of purest eco-
nomic research that has been sus-
tained in the Caribbean," Arthur said.

The Prime Minister lamented the con-
tinuing decline of pure economics in
the region, and said he hope Bourne's
award by the Trinidad-based CMMB
would "inspire” more students to pur-
sue the discipline. He added that
Bourne enjoyed the confidence of the
Barbados Government and that the
Caribbean was ‘"richly blessed" to

have him as head of the CDB "at this
(Continued on page 10)
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CEQO’s Editorial

Dear Colleagues

Welcome to September 2006 issue
of the CAIB’s Newsletter!

September has been quite hectic;
what with our having to change
the dates for our AGM &I Confer-
ence at this late stage.; just six
weeks away! The new dates -
Wednesday November 15th to
Saturday November 18th, 2006

pushes us into the second half of o

the week, and is cause for re-
arrangement of the Agenda. The
Annual General Meeting will be
scheduled after lunch on Wednes-
day and the Opening Ceremony on
Thursday morning through to cof-

fee break,

based on the feedback, that we
have had so far we anticipate
minimal fall-out because of these
changes. As a matter of fact, the
response from our unwavering
sponsors has been phenomenal;
we have [listed the confirmed ones
on page 11 and use this opportu-
nity to extend our appreciation _for

tive thought leadership :

¢ An Examination of Basel 11 Require-
ments in the Context of Regional
Commercial Banking”

The Applicability of IFRS to the
Regional Financial Services Sector”

“Anti-Money Laundering: “A Critical
Business Component for the Finan-
cial Services Sector”

‘Striking the Balance amongst Regu-
lation, Financial Structure and Prof-
itability of Financial Institutions”

We are being very careful in our
selection of speakers and are par-
ticularly excited by the response

from the Regulators as we expect to
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CAIB MANAGEMENT & STAFF
NEWSLETTER EDITORIAL TEAM

Mrs. Patricia Hamilton: Chief Executive Officer
Mrs. Mary Louis: Administrative Officer
Ms. Cheryl Delice: Administrative Assistant

Strategic Planning retreat to deliber-
ate how best to serve you our mem-
bers, we think it opportune to remind
you of our value proposition broken
down:

Superior Advocate

Premier Networking Platform

Best Source of Information.
Responsive, Efficient, Effective
Service Delivery

*
*

May we suggest that you also take
some time out to deliberate whether
you are satisfied with the value
proposition and how you would wish
us to deliver on this value proposition.
We will be polling you again in No-
vember so please come prepared!

have three of the Central Bank, ry, ¢4 issue, we continue with our
But all’s well that ends well, and Governors - from Barbados, East-

reprints under Viewpoint, this time

ern Caribbean Central Bank and from Caribbean Account 2001 -

Trinidad < Tobago delivering their
thoughts and insights on the requla-
tory issues and providing guidance
on the way forward.

Given the unfolding Agenda, we
trust that you will agree that we
listened to and are responding to

their continued confidence in our your suggestions. On our part, we

Association.

Under the theme, “Growth, Prof-

envisage that 2006 will indeed be
the best Conference yet!

Anatomy of a Merger: The Birth of
Bank of Saint Lucia Ltd”. Could it be
that this model may eventually prove
to be the best fit for small developing
economies? Based on the increased
interest in this case study, and of the
course the continued success stories
that the entity has been creating,
there is much _food for thought.

Regional News Brief, reflects on our
members continued focus on sports

itability and Regulation: The Im- We do uige you to register now if development in our youths across the
peratives’, four sub-themes; all you have not already done so as region. Without any doubt, this is an
critical to the continued survival rooms in Trinidad are limited.

and expansion and the way our

members do business, are being On the note of responsiveness, and
explored and will ensure two full as the Executive Committee will

days of meaningful and instruc-

soon be participating in another

area in which, we have and must con-
tinue to make a difference.
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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 institutions in the region, 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 Calendars!!!!

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

“Growth, Profitability & Regulation: The Imperatives”
15 to 18 November 2006
Trinidad Hilton Hotel
Trinidad & Tobago




ISSUE 40

PAGE 4

Anatomy of A Merger- The Birth of the Bank of St. Lucia Ltd
(A CASE STUDY)

............... By: Marius St. Rose

In this issue, we are continu-
ing with part two of “Anatomy
of a Merger — The Birth of the
Bank of St Lucia Ltd”. Part
One was presented under
August 2006 Viewpoint.

Mr. St. Rose suggests that
indigenous banks should
examine privatisation,
consolidation and merg-
ers to gain the critical
mass needed to survive
aggressive competition
resulting from globalisa-
tion. In Caribbean Ac-
count 2000, he presented
a case study of privatisa-
tion at the National Com-
mercial Bank of St. Lucia.
This year, Mr. St. Rose
examines the merger of
that bank with the St. Lu-
cia Development Bank.

In July 2001, the recently
privatised National Com-
mercial Bank of St. Lucia
(NCB), a 38.11% govern-
ment owned limited liability
company under the Com-
panies Act, and the wholly
government owned St. Lu-
cia Development Bank
(SLDB), operating under
special statute, were for-
mally merged to form the
Bank of St. Lucia Ltd.

NCB was St. Lucia's largest
bank in terms of assets,
while the SLDB was the
country's sole develop-
ment bank. The merger also
encompassed a property

holding company owned by
the two banks in equal
shares, with the Government
of St. Lucia (GOSL) holding
the remaining 9.2% equity.

Background: Initially, when
the NCB and SLDB were
established, it had been in-
tended that one institution
would perform both develop-
ment and commercial lend-
ing. While the banks were
established separately, it
was understood that there
would be a rationalisation of
functions and cooperation
between them. However,
initial cooperation drifted,
and they began competing
with each other, duplicating
functions and activities.

One of the main reasons for
the merger was to reduce
banking sector unit operating
costs by rationalising opera-
tions and eliminating dupli-
cation. This would improve
St. Lucia's economic com-
petitiveness, given banking's
widespread impact on the
cost of doing business.

Other reasons were:

o To remove the practice, if
not culture and percep-
tion, that development
financing (particularly
through a state institution)
did not place priority on
prompt debt servicing or
eventual repayment.

o To increase the functioning
leverage of SLDB's share of
capital, and the size of loans

available.

To create scale economies
and critical mass, enhancing
capacity to expand the range
of financial products and ser-
vices.

To make development bank-
ing services more accessible
to St. Lucians via NCB's ex-
tensive branch network.

To fulfil the Government's
committment to privatise
both SLDB and NCB, recog-
nising that an SLDB privati-
sation by itself would not be
attractive to investors, given
that bank's historical per-
formance, and the percep-
tion that development fi-
nance is not, or should not
be, profitable.

To develop the capital mar-
ket by making shares avail-
able to the public.

Issues and Concerns: All
mergers raise individual, corpo-
rate and even socio- economic
concerns. This case involved a
large, pivotal institution, in a
small society with deep and
sharp political divisions. It was
a merger of different types of
financial institutions and this,
combined with the Govern-
ment's involvement, evoked
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Anatomy of A Merger- The Birth of the Bank of St. Lucia Ltd
(A CASE STUDY)

............... By: Marius St. Rose

strong debate and discus-
sion. Among the concerns
raised:

e Development financing
might become more ex-
pensive, since profit
maximisation is the pri-
mary objective of a com-
mercially oriented finan-
cial institution.

the depth and breadth of
its financial system.

e Transferring SLDB tax
benefits for development
loans to the merged pri-
vate sector entity might
be treated as unfair ad-
vantage by other finan-
cial institutions

(incompatible

TheBanks: Pre Merger

NCB
Asset base: $556M
Equity base: $52M
Return on Assets: 3.5%
Return on Equity: 31%
Efficiency Ratio: 60%

Non-Performing Loans; 12%

* At time of merger SLDB's annual loan cost
was 2 percentage points less than NCB's.

with WTO
regulations).
SLDB
%gb’v' e The depth
> 0% and breadth of
119 |Pprofessional
75% | Skills might not
24% exist to man-
age the larger,
more com-
plex merged
institution.

e Funds channeled into
development financing
might decrease due to
reductions in funding
from international do-
nors, lower profitability of
development financing
and reduce risk toler-
ance for development
loans.

e Rationalisation and effi-
ciency gains might result
in employee downsizing
and demotions.

e The merger would re-
duce the number/range
of financial institutions at
a time when St. Lucia
was trying to enhance

e The perception that the
larger institution was ab-
sorbing the smaller one.

e The difficulty of blending
two very different phi-
losophical and opera-
tional cultures.

This last concern was a sig-
nificant challenge. One bank
was more speed and results
oriented, the other focused
on process and form. One
stressed prompt debt servic-
ing, profitability and effi-
ciency, while the other em-
phasised welfare, assis-
tance, and a generous inter-
pretation of the adequacy of

security. One bank's employees
were experienced and held
longer service, while the other's
were younger and more tran-
sient. One placed a premium
on academic qualification and
rewarded on the basis of certifi-
cate attainment, the other en-
couraged certification and train-
ing, but rewarded on the basis
of performance and results.

Corporate Structure
Holding Company and Sub-
sidiaries: The three institutions
were merged into an umbrella
holding company, East Carib-
bean Financial Holding Compa-
ny (ECFH), so named to reflect
its sub- regional ownership and
to create a vehicle that could be
used to involve willing sub-
regional partners in future
mergers. ECFH created a num-
ber of subsidiaries:

e Bank of Saint Lucia Ltd:
Existing domestic portfolio
and all aspects of domestic
banking. Intended to remain
wholly owned by ECFH.

e Mortgage Finance Com-
pany of St. Lucia Ltd: Resi-
dential mortgage portfolio.
Initially wholly owned by
ECFH, which will maintain a
shareholding of at least 55%.

e Property Holding and De-
velopment Company of St.
Lucia Ltd: Existing and fu-
ture real estate holdings and
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(A CASE STUDY)
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investments. Initially
90%-owned by ECFH,
which will maintain a

share holding of at least
55%. 3

e Offshore Finance and
Services Company of
St. Lucia Ltd: Offshore
banking and financial ser-
vices. Intended to remain
wholly-owned by ECFH.

ol

e Island Trust and Legal
Services company of St.
Lucia: legal and Trust
Services to the public;
40% owned by ECFH.

costs, especially for devel
opment loans, to a level
even lower than obtained
from SLDB.

. Loan Incentive Facilities

for special groups (e.g.
teachers, public servants)
should be continued.

4. No diminution of the

Group's capital as a result
of the Merger.

. The Government and/or

the rest of the public sec-
tor should maintain a
maximum 40% of the or-
dinary voting shares and
at least a significant hold-
ing in ECFH.

6. Governance, minority in-

Organisational Structure:
Each subsidiary has its own
Board, but the ECFH Board
(wholly owned by the share-
holders of the defunct NCB
and SLDB), is the Group's
policymaker and provides
vision and strategic direc-
tion. The ECFH's assets are
its investments in the sub-
sidiaries, and it provides
central corporate services
for the Group for a fee and/
or on a cost-plus basis. 9

Ten Principles: Ten
"Fundamental Principles,
Agreements and Under-
standings"” influenced the
design of the Merger:

1. Equal, and even greater,
attention should be paid
to development financing.

2. Every effort should be
made to reduce financing

terest safeguards and
other covenants agreed
for the NCB privatisation
would continue in the
merged entity.

7. No actions affecting exist-

ing shareholder value
should be taken.

8. Independent valuation of

the two institutions should
be undertaken, using
comparable and consis-
tent bases for valuation.

. There should be no down-

sizing of staff.

10.The government should

make the same facilities
and tax con- cessions en-
joyed by the SLDB avail-
able to ECFH, for the ex-
isting SLDB portfolio and
future development-
related portfolio.

The Merger Process
Feasibility and Consents: The
green light for the merger was
given in February 20012 with
the agreement of the SLDB and
NCB Boards and the Cabinet.
NCB shareholders assented to
the merger at their April 2001
Annual General Meeting, and
July I, 2001 was targeted as the
formal merger date. A key
merger objective was that com-
mercial and development ob-
jectives and functions could not
be compromised.

Stages and Activities in the
Merger Process: The
'Proposed Implementation Ar-
rangements and Budget for the
Merger', identified major activi-
ties, an implementation timeta-
ble and estimated costs. Tasks
included: Formulation of Goals,
Objectives, Mission State-
ments, Core Values, Business
Plans and Forecasts; Gaining
Agreements from critical stake-
holders, including regulatory
authorities; Legal work/formali-
ties.

Other tasks included: Accom-
modation/Relocation; Office
supplies (e.g. stationary) to cre-
ate the merged entity's new im-
age; Corporate structures/ or-
ganisational charts; Position
Descriptions and finding opti-
mal fit for existing staff into
those positions; Sensitizing
staff about the rationale for, and
progress of, the merger and
allaying their fears; Drafting
adequate and standardised
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policies; adopting, convert-
ing and integrating opera-
tional, accounting and infor-
mation management system
records, and; Public rela-
tions and promotion pro-
grammes.

Management of the
Merger Process: At the
core of the merger manage-
ment process was the
Merger Implementation
Team (MIT). Its role was to
canceptualise, coordinate
and direct implementation,
harmonise arrangements,
resolve conflicts, to keep
stakeholders informed of
progress, and to obtain stra-
tegic guidance from the
Board and major stake-
holders.

At least one person each
from NCB and SLDB took
responsibility for the follow-
ing activities: IT and other
Systems Integration; Share-
holder Relations and Pro-
motion; Staffing and related
matters; Accommodation
Arrangements; Legal Mat-
ters, and; Retail Banking
Rationalisation. Subject and
Activity Committees could
co-opt personnel to assist
from the various institutions
when necessary.

The MIT Team Leader and
Integration Manager, and
the Project Manager re-
ported to the Boards, which
initially sat jointly to agree

on merger policy, issues,
strategy and direction. When
the SLDB Board was dis-
solved a month before
Merger Day, a Board of
Management (the Managing
Directors and one Director
each from the NCB and
SLDB) was appointed to
oversee the transitional
management of the SLDB.

The Project Manager and his
assistant handled day-to-day
management, ensuring that
activities progressed on
schedule and resolving op-
erational conflicts. A small
Project Management Com-
mittee made decisions which
could not await resolution at
weekly MIT meetings.

Every effort was made to
ensure that the most appro-
priate people from both insti-
tutions were involved in all
activities. Most work was
done internally, but external
consultants and well wishers
who had engaged in recent
mergers provided invaluable
assistance in the areas of
Strategic Direction, Change
Management, Public Rela-
tions and Marketing, Legal
Work and Company Valua-
tions.

Retail Banking vs. Corpo-
rate & Development Bank-
ing: Both the 'Retail' and the
'‘Corporate & Development
Banking' divisions of the
Bank of Saint Lucia Ltd. can

deliver both types of lending.
Which Division does so de-
pends on the proposal's devel-
opment complexity and loan
size. Exposures of $0.6M and
over will be handled by Corpo-
rate and Development Bank-
ing, as will programme man-
agement of student, agricultural
and other special loan pro-
grammes, and analysis of com-
plex development projects with
exposures over $0.1 M. All de-
velopment projects can source
assistance from the Business
Advisory Unit in the Corporate
and Development Banking
Area.

Expected Merger Benefits

e Cost savings from scale
economies and elimination
of duplication should trans-
late into an interest rate re-
duction of at least 1%, par-
ticularly on new develop-
ment financing.

e The Group's capital, ap-
proximately $I00M, can be
comfortably leveraged to
accept deposits and borrow-
ings in excess of $I,100M,
compared with pre-merger
leverage of $742M, an in-
crease of 48%.

e Ability to make a maximum
private sector loan of $20M
vs. $13M before the merger.

e Wider Branch Network for
customers to transact per-
sonal, commercial, and de-
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e velopment financing
business.

e Staff have more scope
and a wider and richer
range of career opportu-
nities.

e Public gains a facility of
universal banking in one
institution, saving time
and cost.

e Larger operation allows
Group to broaden its
product and service of-
fering.

e Sources of funding now
include Group capital,
surplus generated from

notions surrounding the issue
of development financing.
Among these misconceptions
and perceptions:

¢ Commercial and develop-
ment banking cannot be
successfully carried out in
a commercial, profit-
oriented institution.

+ Development banking is
best carried out in the pub-
lic sector, so that this sec-
tor carries the anticipated
losses.

+ Concessionary funding is
necessary to support de-
velopment financing in the
productive sectors.

commercial bank funding \what is Development Fi-

activities, funds available
from investment opera-
tions, development-
dedicated borrowings
from development finan-
cial institutions, market
borrowings and private
placements.

DEVELOPMENT
BANKING.... Case Study

nancing? To allay these mis-
perceptions it is important to
define development financing,
development projects, and the
circumstances under which
development projects should
receive concessionary fund-

ing.

One of the challenges the new
Bank of Saint Lucia Ltd will
face is the question of how
development banking can be
conducted in a commercial,
profit oriented institution. Here,
Mr St Rose discusses common
perceptions about develop-
ment banking.

There are some fundamen-
tally flawed and fallacious

The ECFH Group defines a De-
velopment Project as one:
"designed to expand the econ-
omy's productive and social in-
vestment capacity with the inten-
tion to generate tradable output,
employment, foreign exchange,
and/or social services, "

Financing which supports such
an investment would be develop-
mental. This is usually medium
to long term in tenure, and with
collateral being the project and
the assets financed.

When is Development Financ-
ing appropriate? Put simply, if
not simplistically, a project is
worthy of concessionary financ-
ing where its economic and so-
cial benefits are above a policy
defined threshold rate but where
the direct financial benefits that
could be captured by low or the
financial rate of return is below
the cost of capital. The conces-
sionary finance rate for such pro-
jects would be the rate that al-
lows the project's financial re-
turns to meet the debt servicing
obligations.

A development bank is estab-
lished to finance projects that are
viable financially in the case of
productive projects, and eco-
nomically, in the case of social
and economic projects. It is facil-
ity to finance ill-conceived, poorly
structured projects with weak
management and no business
direction, which will be an even-
tual drain on the economy, usu-
ally via the fiscal system. Nor
should it be an avenue for bor-
rowers to be delinquent in their
debt servicing and other obliga-
tions because of political patron-
age and/or influential networking
connections.

2 This followed recommendations
from a four-man advisory team
appointed by the Prime Minister.
with representatives from the
SLOB. NCB. Ministry of Finance
and Office of Private Sector Rela-
tions.

(SOURCE: Reprinted from Caribbean
Account 2001)
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Commercial Bank
Jamaica Limited
Sponsors Cricket
Camp for young

Boys in St Thomas

For the second year in a
row, the National Commer-
cial Bank (NCB) has spon-
sored the Youth Cricket
Camp staged by the St Tho-
mas Cricket Association at
the Good Year Oval in
Springfield, St Thomas.

The bank has also in-
creased its contribution to
$150,000, which facilitated
the training of 35 boys from
the parish in the areas of
bowling, batting, and field-
ing, up from the 20 boys
who attended the camp last
year. The intense two-week
camp held in August, saw a
number of returning partici-
pants and at the recent
closing ceremony, the Un-
der 15 cricketers were rec-
ognised and rewarded for
their exceptional achieve-
ments.

Not only does the camp en-
deavour to nurture the po-
tential of the boys, it also
focuses on building self-
esteem, instilling discipline,
as well as identifying and
correcting technique flaws.

"We at NCB are happy that
we are able to contribute to
the development of cricket
from an early age when the

talent is fledging," said David
Barnes, NCB Morant Bay
branch manager during his
keynote address.

Nathan Budhai, treasurer of
the St Thomas Cricket Asso-
ciation in his address, ap-
pealed to the private sector
to support the development
of cricket in the parish, par-
ticularly by backing initiatives
that seek to attract young
talent to the sport.

"Corporate bodies need to
reach outside of Kingston
and we, at the St Thomas
Cricket Association are glad
that NCB has stepped up to
the plate," stated Budhai.
Three experienced coaches;
Winston Wilson, Whylie
Jervis and Jeff Gordon, con-
ducted the camp and com-
mented that the boys dis-
played significant improve-
ment in their skills and that
their overall development as
players was exceptional.
During the closing cere-
mony, each boy received a
certificate of participation
and a gift bag stuffed with
back-to-school supplies,
compliments of NCB.

Some remarkable perform-
ers who were specially rec-
ognised for their exemplary
achievements include
Chevon Simpson - Best
Batsman; Javar George -
Best Bowler; Allanda Wil-
liams - Best Fielder; Dono-
van Noble - Best Wicket-
keeper; Kwesi Robinson -
Most Disciplined Player;
Javion Simpson - Most Im-
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proved Player and Kevin Wil-
liams - Most Valuable Player.

"I am definitely a better player
this year and my dream is to
play international cricket some
day," asserted MVP, Kevin Wil-
liams, who was also awarded
Best Fielder last year.

In a recent match against St
Catherine Cricket Camp, St
Thomas Cricket Camp whipped
them by 96 runs. "We beat St
Catherine quite handsomely,"
boasted chief coach Winston
Wilson. The coach also high-
lighted that the boys were
thrilled about their win.

"l feel that | am the best and I'm
happy that we beat up St Cath-
erine," said a grinning Javar
George, Best Bowler. Barnes
reminded the boys of the hard
work involved in becoming a
successful cricketer. He en-
couraged them to practise their
newly acquired skills. He further
outlined the importance of bal-
ancing both educational and
sporting activities. "Your sport-
ing development and academic
development go hand in hand.
You should give both sides
your full support," stressed Bar-
nes.

"Without NCB's sponsorship,
the initiative of the St Thomas
Cricket Association and the
commitment from the boys, we
would not be at the level we are
today. Next year will be bigger
and better," predicted Wilson.

(SOURCE: www. Jamaicaobserver .
Conv Saturday, September 02, 2006 )






