Patricia Hamilton, Chief Executive Officer of the Carib-
bean Association of Indigenous Banks Inc. (CAIB) proudly
joins David M cConney, President of Vision to Reality
Financial Services (V2R FS) to launch the CAIB's newly
redesigned and developed online presence at

wWww.caibinc.org

The launch of the site introduces a fresh, contemporary
look for the CAIB and incorporates many new and progres-
sive tools for the exclusive use of CAIB members. Up-
graded features such as an expanded statistical database,
merchant page and dynamic event calendar will assist
members and visiting guests from throughout the region
and around the world to access information about the Car-
ibbean Financial Services industry, interactively and on a
real-time basis.

The "web portal" will provide access to a multitude of tools
and resources such as interactive application forms, a dis-
cussion forum, regional banking news, up-to-date statistics,
reports and white papers, an online store, ajob bank, a dis-
cussion forum, a training database, financial tools and a
regional events calendar, to name afew. (Cont’d on pg 2)

CAIB WELCOMESTWO NEW MEMBERS

The Executive Committee and the CAIB are pleased to wel-
come Jamaica Money Market Brokers (JIMMB) and Caribbean
Money Market Brokers (CMMB) into the fold as Associate
Members.

Jamaica Money Market Brokers (JIMMB) Limited’s application
for membership was approved at CAIB’s 33 Executive Com-
mittee Meeting that was held in Dominicain October 2003.

It isalicensed securities broker and dealer regulated by the
Cont’d on pg 3
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News and Upcoming Event

The CAIB will also offer members and visiting guests the opportunity to showcase their com-
pany's services through its Classifieds page and Online Advertising.

"Information is the ticket to increased profitability and competitiveness," said V2R FS' Vice
President of Strategic Financial Services, Daphne Ewing-Chow. "We encourage all CAIB
members and visiting guests to log onto this website and make every effort to utilize its tools to
grow their business. Truly, the quality of your future could depend on it."

The website will extend the usefulness of the association to its members, by giving them a fo-
rum to discuss regional policy issues and to enjoy the full benefits of membership, such as dis-
counted access to products and services and exclusive access to competitive information that can
help them to grow their businesses. The siteis also unique in that it is the first portal of its kind,
exclusively devoted to making industry and regional information readily available to interested
parties on a global level, thus providing more exposure to the industry and to the region as a
whole.

Cont’d on page 6

Visit the 2003 Conference
Website:

complete download of all
presentations, see Confer-
ence Pictures and view
feedback from the media.

CAIB New Website will
become operational by
mid-March 2004. We in-
vite you to seize the op-
portunity to advertise.
Book early!
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CEO's Editorial

Dear Colleagues.

Being headquartered in the simply beautiful Island of St Lu-
cia, the CAIB Secretariat could not miss the hive of activity
surrounding this country s 25" Anniversary of Independence
celebrations (St Lucia became an independent nation on Feb-
ruary 22, 1979). On behalf of the Executive Committee M em-
bers and Staff of the CAIB we offer congratulations and best
wishes to the Government and people of St Lucial

In thisissue of the N ewsletter we continue our focus on corpo-
rate governance with emphasis on the internal audit process.
Our focus on Corporate Governance stems from the knowledge
that the implementation of its principles is a continuous,
rather than discrete process. Consequently, the CAIB sees its
role as keeping this important issue on the front burner of
management discussion.

“Country Profile” features St Vincent and the Grenadines, the
location of CAIB’s 34" Executive Committee meeting in
January 2004. This month’s issue also includes a profile of
one of the host Bank, N ational Commercial Bank (SVG) Lim-
ited.

We are making steady progress with the construction of our
web portal and have allotted space, to bring our members up
to speed on itsvarious features and tools. The launch date has
been pushed back to mid March to allow us time to incorpo-
rate some new features that we hope our M embers will find
useful. .

In parting, we leave you with this thought:

The intelligent man is one who has successfully ful-
filled many accomplishments, and is yet willing to
learn more.

- Ed Parker

CAIB WELCOMESTWO NEW
MEMBERS (Cont’d from pg 1)

Financial Services Commission of Jamaica
as well as an authorized cambio and foreign
exchange dealer. Through its equity broker-
age company, IMMB Securities Ltd, IMMB
offers stocks and stock-related products. It
was incorporated on October 20, 1992 under
the Companies Act of Jamaica. It had a con-
solidated asset base of J$49.8 bn and net
profit J$0.9 bn as at February 28, 2003. Its
three largest shareholders account for a little
above 60% of share units held. These are
CLICO Investment Bank Ltd (26%), Jamaica
Venture Fund Ltd (18%) and Trustees
JMMB ESOP (18%).

At the 34" Executive Committee meeting of
CAIB held in St Vincent and the Grenadines
on January 31, 2004, approva was granted
for the Caribbean Money Market Brokers
Limited (CMMB) to become an Associate
Member.

Caribbean Money Market Brokers Limited
(CMMB) was incorporated on June 15, 1999
in Trinidad and Tobago. The first full service
brokerage house, with a mission to create a
secondary market in bonds and fixed income
securities, its principa activities include
dealing in securities and such other business
as is authorized pursuant to its registration
under the Securities Industry Act 1995 of the
Republic of Trinidad and Tobago. The Com-
pany is a broker/dealer in government securi-
ties (Treasury Bills, Treasury Notes and
Treasury Bonds) and Commercial Paper is-
sued by private sector companies as well as
equities.

CMMB is a joint venture among three well-
known indigenous Caribbean Financia gi-
ants: CLICO Investment Bank Limited
(45%), Jamaica Money Market Brokers Lim-
ited (45%) and CL Financia Ltd (10%). The
authorized share capital is unlimited and
there are 16,500,000 issued and fully paid
shares. (CMMB's Annual Return of A Com-
pany For Profit Incorporated, Continued or
Amalgamated - filed August 11, 2003). As at
March 31, 2003, CMMB had total assets of
over TT$2 billion. Net profit for the period
ending March 31, 2003 was TT$51.7 mil-
lion, nearly four times the previous year's
performance.

(Source: CAIB)




VIEWPOINT: TRANSFORMING THE FOCUSFOR A CHANGING ENVIRONMENT
By the Internal Audit Services, PriceWaterhouseCoopers

Enron's collapse, and the implications of serious control issues
that accompanied it, are having a profound impact on how
organisations view their corporate governance and control en-
vironments. Directors and executive management are rethink-
ing their governance processes with a heightened zeal to en-
sure that problems now apparent in certain organisations don't
happen in theirs.

In the midst of this period of self-examination, Pricewater-
houseCoopers believes organisations should take a critical ook
a their internal audit functions. Here are ten imperatives
for internal audit to provide a strong foundation for success
in aradically altered business landscape.

Sharpen dialogue with top management and directors.

The swirling post-Enron environment is impacting many long-
held views and expectations, including those of internal audit's
primary stakeholders. As a result, the need for close and con-
stant communication has never been greater.

However, according to a recent survey conducted by Pricewa-

terhouseCoopers, a significant communications gap exists be-
tween executive management and the internal audit function at
many companies. According to more than 68% of survey re-
spondents, internal audit's value-adding activities were not
formally articulated or communicated, or were not clearly de-
fined at the executive management, audit committee and board
levels. This disturbing communications gap is clearly a for-
mula for failure in a post-Enron environment characterised by
rising expectations of internal audit.

Given the direct correlation between effective communica-
tions and management perception of interna audit perform-
ance, it is imperative to communicate regularly and on the
right topics and issues. Internal audit should seek opportunities
for dialogue, making a clear, strong connection between its
mission and the company's strategic issues and risks. The need
for improvement extends to written communications coming
from internal audit as well. Reports and summaries must ad-
dress the right issues and be clear and concise.

Realign to meet key stakeholder expectations.

The Enron story has clearly impacted the ways in which man-
agement and boards of directors view internal audit and its
activities. Your internal audit organisation may believe it has a
firm grasp of stakeholder needs, but it is likely their expecta-
tions have changed since Enron.

Many directors have changed their personal views and expec-

tations of internal audit in light of a corresponding change in
the way they view their fiduciary role to shareholders. How-
ever, not all organisations have surfaced these changing views
and addressed them.

It is imperative that internal audit departments revisit stake-
holder expectations now. Find out if there are significant gaps
between your current focus and issues of importance to top
management and directors. Once you understand the gaps, you
can address them, including changing or adding resources and
increasing skills training.

Think and act strategically.

In the aftermath of the Enron failure, it is evident that internal
audit functions must think and act strategically in order to be
successful. As facts emerge about Enron, we can see that inter-
nal audit must adopt a strategic orientation and position if it is
going to fulfill its mandate. Internal audit must be capable of
thinking and operating beyond just a tactical level of perform-
ing audits. This strategic orientation must be built on afounda-
tion that includes two key attributes: Its positioning and report-
ing line in the organisation, and an operating mindset that
views itself as a strategic unit.

Internal audit departments need to ensure their organisational
posture allows them to operate successfully on strategic issues.
This means both the independence and the mandate to deal
with significant, strategic business risks and issues. If inappro-
priately positioned within the company, internal audit deas
with tactical issuesand is viewed only at that level. Inappropri-
ate positioning can also raise serious concerns about the over-
all independence of the function. To strengthen external audi-
tor independence, a bill under proposal in Congress would give
authority over appointment of the external auditor to boards
audit committees, rather than to management. Inevitably, inde-
pendence of internal auditors will receive more scrutiny.
Where internal audit is embedded strategically in an organisa-
tion not only reflects management's views regarding the value
it brings, but also may enhance or detract from the perception,
and reality, of internal audit's independence and objectivity.

When appropriately positioned, internal audit must look and
act like a strategic unit within the company. This requires a
strategic foundation, ideally reflected in the form of a formal
operating strategy designed to:

e Articulate the mission and role of internal audit, laying the
groundwork for aformal organisational consensus
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. Identify internal audit's primary stakeholders, starting
with the board of directors, audit committee and sen
ior management

° Clarify corporaterisk priorities

. Identify specific internal audit activities that create
value for all stakeholders

. Profile key internal audit processes and practices,
comparing them with proven, best-in-class global
practices

Expand audit coveragetoinclude " tone at thetop".

A clear lesson learned from Enron is that "tone at the top” isa
real risk exposure. While the concept isnot new - infact itisa
basic feature of the COSO Control Framework?2 - few internal
audit functions have addressed it. Many organisations feel they
have appropriate tone at the executive managerial level but
worry that somewhere within the organisation, it is not being
followed. And some directors and audit committees are won-
dering whether management isin fact setting the right tone
across the organisation.

Asaresult, we now seeinternal audit functions challenged by
directors to help assess the tone, not only at the top, but also
across the organisation.

Boards are seeking to answer the question, “Could Enron hap-
pen here?’ and they want assistance and assurance from inter-
nal audit as part of the answer. Accordingly, internal audit
needs to re-assess how it islooking at the control environment,
in particular the issue of "tone at the top".

Assess and strengthen expertise for complex business au-
diting.

Today, many companies routinely engage in activities that
were once outside their traditional business models. Many of
these activities involve highly complex, poorly understood
business transactions such as off-balance-sheet risks and spe-
cial-purpose entities - that require specialised expertise to ana-
lyse. In the past, internal auditors may have deferred to others -
such as the external auditors - to address these issues, as few
internal auditors had the tools or accounting expertise needed
to comprehend the risks posed by these activities. Today, more
audit committees are looking to internal audit for assurance
regarding these new business activities. This has created a gap
between the capabilities resident in internal audit and those
that are needed - a gap for which a flexible staffing model may
be the answer.

Internal audit departments must reassess their skills and capa
bilities to determine if they have the proficiencies they need to

monitor highly complex business environments. If they don't,
consider employing a flexible staffing model as a strategic
element of your department. In other words, bring in the spe-
cialised resources you need, but only when you need them.
Keep this axiom in mind: Your value proposition is only as
good as the skills your department brings to an ever-changing
risk management environment.

L everage technology in high-risk areas.

While technology doesn't guarantee results, it can be a highly
effective means to streamline internal audit and risk manage-
ment activities. Surprisingly, however, more than 50% of re-
spondents to a recent PricewaterhouseCoopers survey indi-
cated they do not employ technology to any significant degree
in achieving their strategic objectives.3

As leading internal audit functions can attest, technology sup-
porting the audit process can facilitate strong performance and
consistency, and the more sophisticated the business, the better
the technology has to be in order to support it. Internal audit
organisations should strongly consider deploying or expanding
their use of technology to help assess risk, manage knowledge,
retrieve data and information, improve work practices and en-
hance communications.

Here's a good rule of thumb regarding technology: In a highly
complex business world, you need a level of technology so-
phisticated enough to match the level of technology sophisti-
cated enough to match the level of risk you are trying to man-

age.
Focus on enter priserisk management capabilities.

Enron may have been the higgest failure in recent corporate
history, but it's clear it wasn't the only one. The failure of En-
ron - and of other organisations - highlights a concern about
the adequacy of the risk management processes in these or-
ganizations. Hundreds of companies worldwide have been
engaging in highly complex business transactions similar to
those contributing to Enron’s demise. It begs the question: Did
their enterprise risk management processes stand the test, or
were these businesses just lucky?

Given the size of the stakes, many organisations are re-
thinking their risk management processes and capabilities,
While many organizations have good track records in manag-
ing risk in their core businesses, are their processes appropriate
for newer, faster-moving transactions and products? With the
significant levels of risk inherent in such activities, an




VIEWPOINT: TRANSFORMING THE FOCUSFOR A CHANGING ENVIRONMENT
By the Internal Audit Services, PriceWaterhouseCoopers

enterprise-wide approach to risk management is certainly mer-
ited.

Internal audit must develop Enterprise Risk Management
(ERM) core competencies to assist and then provide assurance
over ERM activities. Thisis both a critical need and a signifi-
cant opportunity. Executive management has to be informed
about enterprise-wide risk issues, and internal audit can dem-
onstrate value as a primary advisor in this area. On the other
hand, the inability or failure of internal audit to provide enter-
prise-wide risk assessment could erode its position with key
stakeholders. Internal audit should be a champion of Enterprise
Risk Management - not the sole owner of it.

Make your audit processes dynamic.

To many onlookers, the speed at which such a huge enterprise
as Enron failed was among the most astonishing aspects of the
debacle. We now understand — and must be ready to respond to
— the speed with which a mgjor corporate risk can develop and
the momentum it can achieve.

Too often, in its need to provide audit coverage across the or-
ganisation, internal audit operates on a cycle or schedule of
audit coverage. While schedules and plans are essential to any
function, today's internal audit processes must be proactive and
dynamic in the delivery of audit services. The internal audit
function must have continuous monitoring capabilities and be
able - aswell aswilling - to revise plans and coverage to match
the speed of change across the organisation.

Strengthen quality assurance processes.

On January 1, 2002, the Ingtitute of Internal Auditors instituted
new standards, placing more stringent requirements on internal
audit functions to assess the quality of their operations. The
new standards require internal audit to develop internal quality
assurance systems and provide for an external quality review
every five years.

In seeking to strengthen quality assurance, internal audit must
go beyond basic compliance with standards and practices. It
must ensure that the needs and expectations of the organisa-
tion's primary stakeholders are being met. Put another way,
internal audit must ensure that it is doing the right things, not
just doing things right.

By pinpointing key value drivers, internal audit can assess its
current capabilities to determine areas of strength and weak-
ness. What's more, it can develop plans to improve quality
assurance operations through process improvements, and by

leveraging atested internal audit technology platform.
M easur e your enhanced performance.

Internal audit must demonstrate results, and that requires a
performance measurement system tied to stakeholder value
drivers, not just metrics understood within the department.
When you stop to consider each of the nine points already dis-
cussed, ask yourself the following questions:

e Hasmy internal audit function changed appropriately?
e How will I know?

Only by regularly tracking and measuring performance
against the expectations of your board, senior management and
operating management, can internal audit satisfy the increased
scrutiny and more demanding expectations of its stakeholders.

Balanced scorecards are an effective means to measure value

because they go well beyond numbers to examine important,
broad-based activities. With a balanced scorecard, for exam-
ple, you can measure a detailed set of objectives and activities
on an ongoing basis as well as illustrate the linkages between
incentive compensation and individual performance.

(Source: Internal Audit Services, PriceWaterhouseCoopers)

CAIB GearsUp For Launch of New Web Por -
tal

The Caribbean Association of Indigenous Banks Inc is a com-
munity of regionally incorporated/owned financial institutions
that provides a platform from which members can influence
regional policy on issues that have implications for the bank-
ing and business sectors and facilitates Caribbean indigenous
banks' intervention in the global network of similar institu-
tions. The total asset base of the Member Banks is approxi-
mately US$16 billion. For further information on the CAIB,
please contact caib@candw.lc

The new site was designed and developed by Vision to Real-
ity Financial Services Inc., a provider of technology solutions
to the Caribbean Financial Services Industry. To access your
local representative, please contact Daphne Ewing-Chow

at dec@v2rfs.com or visit V2R FS' website atwww.v2rfs.com



http://www.v2rfs.com

REGULATORY AND COMPLIANCE ISSUES
TOP OF THE RISK AGENDA
By David Lascelles, CSFI, and Brian Davidson , PWC

BANKS MUST ACCEPT varying degrees of risk in order to
achieve their corporate objectives and deliver shareholder
value. Managing risks doesn't mean seeking to eliminate them,
more a combination of balancing and understanding those risks
which are inherent to an organisation and empowering staff to
make the best choicesin dealing with them.

So what risks, according to senior executives, regulators, ob-
servers and customers from across the globe, are banks cur-
rently managing?

The annual Banking Banana Skins survey, conducted by the
CSFI in association with PwC, identifies 30 potential risks to
banks, ranked according to severity. While concerns raised by
September 11 in last year's survey have not entirely gone away,
wider issues of credit losses and the position of the global
economy continue to give most cause for concern, with equity
markets and interest rates featuring prominently.

Top of the poll this year are complex financial instruments -
credit derivatives in particular. The survey reveals widespread
concern, not just about the burgeoning use of credit derivatives
to transfer risk, but the fact that no-one really knows how
much risk is being traded in this way, or where it ends up.

Basel II, IFRS and domestic regulation also feature strongly,
and business continuation continues to dominate, given the
current threat of international terrorism. Other prominent risers
include fraud and management incentives, following on from
the recent brouhaha over fat cat rewards for failure.

Of the fallers, the most noteworthy is emerging market risk.
This area has become more manageable, as the majority of
banks have shifted these risks off their balance sheets. Greater
concerns are voiced about the devel oped market risk where the
US, the EU, and Japan, are all seen as potentially problematic.

Turning to the four groups of respondents, bankers were pri-
marily concerned about the quality of their loan portfolios, the
global economy and international regulation. Unlike regulators
and customers, they are less worried about derivatives and
interest rate risks. Users of banking services share concerns
about the changing regulatory environment and the banks in-
creasing dependency on technology.

Regulators and observers (for example, analysts, advisers, and
academics) are concerned about derivatives and the insurance
sector. Of the four groups, observers gave the highest score to
corporate governance and over-capacity in the banking market.

How well are banks equipped to handle these risks? Although

the results are less positive than in 2002, the majority (69 per
cent from 72 per cent in 2002) are fairly upbeat and declare
they are moderately well placed to deal with risks.

Where complex financia instruments, regulation and fraud are
concerned, it isworth reminding ourselves of Baring and AlB.
They have been described as "rogue trader" situations, and it is
perhaps timely that both involved complex financia instru-
ments, but who would have guessed that the incident at AIB
would have occurred so soon after the Baring collapse? Com-
mon to both situations, and where risk management functions
need to focus, was the lack of robustness of the operational
control processes.

All financial services organisations are reassessing their opera-
tional risk profile. The risks of getting it wrong are growing
and the reputational risks of being named by the regulator will
increase as the regulators seek to manage their own reputa-
tional risks.

Yet what of another prominent riser in this year's survey -
fraud? Identity theft from call centres is on the increase again,
and organised crime continues to place people into organisa-
tions with the express aim of obtaining customer information.

In terms of fraud on the business itself, only a small fraction of
that uncovered is made public, but as with the "rogue trader"
incidents the risk mitigation strategy has to be effective and
contain robust operational controls. This has to be reinforced
with belt and braces monitoring of the control environment -
just what most non-executive directors are caling for in back
to basics internal auditing.

For more information on the Banking Banana Skins survey

please visit: Wwww.pwc.com/financial services

David Lascelles, Centre for the Sudy of Fnandal Innovation
(CH), and Brian Davidson, RiceWaterhouseCoopers (PNVO),
provide an ovenview of the risks highlighted in the annual Banking
Banana Skins report, the focus of GIOB's Scottish Banking Forum in
January 2004,

Quote: The man who removes a mountain
begins by carrying away small
stones....Chinese proverb
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REGULATORY AND COMPLIANCE ISSUES

BE RISK WISE
By Eamonn Rice, Head of Financial Services, Scotland, Ernst & Young

THE GLOBAL RISK agenda for 2004 is full of management
imperatives that must also satisfy the regulators.

The identification, monitoring, and measurement of risk are
now clearly recognised elements of the management model for
all financial services firms. However, it could be said that risk-
based management is still to be fully achieved in most firms
and that benefits are, at present, aspired to rather than visible. It
is the desire to have a demonstrable risk focus that will drive
risk management in 2004.

Most firms now have policies to provide governance of risk, or
have at least begun to identify risks in some form. The chal-
lenge for 2004 will be to build on risk identification processes
aready in use, in order to determine a risk "universe" that is
unique to the firm and useful to its management. Aligning risk
identification to the firm's business objectives and major proc-
esses will make it directly applicable to the strategic thinking
and planning carried out by the firm. Additionally, scoring
risks at a gross (or inherent) level as well as at a net (or resid-
ual) level will enable identification of the controls that cur-
rently mitigate the identified risks. This will allow clearer re-
flection on the controls that require improvement and, more
importantly, on where further controls would be appropriate.

Also top of the agenda in 2004 will be the use of various
mechanisms to challenge identified risks. Risk assessment is
subjective, but the use of objective data is essential for an as-
sessment which management can believe in. The development
of key indicators for risks and controls will allow the monitor-
ing of a firm's risk profile by the use of actua data. The chal-
lenge for firms will be to identify the risk and control indica-
tors that will best inform their management.

Internal audit is a high level control, and one which requires
clear analytical thought. The number of internal audit findings
is a useful indicator, and it could be argued that the number of
findings also indicates the likelihood of a risk event occurring.
A more accurate indicator of the effectiveness of the audit as a
control mechanism is likely to be the number of repeat find-
ings, as this will demonstrate the usefulness of the findings as a
reliable source of information for management.

A further method of challenging a risk and control assessment
is analysis of losses in order to ascertain what caused them.
Many firms are yet to achieve a coherent and consistent analy-
sis linked to their risk and control assessments. Although con-
trol failures are the most likely cause of a loss, an analytical
approach to aloss review will also yield useful data on poten-
tial new controls in addition to existing ones. This data may
enable challenges to be made to the likelihood and impact
scores for risks and the design and performance scores for con-

trolsin risk assessment.

Putting a value on risks and on the mitigation effects of con-
trols focuses the minds of managers involved. In 2004, it will
be prudent for firms to move from thinking about only using
losses for quantification, to using all the data a firm has for
quantifying its exposure to risk. This will provide a full and
robust risk profile, and is where the greatest business benefits
will be derived.

SAP - BASEL |1 AND IASHEALTH CHECK

e What isyour Hedge Accounting Strategy for IFRS?

e  How will your Basel Il 'use tests' satisfy the supervisory
review process?

e  Will IFRS results be produced on single entity level or
only for the group?

e  What will be the impact on business management of mov-
ing to a more risk sensitive capital regime with Basel 11?

e How will you post accounting entries based on calcu-
lated IFRS results (e.g. changes to revaluation reserve ac-
cording to the IFRS fair value for calculation)?

e How much value will you derive from offering 'ratings
services' throughout your bank?

e Isyour system equipped with an integrated security con-
cept?

e Do you know enough about your business customers to
understand the impact on one that would result from col-
lapse on another?

e How many interfaces have you identified as part of your
‘application impact analysis for both Basel |1 & IFRS?

e How flexible is your system for modeling financial prod-
ucts?

o Aretherelimitations for freely defined attributes?

How do you ensure auditability?




REGULATORY AND COMPLIANCE ISSUES
SAP - Basel Il & IAS Health Check

When introducing IFRS, what will your primary GAAP?

Do you know how to use Basel 1l Requirements to to gain
a competitive advantage for your bank?

The total resource requirement for your Basel 1l and IFRS
compliance is comparable to projects like Y 2K or the euro
conversion. Do you have sufficient resources to imple-
ment solutions within the regulatory deadlines?

Are al processes and functionalitiesin relation to Basel |1
and |FRS documented?

How will you solve the challenge of managing the vol-
ume and granularity of data that needs to be collected for

time-series analysis on historical data required by Basel
1?

Can you apply consistent calculation and valuation meth-
0ds across systems?

Under IFRS, will your system be able to handle Hedge
Accounting across different systems including documenta-
tion and effectiveness checks?

Is staff training planned to ensure the new risk manage-
ment processes are adhered to?

Can your solution interpret al type of products
(derivatives, facilities etc.)?

Can your solution store intermediary results of the Basel
Il calculation required for reporting and auditing pur-
poses?

Have you thought about using one central data base for
both Basel Il and IFRS?

Will parallel accounting (local GAAP and IFRS) be re-
quired for your health bank?

Does your solution provide capabilities for stress test-
ing and back testing required by Basel 11?

In the future, will Management Accounting also be based
on IFRS?

In the Basel I calculations, different kinds of ratings are
taken into account. Can your solutions determine the rele-

vant rating for the calculation process?

How do you handle subsidiaries or other group entities
from abroad in order to be IFRS compliant?

Have you considered the synergies that can be achieved
by implementing both Basel |1 and IFRS in one infrastruc-
ture?

How will integration between your Basel Il solution and
collateral management system help you to improve loan
pricing?

What is your approach for the treatment of foreign cur-
rency issues under |IFRS?

Basdl Il requires the integration of the Basel |1 calculation
with a variety of processes, e.g. internal risk management
processes or capital alocation. Are you able to solve these
integration challenges?

How will you produce your IFRS figures for 2004, which
are needed for comparison reasons?

Under IFRS, is all information available for notes report-
ing, segment reporting, reporting of changes in equity and
cash flow reporting?

How flexible is your solution for the implementation of
al Basdl 11 approaches?

Are your systems able to deliver fair values for al finan-
cial instruments?

How do you reconcile IFRS against local GAAP and how
do you make sure that Management Accounting is in
line?

Will you be able to capture and treat collateral data re-
quired for Basel 11?

Is your system able to handle complex contract structures
with hierarchical relationships?

Will you have an optimization algorithm for collatera
dlocation in place in order to minimize the regulatory
capital charge under Basel 11?

(Source: SAP)
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Geography

The state of St. Vincent and the Grenadines (SVG) is in the
Caribbean, 1,600 miles southeast of Miami and 100 miles from
Barbados. SVG consists of a group of 18 small islands, of
which the biggest is St Vincent, with the capital, Kingstown,
which has a natural deep-water harbour. St Vincent is a lush
volcanic island, just 18 miles north to south and 11 miles wide;
the climate istropical.

History

Arawaks were the original inhabitants of this area called St
Vincent and the Grenadines and gave it the name “Hairoun” —
a land blessed with rainbows, mist, fertile valleys and sun. It
was “discovered” in 1498 by Christopher Columbus on his
third voyage. Fought over for nearly a century by the French
and British, sovereignty of SVG was settled on the British in
1783. Now SVG is an independent parliamentary democracy,
with alegal system based on common law. The currency is the
Eastern Caribbean Dollar (EC$) which is managed by the East-
ern Caribbean Central Bank with headquarters in St. Kitts and
islinked to the US$ at an exchange rate of EC$2.7 to US$1.00.

Population

CIA Factbook estimated of the population of St Vincent and
the Grenadines to be 116,812 persons in 2003. This data
showed that more than half (65.5%) of the population were
between the ages 15-64 years, indicating a young population.
The population growth rate has been low (0.34 % p.a.) and the
net migration rate was negative ( - 7.66 migrants / 1000 popu-
lation) under the period of review. St Vincent and the Grena-

dines is an ethnically diverse nation with 66% of the popula-
tion being black, 19% Mixed, 6% East Indian, 2% Carib Indian
and 7% Other.

Economic Highlights

Bananas have been the principal export of this country for a
number of years but, as the principal income earner it was re-
placed by tourism. This is also reflected in the labour force
occupation which has 26% of the population in the agriculture
and 57% in the service sector.

For the period January to June 2003 the level of economic ac-
tivity increased marginally, relative to the performance in the
corresponding period of 2002. The expansion in the economy
was largely influenced by developments in the manufacturing
and construction sectors and the tourism industry.

Output of goods and services was estimated to have increased
during the second quarter of 2003 compared with the outturn
in the corresponding quarter of 2002.

In the tourism industry, total visitor arrivals were estimated to

have increased by 4.8 per cent to 47,034 during the quarter
under review compared with the corresponding quarter of
2002. The increase in arrivals was largely reflected in the stay-
over visitors’ category which showed growth of 16.6 per cent
in the number of arrivals, in contrast to the 13.3 per cent de-
cline in the second quarter of 2002.

In the agricultural sector, output was likely to have contracted
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Banana production, the dominant activity in the agricultural sector, fell by 45.6 per cent to 5,018 tonnes in contrast to the 40.1
per cent increase in the second quarter of 2002. The fall in output was as a result of drought in the first half of 2003 as well as
the lingering effects of tropical storm Lili in September 2002. For the period January to June 2003 banana production totaled
10,419 tonnes, roughly 46.5 per cent below the level in the first half of 2002.

The consumer price index for the second quarter of 2003 rose by 1.4 per cent compared to the first quarter. This was in contrast
to the 1.5 per cent decline during the second quarter of 2002. The increase was mainly influenced by increases in the sub-
indices of “food” (2.7 per cent) and ‘transport and communications” (2.1 per cent).

Total domestic credit for the second quarter of 2003 decreased by 3.36 per cent compared to the first quarter. The largest con-
tractions were accounted for by the sub-sectors of agriculture and construction which fell by 9.0 and 2.8 per cent, respectively.
Money supply (M2) for the second quarter of 2003 decreased by 0.5 per cent.

During the quarter under review the commercial banking system continued to experience a high level of liquidity. The liquid
assets to total deposits plus liquid liabilities ratio rose to 39.3 per cent from 34.6 per cent at the end of March 2003, while the
loans and advances to deposits ratio fell by 2.0 percentage pointsto 67.5 per cent.

(Source: www.cia.qov ; Eastern Caribbean Central Bank. Economic and Financial Review. Vol. 23, No. 2, June 2003)

RECORD-SETTING BIDSFOR ST VINCENT AND THE GRENADINES TREASURY
BILL ISSUE

The Government of St Vincent and the Grenadines EC$16 Million 91- day Treasury Bills issued on the Regional Government
Securities Market (RGSM) using the primary market platform of the Eastern Caribbean Securities Exchange (ECSE) has been
oversubscribed by over 400%.

At the close of the bidding period at 2:00 pm on Thursday, February 26, 2004 a total of 23 bids, ranging from $5,000 to
$16,000,000 with a record setting total value of $70,120,000 had been placed by the licensed intermediaries. A competitive
uniform price auction methodology was adopted and the resulting execution price was $99.02 (3.92%). The discount rate of
3.92% is the best that a ECCB-member government has ever achieved on a 91-day Treasury Bill offering.

Of the total bids, six bids were placed by Bank of St Lucia Ltd., three by National Mortgage Finance Company of Dominica
Ltd., five by National Commercial Bank (SVG) Ltd., one by Antigua Barbuda Investment Bank, three by the Republic Finance
and Merchant Bank, two by the Bank of Nevis and three by the Antigua Commercial Bank.

Since the launch of the RGSM in November 2002, the Governments of St Vincent and the Grenadines, Grenada, St Lucia and
St Kitts Nevis have successfully issued securities on the market. To date over EC$334 Million has been raised on the RGSM
using the ECSE primary market platform. Investors have submitted a total of 303 bids ranging £Tom $5,000 to over
$23,000,000 worth in excess of EC$520 Million.

(Source: ECSE Press Release, February 26, 2004)

Quote: You are the same today that you are going to be five years from now except for
two things: the people with whom you associate and the books you read

...Charlie "tremendous" Jones
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” To be a provider of efficient and sound financial services; to
anticipate and meet the changing needs of our customers with
superior products and personalized service; and to aid in na-
tion building” is the declared mission of the National Commer-
cial Bank (St Vincent and the Grenadines) Limited headquar-
tered at Bedford & Grenville Streets, Kingstown, St Vincent.

The National Commercial Bank (SVG) Ltd was incorporated
under “The Companies Act" (Chapter 219 of the Laws of St
Vincent and the Grenadines) on June 01, 1977. The Govern-
ment of St Vincent and the Grenadines is the sole shareholder
of this company. NCB (SVG) opened it doors to the public on
June 04, 1977 with a Staff of eleven (11) at the corner of Eg-
mont and Halifax Streets.

There are currently ten (10) directors, inclusive of the Chair-
man of the Board, Mr. Desmond Morgan, and Chief Executive
Officer and Corporate Secretary, Mr. C. Cooper E. Williams.

The development of NCB (SVG) Limited has been ongoing.
In order to decentralize its banking services and take advantage
of the country's diversification thrust, the Bank began to open
Branches in the Tourist Hub. A Branch was opened on Union
Island in the most Southern part of the Grenadines in February,
1982. This was followed by the opening of Offices in George-
town in December 1994, Bequia - -August 1997, Canouan -
May 1995 and Barrouallie December 1996. The Cash Express
Centre at Higginson Street in the busy downtown area became
a redlity in December 1997. This is now a very popular loca
tion with customers.

As business expanded on the mainland it became necessary for
the Bank to seek ways to aleviate the congestion at the Halifax
Street Office. It was decided that a second branch should be
opened in Kingstown, and the Bank opened the doors of its
Head Office at Bedford Street, Kingstown in March 1992.

Today the Bank has a staff complement of 175, ten (10)
branches dispersed throughout the state and provides an array
of modern banking services to the public including
telebanking, debit cards and 24-hour Automatic Teller Ma-
chines.

NCB (SVG) Ltd asset base was EC$514 million as at June 30,
2003. It stated share capitd was EC$14 million for the same
period.

It isin its role as a corporate citizen that NCB (SVG) Ltd has
distinguished itself. The Bank was the recipient of the Eastern
Caribbean Central Bank’s (ECCB) Good Citizen Award for
Sports in 2002 and the same award for Social Servicesin 2003.
In the area of educational development the Bank has awarded
sixty-eight (68) scholarships during the period 1984 — 2003
vaued at over EC$2 million. Over the years over one hundred
organizations have benefited from the bank contributions to
national development projects.

Staff training is given high priority in NCB (SVG) Ltd.
Twenty-seven (27) training sessions were held during the year
2003. The sessions targeted both line staff and middie man-
agement and included topics such as “Identification of Genu-
ine and Counterfeit Notes” and “Risk Management of Debt
Portfolio”.

The philosophy of the NCB (SVG) Limited could be best
summed up in the following quotation extracted from one of
its promotional materials:

“...\We believe that when you are dealing with the National
Bank of the & Vincent and the Grenadines, you are supporting
S Vincent and the Grenadines. And it is important that any
profits made by NCB are used for the benefit of the people of
S Vincent and the Grenadines....NCB’s profits stay in the
country for its development...”

With such a philosophy, and the determination of its new Chief
Executive Officer, Mr. C. Cooper E. Williams, who promised
use his 38 years of banking experience to enhance the develop-
ment of this bank, the only way forward seems to be up!

(Source: CAIB in association with NCB(SVG) Ltd)
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