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GREENIDGE CONTRIBUTION TO BNB LAUDED

KUDOS have been showered on Louis Greenidge, the outgo-
ing Managing Director & CEO of the Barbados National
Bank (BNB).

Several bankers- headed by Central Bank of Barbados Gover-
nor Dr. Marion Williams and officials of BNB, Sir Fred Gol-
lop, president of the Senate, and public and private sector rep-
resentatives attended a farewell function for Greenidge on
Friday night at the Sandy Lane Golf and Country Club.

The function also marked the handing over of the reins of
BNB from Greenidge to Robert Le Hunte, the new Managing
Director. Speaker after speaker lauded Greenidge for the out-
standing work he had done in making BNB one of the leading
financia institutions in Barbados. Greenidge, who joined
BNB in 1995, isretiring at the end of March 2004.

Although he did not attend the function Prime Minister Owen
Arthur conveyed his greetings to Greenidge by way of aletter,
which was read to the audience. In it he said that the bank had
made great strides during the last decade and ‘“your

(Greenidge’s) contribution to the success of the ingtitution is
greatly appreciated.”

A letter from trade unionist Sir Roy Trotman, was also sent to
Mr. Greenidge. Sir Roy said that any future success of BNB
will be based on the splendid foundation laid by Greenidge.
Grenville Phillips, who served as BNB’s Chairman for most
of the time Greenidge was there, recalled that the BNB was a
loss-making entity, staff moral was low, working conditions
were poor, customer service left alot to be desired, the bank’s
loan portfolio was shamefully impaired and the performance
made the BNB atarget for consistent public and political ridi-
cule. He said it was against this background that Mr.
Greenidge assumed |eadership of the institution.

According to Phillips, his quiet but firm leadership, the then
34 years experience he brought to the table as a seasoned pro-
fessional banker, his ability to build ateam in a de facto quasi
sub political ingtitution as the bank then was, his willingness
to work with the board of directors and his determination to
build public and customer trust in the bank,
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has contributed to the remarkable turnaround of
BNB which now takes its place as one of this
island’s leading and most profitable banks.”

Phillips said he knew of the sacrifices
Greenidge had made in formulating policies to
turn around the institution, and pointed to five
key reasons which enabled BNB to escape the
“prescriptive structure of the World Bank and
its collaborative agencies.” They were the re-
structuring of the sugar debt which had practi-
cally commenced by one of Phillips predeces-
sors, the Government’s selection of a compe-
tent board of directors, a chairman, the non-
interference by the Minister of Finance in the
day to day operations of the bank, the spirit of
renewal among staffers, and the outstanding
leadership of Greenidge. Saying it was a great

pleasure to have worked with Greenidge and
the other directors, Phillips stated that working
to maintain excellence in service, improved
productivity and prudent risk management
were key

BNB’s chairman Ronald Hartford also lauded
the work of the outgoing managing director. He
said that the BNB is now a profitable bank con-
trolling 24 per cent of the local banking busi-
ness. He also noted that just last year the BNB
won the prestigious Bank of the Y ear award.

“This is an achievement that is testimony to
this (Greenidge) leadership.” Hartford told the
cheering audience.

(Source: Ekwel Brathwaite, Barbados Advocate,
Monday, March 15, 2004)

CAIB NEW WEBSITE
LAUNCHED

Visit our new website launched on
March 15, 2004. There are lots of
new and exciting features, some of
them designed to enable on-line

dialogue amongst us.

The various regulatory and compli-
ance issues are some of the topics
that we are sure engaged discus-
sions will help you our members
determine best practices and cost-
effective means of implementation
tailored within the context of our

regional landscape.
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CEOQO's Editorial

Dear Colleagues.

The wind of change continues to sweep through the Carib-
bean/CARICOM! In thismonthsissue of the N ewsletter we focus on
the island of Barbados which typifies the dynamics of the ever
evolving financial services sector - acquisitions and mergers are
taking place, and significant aspects of history of the industry are
being re-written. This seems to be the tip of the iceberg as similar
activities could be observed in Guyana, Suriname and other parts of
the Caribbean. As these forces of change gather momentum, we
must be willing to challenge existing perceptionsand premisesin an
attempt to find new meaning and strategic insights.

Even before the dust settles, the pattern that is being followed is
clear - corporate alliances for the purpose of expanding banks’capi-
tal base and creating opportunities for technical and operational
synergies. Not too many years ago, decisions in favour of some of
these opportunities would have been tempered by social and na-
tional considerations. While the “new thinking” does not abandon
these commitments, it points to a growing awareness of changing
market drivers - new regulatory requirements, dissolution of tradi-
tional barriersto entry in the industry and the increasingly strong
positive correlation between customer value and technological inno-
vation.

Our viewpoint article “Basel Il Capital Accord: The Challenges of
Operational Risk M anagement for Caribbean Banks”is an attempt
to give an insight into one aspect of the regulatory environment
driving this “new thinking”. Though not an exhaustive account, it
touches on the some of the key legislative/regulatory and organiza-
tional challenges and prospects that Caribbean banks currently face.

“The Role of Banksin Corporate Governance” also speaks to issue of
the changing business environment with respect to customers and
shareholders’perceived value and banks responsibility in promoting
these values thereby enhancing financial stability.

In keeping with our feature of Barbados, we chose to do a profile on
Barbados N ational Bank (BN B) - headlined in the September 2003
issue for winning the ‘Bank of the Year Award.” The Bank is also
making headlines again as the M anaging Director & CEO of BNB
who also holds the post of Chairman of CAIB, isretiring at the end
of this month.

These new developments in the regional banking sector point to a
need for local banks to redefine the perception of their strengths -
from retrospective to prospective.

The way forward must take cognizance of the new opportunities
created by the new order rather than by the limitations of the
status quo. The writing seemsto be on the wall: “size matters.”

PREPARING FOR BASEL 11

Selected Results Of Joint Survey

92% believe they are on track to deliver Basel 11
compliance by the end of 2006

Only 38% believe that the industry asa whole will
be completely ready by the end of 2006

38% had not completed their Basel Il implementa-
tion plans at a business unit level

93% believe that their company will be using one
of the internal ratings approaches to credit risk from
the start of Basel Il

Operational risk was seen as the most difficult
element of Basel 11 to implement

Only 46% of firms are planning to implement the
most advanced measures of operational risk by the
time of the new Accord's introduction

66% of firms already had a crude measure of
operational risk

Nearly 40% had not approved their Basel |1
programme business case

Many without full implementation strategies were
looking to discuss and/or deliver these with con
sultants by the end of 2003

25% had still not collected the data they need to
meet the requirements of the implementation
strategy they have planned for operational and
credit risk

65% believe it would make sense to tackle Basel |1
at the same time as the International Accounting
Standards (IAS39), but only 12.5% of respondents
have directly linked the programmes and only 28%
believe there is any resource sharing across them
A key problem is creating an integrated view of
risk across the complexities of a multi-product and
multi-national corporation

53% believe Basel 11 will have a positive impact on
their position in the marketplace; 18% believe the
opposite

47% believe they will see some capital saving
from Basel 11 or benefit positively from managerial
benefits

37% believe the costs will outweigh the benefits
Many believe it represents an opportunity to
introduce better management structures, such
as introducing concepts of economic capital
and profitability, and moving to arisk
adjusted return on capital (RAROC) view of
the firm

77% see it as being a key component of
generating future shareholder value.
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BASEL Il CAPITAL ACCORD: The Challenges of Operational Risk Management
for Banksin the Caribbean

Overview

The most recent proposal of the Basel Banking Committee on
Banking Supervision defines operational risk as “the risk of
loss resulting from inadequate or failed internal processes,
people and systems, or from external events.”

Banks in the Caribbean have never experienced the systemic
financial crises of the magnitude of Bearings; the Jamaica fi-
nancial crisis in the 1990’s possibly being the closest that we
have come.

The causal connection between the practice of good risk man-
agement principles and increased customer value is a doctrinal
position taken by most risk professionals today. What then
explains the rash of corporate scandals and bankruptcies that
have captured international attention in recent times? Is there
a disconnect between what risk professionals know and what
they do, and if so, why? Are there lessons for Caribbean
Banks?

The Basel Il Capital Accord (January 16, 2001) established by
the Bank for International Settlements Committee on Banking
Supervision in Switzerland (the Committee) initiated the need
for banks to review the premises on which previous risk man-
agement frameworks were founded.

Of particular interest is the attention paid by the Committee to
operational risk, in their amendment of the Basel | Capital
Accord (1988). A separate consultative paper on operational
risk was also issued in January 2001. This paper solicited com-
ments from financial services industry, and were then synthe-
sized in the Working Paper on the Regulatory Treatment of
Operational Risk issued in September 2001. The Committee
on Banking Supervision has launched a quantitative impact
study (QIS) which when completed, will be used to amend the
Basel Il Accord. All G-10 banks will be expected to comply
with this New Accord commencing January 1, 2007.

In July 2002 the Committee reaffirmed its commitment that a
specific capital charge be used to alow for operational risks
(Standardized Approach). However, their intention is that this
approach will be gradually replaced by the Advanced Meas-
urement Approach. The latter will give banks the flexibility to
develop their own operational risk measurement and manage-
ment systems, based on their unique operational risks, to arrive
at their own capital estimate — of course, subject to the quanti-
tative and qualitative qualifying criteria set forth in the BIS
Committee’s October 2002 Technical Guidance for the Quan-
titative Impact Sudy 3. When properly implemented, the Ad-
vanced Measurement Approach should facilitate the lowering

of banks’ risk profile.

Will Caribbean Banks be able to meet the criteria for the Ad-
vanced Measurement Approach cost effectively? What are
likely to be the key hurdles? In a survey conducted by ifs, |IBM
and SAP in the Summer of 2003 to find out how G-10 firms
were preparing for the implementation of the Basel 11 require-
ments, most respondents saw operational risk as the most diffi-
cult element of the Basel 11 Capital Accord; only 42% envi-
sion being ready in time for its implementation.

The Legal/Regulatory Framework

Improved control over operational risks should be obtained
where laws give effective empowerment to regulators and su-
pervisors, and banks and financial institutions are motivated
to comply. In the Caribbean Region, progress with respect to
these laws is expected to take some time. Nonetheless, some
Central Banks are already contemplating how to incorporate
the principles of the Basel 1l Capital Accord into their regula-
tory and supervisory policies.

That Regional banks will have challenges in meeting Basel |1
capital requirements as relates to operational risks is one con-
cern. Dr. The Honorable Omar Davies, Minister of Finance for
Jamaica put thisinto perspective:

“...Emerging international regulatory capital standards may
result in large international banks with sophisticated internal
risk assessment models, having comparatively lower capital
requirements than banks operating with simpler internal sys-
tems...”

It is not possible to legislate for every risk measurement but
on the other hand the laws requiring proper capital provision-
ing by banks will need to be comprehensive as well as flexible.

Lucille Mair examined the laws governing financial institu-
tionsin Trinidad & Tobago, Barbados, Jamaica and Bahamas.
The following were some of her findings that directly related
to operational risk:

Bahamas Bank and Trust Companies Act, 2000 makes com-
prehensive supervisory provisions requiring, among other
things, that banks establish and use systems that accurately
measure, monitor and control market and other risks but had
no corresponding obligation for banks to comply.

Many Caribbean Banks conduct part of their business through




BASEL Il CAPITAL ACCORD: The Challenges of Operational Risk Management
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subsidiaries and affiliates or might be part of a holding group.
In both these cases the operational risks of the individual bank
is also impacted by parallel entities within the group. Unfortu-
nately, the laws in many Caribbean territories need to be ad-
justed to effectively target these sources of upstream and
downstream risks. For example the Barbados Financia Insti-
tutions Act of 1996 gives the Barbados Central Bank power to
inspect the books of holding parent or affiliate companies that
are located in Barbados and to call for information on such
companies from the related licensee; but it has no power of
physical inspection of those affiliates.

The BIS Committee in its third consultative paper issued in
April 2003 accepted insurance as an operational risk mitigant
in the calculation of regulatory capital. In the Caribbean how-
ever the supervision of insurance companies is not as fully
developed and comprehensive as the supervision of banks.
Risk assessment in insurance companies is the sole responsi-
bility of actuaries who are under no obligation under existing
law to assess and rate the solvency of insurance companies.
Thus if this is not addressed in the laws, banks capital provi-
sioning for operational risk could be undermined by assuming
a mitigating influence where, in fact, risks are being exacer-
bated. For example, the insurance Legidation of Trinidad
and Tobago, Jamaica, Barbados, St Lucia do not contain
either specific or indirect provisions which give supervisors
power to ensure that insurance companies apply specific
weights to risk to determine minimum capital adequacy lev-
els.

These findings point to a general deficiency of existing leg-
idation with respect to addressing cross-sectoral sour ces of
operational risks.

Managing Operational Risks

The existence of an adequate legislative framework is a neces-
sary but not sufficient condition for good operational risk man-
agement. Banks themselves have an important role to play.
The BIS Committee expects banks that adopt the Standardized
Approach to continue to expand and review their operational
risk management program. The Committee has provided a set
of requirements for these banks:

° Have the ability to identify exposures to operational
risk asfar asisreasonably possible

o Assess the potential impact that operational r i s k
might have on solvency.

o Have the ability to monitor operational risk on an
ongoing basis.
. Implement a system of management reporting that

provides operational risk reports to relevant functions
within the bank.

o Build on the operationa risk assessment frame-work
and management reporting systems, to define and
refine operational risk appetite and communicate this
in a consistent manner throughout the firm.

o Create proper incentives by factoring operational risk
into processes such as pricing and pay decisions;
using the approach to operational risk as an integral
part of the overall business strategy; and using insur
ance, where appropriate.

. Begin to track relevant operational risk data system
aically, including material loss data, by businessline.

Operationa risks are not new, but are rising as a result of an
increasing number of changes that have taken place in the
banking industry over the last few years related to competitive
pressures, increasingly complex products, exponential growth
in the use of technology, industry consolidation and share-
holder expectation for profitability. Banks in the Region, are
not insulated nor have they been stagnant, but rather evolving
in ways that involve specialized processing operations, imple-
mentation of the rapidly changing technology, expanding their
range of services such as growth of online commerce.

A typical example in Jamaica is Nationa Commercial Bank
(NCB)’s launching in February 2004 of a new service of bill
payment via the Internet. While this promises customers an
easy and hasse-free service, it introduces new operational
risks due to fraud and hacking. It is therefore important that
operational risk management frameworks (legal/regulatory as
well as individual) be flexible enough to accommodate
changes like these which are occurring with increasing fre-
gquency as banks strive to maintain and grow their market
share.

Caribbean banks do have a lot of work to do to meet the ac-
cord's requirements for the operational risk whether the Stan-
dardized or moreso the Advanced Measurement Approaches.
The immediate priority would be to establish a framework of
operational event loss definitions and key risk drivers across
the enterprise that are relevant to the particular business, but a
framework that can aso be mapped to the high-level industry
wide defini-tions established by the Committee. Thiswill be a
difficult task in the Caribbean/CARICOM because there are no
established industry wide standards for defining and measuring
operational losses. Data on operational losses is highly con-
text-dependent, even within a single firm. From the industry
perspective, inconsisten-cies are bound to exist due to nonstan-
dard defini-tions and the overlap between operational risk and
market or credit risk factors.
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Further, Regional banks are also expected to have the same
difficulty as their foreign counterparts in distinguishing an
operational risk factor, as defined by the Committee, from the
normal uncertainties of their daily activities.

Definitional issues will most likely have an impact on the
timelines involved in starting the process of collecting opera-
tional loss data. The physical task of collecting operational loss
datawill also be significant. It will require the devel op-ment of
an operational risk data model, decisions on the warehousing
architecture to be used, and changes to front-end systems and
processes. Also, it will likely require new applications to be
established to support efficient and robust data collection and
storage.

The time required to put this infrastructure in place means that
implementation cannot wait for complete clarity on defini-
tional issues. For many Caribbean banks the design of such a
system implies closer collaboration among competitors for the
purpose of pooling technical and financial resources or, as is
becoming quite common, mergers. In either case, this might
involve years of posturing, negotiating and legal manoeuvring
- achallenge even among G-10 banks.

The cost of the investment is therefore likely to be a key factor
for Caribbean banks seeking to justify the value of the Com-
mittee's proposed approach, especialy given current ap-
proaches to managing operational risk. However, measured
consistently and comprehensively, most organizations are
likely to find that their operational losses are much larger than
they currently believe and discover that a significant propor-
tion of their people and system costs are devoted to preventing
process failures or security breaches, or resolving failures be-
fore they turn into losses. These two factors suggest that then
there are likely to be significant returns on investment in a
more rigorous, quantitative approach to managing operational
risks. On the other hand the increase in outlay could be quite
significant as banks would have to train the various staff who
will be interfacing with the risk management system, in addi-
tion to its expenditure on capital items.

To gain the best returns, however, it isimportant that the meas-
urement framework be applied in a focused and cost-effective
way. The aim should be to enhance business value rather than
just meet compliance requirements. To achieve this, the prior-
ity should be delivery of the new information to business unit
managers for their use, rather than analysis and sophisticated
capital model building by risk management functions.

Conclusion

Resource limitation is the biggest challenge facing Carib-

bean/CARICOM banks with respect to complying with the
Basel Il requirements and operational risk requirements are
excepted to feature prominently. Regiona banks aspiring to
comply with the Basel Il requirements are likely to best
achieve these through restructuring or merging and even then
may still not realize the necessary scale. Some of course may
eventually have to leave the industry. Smaller banks do have
the option of using the less sophisticated Basel | (1988) capital
requirement - a fixed 15% percentage of gross income but this
in effect penalizes banks with a high turnover and provides no
incentive for them to lower operational risks.

The irony here is that the more sophisticated risk models of
Basel Il attract a lower capital charge, playing to the earlier
point that the large international banks have an unfair competi-
tive advantage in the Caribbean/CARICOM region. The in-
creasing number of mergers taking place in the Region over
the last two years offers some positive signs that the capital
base expansion requirements for implementing adequate risk
management are being addressed.

Barbados is one example, as the rapidly changing landscape
seems to be embracing this concept. Recently, the indigenous
banking sector has seen three acquisitions by larger players,
albeit by other Caribbean counterparts - Barbados National
Bank Inc by Republic Bank Ltd, Caribbean Commercial Bank
Ltd by RBTT Holdings Ltd and The Mutual Bank of the Carib-
bean Inc by The Bank of N T Butterfield & Son of Bermuda.

In this climate of compliance pressures and fierce competi-
tion, national boundaries are disappearing as banks respond
and seemingly acknowledge that “bigger is better”.

e ‘www.bis.comh

e Dr. TheHon. Omar Davies. CAIB Conference Presentation,
Nov. 17, 2003

e Cleviston Haynes. The Emerging Regulatory and Supervisory
Framework for Managing Risksin the Caribbean Banking
Sector (CCMS Seminar May 2003)

e www.ifslearning.com ; Basel 11 and Technology. Scottish
Banker (Spring 2004 Special ), pg 9

e LucilleMair. Risk Management and Investmentsin the Car-
ibbean. CCM S 8" Annual Senior Policy Level Seminar (May 5,
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REGULATORY AND COMPLIANCE ISSUES: ROLE OF BANKSIN CORPORATE GOVERNANCE

By Patricia Hamilton, CEO, CAIB
Edited Presentation Notesfor DFL ‘s 16™ Annual Investment Conference

Introduction

It ismy pleasure to talk to you on a subject that is fast becom-
ing adisciplinein its own right and which also gives me an
opportunity to participate in a discussion that is clearly aimed
at seeking to contribute to the further definition of the Carib-
bean Financial Services Sector, in its continued emergence and
devel opment.

There can be no doubt that the banking sector in the Caribbean
has evolved tremendously over the last two decades. Financial
infrastructure including specialist legislation, instruments,
technology and human skills are, now by and large in placein
most CARICOM economies and in much greater profusion
than was the case two or more decades ago.

Many of our member banks and territories have as their own
objectives the desire to create a Financial Services Sector that
meets with, and in some instances surpass international stan-
dards such as those set by Bank for International Settlement -
Basel.

“Jamaica’s position, against the background of our recent
experience, generally goes beyond Basel standards. We are
mor e conservative. This we believe to be necessary at thistime
to build on the rehabilitation and rebound in the confidence in
the financial sector,” says the Minister of Finance for that
country

It would therefore be difficult to imagine that banks would see
themselves as not having arole to play in Corporate Govern-
ance.

The theme of this conference, as you know, is Governance,
Entrepreneurship and Natural Resources and my specific chal-
lenge isto discuss What Role Banks Should Play in Promoting
Corporate Governance. | have defined the topic more pre-
cisely by adding “in the Caribbean.”

| would like to start with two definitions that introduce aterna-
tive viewsin the Corporate Governance debate.

Corporate Governance is: “A generic term which describes the
ways in which rights and responsibilities are shared between
the various corporate participants, especially the management

Another view, however, states:

“Corporate Governance is the system by which companies are

directed and controlled from within”.(www.bat.conb)

The proponent of this view goes on to say, “...In the last two

years, Corporate Governance has been the subject of the ever
increasing focus and external demands made on public compa-
nies to conform with criteria — frequently several sets of
them.....” While acknowledging and complying with those
external pressures, it has long been our belief that the most
potent form of corporate governance comes from within. “We
see external codes as overlays to the standards we set our-
selves”.  (www.bat.con

Corporate Governance — Historical Perspective & Recent
Developments

In the United Kingdom, Corporate Governance has been dic-
tated by the Combined Code which has been in force since
around 1998 with the requirement that public companies pub-
lish a Statement of Business Principles. This code was subse-
quently revised, effective November, 2003.

From as far back as 1998, the OECD, Commonwealth Asso-
ciation for Corporate Governance, and Commonwealth Secre-
tariat have been involved with the work and promotion of Cor-
porate Governance. However, in recent times, the topic has
been the focus of international attention, probably making the
most mileage from the passing of the Sarbanes-Oxley Act in
the United States of America in 2002. The latter Act was
passed in an effort to stem the tide of public corporate scan-
dals, involving companies such as Enron and WorldCom, as
well as their repercussions, in the form of extreme market
volatility and erosion of investor confidence.

The rationale behind the objective was the removal of informa
tion asymmetry to better place investors to make more accurate
business-risk assessments, thereby diminishing the capacity
and inducement for engaging in fraudulent activity. Whether
this theory will prove true is yet to be seen. The question is,
“With greater disclosure, will managers, equity or debt holders
behave any differently from the past?’

Banks were not part of the rash of major corporate scandals
that hit the world stage in 2002. So what justifies or drives the
perception that banks have a special role, why single them
from the general discussion of public companies?

Economic Development Theory recognizes the critical role
that financial intermediaries play in the economic development
of countries. To the extent that they facilitate the
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By Patricia Hamilton, CEO, CAIB
Edited Presentation Notes for DFL ‘s 16™ Annual Investment Conference

efficient movement of funds from savers to investors in both
the private and public sectors, there is no doubt that the finan-
cia sector, and more importantly banks (usually the playersin
this sector), do have a pivotal role. Hence, proper stewardship
of resources is important because of their important role and
also the volume of the funds involved.

We are aware that financial crises, as a result of a number of
factors, are not new to banks. In the past twenty years, more
than 125 countries have experienced at least one serious bank-
ing problem In more than half of those episodes, the entire
banking system of some developing countries became insol-
vent. In more than a dozen of those cases, the cost of resolving
the crisis was at least one-tenth of the country's nationa in-
come and, in some cases, even higher.

In Trinidad and Tobago, the last banking "shake-up" took place
in the mid-eighties in the aftermath of the sudden fall in petro-
leum prices, Jamaica had its share of crises in the mid 1990’s
and most recently, the Dominican Republic.

In addition, banks possess two attributes that distinguish them
from other corporate entities — their opaqueness and greater
government regulation, compared to other industries. These
two attributes operate to weaken many traditional governance
mechanisms as the first inhibits proper disclosure while the
|atter, the independence and objectivity requirement. Add to
that, the fact that, banks can alter the risk composition of their
assets more quickly than most non-financial industries and you
get afairly clear picture of what sets them apart.

Our emphasis on the role of banks is not an attempt to negate
the role that the legal and regulatory framework has to play in
the outcome of this process. The assumption here is that the
current principles of these frameworks will remain relatively
unchanged. This is not an unrealistic premise given the fol-
lowing modalitiesin many Caribbean territories:

e Atiny clique of power brokers (government and pri-
vate) control most of the public assets

e Thisgroup isreluctant to lend their support to laws
and policies that threaten to trim their extensive reach
and exclusive access

e The setting up of regulatory bodies require funding
and place additional pressure on resources that are
aready stretched to the limit

Consequently, we expect the progress of the legal and regula-
tory framework to be at a much slower pace than that for insti-
tutional changes necessary for the promotion of good corporate
governance. Of course, the greater the degree of self imposed

rules, the higher the confidence factor, and aso the easier the
roles of the regulatory frameworks.

Similarly, we should not perceive the governance of banks in
isolation from other companies as they have shareholders, debt
holders, boards of directors and competitors.

Viewed against this background, there are three applicable
theories of corporate governance - agency, sociology and stew-
ardship. Given the characteristics of each, Banks in the Region
most closely practice the stewardship theory.

The stewardship theory discounts possible conflicts between
management and owners and shows preference for a board of
directors made up primarily of corporate insiders. In such an
environment, adoption of the SO Act is likely to be resisted
except that, inter alia:

e US Subsidiaries operate in the region — their auditors
would have to comply with S-O

e Indigenous banks raise capital in the US — periodic
reports that are subject to SO requirements with the
SEC

e Banks are critically important for industrial expan-
sion, the corporate governance of firms and capital
alocation.

We must also introduce another landscape, the rapid movement
afoot to open markets in the region, forced by the pressures of
CARICOM Single Market and Economy (CSME), the Free
Trade Agreement of the Americas (FTAA), and the World
Trade Organization (WTO).

A study by McKinsey, found that shareholders perception of a
well governed company was one that has a majority of outside
directors with no management ties on its board, undertakes
formal evaluation of directors, and is responsive to requests
from investors on governance issues. It also found that share-
holders are prepared to pay a premium for well governed com-
panies, and the extent of the premium differs by country.

What then should be the role of Caribbean Banks in this
scenario?

The following three-step approach is recommended:
e Identify major leverage opportunities

e Establish a compliance function embracing the reali-
ties of the size and scale of the operation
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e Continue to promote and emphasize education pro-
gramme for the Bank’s stakeholders

This role takes cognizance of three key modalities with respect
to current banking trends:

e The possibility of narrowing spreads due to increased
competition, new technology and the significant
growth of “regional banks.”

e A need to satisfy emerging international and national
compliance requirements without causing any adverse
changes to institutions’ risk return profile.

e Inherent predisposition to conservatism of the boards
of regional banks

Identifying Major L everage Opportunities

A fundamental fact of corporate governance is that it is a peo-
ple-driven rather than a policy-driven process. To begin identi-
fying major leverage opportunities the question must be asked,
“Who will bell the cat?” Ross Levine (2003) suggests three
possible candidates:

1. Equity holders— diffused or concentrated

2. Debt Holders— diffused or concentrated — some
significance, but maybe not critical in the Caribbean
context

& Government

Equity holders

Concentrated share ownership is more common with respect
to banks in the region as is the case among CAIB members. It
is not uncommon to find 5% of shareholders accounting for
over 70% of share units and share value. Concentrated share
ownership offers greater leverage than diffused share owner-
ship as the driver of corporate governance. Large shareholders
have greater incentive for acquiring information and monitor-
ing managers — more to loose, they can elect directors and
thwart managerial control of the board of directors, etc. The
downside of concentrated share ownership is that large inves-
tors can and do exploit these connections, such as loans at con-
cessionary rates, to profit for themselves at the expense of the
bank.

Government

Governments influence on corporate governance on banks in
the region has been chiefly through regulation - the passage of

legislation and central banks’ policies. Such regulation might
involve deposit insurance (there are instances when these rates
are set too high reducing the motivation for banks to maintain
prudent risk return/management), restrictions on the concentra-
tion of bank ownership and who can own banks.

Nonetheless, the ownership of banks (wholly or partialy) by
Governmentsiis still widespread in the Caribbean. This has
meant that Government has had, and in many cases, still have
significant influence through appoi ntments to boards.

On the downside, thereis also the temptation for governments
as regulators to use banks as ““cash cows” through taxation and
itsinfluence to direct loans to politically favoured customers,
thereby eroding their contribution to good governance.

Which group then isbest positioned to take the lead?

Professor Thomas Calderon study of six banks in the OECS
determined that in four of the six, insiders, affiliates and
shar eholders comprised 100% of the boards - very likely a
general pattern across the Region. When combined with the
phenomenon of concentrated shareholding, we can reasona
bly conclude that management and shareholders offer the
greatest leverage. While there is a potentia for this arrange-
ment to be compromised by persona influence peddling and
collusion, it appears that this informal setting has worked for
the most part. The study showed, inter aia:

Areas of strength:

° Independent board chairman

° Board approval for non-audit services provided by
auditors

o Functioning audit committee of the board (albeit
needed to catch-up with current trends)

° Audit committee’s access to information
° Audit unit head reports to the board or board

committee
° Effective internal controls
° Respect for auditor independence
° Off-balance sheet and related party disclosures

Areasthat needed attention included:

e |ndependent oversight for auditors of listed companies




REGULATORY AND COMPLIANCE |SSUES: ROLE OF BANKSIN CORPORATE GOVERNANCE

By Patricia Hamilton, CEO, CAIB
Edited Presentation Notesfor DFL ‘s 16" Annual Investment Conference

o Disclosure of contracts with independent auditors for
non-audit services

° Process for reporting and addressing complaints about
overly aggressive or unethical accounting policies

o Reporting channels for complaints about aggressive
or unethical accounting

° practices

o Independence of chair and other members of the audit
committee

° Rotation of independent auditors

o Attestation and certification of internal control.

These banks were particularly keen for reform in the areas
of:

° Independent oversight board for external auditors of
public companies

° Fines and/or imprisonment for willful or negligent
financial statement

o Certifications that contain errors or fraud

o Guidance for real-time reporting and disclosures

(particularly real-time auditing)

The study, does suggest that Regional banks, to a large extent,
have embraced the principles of good governance. The results
of avirtual panel discussion conducted by the CAIB, involving
the heads of banks in Guyana, Suriname and Jamaica, support
these view.

The overwhelming turnout of bank personnel (both manage-
ment, board), compared to other professionals, at the last Car-
ibbean Corporate Governance Forum in 2003, can be taken as
an indication of their interests and/or desire to keep abreast and
possibly conform.

Establishing a Compliance Function

Theway forward therefore must lie with directorsand
management wor king together. Nonetheless, the Basel
Banking Committee on Banking Supervision, recognizes the
reality that various corporate governance structures exist in
different countries. There are no universally correct answers to
structural issues and laws need not be consistent from country
to country. Sound governance can be practiced regardless of
the form used by a banking organization and suggest four im-
portant forms of oversight that should be included in the or-
ganizational structure of any bank in order to ensure the appro-
priate checks and balances:

(D] oversight by the board of directors or supervisory
board;

2 oversight by individuals not involved in the day-to-
day running of the various business areas;

3 direct line supervision of different business areas; and

4 independent risk management and audit functions.

In addition, it isimportant that key personnel are fit and proper
for their jobs. Government ownership of a bank has the poten-
tial to alter the strategies and objectives of the bank aswell as
the internal structure of governance. Consequently, the general
principles of sound corporate governance are also beneficial to
government-owned banks.

Further recognizing the complexities of management and
board working together, it has most recently recommended the
establishment of a separate Compliance Function. On this is-
sue it is comforting to note that the Caribbean is to some de-
gree moving apace with global trends.

The Caribbean Corporate Governance Forum has already iden-
tified the key areas and role that banks need to play and these
are given as.

° A more direct line of communication between the
Central Bank and the boards of commercial banks,
instead of through management. The bank’s compli
ance function should be independent from the busi
ness activities of the bank. The compliance function
should be able to carry out its responsibilities on its
own initiative in all departments of the bank in which
compliance risk exists. It must be free to report to
senior management and the board or a committee of
the board on any irregularities or possible breaches
disclosed by its investigations, without fear of
retaliation or disfavour from management or other
staff members.

The compliance function should have the right on its
own initiative to communicate with any staff member
and obtain access to any records or files necessary to
enable it to carry out its responsibilities.

. Periodic review of external review of corporate gov
ernance arrangements and risk managements by ex
ternal auditors. Specific tasks of the compliance
function may be outsourced, subject to appropriate
oversight by the head of Compliance, who should
remain an employee of the bank.
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Compliance risk management should be regarded as a
core risk management activity within the bank. Spe-
cific tasks of the compliance function (example com-
pliance testing and monitoring) may be outsourced,
however, provided the outsourced arrangement is
overseen by the head of compliance.

Regardless of the extent to which tasks of the compli-
ance function are outsourced the board of directors
and senior management remain responsible for com-
pliance by the bank with all applicable laws, rules and
standards.

The establishment of minimum standards for directors

Provision for a transitional period for moving Banks
from current level of governance to the desired level

of governancein any code or legislation adopted

Principles of independence and ethics must be fully
encoded in guidelines established by the sector for the
election of Boards

Enforcement of the Basel Core principles on financial
disclosure

Disclosure of Risk Management systems to both exter
nal audits and regulators

Prescribed penalties for non-compliance must be ex
pressly outlined and enforced

Continuous training of directors to ensure adequate
level of knowledge and execution of their duties

Greater scrutiny and clarification of the special posi
tion of the Chairman of the Board with respect to ac
countability to other stakeholders

Clarification in the area of conflicts between share
holder interests and depositor interests with respect to
the appropriate level of capitalization of banks

Board should sign the attestation that the bank’s mate
rial business risks are being effectively identified and
managed

Establishing an Education Programme for Banks’ Stake-
holders

Capacity building is an important element of promoting greater
awareness of, and quality in, corporate governance and risk
management. Banks need to build greater awareness of corpo-
rate governance and strengthen the competency of those with
responsibility for corporate governance and risk management
within the financial sector.

Possible examples of capacity building programmes may in-
clude:

° Seminars and workshops on corporate governance,
for directors and senior management of banks and
other financial institutions. Thistopic was an
agenda item at the CAIB 2003 Conference; it should
be included again in 2004. Banks must seek out/initiate
seminars similar to this one being hosted by DFL to
encourage dialogue and discussions leading to better
understanding of the principles and best practices.
NCB (SVG) Limited is already on the bandwagon;
sponsoring relevant courses for their senior staff.

° Training of regulatory staff in matters relating to cor
porate governance.

° Arranging for or facilitating secondment of senior
staff from reputable international banks to assist local
banks to strengthen their corporate governance and
risk management frameworks.

° Programmes of seminars and workshops on the nature
of banking risks and the means by which these risks
can be identified, monitored and managed, drawing
on expertise from reputable international banks and
international agencies

CONCLUSION

Corporate governance is a people-driven process for which the
final outcome of the most sophisticated model is dependent on
what key players are willing and able to do. However, once
this initial hurdle is crossed, the opportunities for raising the
level of corporate governance in the region are numerous.

While there are no conclusive evidence that good corporate
governance leads to increased performance, it does guard
against failure and result in higher share holder value.
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Geography

Barbados is the easternmost Caribbean island located in the
North Atlantic Ocean, northeast of Venezuela. Its geographical
coordinates are 13 10 N, 59 32 W. The Idland comprises an
area of 431 sg km (166 sgq miles) which is mostly flat, rising
gently towards the highland region. Barbados is renown for its
scenic sights, beaches and natural beauty, a fact which contrib-
utes to its thriving tourism industry.

History

The island was uninhabited when first settled by the British in
1627. Slaves worked the sugar plantations established on the
island until 1834 when slavery was abolished. The economy
remained heavily dependent on sugar, rum, and molasses pro-
duction through most of the 20th century. The gradual intro-
duction of socia and political reforms in the 1940s and 1950s
led to complete independence from the UK in 1966. In the
1990s, tourism and manufacturing surpassed the sugar industry
in economic importance.

Population

Barbados population was estimated to be 277,264 in 2003
according to the CIA Fact Book estimate. Most of the popula-
tion (70%) fal within the 15-64 age group with females
(99,230) outnumbering males (94,840). The 2002 estimate of
the median age of the population was 33.3 years. Population
growth was estimated at 0.38%. This statistic was influenced
by a birth rate of 13.15 birthg1000 population, death rate of

9.02 deaths/1000 population and net migration of -0.31 mi-
grants/1000 population. In terms of ethnic composition, Bar-
bados is 90% Black, 4% White and 6% Asian and Mixed.

Economic Highlights

Historically, the Barbadian economy had been dependent on
sugarcane cultivation and related activities, but production in
recent years has diversified into manufacturing and tourism.
Offshore finance and information services are important for-
eign exchange earners, and there is also a light-manufacturing
sector. The government continues its efforts to reduce unem-
ployment, encourage direct foreign investment, and privatize
remaining state-owned enterprises. The economy contracted in
2002 mainly due to a 3% decline in tourism.

Real economic activity in the Barbadian economy grew by an
estimated 2.0%, in contrast to the declines of 2.6% and 3.8% in
the comparable period of 2001 and 2002, respectively. There
was a significant boost in tourist arrivals, particularly during
the second quarter, as the traded sectors rose by 2.5%. The
non-traded sector grew by 1.9% over this period. This growth
was led by the wholesale and retail industries and the govern-
ment.

In the first six months of 2003, the tourism sector sustained
the recovery that begun in the latter half of 2002, as both long-
stay and cruise passenger arrivals continued to strengthen. As
a result, real tourism value-added grew by approximately
8.6%, after plummeting by 9.7% between January and June a
year ago. Thisup isbeing led by significant increases in tourist
arrivals from the source markets of United Kingdom, Germany
and CARICOM.

The 2003 sugar crop produced approximately 39,600 tonnes of
sugar — a decline of 5,219 tonnes or 11.6 per cent from the
level in 2002, and isthe smallest yield since 1995.

At the end of May 2003, consumer prices went up marginally
by 0.4%, compared to a 1.7% rise for the corresponding period
in 2002. Despite the overal absence of inflation, several sub-
categories within the consumer price index registered higher
prices. Among these were the medical and personal care, and
the fuel and light indices, which increased by 5.2% and 6.4%,
respectively.

In addition, credit to the non-financial private sector declined
by BDS$8.5 million (0.3), which follows marginal increases of
BDS$0.9 million in 2002. This was primarily the result of ma-
jor reductions in credit to private individuals (BDS$26.1 mil-

lion) and the distributive sectors (BDS$14.9 million).
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Barbados: Selected Economic Indicators (Jan. June)
Particulars 2002 2003
Stay-over Tourist Arrivals (%
change) end of period -10.6 10.3
Raw Sugar Production (tonnes) end
of period 44819 39,600
Inflation Rate (%) March 1.8 2.7
Credit to the Private Sector
(BDS$Mn) 2nd Qtr. 2,513.50 2,590.70
Commercial Banks'Excess Cash
(BDS$'000) end of period 368,351 368,147

The contraction of BDS$109.3 million in lending to private
financial ingtitutions reflects the payment of a loan secured by
Sagicor for the purchase of Life of Barbados.

The financial sector in Barbados has two distinct segments —
offshore and onshore. These are legally separated from each
other. The onshore sector is well devel oped and encompasses a
wide range of financial institutions. IMF Country Report No.
03/35 (IMF Financial System Stability Assessment report)
indicates that there were 7 commercia banks, 14 nonbank fi-
nancial institutions, 41 credit unions, 9 life insurance and 10
general insurance companies.

In the onshore sector, most of the commercial banks are now
foreign owned but, with a significant Regional presence given
Republic Bank’s 65.13 % ownership of BNB and the recent
purchase of CCB by the Bank of NT Butterfield & Son Ber-
muda.

Two key challengers to commercial banks in this segment are
credit unions and insurance companies. At the end of 2001
there were 41 credit unions with 94,728 members — more than
a third of the total population, with total assets equivalent to
9.5% of GDP. Credit Unions can collect deposit from but can-
not lend to nonmembers.

Insurance companies on the other hand, account for the bulk of
nonbank onshore financial activities and offer a broad range of
insurance products. The industry has undergone significant
consolidation, culminating with the acquisition of the Mutua
Life Assurance Society by Sagicor which now has a presence
in 20 countriesin the Caribbean.

The offshore sector comprises international business compa-
nies, foreign sales corporations, exempt insurance companies,

societies with restricted liability, and offshore banks.

Lower taxation and tax treaties with several countries, includ-
ing the United States and Canada, along with fewer regulatory
restrictions, have been a key factor in the growth of offshore
financial activities. The offshore sector is now second only to
tourism in terms of foreign exchange earnings and an impor-
tant contributor to tax revenue.

The number of offshore banks increased from 52 to 56 during
2001, while their assets increased from about eight times GDP
at end-2000 to 11 times GDP at the end-2001. The eight larg-
est offshore banks account for 87 percent of total assets. Risks
for depositors are, to a large extent, contained by restricting
acceptance of third party deposits to offshore banks owned by
qualified foreign banks (10) or well-capitalized companies
(16); other offshore banks (30) are not alowed to do so.

During the first six months of 2003, the degree of excess li-
quidity in the financial system rose slightly due to weak credit
demand and growth in deposits. The excess liquidity ratio at
the end of June 2003 was 18.7 per cent, 0.9 percentage points
higher than at December 2002.

(Source: Central Bank of Barbados. Economic Review, Vol.
XXX_No.2, September 2003, CIA Fact Book:

Www.cia.gov/cia/publications/factbook/t IMF Country report

www.imf.org/external/pubs/ft/scr/2003/cr0335.pdf )

oo oo oo o oo oo o oo oo oS o0 o

Quote:
Nothing splendid has ever been achieved except by
those who dared believe that something inside them

was superior to drcumstance ........... Bruce Barton
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BNB INC. HEADQUARTERS

“The Barbados National Bank shall be an exemplary finan-
cial institution, exhibiting the highest standards of excellence
and contributing to sustainable economic development for
Barbados..” could not have been a more apt vision statement!

Barbados National Bank Inc. (BNB), headquartered at Inde-
pendence Square, Barbados. is a subsidiary of the Republic
Bank Limited, (Trinidad) with 65.13% ownership.. BNB also
operates two subsidiaries, BNB Finance & Trust Corporation
and Barbados M ortgage Finance Company Limited.

The Chairman of the Board is Mr. Ronald F. deC. Harford.
Managing Director and CEO, Mr. Louis Greenidge took over
the helm of BNB in 1995 and steered the Bank from strength
to strength through his effective leadership, culminating with
the Bank winning the prestigious “Bank of the Year” Award
in 2003. Mr. Greenidge retires at the end of this month and
Mr Robert Le Hunte assumes that role effective April 1st,
2004. The average number of staff for the financial year
2002/2003 was 398.

BNB Finance & Trust Corporation is the Merchant Bank and
Project Financing arm of Barbados National Bank. BNB Fi-
nance & Trust Corporation has responsibility for capital mar-
kets fund raising, project financing, asset management and
stock trading and leasing. Barbados Mortgage Finance Com-
pany Limited provides residential mortgages to middle and
lower income socio-economic groups to a maximum limit of
BDS$300,000.

BNB conducts business from six branches throughout the
Island and had a total asset base of BDS$1.5 hillion as at

W/

September 2003. Its authorized share capital is BDS$48 mil-
lion. However, the ingtitution has undergone some major
changesto arrive at where it istoday.

Established in March 1978 by an Act of Parliament, the bank
was subsequently reincorporated as Barbados National Bank
Inc., a limited liability company under the Companies Act,
cap 308, in November 2000. The Bank commenced opera-
tions in March 1978 and in April 1978 acquired the branch
assets of the banking business of Bank of America whose
operations were carried on at Lower Broad Street in the City
of Bridgetown. Being a government bank up to this point,
there were instances where the execution of some develop-
ment initiatives were at odds with the prudent operation of
the Bank. In June 1992, following a review of the Bank by
the Centra Bank of Barbados, and during negotiations be-
tween the Government of Barbados and the Inter-American
Development Bank for an investment sector loan, the Central

& Bank of Barbados noted that the Bank was faced with an un-

acceptable level of loan losses and an illiquid situation.

Consequently, the International Monetary Fund, at the invita-
tion of the Central Bank, was provided a consultancy to in-
vestigate the Bank’s circumstances and recommend correc-
tive actions.

The period 1992 to 1996 was therefore a period of continuous
restructuring and reorganization for the Barbados National
Bank during which various initiatives were set in motion.
These were generally aimed at building a customer-oriented,
competitive, profitable commercial bank, utilizing modern
technology and having a professional staff; streamlining of
reporting structures and the recruitment of experienced com-
mercial bankersto fill key management positions.

This new undertaking paid handsome dividends as by 1996
net profit rose to BDS$3.2 million (an increase of BDS$ 2.7
million over 1995) and loan loss provision declined to
BDS$3.8 million (compared to BDS$8.0 in 1995 and
BDS$13.0 million in 1994). This strong showing by BNB has
continued through the years until the present time.

During the financial year ending September 2003, total assets
grew by 20.2% or BDS$254.6 million to approximately
BDS$1.5 million with loans and advances accounting for
BDS$817.3 million and investment in dated securities,
BDS$431.1. Net interest income was BDS$43.5 million in
2003.

......... Cont'd pg 15
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In March of 2003, Republic Bank Limited (RBL) was successful in its bid to acquire 57 per cent of the shares the Government
of Barbados. The transaction was completed in July 2003. In September 2003, RBL acquired a further 7,807,561 ordinary
shares increasing their share holding from 57% to 65.13%.

Throughout the Banks development process there has aways been a strong emphasis on product development and customer
relations management. One notable innovation in this regard is the Flexi-V oice telephone system which allows customers to
access up-to-date information on their accounts via telephone, 24 hours per day.

Among the features of this service are the facilitating of up-to-date account balances, information on the last three transactions
processed the customer’s account via voice and transfer of funds between accounts held with BNB.

As a corporate citizen, Barbados National Bank Inc. has demonstrated a commitment to preserving the cultural heritage of
Barbadians through its annual sponsorship of the Crop Over Festival (acarnival-like event), St Peter Festival, Gospel Fest and
the Barbados Jazz Festival among many others.

PRICE WATERHOUSECOOPERS: TEN ATTRIBUTES OF A WORLD CLASS RISK CULTURE

« Equal attention is paid to both quantifi- ¢ Risk managers have teeth

able and unquantifiable risks o Theenterprise avoids products and busi-
o Risksareidentified, reported and quanti- ~ nessit doesn't understand
fied to the greatest possible extent e Uncertainty is accepted.
e Anawareness of risk pervadesthe e Risk managers are monitored
enterprise « Risk management delivers value
o RIEKERESEMETL SCIEeEe « Therisk culture is defined and enshrined
responsibility
Quote:

Change has a considerable psychological impact on the human mind. To the fearful it is
threatening because it means that things may get worse. To the hopeful it is encourag-
ing because things may get better. To the confident it isinspiring because the challenge
existsto make things better...King Whitney Jr.
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JACK SHIRLEY TO HELP DEEPEN JMMB’S PRODUCTS, SERVICES

~ | Jack Shirley, whose three-year con-
tract as managing director of First
Global commercial bank expired in

{ ¢ December, will this week join Jamaica
4 s  Money Market Brokers (JMMB) as a
b
; . . product development consultant.
4 - On Monday, Keith Duncan, Deputy

Managing Director of the money mar-
ket pioneers, confirmed that Shirley
was to have signed the agreement be-
tween yesterday and today for the consultancy.

"Yes, | can confirm that we have engaged Jack Shirley as a
Product Development Consultant,” Duncan told the Business

Observer on Monday.

Shirley, a career banker who spent several years as a senior
manager at NCB before being poached by First Global three
years ago, will help to guide IMMB in its quest for product
and service diversification. Duncan pointed out that IMMB
had produced positive results from its country and product
diversification to date - with its 40 per cent interest in Carib-
bean Money Market Brokersin Trinidad and Tobago making a
substantial contribution to its profit last year.

More recently, IMMB's stock brokerage subsidiary launched

___________________

ness Reporter Wednesday, February 18, 2004)

SIZE DOESMATTER

Barbados’ banking sector officially completed an era last
week, when Caribbean Commercial Bank (CCB) was sold to
RBTT Holdings Limited, a Trinidad and Tobago-
headquartered financial institution with aregional vision.

Some Barbadians bemoaned the closing of this final chapter
of the locally-grown commercial banks, but many hailed the
development as evidence of the Caribbean’s financia institu-
tions readying themselves for the expanding market space that
is becoming a feature of the modern business climate.

Commenting on the development, Governor of the Central
Bank of Barbados, Dr Marion Williams, said Barbados” bank-
ing history from 1834 had changed tremendously, moving
from the British, to the Canadian, to the American. Later the
trend featured local brands and was inspired by the mood of
nationalisation.

But today’s shift to bigger entities, Williams said, was
“predicated on the view that we will be able to benefit from
economies of scale and position ourselves for the future, for
the CSME (CARICOM Single Market and Economy) and the
FTAA (Free Trade Area of America).

“There are other benefits which we have to recognise and
those are the possibility of increased market power, increased
profitability and

rationalisation of capacity and lower unit cost because we are

expecting cost will be lower with the kind of economies of
scale which will result.”

Finding partners or businesses to acquire in order to achieve

this aim has been less difficult than previously. Knowing that
size matters, organisations with commercial banks of chal-
lenging size seemed more likely to put these on the market.

The Mutual Bank was such a case. It was profitable when
Sagicor Financial Corporation got rid of it. President and
chief executive officer Dodridge Miller explained that given
the increasing international expansion of the Sagicor Group
and The Mutual Bank having offices only in Barbados, it be-
came less strategic to the group’s business strategy.

The deal between Bank of Butterfield of Bermuda and Sagi-
cor presented a similar scenario. The Mutual Bank’s assets
were $253 million (US$126.5 million) at December 31, 2002.

With the change to the Bank of Butterfield, it has the potential
to be afierce competitor here. One advantage, as noted by the
Mutual’s former chief executive officer, Clennell Goodman,
was the ability to offer significantly larger loans.

Thetrend is also giving birth to regional banks worthy of con-
tending with their counterparts, especially the extra-regional
headquartered entities. In addition, the development is not
necessarily signaling the end of local individuals’ involve-
ment in the ownership of these banks.

......... Cont’d pg 17
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Many of the new owners are listed on stock exchanges, thereby allow-
ing Caribbean people access to shares. RBTT Holdings of Trinidad and
Tobago will have a presence in Barbados as a result of its recent trans-
actions with Clico Holdings Limited, which led to the purchase of CCB.
CCB can no longer be considered as a small player given its backing of
an ingtitution with total assets of US$4.98 hillion (at December 31,
2003).

In addition, according to its website, the RBTT Group is the “largest
network of financial institutions and licensed commercia banks in the
hemisphere,” and comprises 32 companies including nine commercial
banks with 79 branches located throughout the English-speaking Carib-
bean, Suriname, Aruba and the Netherlands Antilles.

In comparison, the 18-year-old CCB was tiny, with assets reaching
$314 million (US$157 million) and operating four branches on the is-
land. The RBTT element will add some interest to the local market,
which will see up front its competition with Republic Bank of Trinidad
and Tobago, which incidentally, owns a six per cent stake in FirstCarib-
bean International Bank.

Do these changes suggest that the small banks will be no more? Chief
executive officer of FirstCaribbean Internationa Bank, Charles Pink,
predicted that small financia institutions would operate only in niché

FIRST GLOBAL ANNOUNCESNEW

SIZE DOESMATTER

markets. “Generally, small banks will tend to be gobbled up by larger
banks and financial institutions,” he said.

Pink heads what is the result of arecent merger of the Caribbean opera-
tions of Barclays Bank PLC and CIBC Caribbean Limited, a fusion
which created one of the region’s largest banks, having over US$8 bil-
lion in assets and branches in 15 countries.

The CEO said the banking industry, like other industries, required big
investment in new schemes and in brand, it was therefore hard to be
small and meet this need. Noting that banking was a customer-driven
industry, Pink added that the increased internationality of the customer
base, persons and corporations, meant that customers demanded banks
operating across multiple borders. “I think small banks will only exist in
very niché areas specialising on a particular product or in a particular
sub-market but generally indigenous banks will tend to be absorbed into
bigger banks,” he said. What we are seeing in Barbados may not be the
end of the cycle. “Even the bigger banks will probably merge over time.
We will end with five or six large groups dominating across the Carib-
bean,” Pink said. “Some of them, | sincerely hope, operating out of the
Caribbean, others headguartered in Canada or the UK (Britain) or the
US (United States). That isthe futureas| seeit.”

____________________________________________

s&Current= ; Marva Crossy, Nation Newspaper, Barbados)

PRESIDENT AND VICE PRESIDENT

First Global Bank Limited is going places!
In a recent news release by the CEO of
Grace Kennedy & Co. Ltd and COO,
Grace Financial Services Division, Mr.
Don Wehby, has announced the appoint-
ments of a new president and vice presi-
dent in the persons of Mr. Wayne Wray
and Mrs. Dorothy Parkins to the helm of
thisinstitution..

Wayne Wray has been Managing Director
of George & Branday Ltd, for the past
seven years — A period during which the
Bank achieved impressive growth.

With the merger, Mr. Wray brings his
fifteen years of commercial and merchant
banking experience to the service of First
Global Bank’s customers.

Mr. Wray holds an MBA in International
Business from George Washington Uni-
versity, where he majored in International
Banking and Finance

He is the Chairman of the Jamaica Insti-
tute of Bankers, and Executive Member of
the Jamaica Bankers Association. He is
also alicensed Security Dealer. Mr. Wray
will assume responsibility for managing
and directing the Bank toward achieving
its corporate objectives.

........Cont'd on pg 18

Mr. Wayne Wray— President

Mrs. Dorothy Parkins—Vice President Credit
& Corporate Banking
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PRESIDENT AND VICE PRESIDENT

Mrs. Dorothy Parkins was appointed as Vice President Credit
and Corporate Banking. She has had a distinguished career in
banking. For more than 33 years, she served Citibank in senior
managerial capacities in Credit Administration, Risk Manage-
ment and Relationship Management.

Just prior to joining First Global Bank, Mrs Parkins was Vice
President/Group Head of CitiServices/Quality/Financial Institu-
tion with responsibility for ensuring that both service quality and
corporate objectives were met.

She holds a Bachelor Degree in Business Administration, having
majored in Finance, as well as a Diploma in Marketing and a

Certificate in Management Studies. In her new position she will
manage the administration and growth of the banks Credit Port-
folio.

These appointments take effect from April 1, 2004. Mr. Wehby
expressed confidence that the new appointees will be supported
by a success driven team, committed to the mission of taking
commercia banking to a higher level.

(Source: First Global Bank Limited)

CHIEF EXECUTIVE OFFICER AND PRESIDENT OF CAYMAN NATIONAL RETIRES

In addition to commemorating its 30" anniversary this year,
Cayman National is also celebrating another milestone in its his-
tory with the retirement of President and Chief Executive, Mr.
Eric Crutchley, MBE, FCIB.

A longstanding bank executive and community supporter, Mr.
Crutchley presented his final President’s report at Cayman Na-
tional’s Annual General Mesting at the end of February. In his
report he expressed his appreciation to shareholders, customers,
fellow board members, management and staff for their support
and contributions during his tenure in his role as President and
CEO.

It was noted that the company’s assets had grown from $250M
to $750M during his term; however, acknowledgement was
made that this could not have been possible had it not been for a
wonderful support team. “As a member of the Cayman National
family, Mr. Crutchley has served the organization with the dedi-
cation only a leader possesses,” commented Claudia Welds, Ex-
ecutive Assistant. “While he would spend countless hours work-
ing for the organization, he made certain that he maintained his
commitment to local non-profit organizations by spearheading
golf tournaments to raise funds for the Pines and other charitable
organizations and participating in events to assist other organiza-
tions. He also believed strongly in the need to inform and edu-
cate the local community on important financial matters that
affect the Cayman Islands and did so during his tenure as Presi-
dent of the Cayman Islands Bankers Association (CIBA) and
continues to as a director of the Cayman Islands Financial Asso-
ciation (CIFSA).”

A formal retirement dinner was held in Mr. Crutchley’s honor

where guests, including members of Government, the private
sector, shareholders, customers, directors and senior manage-
ment of the Group; also friends from Tampa, Washington and
sons from the UK and New York al wished him well. Another
function was held on Wednesday, 3 March, for staff to say their
good byes. During the reception, Mr. Crutchley expressed his
gratitude to the management and staff of the Group and wished
his successor, Mr. Stuart Dack, every success is his role as the
President and Chief Executive of Cayman National.

Mr. Dack will also succeed Mr. Crutchley in his roles of Chair-
man of Cayman National Bank, Cayman National Securities,
Cayman National Trust and Caymanx Trust Company. Mr.
Dack has been with the organization for 12 years following a
career with Midland Bank in England of more than 20 years.

“My main objective is to ensure the continued long-term
successful growth of Cayman National from the very solid
base that was created by our company’s founder, Mr. Peter
Tomkins and further developed by Eric over the past 9
years,” said Mr. Dack. “Many opportunities exist for usin
the financial sector and | know that with dedicated team-
work the organization will continue to thrive. One of main
attributes is the very experienced team of professional we
have in the Group, many of whom have been with Cayman
National for many years. | am honored to be a part of a
great team and | know that we will move from strength to
strength.”
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