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Mutual Bank of Barbados Sold
A NEW BANK isintown..... THE NEWSLETTER FOR

CAIB MEMBERS
The sale of The Mutual Bank to the Bank of N.T. Butterfield &
Son Limited of Bermuda became official on December 4, 2003.

The signing took place at the offices of Sagicor Life Inc., Anguilla - Antigua & Barbuda - Barbados -
Wildey, St Michael, Barbados, between the president and CEO

of Sagicor Dodridge Miller, and Graham Brooks, Executive Cayman Islands - Dominica - Grenada - Guyana -
Vice President (International and Trust).

Jamaica - Montserrat - St Kitts & Nevis - St Lucia -

This dea comes after more than three months of rumours that it

: St Vincent & The Grenadines - Suriname -
was pending.

Cont’d on pg 2 Trinidad and Tobago
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Caribbean Association of Indigenous
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Caribbean Indigenous Banks and Fnancial Insti-

tutions with a view to providing a range of CHAKIRO COURT

services to members to facilitete their effi- \VIDE BOUTEILLE

ciency, effectiveness and profitability and to p. 0. BOX CP5404

influence policy formulation in the Caribbean, ~ASTRIES ST LUCIA

particularly that which impacts on the practice

and conduct of banking and financial services

and the development of the Region. TEL: (758) 452-2877

FAX: (758) 452-2878

The CAIB ANTHEM EMAIL: caib@candw.lc____

WE STAND AS ONE
W E SING AS ONE SONG
AND SHARE ONE DREAM

WITH HIGH ESTEEM Quote: Character islike atree and reputation
NO DARKENED PAST CAN SHADOW OUR FUTURE |l jts shadow. The shadow is what we think of

W E SEE ONE LIGHT, A LIGHT THAT SHINES FOR- it; thetreeisthereal thi ng.
EVER.
FROM DIFFERENT PARTS WE CAME Abraham Lincoln (1809 - 1865), Lincoln's Own Stories

THE STORIES ALL THE SAME
W E STAND AS ONE
WE SING ONE SONG.
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of Indigenous Banks Inc

A leader is a dealer
In hope
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CEO's Editorial

Dear Colleagues:

In thisissue of our Newsletter we turn the spotlight on Dominica. The
country as a whole is facing serious economic difficulties and one posi-
tive measure that is being embarked on isthe divestment of the Govern-
ment’s ownership of one of our member banks, National Commercial
Bank Dominica. Hence, we have included a feature on that bank. As
we are approaching a New Year, this also gives us the opportunity to
pause and reflect.

One of the action points that was reinforced at CAIB’s 30th Executive
Committee M eeting, held in Barbados in January , 2003, was the reacti-
vation of the quarterly Newsletter - an issue that was first raised at the
September 2002 AGM . The latter was seen as providing the important
functions of educating and informing members about important changes
in the Banking industry, and potential areas of opportunity. Prior to
this date, the most recent issue of the Newsletter was in June 2001.

There is no doubt that this mandate was taken seriously by the Secre-
tariat. To date, the CAIB Newsletter has been published on a monthly
basis since A pril 2003, with the exception of June! Over the succeeding
months, the CAIB newsletter hastracked and represented viewpoints on
important issues such as Corporate Governance, Basel Il Capital A ccord,
CSME, FTAA and IAS,.... and the list goes on. Potential areas of oppor-
tunity, such as money transfers and new technology, were also explored
and analyzed.

Our aim alwaysisto seek to present information that adds value and in
this regard, we had some very positive feedback, oftentimes from persons
outside the region. Feedback is pivotal to our growth and development
and especially our relevance. We are always grateful to you our mem-
bers, who have helped us to better fulfill this mandate over the past year.

To borrow a quote from Jewel For Today: “Lifeislikeriding a bicycle, it
is hard to maintain your balance while remaining stationary..” The
CAIB is an acknowledged beneficiary of this pearl of wisdom since it con-
tinuesto evolve and redefine itself in a dynamic environment. Over the
last year we lost the services of former CEO, Sydney Maynard and M gr.
Operations, Sheryl-Ann Stephen. Yet still, the CAIB has persisted in striv-
ing to assume new roles and raise our profile in the region and beyond.

It was indeed fitting that we were able to close off the year with a very
successful AGM/Conference which sets a positive tone for the year 2004.
For all the support and encouragement that we have received from
members, sponsors, friends and colleagues, we say thank you very much
and wish you a Merry Christmas and a Prosperous New Year!

Mutual Bank of Barbados Sold
(Cont’d from pg 1)

And while Miller did not say, sources told
the WEEKEND NATION Sagicor made
close to $15 million on the deal. Miller said
the sale of Mutual Bank did not in any way
affect Sagicor's intention to be a full service
financial institution and it was merely a re-
alignment of resources.

He said: "While the bank has been a profit-
able member of the Sagicor group of compa-
nies, with the increasing international expan-
sion of the group, Mutual Bank, with offices
only in Barbados, became less strategic to
the group's business strategy."

The Mutual Bank was established in March
1993, as the island's first private sector in-
digenous bank, when the Mutual Finance
took over the assets of Bank of Credit and
Commerce International after it was closed
down world-wide.

The take-over guaranteed that all depositors
recovered 100 per cent of their credit bal-
ances, the only place in the world where this
occurred. Over its ten years, the Mutua
Bank opened three additional branches, and
had a staff of 115 employees. As at Decem-
ber 31, 2002, the Bank’s total assets stood at
BDS$253 million.

Miller strongly credits the success of the
Mutual Bank to the dedication and commit-
ment of its staff. "Their focus on customer
service and the utilization of information
technology in all aspects of banking opera-
tions, have taken the concept of personal
banking to a higher level. For instance, the
decision of the bank to market Barbados
first local credit card and the introduction of
supermarket banking with extended opening
hours are examples of this innovative think-
ing."

He further explained that the Bank of N.T.
Butterfield & Son was chosen from among
several regional and international interested
parties. "It isawell respected financial insti-
tution and we are pleased to be handing over
The Mutual Bank to such a venerable institu-
tion." President and CEO of The Bank of

Cont’don pg 8




Keynote Address Day 2, CAIB 30th Annual Conference, Half Moon, Montego Bay, Jamaica
COMPETING IN GLOBAL MARKETS: Opportunities and Threats for Indigenous Banks of the Caribbean
Professor Gordon V. Shirley, Mona School of Business

(Converted from Power Point) Economic Growth:

This presentation has as its focus (a) key trends in Caribbean
economies, (b) a review of the global trends with implications
for indigenous banks, (c) the strategic options available to in-

Foreign Direct Inflows (US$ Millions)

digenous banks in responding to these threats and opportuni-

ties 1990
. Country -95 1996 19097 | 1998 | 1999 | 2000 | 2001

TRENDSIN THE CARIBBEAN:
Barbados 11 13 15 16 17 19 18

e Rapid technology (telecoms) diffusion Bahamas 23 | 88 | 210 | 147 | 149 | 250 | 101

e Increasing openness of economies

o S'Ole emer glng economic growth Dominica 23 18 21 7 18 11 14

e Changing demographics

. . Trinidad
1. Declining birth rates

& Tobago J| 269 [ 356 ] 1000 | 732 | 643 | 662 | 835

2. Increasing life expectancy

Jamaica 159 | 184 ] 203 | 369 | 524 | 471 | 722

Continued outward migration
Figure2

Technology Diffusion: (Telecoms)
Economic Performance

Telephone Cellular Internet GDP/Capita
Mainlines Subscribers Users annual
(per 1,000 (per 1,000 (per 1,000 GDP/Ca Growth rate
Country persons) persons) persons) Country GDP pita 1990-2001
199 (US$
0 2001 | 1990 | 2001 | 1990 | 2001 bn) (US$) (%)
Barbados 281 481 0 198 0 56 Barbados 2.8 10,281 2.1
Bahamas | 274 | 400 | 8 [ 197 | o | 55 ?ﬁ';"’l‘;";ds o 28 Lo/ 0l
Trinidad & bago 0.3 3,661 1.7
Tobago 141 240 0 197 0 93 Dominica 8.8 6,752 2.9
. Jamaica 7.8 3,005 -0.5
Dominica 164 299 0 99 0 116
Jamaica 45 205 0 244 0 38 Figure3
Figure 1

Changing Demographic Patterns:

Increasing Openness:

Increasing life expectancy

e Changes in legislation within individual countries to fa- ©  Dccining birth rates

cilitate ownership by foreign entities etc.
e Movement towards CSME, FTAA etc

e Increased privatization of state run entities

Changing composition of the population base

The effect of the demographic trends

Increasing Foreign Direct Investment flows ) )
A gradual aging of the population
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e Changes in the types of financia services required by the - Trinidad 46%
population The Caribbean countries are among the highest in the world,
ranking with:
1. Increased focus on health insurance and funding
of pension systems, etc. - Korea 53%
2. Changes in the persona financial service require - India 72%
ments for an aging population - Ghana 72%

- South Africa 77%
e Changesin the infrastructure requirements over time
EFFECT OF BRAIN DRAIN
Immigration Trends

Negative:
Parameter Jamaica  Canada
Crude birth /000 23 118 . Taent drain rob§ the COL_Jntry of Fhe sk'ills of these
workers and their potentialy positive influence on
Crude death /'000 6.2 7.29 the productivity of others
Crude rate of incr. / '000 16.8 3.89 ° Now, more than ever, intangible assets, rather than
Net immigration /'000 -7.81 5.67 physical assets separate winners from the losers
i o Developing and retaining skilled professionals is cru
Population Growth 8.99 9.56 cial to the long term investment for any country
Figure 4
Positive:

From Canada’s perspective:
e Emigrants can be used to promote economic growth

o Immigration has the same effect as an increase inthe e  Their technical and business skills, commercial relation-
fertility rate ships and financial capital can be harnessed to make long dis-
o Workers enter workforce after being educated tance economic contributions through:
. The country benefits from immediate access to exper o
tise without the associated investment in time and - Foreign direct investment
expense for training and education. - Venture funding

) ) - Financia Investments
From Jamaica’s per spective: ) )
- Commercial and educational exchange

. Emigration has the same effect as a decrease in the
birth rate GLOBAL TRENDS WITH IMPLICATIONS FOR INDIGE-
. Loss of younger, more productive members of the NOUSBANKS:
society
The retail side of the financial services industry is likely to
THE BRAIN DRAIN become globalized
Recent IMF data indicates that: = These services include retail banking, invest
ment management, payments, life and generd
. . . . insurance
. Lega migrants from the Caribbean with tertiary edu

Technological innovation is sharply cutting
interaction costs which make up 50% of tota
cost of personal financial services

- Jamaica 42% - Global capital markets are integrating

cation represent avery high fraction of the total:
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- Trade and capital accounts are liberalizing

- The growing middle class in the countries of there
gion represent an attractive market for personal finan
cial services

International financial institutions have greater access.

- Legidative changesin individual countries have
broadened opportunities

- Globalization of the wholesale side of the financial
services industry means that all companies have equal
access to capital specifically in the areas of foreign
exchange, trading and underwriting of derivatives,
bonds and equities, mergers and acquisition.

The international financial institutions (with their superior
risk-management systems) can take advantage of the discrep
ancy inherent in the Basel Accord between capital required
(regulatory capital) and the capital prudent managers would
choose to hold (economic capital):

- Engage in ‘regulatory arbitrage’ to boost their bottom
linesin the following ways:

1 Shift origination towards low-grade loans (which
have higher yields and require no more regulatory
capital than the higher rated loans)

2. Trade secondary loans (selling high grade loans to
non banks and then purchasing riskier loans)

3. Securitizing assets and retaining the riskiest securi
ties, which are the first to absorb and losses

- The first two trends set the stage for increase speciali

zation:
1 Large firms now find it profitable to focus on narrow
segments of the business
2. Foecialized skills provide a platform for these institu

tions to consolidate and/or expand globally
THE RESPONSE OF INDIGENOUS BANKS
Indigenous Banks must:

Move quickly to adopt new technologiesfor serv
ing the middle class

e Adapt proven technologiesfor cutting costs

o Adopt a broader definition of the Caribbean peo
plethat they serve

o Push for increased corporate reform by local firms
in order to buttresstheir growth in open market
economies

TAKING ADVANTAGE OF TECHNOLOGY

Take advantage of the state-of-the-art mobile telecommunica-
tions technology to provide a new range of servicesto the
emerging middle class

Mobile dial-up payment systems
Scan-based mobile POS payment systems
- Low-cost banking systems
A proactive strategy is necessary

History shows that customers are slow to adopt new financial
services, especialy new payment systems.

- It took credit cards 30 years to catch in the US

- Smart cards were launched 10 years, and no nota-
ble successes to date

Proactive strategies will have to be adopted:

- Recruit merchants with the most to gain from
lower cash-handling costs and faster moving
queues

- Allow customers to use the system free of charge
for daily transactions such as buying bus tickets

- Ingtituting fast lanes at supermarkets, gas stations
€etc.

- Position “m-payments” as the cool way to pay for
teenagers and yuppies.

Quote: | always like to look on the optimistic
side of life, but | am realistic enough to know
that lifeisa complex matter.... (Walt Disney)




Keynote Address Day 2, CAIB 30th Annual Conference, Half Moon, Montego Bay, Jamaica

COMPETING IN GLOBAL MARKETS: Opportunities and Threats for Indigenous Banks of the Caribbean
Professor Gordon V. Shirley, Mona School of Business

PROVEN COST CUTTING MEASURES

The Chilean modd!:

- Specialized no-frills offices for extending low inter
est credit to the lower income market

- Make extensive use the bill-payment network such as
Spartan kiosks and basement offices staffed by clerks
without full banking qualifications. More than 20%
of al monetary transactions that were once handled
by branch tellers now go through these external
channel

- Qutsource non critical operations such as check proc
essing, credit card processing, money transport, data
center management and software maintenance. Time
consuming bounce prone checks remain popular be
cause of high credit card fees and interest rates, but
areapain for back offices

HARNESSING THE DIASPORA

Asthe global war for talent heats up, the flow of the best and
brightest from developing countriesislikely to increase.

Tackling the fundamental causes of brain drain will take
years

- The comprehensive economic reforms which are nec
essary to increase competition and level the playing
field take time

- It requires along commitment to building a market-
oriented economy

- Initiatives such as creating a venture capital industry
and investments in research and education

Rather than view immigration as a loss, countries should
develop strategiesto leverage their expatriatetalent (see
Opportunity for Growth: Money Transfer, October |ssue:

- Create networks of emigrants

- Create an infrastructure that alows them to exchange
information easily with persons in the home country

- Target incentives that generate productive business
investments at home

- Lobby for changes in health care legidlation to allow
payments outside of the US, Canada and the UK

Indigenous banks have alot to gain from the process and
should play alead rolein the exercise

ADVANTAGES OF INDIGENOUS BANKS

Increased investments: They have akey advantage given their
knowledge of the local environment

Retirement investment management
High value added customer base

Heightens their distinctive advantage relative to international
ingtitutions

CORPORATE REFORM

In order to compete effectively in a global market, firms need
access to low cost capital resources

What do equity investors want?

o Greater transparency or disclosure

o Adoption of internationally recognized standards
o Enhanced sharehol der rights

° More effective board practices

o Listing on international exchanges

Transparency and access to capital

° Currently, in the region, many of the top companies
are family owned enterprises (see article in thisissue:
Discussion Paper, Corporate Governance and
Family Control)

o They do not favour increased transparency

o Thisis necessary if they are to access the low-cost
capital required to grow in aglobal environment

ROLE OF THE INDIGENOUS BANKS

1 Indigenous banks stand to gain from the growth of
local institutions
2. They can push for internal reforms that would

make the companies more appealing to investors
noting that it is unrealistic to expect these enter
prises to change everything at once; and a stag
gered approach, enabling family leaders to retain
control over the process, is more manageable

Quote:

It's not because things are difficult that we
dare not venture. It's because we dare not ven-
ture that they are difficult. (Seneca)
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COMPETING IN GLOBAL MARKETS: Opportunities
and Threats for Indigenous Banks of the Caribbean

Professor Gordon V. Shirley, Mona School of Business

CONCLUSIONS

There are anumber of trends locally and internationally which
will have an impact on the fortunes of indigenous banks

Locally:
- Changing demographics
- Changing technologies
- Increased openness of markets

Internationally:

- Internationa banks are:

1 Taking advantage of the technologies to cut
cost

2. Of the markets liberalization to expand to
expand their servicesinto previously re
stricted markets

In response to these trends, there is an opportunity for indige
nous banks to strengthen their positions locally and enhance
their opportunities globally by:

L Moving quickly to adopt new technologies for serv
ing the new middle class

L Adapting proven technologies for cutting costs

o Adopting a broader definition of the Caribbean peo
ple that they serve

o Pushing for increased corporate reform by local firms
in order to buttress their growth in open market econo
mies

(Presentation by Prof. Gordon Shirley at CAIB’s 30th Conference at
Haf Moon, Montego Bay, Jamaica)

Quote:

Even if you're on the right track, you'll get run
over if you just sit there...... (Will Rogers)

Mutual Bank of Barbados Sold
(Cont’d from pg 3)

N.T. Butterfield & Son, Alan Thompson, said: "We look for-
ward to working with our new colleagues and helping them
continue to provide quality service to meet customers finan-
cial needs," said Thompson.

The Bank of N.T. Butterfield was established in 1858, and is
headquartered in Bermuda, with offices in the Cayman Is-
lands, Bahamas, Barbados, Guernsey and Britain. It is a pub-
licly traded corporation with its shares listed on the Bermuda
and Cayman Islands' stock exchanges.

Eyeson Mutual since 2001

THE BANK of N.T BUTTERFIELD, with a capital base of
US$905 million, and shareholder equity of US$777 million,
has been allowed to penetrate the Caribbean market through
Thursday’s (December 4,2003) acquisition of The Mutual
Bank.

Executive vice-president (International& Trust) Graham
Brooks, speaking at a Press briefing yesterday evening after
staff were officialy notified of the sale, said they had an inter-
est in this market since setting up their offshore investment
entity here in 2001, but seriously pursued it about a year ago,
when discussions began. Brooks did not revea the purchase
price, but said they had researched the market thoroughly and
The Mutual Bank was a good fit in their portfolio which al-
ready has assets in Bermuda and the Cayman Islands.

The complete acquisition of The Mutua is the third for
Butterfield in the last four months. Voted Bank-Of-The-Y ear
in both territories for 2002, Brooks said the same level of
banking which operated in the other territories would be trans-
ferred to Barbados, and the official renaming would come
within another three months. The new name will be Bank of
Butterfield (Barbados) Limited.

A new board of directors has been chosen and the 115 staffers
will remain. The vice-president said the operations will be
evolutionary rather than revolutionary, and changes will be
made over time to the community-focussed bank. "We are
going to build on what we bought. Continuity is very impor-
tant,” said Brooks.

Present at the briefing was the Bank's chief executive officer,
Clennell Goodman, who said Butterfield's ownership would
make a significant difference in the size of loans that could be
offered.

(Source: Barbados Weekend Nation Newspaper Friday, December 5,
2003, pg 3.)




VIEWPOINT : CARIBBEAN BANKING AT THE CROSSROADS

Introduction

The revelation of corporate failures which surfaced first with
the collapse of Enron followed swiftly by WorldCom, Waste
Management, Xerox, Tyco and Andersen did not fortuitously
include directly any banking institution. Yet we should not
forget BCCI which on its establishment in the early seventies
was hailed as the Bank of the Third World but which crashed
in 1991 revealing the largest bank fraud in history, nor the fail-
ures of the savings and loans institutions in the United Statesin
the eighties, nor indeed the huge losses of Asian banks arising
out of loans to friends, relatives and fellow group companies.

While it is true that none of the scandals directly involved any
banks, banks did suffer considerable losses from the massive
bankruptcies which resulted. Citibank and its affiliates lost
over $3Bn. on Enron aone while J.P. Morgan Chase was
probably only just a little bit luckier. What is worse is the ease
with which the Wall Street giants failed to spot any danger
signs and in some cases were still dishing out money within
days of collapse. Was it that they did not understand the
schemes so skillfully contrived by Enron’s Skilling and Fastow
or were those schemes so clever that even the skeptical reader
would not detect the dangers and impropriety of those transac-
tions, or worse still, did the bankers and their analysts know
but felt helpless to do anything because they were aready too
exposed? Which ever it is, it did not reflect well on their ana-
lysts or their bottom line.

Once again despite the region’s reputation for being laid back
and cavalier, its banking sector with just a few exceptions ap-
pear to have escaped any serious losses and has proved itself
resilient in weathering the economic storms even after 9/11.
Some will argue that it is the innate conservativism of the sec-
tor while others may credit the regulators. Whatever it is, com-
placency in the face of the rapid changes which the sector is
undergoing should not be encouraged.

Globalization

Globalization has presented the banking sector in the Carib-
bean with growing challenges and while the players in the sec-
tor are considered to have done well in the short term, only
time will tell whether they have made the fundamental changes
required for survival and success in the longer term. In addi-
tion, the sector must now accept that governance is no longer
regarded as a public sector issue and that those in charge of our
public and public-interest companies will have to accept that
they are accountable for their stewardship. Thisis not going to
be easy in a culture of fiefdoms and secrecy.

As with other entities there has been increasing scrutiny of the
operating and financial reporting practices and information

presented by banking institutions in their financial statements.
The world financia system has been severely tested by the
various scandals involving issues of accounting irregularities
and corporate governance or rather lack thereof. The Caribbean
is not insulated from the ripple effect of these problems and
sometimes it appears that neither the regulators, the institutions
nor the accounting profession are prepared to deal with the
issues especially in the area of corporate governance which
appears to be the crux of the problem.

Minimalist Approach

It should be remembered that confidence in and stability of the
financial system can only be engendered if dependable, high
quality information is presented for public consumption. While
regulation isimportant and critical to the process, unless corpo-
rate officers and directors are supportive of this thrust for good
corporate governance the real fundamental changes may be
avoided. International Accounting Standards govern financial
reporting in practically all the Caribbean territories but the
preference of many institutions seems to be towards the mini-
malist approach to disclosure rather than the relevance and
significance of the information they steadfastly refuse to pro-
vide. One is often |eft to wonder whether there is any apprecia-
tion for the stewardship responsibilities which directors assume
when they accept their posts.

Too often with the complicity of the accounting profession,
institutions omit for example transactions with related parties
and even the regulators let alone the shareholders who effec-
tively own the institution do not know how much the directors
pay themselves in cash and various perquisites. Various spuri-
ous arguments are advanced including anti-competitive precau-
tions and more recently the need to protect high income indi-
viduals from criminal attack — as though the kidnappers choose
their targets from published financial statements!! The bottom
line is that the widespread and traditional cronyism in board
appointments and the treatment of some entities as personal
fiefdoms in some countries are more the reason than any valid
business justification. These attitudes only serve to undermine
the tenets of good corporate governance and regulators as well
as shareholders must be more active in ensuring that the situa-
tion is not perpetuated.

Reforms

With only fledgling or small capital marketsin most of the
Caribbean territories, the financial system is heavily dependent
on banks which are largely responsible for capital alocation in
the territories. Bank loans are the lifeblood of many economies
and are therefore a significant portion of financial activity. The
economic downturn negatively impacted on the loan portfolios
of many banks which were faced with the dilemma of
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addressing burgeoning loan losses while maintaining confi-
dence in the financial system. Among many of the measures to
strengthen their banking systems many territories undertook
regulatory reporting reforms that were intended to achieve in-
ternational standards (whatever that means these days). These
changes imposed new guidelines affecting loan classification,
loss provisioning and capital adequacy, the most important
measures of the banks’ operations.

Problem L oans

In reality many banks were faced with immediate losses on a
portion or in some cases the full balance on some of their loans
but were reluctant to deal with this other than on a phased ba-
sis. In other words many tried to prolong the agony but in fact
asisto be expected it is only a matter of time before the chick-
ens come home to roost. Again one can only point to the
Boards of Directors who wanted to maintain profit levels as
well as the accounting profession who, with fees being a pri-
mary consideration, would often turn a blind eye to some of the
problem loans until forced to take appropriate action. It is
therefore not surprising that in certain countries some accounts
that not too long ago bank executives were prepared to insist
were in good standing, seemingly overnight ended up being
placed in receivership. Unfortunately entrenched interests,
myopia and primarily poor regulatory oversight and wide-
spread departures from Best Practice with respect to good cor-
porate governance are the root causes of the situation which in
this writer’s view has still not been dealt with adequately.

Self- Policing

It is recognised that it isimpossible to legislate ethical conduct
and some degree of self-palicing is necessary and this can only
start with an effective and largely independent Board of Direc-
tors. They must not be handcuffed by any conflicts or vested
interests and must ensure that they appoint an Audit Committee
that is functional and fearless. No audit or bank examination
can aways uncover al the potential problem areas and this is
where the role of the Board is critical. When managements
adopts overly aggressive accounting policies or technically stay
within legal boundaries but violate the spirit or intent of the
reporting requirements, directors must be prepared to step in
and say enough. When these actions are taken they will serve
to engender confidence that the entity has its own interna sys-
tem of accountability which does not skirt the boundaries of
ethical behavior.

The Audit Committee must be prepared to ask the tough ques-
tions and make those decisions that may not be palatable but
are necessary for the long term well being of the institution.

Minding the customer s’ business

Banks generally view their businesses as balance sheet oriented
therefore the focus is on loans, deposits and payment process-
ing. Additionally in some Caribbean countries there is so much
liquidity in the system that the competition for loan business is
extremely fierce. In order to maintain the desired level of re-
turns many managements feel pressured to take on a higher
level of risk than they should and this often leads to unservice-
able debts. Loan default problems must be identified and ana-
lysed and whether they result from weaknesses in the area of
screening of new loans, lack of accountability or corrupt prac-
tices as has sometimes been the case, they must be dealt with.
ities.

One area where banks score poorly is in their monitoring of
the reporting obligations of their customers. It is a standard
requirement in the debentures which lenders take to secure
loans that customers submit periodic audited financial state-
ments and that failure to do so renders the loan immediately
repayable. The experience in Guyana is that this is honoured
more in the breach without any sanction by the institution’s
senior management or the regulator. Indeed, it is widely be-
lieved that some financia institutions accept and therefore en-
courage financial statements which bear no resemblance with
the information that the bank possesses. This is grossly irre-
sponsible but it is the taxpayer and the shareholder who have to
bear the cost.

The quest for new business, retention of prestige clients and
the fear of loss of business under the customer’s threat to go to
a competitor are quite legitimate considerations but at no time
should these take precedence over the vital need to protect the
institution against losses. Can anyone justify paying real taxes
on paper profits on loans that had all the hallmarks of failure?
Bankers need to spend far more time on understanding their
customers’ business and monitor the performance much more
often than the annual review by which time the information is
history if not fiction.

Conclusion

Directors must insist that the corporate culture is geared to-
wards encouraging integrity, openness and honesty by estab-
lishing an environment that is supportive of such a culture.
Incentives that reward ethical behavior must be built into com-
pensation arrangements and should apply even to top manage-
ment. Establishing codes of conduct by which all employees
must be guided is part of the responsibility of the Boards, and
in addition continuous promotion of the desired values must be
embraced by everyone with leadership responsibilities. For any

Cont’d on pg 12
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The discussion which follows is not exhaustive - the issues
around rate negotiation are complex and create a rich discus-
sion. This document is intended to provide an overview of the
deposit buying process and those issues that sales staff need to
consider in order to successfully build the business.

The issue of building a profitable deposit base is a difficult
one. In any environment where depositors perceive that rates
are negotiable, there will be some segment of the market which
demands the financial institution move away from 'posted' de-
posit rates to some other rate that favours the customer. Most
deposit-takers encounter this behaviour.

This phenomenon is not restricted to deposits, of course - in
many countries, mortgages rates have been negotiable for some
time. While mortgage lenders in the UK, for example, tend not
to negotiate rates and compete on the basis of product features
and innovation, lenders in the US and Canada typically see
fierce competition on the basis of price. This of course has an
impact on loan spreads and ultimately profitability.

Over time, rate-based competition can become institutional-
ized and staff come to see this as a major competitive tool.

While true in many cases, it is far from the only basis for com-
petition. Notwithstanding, staff begin to see price as the major
competitive tool, rather than a competitive tool. Of al the
ways to compete, price is by far the easiest, but ultimately the
most damaging to the bottom line.

The Deposit Buying Process

It is helpful to examine the deposit buying process to under-
stand exactly what is being bought and sold in any deposit
transaction:

A depositor seeking to place funds is actually looking for some
combination - in no particular order — of:

e Yidd

o Liquidity

e Risk

e Reationship

e Convenience

Each depositor has some combination of these five factors that
is optimal given needs at the time of deposit and each of these
influences - to some extent or other - the decision to place a
deposit.

Let us examine each of them in turn:

Yield

This is the one that is most frequently pointed to by sales staff
as the driver in the buying process. 'l lost this deal because my
competitor had a better rate' or 'Our rates are below those
across the street so we're not competitive.'

Is yield a major factor in the deposit-buying process? Yes.
Sometimes. We must recognize that for some segment of the
marketplace, price is a determining factor, and those deposit
dollars will be placed where they earn the highest return. For
such persons, other factors like liquidity or convenience have
little to no impact.

However, other factors may come into play as well - an exam-
ple: If the customer has to drive five miles to a competitor of-
fering a better rate, then that rate may appear somewhat less
attractive. It all depends on the situation and the specific needs
of the customer. In the final analysis, ‘Know the Customer' is
the absolute best way to understand how the deposit buying
process works. It is only by listening and understanding the
needs of the client that sales staff can be truly responsive to
client needs. Deposit-takers who compete on the basis of price
quickly come to recognize that for some segment of the popu-
lation, the 'standard' deposit rate is adequate. These customers
place deposits at the offered rate without a demand for a differ-
ent rate. Clearly, a mechanism different from price is driving
these customers - if price were the determining factor, then all
depositors would demand a premium.

Liquidity

The pricing of term products has always assumed that liquidity
was integral to the pricing process. The normal, upward-
sloping yield curve creates the typical ‘the longer the deposit,
the higher the rate' pricing strategies that have existed for many
yearsin anormal economic environment.

Each depositor will have liquidity needs as well, varying from
'| don't care' to 'l don't know when | will need this money, so |
had better be careful'. From these varying needs have emerged
products with differing yield and liquidity options which at-
tempt to meet the needs of the widest number of customers.

It is important to understand the liquidity need of the customer
in the process of identifying a deposit product that will meet
the stated requirements.

Risk

We use the term 'risk' here to mean 'safety’. Every depositor at




some point - whether consciously or unconsciously - considers
the possibility of placing a deposit which may be lost for some
reason. While deposit insurance schemes, where they exist,
help alleviate some of this for smaller depositors, larger deposi-
tors still face this issue and it is not at all uncommon to see
deposits spread across many institutions to minimize the possi-
bility of loss.

This deposit-spreading behaviour again depends on the spe-
cific customer. Each depositor will have a comfort level that
can only be understood by truly knowing the needs of the cli-
ent.

Risk can of course refer to such things as liquidity risk (the
risk that the depositor will be unable to access the funds when
needed) or interest rate risk (the risk that rates will move up
after a fixed term deposit has been placed), but for purposes of
our model we focus on the possibility of loss.

Relationship

Some deposits are placed because a good relationship exists
between the customer and the financial institution. All other
things being equal, the deposit will go to Bank X 'because |
like them and they treat me well'. This factor is frequently mis-
understood when deposits are lost due to price. Not al deposi-
tors are price-driven. Significant deposits are gathered at stan-
dard rates, without the need to pay premiums and this would
not be so if all depositors were price-sensitive.

The real skill of the sales person revolves around the ability to
identify what is most important to the depositor and sell to
those needs. It is not always necessary to lead with price.

Convenience

Not all depositors are interested in a relationship, but they do
need a place to keep their funds (Think of this as a 'storage
need’). Frequently, this will be a nearby institution for reasons
of simple convenience. If other factors are not in play, eg. a
need to maximize interest revenues, then deposits will be
placed at a convenient location. Clients may be willing to trade
off return for convenience in many cases - if it is difficult to
place a deposit with a competitor because of distance or incon-
venience, then the customer may be willing to place the deposit
locally at alesser rate.

The Sales Process

Having identified the decision factors, the actual sales process
is not complex. We know that every potential depositor is

looking for some combination of:

e Yied

e Liquidity

e Risk

e Relationship

e Convenience

and the objective of the sales person is to identify the unique
combination of needs that must be met to close the business.

In the final analysis, if price is all that matters, what are the
sales people for? They must be trained and empowered to
identify client needs and sell to those needs. The responsibility
of the financia institution is to ensure that the sales team has
the knowledge and expertise to sall to client needs effectively,
but it must also ensure that the sales staff is trained to correctly
identify those needs. This must be linked to in-house training
programs and reinforced constantly by management. It is far
too easy to take the path of least resistance and 'buy' the busi-
ness.

In the end, it is always 'know the customer'. Each has specific
needs that can be met by combining yield, liquidity, risk, rela-
tionship and convenience in some unique combination that best
meets the client's needs. It is only by understanding the client
that the deposit-taking institution can deliver alevel of service
that builds satisfactory, long-term rel ationships.

(Author: Alex Stirling, Vice President, Gresham Computing)

VIEWPOINT : CARIBBEAN BANKING AT THE
CROSSROADS (Cont 'd from pg. 10)

meaningful progress to be made there must be the will and
commitment to reform of the attitudes and values of senior
management.

These efforts will have to be supported by continuous update
of legislation and regulatory enforcement because part of the
problem is that while laws exist they are often not enforced by
the weakness of the responsible authorities. As previously
noted it is impossible to legislate morality but nonetheless
effective regulation is important in ensuring that there is some
degree of compliance with acceptable standards.

(Author: Christopher Ram, Managing Partner, Ram & McRae, Char-
tered Accountants & Professional Services, Guyana)




COUNTRY PROFILE: DOMINICA

Geography

The island of Dominica, twenty-nine (29) miles long and six-
teen (16) miles wide at its broadest, with an area of 298 sguare
miles (751 sg km), lies between latitude 15.10' and longitude
61.30'. It is situated between two French islands, Martinique
and Guadeloupe, in the centre of islands in the Caribbean Sea
known as the Lesser Antilles.

Dominica is one of the largest islands in the Eastern Carib-
bean. Its topography, rainfall, and vegetation make it some-
what special. Forests cover over 60% of the country with scen-
ery and rain forest so unique, making it attractive for a special
type of both regional and international tourism. The island
boasts of 365 rivers, most narrow and unnavigable, with the
exception of the Layou River and the Indian River, while rain-
fall ranges from 1,200 mm on the east coast to 10,000 in the
central part of the island. Also, Dominica's hot springs and
Boiling Lake endow it with tremendous potentia for geo-
thermal energy.

Population

The CIA Factbook estimates the population of Dominicato be
69,655 as at July 2003. In terms of age structure, the majority
of the population (64.3%) lies within the age group 15-64
years. Over the last year the population growth rate was esti-
mated at -0.63 %. Net migration over the same period was
estimated to be — 16.11 migrants per 1000 population. In other
words, there has been a net exodus of persons from Dominica
over the last year.

History

Dominica was the last of the Caribbean islands to be colonized
by Europeans, due chiefly to the fierce resistance of the native
Caribs. France ceded possession to Great Britain in 1763,
which made the island a colony in 1805. In 1980, two years
after independence, Dominica's fortunes improved when a cor-
rupt and tyrannical administration was replaced by that of
Mary Eugenia Charles, the first female prime minister in the
Caribbean, who remained in office for 15 years. Some 3,000
Carib Indians ill living on Dominica are the only pre-
Columbian population remaining in the eastern Caribbean.

Economy Highlights

Output/Empl oyment

Over the past several years, output and employment growth
have been on the decline reflecting the ongoing retrenchment
of the key banana industry (due to weak export prices and the
beginning of the phase out of preferential access to the Euro-
pean Union market), and the weak growth of non-banana agri-
culture and stay-over tourism. After growing on average by
about 2.5 percent during 1996-99, real GDP stagnated in 2000
and is estimated to have contracted by over 4.5 percent in
2001, as banana production fell by 35 percent owing also to
adverse weather conditions, and as other key sectors of the
economy declined reflecting the slowdown abroad, the events
of September 11, and an increasingly difficult fiscal situation
(Table 1). The downturn in the economy appears to have fur-
ther increased unemployment and poverty, particularly in the
rural areas affected by the continued displacement of banana
farmers.

Dominica's economic performance in recent years has been
also weak in the context of the ECCB region. While the aver-
age growth rate of real GDP in ECCB member countries
amounted to more than 2 percent during the period 1998-2001,
Dominicas growth rate was flat. The decline in banana pro-
duction was a major factor in this performance, although other
factors such as the relative share of tourism and the banana
sector in the economy were also important.

Inflation

Inflation in the ECCB member countries tends to be in line
with that in the United States and other major trading-partner
countries, mainly reflecting the openness of the economies and
the regional currency peg. However, fixed domestic fuel prices
have prevented consumer prices to fully reflect imported infla-
tion. As measured by the 12-month change in the CPl, inflation
in Dominicaremained just under 2 percent in 2001.

Public Finances

The public finances have deteriorated in recent years as capital
expenditure has increased sharply, while saving has been de-
clining. The deficit of the consolidated public sector amost
quadrupled over the period 1997/98-2000/01 (years ending
June 30) to about 12.5 percent of GDP and public savings
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fell by 3.5 percent of GDP, mainly reflecting the deterioration
in central government finances. The public sector's overall
deficit is estimated to have declined from 12.5 percent of GDP
in 2000/01 to about 10 percent of GDP in 2001/02, mainly
reflecting sharply lower capital expenditure.

Central Government Deficit

The overal deficit of the central government (after grants) is
estimated to have declined slightly to about 10.5 percent of
GDPin 2001/02. The deficit continued to be financed by exter-
nal borrowing, recourse to the banking system, and arrears
accumulation, especially to the socia security system and pub-
lic and private enterprises. Central government dissaving is
estimated to have reached 6.75% percent of GDP in 2001/02,
as current revenues declined sharply largely reflecting the eco-
nomic contraction. While current expenditure remained un-
changed in relation to GDP, capital expenditure is estimated to
have declined to 6 percent of GDP from 16.75% percent of
GDP in 2000/01, reflecting the completion of major invest-
ment projects in the areas of infrastructure and education, as
well as emerging financing constraints.

Money Supply

During 2001, broad money increased by about 7.5 percent,
fueled by net credit to the non-financia public sector, as well
as a steady inflow of remittances and private transfers from
abroad. In contrast, banking system credit to the private sector
declined by over 3 percent, in line with the downturn in eco-
nomic activity. As aresult, commercial banks built up their net
foreign asset positions. The share of nonperforming loans in
the total loan portfolio of banks rose from about 18.33 percent
at end-2000 to nearly 21.5 percent at end-200lI, reflecting rising
loan delinquency rates in the agriculture and tourism sectors
(Table 5). Meanwhile, provisioning for loan losses fell from 38
percent of nonperforming loans at end-2000 to 32 percent at
end-2001.

Current Account Deficit

The external current account deficit, which averaged about
11.5% percent of GDP in 1998-99, widened to about 18.3
percent of GDP in 2000, on account of a sharp decline in ba-
nana exports, stagnant receipts on services (including tourism),
and higher interest payments, following the substantial buildup
of public sector external debt of previous years. The external
current account deficit narrowed to about 16.5 percent of GDP

in 2001, due to lower imports. The capital account remained in
surplus, leading to a small increase in imputed reserves
(compared with a decline in 2000).

Financial Sector |ssues
Budget Financing:

Difficulties in financing the budget could have an immediate
impact on the banking system. Banks are highly vulnerable to
shocks generated by the public sector. In particular, the bank-
ing system's liquidity is dependent upon the timely payment or
transfer of: (i) debt service obligations by the government; (ii)
civil servants' salary deductions to effect loan repayments; (iii)
government wages; and (iv) invoices to suppliers. The mis-
sion's discussions with bank representatives revealed that |oans
to civil servants constitute a sizeable share of bank portfolios-
ranging from 15 to 60 percent-and that bank operations have
been affected by some payment delays by the government.

Public Sector Debt:

The National Commercial Bank's exposure to the government
is quite high. The NCB is a publicly-controlled bank and the
largest bank in the country with deposits of about 40 percent of
thetotal. The financing gap is proportionally higher in the first
half of the fiscal year because of collection lags in most reve-
nue measures. NCB's total exposure to the central government
(including the overdraft and government securities) exceeds
200 percent of the bank's net worth.

To the extent that the government is in financial difficulties,
and public sector debt dynamics are problematic, portfolio
quality has deteriorated in the country's largest bank To reduce
the scope for further lending to the budget, a structural bench-
mark has been implemented to reduce by end-December 2003,
the government's share of the NCB capital to below 50 percent
and the number of directors on the NCB Board appointed by
the Government, accordingly.

Financial Sector Regulation:

The ECCB is the regulatory and supervisory authority of
banks in the region, and in its judgment the Banking system in
Dominica remains basically sound. However, there is a strong
risk that the rising level of non-performing loans would create
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difficulties in the Banking system.

Further, the number of non-bank financia institutions (NBFI’s) has grown rapidly in recent years. With the exception of the
lone finance company, which is supervised (and regulated) by the ECCB, all others in this category (20 insurance companies
and 18 credit unions) are supervised by the government — Ministry of Finance and Ministry of Cooperatives, respectively.
While the institutions supervised by the government are required to submit their financial statements on a regular basis, those
supervised by the government are not subject to on-site inspection. NBFI’s are also not subject to the stringent capital adequacy
standards of banks. An appreciation for the risk involved is better understood when one considers that the 18 credit unions hold
approximately 15% of the deposits of the financial system.

To strengthen the existing banking legislation, the ECCB has drafted amendments to the Banking Act that are expected to be
implemented by the end of 2003. The proposed amendments are wide-ranging and aim at: strengthening procedures and raising
penalties; revisiting standards for directors and other senior bank officers; and introducing the principle of consolidated supervi-
sion. The amendments will be submitted to Parliament.

In this regard, the authorities have placed all non-bank financial institutions under the supervision of the Ministry of Finance,
with the support from the ECCB with effect from June 30, 2003. The non-bank financial institutions will also participate in the
Financial Sector Assessment Programme (FSAP) to be undertaken in the second half of 2003. Several other ECCB Member
countries are also slated to participate in this programme. The FSAP programme will be preceded by a comprehensive review
of the offshore financial sector conducted by the ECCB in conjunction with the Caribbean Regional Technical Assistance Pro-
gramme (CARTAC).

(Sources: IMF Article IV Consultation Report 2002; websites:

http://us.politinfo.com/Information/Country Profiles/country profile 035.html )

For the past 25 years the National Commercial Bank of Do- Minister of Finance.
minica has played a significant role in propagating economic
growth and development in Dominica. The Bank opened its g gpjectives are to:
doors to the public on March 14, 1978 under the name of the
National Commercial and Development Bank of Dominica

with the Agricultural Industrial and Development (AID) Bank 1- Encourage and foster the development of agriculture,

asits wholly owned subsidiary. In January 1982, the AID Bank commerce, industry, tourism, and housing in Domin

was made a separate and independent entity with devel opment Ica

asits central focus. 2. Mobilize funds for the purpose of such development;
an exercise such other functions consistent with the

The Bank was created through Act No. 27 of 1976 by the Par- functions of abank carrying on banking business.

liament of Dominica. The Premier at that time was Hon. Pat-
rick Roland John, and Captain Victor A. J. Riviere was the
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The idea of a National Bank (NCB) evolved as a result of a
social demand and conscious desire of the people of Dominica
to be more directly involved in the monetary management of
the economy, particularly in the area of banking. Captain Vic-
tor A.J. Riviere, Minister of Finance (1975-1979) was the
brain behind the idea of transforming the desire of the Domini-
can people into tangible reality. The first Chairman was Mr.
Anthony Giraud, with the late Mr. McMillan Dorival as the
first General Manger.

NCB has an authorized share capital of EC$10,000,000.00
divided into 1,000,000 shares of par value EC$10.00, all of
which have been fully subscribed. The Government of the
Commonwealth of Dominica holds 51% of the share capital
(being reduced to 49%) with another 4.3% held by quasi-
governmental institutions and the balance widely distributed
among nationals. No single shareholder, outside of the Gov-
ernment and its quasi institutions hold a significant percentage.

The Board of Directors, comprise eight directors, five (5) of
whom are Government appointees (including the Chairperson
and the General Manager), and the other three are shareholder
appointees selected at annual general meetings.

Through the years, the N C B has enjoyed a selection of Do-
minica's finest human resource to serve as Chairperson, Direc-
tors, and General Manager. The return to shareholders has
been very rewarding - NCB has been paying dividends every
year since 1981 ranging from 10% in 1981 to 30% in 1999.
Over the last few years, pre-tax profits have averaged EC$7
million.

At the end of the first year of operation, the Bank's total as-
sets stood at EC$5.6 million, total deposits were EC$1.7 mil-
lion and loans EC$0.5 million. Ten years later, the National
Commercial Bank catapulted from being the smallest bank to
the premiere financial ingtitution of the Nation with an asset
base of EC$220 million and a 34% market share, a position it
has not relinquish. Public confidence in the Bank has grown to
such an extent that all shares were not only taken up but were
also oversubscribed.

The Bank currently operates four branches, one at its Head
Office in Roseau, Portsmouth, Canefield and most recently,
Marigot, at the Ross University School of Medicine in March
of 2003.

The National Commercial Bank of Dominica has not only wit-
nessed the many challenges faced by the Dominican people
over the last 25 years, but has consistently been innovative,
creative, and a trendsetter at providing solutions to the social
and business environment on the Island. For example the Bank
has provided substantial funds to the housing sector and in
1988 a complementary development was the launching of the
National Mortgage Finance Company, a wholly owned sub-
sidiary of the Bank which enables middle income persons to
access funds for home acquisition. In that regard the Bank sa-
lutes Mr. Horsford Nicholas for the brilliant idea of establish-
ing the National Mortgage Finance Company.

N.C.B. has kept pace with technology providing on-line bank-
ing and direct computer link up with its branches, and was the
first bank in Dominica to computerize its operations and pro-
vide extended banking hours. The bank became the first insti-
tution in the financial sector to install ATMs, offer telephone
banking, debit card and credit card point of sale service and the
first to have successfully mass marketed credit cards and re-
mains amajor issuer of credit cards on the Island.

The National Commercial Bank of Dominica has developed
over the years, a reputation as a commercial bank with highly
skilled personnel and offers a broad range of financial services.
The Bank is a responsible Corporate Citizen of the Common-
wealth of Dominica. It actsin the best interest of its customers,
shareholders, and the Nation as a whole, while focusing on
attaining the optimum combination of profit, growth, return on
investment and financial stability.

The N.C.B.'s achievements over the years would not have
been possible without its dedicated staff. The Bank would like
to thank its staff for their dedication to customer service and
recognize in a special way those staff members who worked
with it for the past twenty-five years: Ms. Jacqueline Fadelle,
Ms. lvona Lander, and Ms. Janine Phillip. Special mention
must be made of Mr. David Corriette who was the Bank's first
employee and Operations Manager from 1978 to 1990. Mr.
Corriette worked very closely with the architect, contractor,
electrical engineer, and the many suppliers to have the Bank's
premises ready for service to the public. He was also very in-
strumental in developing the bank's first products and services.

(Submitted by: Marketing Dept. NCB Dominica)
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