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Expenses for the year totaled $27.62

million, which compared to $23.09
million in 2007, an increase of $4.53
million. $5.11 million of the increase
represented growth in overall salaries
and employee benefits as the Authority
continued to build its professional

team, particularly within the supervisory
departments, a $110,000 increase in
circulation note and coin expenses and
a $193,000 net increase in general
expenses and amortisation of capital
assets, offset by an $880,000

decrease in professional fees. In
accordance with Section 8 (3) of the
Bermuda Monetary Authority Act 1969,
the Authority contributed 50% of its

net income to the Bermuda Government’s
Consolidated Fund. For 2008, this
amounted to $815,000, a decrease over
the $2.94 million contributed in 2007.

Bermuda Currency Operations

The amount of Bermuda notes and coin in
circulation at the end of 2008 was

$144 million, as compared to $125 million
for 2007. Consistent with previous

years, there were peaks in circulation
around the two main public holidays,

in July (Cup Match) and in December
(Christmas). A total of $131.7 million

was in circulation for Cup Match, an
increase of 5.95% over the same period
in 2007. The figure for Christmas week
was $143 million, an increase of

13.91% over Christmas 2007.



Bermuda Money Supply

(BD$ millions) 2008-Q4 2008-Q2 2008-Q1 2007-Q4 2007-Q3
Notes & Coins in Circulation* 141 118 114 125 110
Deposit Liabilities 3,815 3,783 3,709 3,634 3,666

Banks and Deposit Companies

(unconsolidated)

Less: Cash at Banks and

Deposit Companies = 33 “8 29

BD$ Money Supply 3,900 3,866 3,790 3,714 3,747
% Growth on Previous Period -0.10% 2.02% 2.04% -0.88% 1.88%
% Growth Year on Year 5.01% 5.13% 8.63% 3.87% 5.35%

Totals may not add due to rounding.

* This table includes the supply of Bermuda dollars only. United States currency is also in circulation in Bermuda but the amount has not been quantified.

Investment Funds
Total Number of Funds

2004 1,076
2005 1,182
2006 1,302
2007 1,303
2008 1,133

Investment Funds
Number of Portfolios within
Bermuda Classified Funds

2004 1,755
2005 2,043
2006 2,190
2007 2,162
2008 1,887

Investment Funds
Net Asset Value (BDS$ billions)

2004 158.18
2005 187.53
2006 211.52
2007 249.17
2008 171.19

Bermuda Banks and Deposit
Companies (Consolidated)
Total Assets (BD$ millions)

2004 20,489
2005 22,371
2006 23,100
2007 24,168
2008 22,805




Currency Notes Issued and Redeemed

Bermuda Dollar Notes Issued Net Issues During Month
Notes Notes Issued %
Month New Re-issue Total | Redeemed & 0/S at Change Change
End of Month
January 1,181,344 2,645,000 3,826,344 17,975,000 95,927,074 (14,148,656) -12.85%
February 572,887 8,940,000 9,512,887 6,575,600 98,864,361 2,937,287 3.06%
March 202,266 7,180,000 7,382,266 6,839,000 99,407,627 543,266 0.55%
April 1,155 6,640,000 6,641,155 6,764,100 99,284,682 (122,945) -0.12%
May 262,587 10,430,000 10,692,587 7,296,100 102,681,169 3,396,487 3.42%
June 282,668 8,000,000 8,282,668 7,313,500 103,650,337 969,168 0.94%
July 10,647,940 10,310,000 20,957,940 7,748,000 116,860,277 13,209,940 12.74%
August 902,960 3,500,000 4,402,960 13,781,000 107,482,237  (9,378,040) -8.035%
September 1,113,318 5,420,000 6,533,318 10,089,000 103,926,555 (3,555,682) -3.31%
October 2,220,061 9,634,000 11,854,061 8,951,000 106,829,616 2,903,061 2.79%
November 1,191,652 7,310,000 8,501,652 4,663,000 110,668,268 3,838,652 3.59%
December 5,551,644 15,861,000 21,412,644 6,012,072 126,068,840 15,400,572 13.92%
Year

14.53%

2007

24,130,482

16,433,545

95,870,000

93,634,000

120,000,482 104,007,372 126,068,840 15,993,110

110,067,545

106,908,200 110,075,730

3,159,345

2.95%

Currency Coins Issued and Redeemed

Bermuda Dollar

Net Issues During Month

Month Coins Coins Coins Issued Amount %
Issued Redeemed & 0/S at Change Change
End of Month
January 1 - 14,525,393 1 0.00%
February 11 - 14,525,404 11 0.00%
March 0 - 14,525,404 0 0.00%
April 60,089 - 14,585,492 60,089 0.41%
May 59,206 - 14,644,698 59,206 0.41%
June 197,428 - 14,842,126 197,428 1.35%
July 21,099 - 14,863,225 21,100 0.14%
August 55,553 - 14,918,778 55,553 0.37%
September 8,186 - 14,926,963 8,186 0.05%
October (247) - 14,926,717 (247) 0.00%
November 69,900 - 14,996,617 69,900 0.47%
December 0] - 14,996,617 0 0.00%
Year
2008 471,225 0 14,996,617 471,225 3.24%
2007 396,620 0 14,525,392 396,620 2.8%




Analysis of all International Insurers Registered

Class of Insurer 2008 % 2007 %
Class 1 333 24 353 24
Class 2 356 26 380 26
Class 3 459 34 504 34
Class 4 32 2 30

Long-Term 92 103

Dual Licences 100 111

Grand Totals: 1372 100 1481 100

Actively Writing International
Insurers by Company Type (2007)

D

Professional Ins/Reinsurance 34%
BN Affiliated Reinsurer 4%
Single Parent Captive 23%
Rent-A-Captive 6%
Health Care Captive 4%
[ Group Captive 8%
- Captive Writing 3rd Party 13%

[ Association Captive 8%

Bermuda Insurance Market Statistics
Gross Premium Written (BD$ billions)

2003

2004

2005

2006

2007

$94.70

$95.30

$100.60

$115.80

$124.40
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Celebrating 40 Years of Service

Over the past 40 years the Bermuda Monetary Authority has grown to become the sole regulator for Bermuda’s
financial sector. The Authority has played an important role in maintaining Bermuda’s reputation as a quality
financial centre, and continues to do so. It has achieved this by upholding the island’s commitment to

quality business through strict and thorough vetting of company applications and by maintaining a regulatory
framework that is practical and effective for the Bermuda market, and also consistent with international

standards and best practice.

In the past four decades, the Authority’s

scope of responsibilities has broadened
To protect and enhance Bermuda’s considerably. This growth has been

reputation and position as a leading supported by skillful leadership over the

international financial centre, utilising a team S S — years and underpinned by a legislative
of highly skilled professionals acting in the public interest to framework that has been thoughtfully
enacted.

promote financial stability, safeguard our currency and provide

effective and efficient supervision and regulation.

A A —" © _ 1969 - 1989

The Authority was established with the
passing of the Bermuda Monetary Authority
Act 1969. For the first twenty years of its
existence the Authority focused primarily
on its initial remit, which was to issue
Bermuda'’s currency, supervise the island’s
banking sector, manage exchange control,
and provide advice to the Minister of
e Finance on fiscal matters.

ok i
In 1970, the Authority introduced the
Bermuda dollar, which replaced the pound

sterling as the island’s currency. After the

) passing of the Exchange Control Act 1972,
The Shipwreck

Series

the Authority took on the responsibility
of exchange control. In 1981 Bermuda’s
Companies Act was enacted. This
legislation, which provided the Authority

Sea Venture coin Hunter Galley coin Mary Celestia coin North Carolina coin

Minted 2006
BMA Chairman - BMA Chairman - BMA Chairman - BMA Chairman - BMA Chairman -
BMA Act C. Winston Kempe Dudley Butterfield Insurance Act Frederick Yearwood The Hon. Sir David Gibbons Charles Mann
established (1969-1973) (1973-1979) established (1979-1982) (1984-1986) (1986-1992)
[ @ @ @ @ @ @

1969 1969 1973 1978 1979 1984 1986
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Pictured from top to bottom: (1) Cheryl-Ann Lister (2) Mr.
Mansfield Brock Jr. & former Premier Dame Pamela Gordon (3)

Former General Manager Malcom Williams (4) Official Opening of
BMA House by the Hon. Paula Cox JP MP, Minister of Finance

Banknote exhibit set
up at Commissioner’s
House, Bermuda BMA Chairman -

Maritime Museum in Mansfield Brock Jr.

BMA employee Leonora
Stovell-Smith discovers
Hogge Money during

with the responsibility of vetting all company
applications on behalf of the Ministry of
Finance, provides the underpinning for
corporate registrations and remains a

key component in Bermuda’s corporate
legislative framework.

This period also saw tremendous growth in
all sectors of Bermuda financial services
market. The banking sector experienced
continued growth, both through increased
competition domestically and local banks
expanding their network internationally. The
island was also becoming known as a centre
for captive insurer formations. The world’s
first captive was established in Bermuda in
the 1960s, and for the remainder of that
decade and into the 1970s, the insurance
market was dominated by this type of
insurer. In the mid-1980s, Bermuda’s
insurance market changed dramatically with
the establishment of new types of insurance
companies, namely large excess liability
companies such as ACE and XL.

The Insurance Act 1978 (the Act) was
passed in response to the evolving nature
of Bermuda’s insurance market and was

the first significant step by the jurisdiction

to formalise regulation of the market. This
legislation is reviewed and amended as

part of the Authority’s continual review

of its regulatory frameworks to ensure

that they remain effective. The Act (as
amended), which is designed to facilitate
continued innovation in the sector, while at
the same time ensuring companies operate
responsibly within strict margins of solvency,
has proven the test of time and continues to

serve the market well.

1990 - 2009

With international business and financial
services booming on the island, and with
the growing recognition internationally of
the threat of money laundering, in 1991
the Authority introduced the Anti-Money
Laundering (AML) Code of Conduct and
related guidance. This was the first step
to establish a formalised AML regime for
the island. In 1997, the Proceeds of Crime
Act was passed, further strengthening
Bermuda’s AML provisions. This regime
has been updated over the years, and
was significantly enhanced recently with
the enactment of a suite of AML-related
legislation and regulations in 2008.

Banking & Deposit Company
Act established

Proceeds of Crime
Act legislation

BMA's first female
Chairman & CEO appointed

Investment companies

On-site programme for

Bermuda Monetary Authority 2008 Annual Report | Celebrating 40 Years of Service
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Other significant events which occurred The Insurance Act (as amended) was in

in the 1990s that shaped the Authority place and had provided an appropriate
during this period included: the abolition supervisory framework for the insurance

of the interest rate ceiling and the ten sector into the 21st century. However,
percent foreign currency purchase tax; an updated suite of financial services

the establishment of the Bermuda Stock legislation and related regulations covering
Exchange; and the relaxation of exchange the banking, trust, and investment markets
controls. In 2002, the Authority took were needed. During 1998 - 2006 the
responsibility for insurance regulation, which  following legislation was enacted with

had previously been conducted under the regard to these sectors: the Investment
remit of the Registrar of Companies within Business Act 1998; the Banks and Deposit
the Bermuda Government. This added Companies Act 1999; the Trust (Regulation
responsibility expanded the Authority’s of Trust Business) Act 2001; the Investment
mandate as Bermuda'’s sole independent Business Act 2003; and the Investment
financial services regulator. Funds Act 20086. This primary legislation

provides the foundation for the regulatory
With the regulation of all financial services environments which these sectors operate
sectors within Bermuda now under its today.
mandate, the Authority was faced with

the challenge of implementing further With a legislative framework in place,
enhancements to its regulatory framework the Authority continued to enhance its

that would continue to support the supervisory programmes for Bermuda’s
jurisdiction’s reputation as a first-class financial sectors. In response to the evolving
financial services centre. nature of business conducted in the local

QUARTERL

BMA employee Leanora Stovell-Smith uncovers
Hogge Money during an excavation project

Bermuda Biological Station coin minted 2003 -« Dinghy coin minted 2003+ The State House coin minted 2001

First IMF review On-site programme Investment Fund Act established
On-site programme forinsurance
BMA takes on Investment Business  for trust companies ~ 500th Anniversary  companies BMA Chairman -
Insurance regulation Act established established Coin minted established R. Alan F. Richardson, CA, JP (2006-present)
@ @ @ @ @ @
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market and the increasing demands of
regulatory standards internationally, the
Authority’s supervisory programmes were
enhanced to become more risk-focused.
The insurance market classification
system, which was introduced in 1995,

is an early example of a risk-based
approach, whereby insurance entities

are classified based on their risk profile.
Class 1 companies, or pure captives,

are considered lower risk as they write
only the risk of their owners, while Class
4 companies which comprise very

large, highly capitalised (re)insurers
underwriting excess liability and/or
property catastrophe reinsurance risk,
are considered high risk. Continual review
of risk-based frameworks remains a

Redesigned Bermuda Banknote Series 2009

Bermuda appointed to
Chairmanship of IAIS Reinsurance
Transparency Group

Person of the Year

priority; the most recent series of legislative
enhancements were completed during 2008
and covered insurance, banking and AML

provisions.

The Authority’s risk-based philosophy is

at the foundation of its supervisory work.
Being a risk-based regulator means that
the Authority’s supervisory programmes

are calibrated to the nature, scale and
complexity of the entities seeking to do
business from or within the jurisdiction. The
approach takes into account the related
risk and level of sophistication of the clients
involved. It also allows for the efficient use of
supervisory resources, which are deployed

to those firms which pose the greatest risk.

LAy Ty

L R LT =T

Jeremy Cox, BMA Deputy CEO,
isannounced as Insurance

Basel Il Implementation

The Authority’s risk-based approach

to regulation has been endorsed by a
variety of international regulatory and
standard setting bodies, most recently,

the International Monetary Fund in its

2007 assessment of Bermuda’s regulatory
regimes for financial services sector. Having
a regulatory framework that is endorsed by
the international community is an important
standard to maintain for any regulator
looking to be regarded as credible. However,
the Authority is not resting on its laurels, but
instead maintains a programme of constant
review and enhancement of its framework
to ensure that the island’s regulatory
environment continues to serve Bermuda’s

market well, now and into the future.

R s Y AR ik
mluﬂ = ﬁﬁm?&n THLLARS
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New AML regime comes into effect

Second IMF review

Official Opening of BMA House

banknote series

BMA releases redesigned

POC Regulations (Supervision and
Enforcement) Act 2008 established
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Boa rd Of D i re cto rs Pictured from left to right:

Anthony Joaquin, FCA
Managing Partner,
Ernst & Young (retired)

Matthew Elderfield

Chief Executive Officer

Jeremy Cox

Deputy Chief Executive Officer

B How coins ¢
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Tracy Tepper

President & Chief Executive Officer,
Lombard Odier Darier Hentsch (Trust)
Bermuda Limited

R. Alan F. Richardson, CA, JP

Chairman

Ronald Simmons, CA, CPA
Partner,
Moore Stephens & Butterfield

Robert D. Steinhoff, FCA
Deputy Chairman,
Senior Partner, KPMG (retired)

Lynda Milligan-Whyte, BA, BEd, MPA, LLB
Senior Partner,
Lynda Milligan-Whyte & Associates

E. Barclay Simmons, MBA, LLB
Managing Partner,
Attride-Stirling & Woloniecki

Darren Q. Johnston, CA, CPA, CFA
Partner,

PricewaterhouseCoopers (not shown)

Walter Bell
Chairman,

Swiss Re America Holdings Corporation (not shown)
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Chairman’s Letter

The overriding challenge for all organisations connected to the financial services industry over the past year was
the impact and growing scope of the global financial crisis. The Authority sought to manage the situation with
proactive and pragmatic actions designed to address supervisory matters possibly impacted by the crisis, while
maintaining a focus on work supporting framework enhancements and its own long-term strategic development

as a regulator.

The Board remained fully engaged

with how the Authority was managing

the impact of the financial crisis. The
initiatives the Authority undertook and put
in place throughout the year to monitor
the market and develop a proactive
supervisory response to mitigate the
impact of the crisis have been successful
and prudent. As a Board, we were required
to consider and discuss issues and
developments in relation to sectors of the
Bermuda market, and specific regulated
institutions, in the context of the crisis.
Any conflicts of interest that arose due to
Board Directors’ professional or personal
connections in the market were addressed
swiftly and as prescribed by our existing
codes of conduct and relevant conflicts
policies, with individuals being recused
from discussions as required.

From the perspective of both the Board
and management, as Bermuda’s financial
services regulator, the Authority’s priority
has been to ensure that stability in our
local markets is maintained for the clients
and customers using those services,
and also for the long-term health of the
domestic economy. This priority drove the
work the Authority conducted during 2008
with market participants and international
regulators to manage the impact on
Bermuda’s financial markets. Clearly
Bermuda cannot be immune to the effects
. /) of the global financial crisis; however the
Q@ //@ . overall strength, quality and resilience of
A | A > U ~ our financial markets, and the regulatory
framework that governs them, means this
R. Alan F. Richardson, CA, JP jurisdiction is well placed for the current
Chairman challenging environment.



For the Authority’s Board, 2008 was a
year of embedding the strategic policy
work conducted by new Board committees
formed the previous year, as well as
building on the ongoing activities of the
existing committees. Our strategic focus
remained on the continued development
of policies and systems for the Authority’s
corporate governance, risk management,
legislative and policy and human capital
frameworks.

The Authority achieved significant
progress on implementation of the

Risk Management Plan during the year.
This resulted in completion of projects
designed to enhance systems and controls
within the organisation’s Enterprise

Risk Management (ERM) framework. By
year-end, the majority of initiatives and
targets within the ERM plan that had been
set at the beginning of 2008 had been
completed.

Enhancements to the corporate
governance framework also continued.
This included work to consolidate
established policies governing the conduct
of the Board and staff with new policies
that foster the high level of integrity that
exists across the organisation, resulting
in the establishment and adoption of a
formal Ethics Framework for the Authority.
The Framework is consistent with best
practice internationally and provides a
clearly recognisable, cohesive system
that sets standards for ethical conduct
and mechanisms for addressing real or
perceived conflicts of interest proactively
and consistently. Work to review and
revise the systems and procedures

governing Board delegations also took
place, particularly to take into account
the creation of the Deputy Chief Executive
Officer position which became effective
at the beginning of the year. Having
established this post as an important
initial step in the Authority’s succession
planning process, the next phase of
development in this area focused on
senior management and progressed
significantly during 2008. Action to
assess management skills and leadership
development took place throughout the
year. The results of this activity will align
and nurture skills within the management
team to meet current and future
operational and leadership needs at the
Authority.

Enhancing transparency in relation to the
Authority’s governance arrangements

and procedures, as well as its regulatory
actions, remained an area of focus
during the year. The Authority has made
the commitment to be more transparent
and able to demonstrate best practice

in terms of its governance and risk
management systems. There is also

the intention to enhance transparency
around the Authority’s regulatory
decision-making processes, as applicable
given confidentiality constraints. The
Transparency Initiative established during
the year sets out a plan for the phased
implementation over the next three years
of initiatives and projects designed to
support greater transparency moving
forward.

The Authority also continues to ensure
it demonstrates accountability as it

conducts its work as Bermuda'’s financial
regulator. Internally, from the Board’s
perspective, the introduction of the
Balanced Scorecard methodology for
2008 has been effective in supporting
that goal, as we monitor the Authority’s
performance against the goals
management set for the year. From an
external perspective, the publication
of the Authority’s Business Plan has
effectively served a similar purpose,

as well as supporting the Authority’s
transparency goals.

The past year has once again been one of
significant activity, and productivity, for the
Authority. My fellow Board members and

| have had the privilege of contributing to
that effort, with an emphasis on ensuring
the Authority maintains the strategic focus
and high standards that characterise the
work it conducts on behalf of Bermuda.

It has been a distinct pleasure to work
with the Board, and | wish to extend my
sincere thanks to them all for the hard
work, insight and support they bring to the
Authority. This organisation has worked
diligently throughout the year in applying
effective supervision to protect financial
stability in markets at home, while
maintaining an international perspective
and high level of engagement with peer
regulators abroad. Having an outward
looking, progressive perspective in this
changing regulatory landscape is vital.
This perspective was enhanced even
further during 2008 with the appointment
of the Authority’s first international
Director to the Board, Mr. Walter Bell.

We extend a warm welcome to Walter,
who has already provided invaluable

11
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input based on his wealth of experience
as a former insurance regulator and
current status as a senior executive in
industry. His appointment is a milestone
for the organisation and in keeping

with our necessary adoption of a global
perspective in support of developing our
role and responsibilities as Bermuda’s
financial regulator.

Overall, there has been an even greater
level of focus and alignment of strategy
and business objectives throughout the
Authority over the past year, reflecting

a maturity in the organisation and its
expanded responsibilities that is fitting
as it celebrates 40 years as Bermuda’s
financial regulator. The Board has
continued to provide strategic direction
on policy matters that support the
Authority’s major objectives, and its
growing profile internationally as a leading
financial regulator that can make useful
contributions to regulatory developments
with global implications. We intend to
continue providing this level of strategic
input as the organisation continues to
develop its capabilities, contributions and
influence as Bermuda’s unitary financial
regulator, while maintaining the high
standard of regulation that has supported
this jurisdiction’s success. Building on
the Authority’s position in this way has
possibly never been more important,
given the constantly evolving climate in
international regulation, and the potential
fall out from the financial crisis in terms of
regulatory reforms that could be of great
relevance to Bermuda.

Board Committee Reports:

Audit and Risk Management Committee
Robert Steinhoff, Chairman

Anthony Joaquin

Ronald Simmons

The purpose of the Audit and Risk

Management Committee of the Board

of Directors of the Bermuda Monetary

Authority is to:

® Monitor (i) the accounting and financial
reporting process of the Authority,
including its internal accounting and
financial controls, and (ii) the integrity of

the Authority’s financial statements;

® Retain and oversee the independent
auditors of the Authority’s financial
statements and determine their
remuneration;

® QOversee the Authority’s risk
management process;

® Provide the Board with the results of its
monitoring and its recommendations,
as well as additional information and
materials as it deems necessary to
make the Board aware of significant
financial matters that require the
Board’s attention; and

® QOversee the internal audit function of
the Authority.

The Audit and Risk Management

Committee comprises three non-executive

directors who are appointed annually by,

and serve at the discretion of, the Board.

The Committee met as required during the

year to:

® Monitor (i) the accounting and financial
reporting process of the Authority,
including its internal accounting and
financial controls, and (ii) the integrity of
the Authority’s financial statements;

® Complete the review and oversight
of the external audit process for
the Authority’s 2007 financials;
recommending the external auditor for
2008;

® Conduct the review, approval and
ongoing monitoring and reporting
on progress by management on the
Authority’s Risk Management Plan; and

® Conduct the review process and
selection of an internal auditor for the
Authority based on proposals from
external service providers, making this
appointment towards the end of the
year.

Corporate Governance and
Ethics Committee

Darren Johnston, Chairman
Alan Richardson

Anthony Joaquin

Barclay Simmons

Matthew Elderfield

Jeremy Cox

The Corporate Governance and Ethics
Committee (CGEC) has responsibility for

developing, implementing, and monitoring

effective corporate governance principles,

policies, and procedures, which are critical

prerequisites for the Authority to fulfill its

mandate. The CGEC also oversees the

policies and programmes of the Authority

to ensure the BMA Board, management,

and staff conduct their functions in

an ethical manner. During 2008 the

Committee successfully completed the

following major items on its agenda for the

year:

® Completed the process to review and
update the Board delegations;

® Established the Authority’s
Transparency Initiative, which sets
objectives to enhance transparency
around the regulatory and operational
work of the organisation; the
Committee also reviewed and approved
management’s action plans related to
the Initiative;

® Reviewed all Board sub-committee
objectives as well as the CGEC’s own
mandate, and completed preliminary
work towards establishing a self-
assessment and reporting protocol for
the Board sub-committees;

® Drafted the Authority’s new Ethics
Framework and related new policies
(which was formally approved and
adopted by the Board in January 2009);
implementation of the related revised
Staff Personal Dealings Policy; and

® Conducted the 2008 Board self
assessment survey.

Human Capital Committee
Alan Richardson, Chairman
Robert Steinhoff

Darren Johnston

Walter Bell

The Human Capital Committee has

delegated responsibility to approve the

overall compensation framework for

the Authority and approve the individual

remuneration levels for Directors and

above.

The Committee is also responsible for:

® Making recommendations to the Non-
Executive Directors Committee on the
terms and conditions of employment
of the Chief Executive Officer and
Executive Directors;



® Qverseeing the Authority’s succession
planning; and

® Qverseeing the development and
execution of the Authority’s human
capital policies and programmes.

The Committee responded to a wide
range of issues last year in connection
with people and compensation issues.
Chief among the matters considered for
approval and ongoing review was the
Authority’s Balanced Scorecard (BSC).
The BSC established for 2008 was a
first for the Authority, and successfully
supported further alignment of strategy
and operational objectives across all
departments. Other significant matters
related to the organisation’s work on
establishing long-range succession plans
for the senior management levels, which
progressed well during the year.

Non-Executive Directors Committee
Alan Richardson, Chairman

Robert Steinhoff

Walter Bell

Anthony Joaquin

Darren Johnston

Lynda Milligan-Whyte

Barclay Simmons

Ronald Simmons

Tracy Tepper

The Non-Executive Directors Committee is

composed of all non-executive members

of the Board and is charged under section

4C of the BMA Act with responsibility for:

® Keeping under review the question of
whether the Authority is discharging
its functions in accordance with the
objectives and strategy determined by
the Board;

® Keeping under review the question of
whether the Authority’s internal financial
controls secure the proper conduct of
its financial affairs; and

® Determining the remuneration and
other terms of service of the Executive
Directors of the Authority.

During 2008 the Committee met as
required and maintained under review
the matters with which it is charged by
the Act, drawing on the work of the Board,
the Human Capital Committee and the

Audit and Risk Management Committee.
This included ongoing monitoring of
developments related to the direction
and execution of the Authority’s strategic
plan, as well as items in relation to the
organisation’s budget for the year. The
Committee also met to review and approve
certain compensation actions that fell
beyond the remit of the Human Capital
Committee. In addition, the Committee
dealt with the appointment of Jeremy

Cox to the new position of Deputy Chief
Executive Officer. All other matters
relevant to the Committee were dealt with
through the full Board.

Investment Committee
Barclay Simmons, Chairman
Lynda Milligan-Whyte

Ronald Simmons

Matthew Elderfield

Jeremy Cox

The Investment Committee has
responsibility for ensuring prudent
investment of the Authority’s portfolio

of assets, in accordance with the
requirements of the BMA Act and with
the investment policy guidelines that are
established by the Board.

The overriding objective for the Investment
Committee in 2008 remained avoiding
exposure to material capital risk on the
Authority’s investment portfolio and
maintaining a high degree of liquidity
within it to meet unforeseen demands.
This remains particularly important given
the Authority’s role and responsibilities

as a public sector regulatory body. The
Committee achieved this goal successfully
by maintaining a high level of oversight on
the activities of the Authority’s Portfolio
Manager and Cash Manager.

Legislative and Policy Committee
Lynda Milligan-Whyte, Chairman
William Kattan

Robert Steinhoff

Craig Swan

Tracy Tepper

The purpose of the Legislative and Policy
Committee is to:
® Make recommendations to the Board

on legislative and regulatory priorities
and oversee the ongoing agenda, for
development of legislation related to
financial services regulation;

® Make recommendations to the Board
on proposed changes to primary and
subsidiary legislation administered
by the Authority and submitted by
management; and

® Make recommendations to the Board on
regulatory policy generally.

The Committee reviewed the legislative
and policy implications of major regulatory
initiatives developed by the Authority
during the year, in particular those
covering matters related to insurance
supervision, enforcement issues and
proposals to introduce new Credit Union
legislation. This activity included the
Committee making recommendations
on the required legislative amendments
underpinning implementation of the
Bermuda Solvency Capital Requirement;
reclassification of the Class 3 insurance
sector; and revisions to regulations
governing insurer solvency and reporting
requirements.

The Committee also reviewed consultation
proposals covering the Authority’s

plans for group supervision, and further
enhancements to insurance supervision
and enforcement powers. Any changes
resulting from market consultation

on those proposals were also brought

to the Committee for its review and
recommendations.
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Executive Team

Pictured from left to right:

Marcia Woolridge-Allwood, BBA, JP
Director,
Corporate & Financial Services

John Dill
Director,
Information Technology

Matthew Elderfield
Chief Executive Officer



Jeremy Cox
Deputy Chief Executive Officer

Harry Whitcher
Deputy Director,
Insurance Restoration, Run-off & Monitoring

Shanna D.R. Lespere, BSc.H, CMA
Director,
Insurance Supervision, Complex Institutions

William Kattan, LLB(Hons), LLM
Director,
Legal Services & Enforcement

Shelby R. Weldon, CPA
Director,
Insurance Licensing & Authorisation

Cynthia Currie
Director,
Human Resources

Graeme Dargie, MA, Dip
Director,
Banking, Trust & Investment

Craig Swan
Director,
Policy, Research & Risk Assessment

Rick Shaw
Director,
Actuarial Services
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CEQO’s Letter

Change and challenges were the constant themes throughout 2008 for the Authority, in common with financial
regulators around the world. | am proud to report that the Authority has managed those changes and challenges
successfully. As we look forward to celebrating the significant milestone of the Authority’s 40th anniversary

in 2009, we can look back on completing another highly productive year of achievements that have raised the

standards and quality of Bermuda’s risk-based regulatory framework.

As the global financial crisis continued

to develop, the Authority increased

its active supervisory management

of the challenges emerging from this
unprecedented situation. At the same
time, having set an aggressive regulatory
agenda at the beginning of the year, the

l l i.‘tli:]r:! lL" S50

Authority’s work plan for 2008 maintained
;ﬂ your P” C L el its focus on moving us closer to meeting
a key goal: establishing the BMA as a
leading risk-based financial regulator

by achieving mutual recognition for
Bermuda’s regulatory framework.

Managing the Financial Crisis
Even though the origins of the dislocation
in the financial markets primarily arose
from major onshore banking centres, all
financial jurisdictions around the world
have been touched by its ripple effects,
including Bermuda. The Authority took
a proactive role when market disruption
occurred in August 2007 from the impact
of sub prime investment exposure,
which was the first wave of the financial
crisis. Throughout 2008, we worked
closely with market participants and
international regulators to manage the
impact of the growing crisis on Bermuda’s
financial markets. This took the form
MM}/M W ﬂﬂWh ﬁ¢ of a combination of specialised market
surveys, stress testing, enhanced
Matthew Elderfield supervisory monitoring, and restructuring
Chief Executive Officer



negotiations with challenged financial
guaranty companies, which were the most
impacted within the insurance market. The
Authority also played an active role in an
international regulatory task force formed
to manage the response to the challenges
at AlG.

The unprecedented drops recorded

in global markets during the last two
quarters of 2008 put significant pressure
on investment portfolios. Almost all of the
financial firms in Bermuda were affected
by this downturn. Therefore, as the crisis
developed further from its origins in sub
prime, the Authority maintained its active
monitoring of the sectors within the
Bermuda market most impacted.

We intensified our supervision of the
banking sector throughout 2008, and will
continue this enhanced monitoring during
2009. The sector remained resilient
through the year, maintaining compliance
with the Authority’s capital and liquidity
standards. However, in keeping with our
proactive approach to this situation, and
in line with our implementation of Pillar

2 of the Basel Il Accord, the Authority
conducted a review of capital levels
across Bermuda'’s banks. The banks
were required to undertake a series of
stress tests to simulate the impact on

their operations of a severe economic
downturn. As a precautionary measure,
the Authority decided to require banks

to hold an additional capital buffer to
withstand the severe economic downturn
simulated by these tests. This requirement
was implemented in the first quarter of
2009, resulting in Bermuda'’s banks being
in an even stronger position to manage
further disruptions that may occur from
the financial crisis.

One of Bermuda'’s largest financial
institutions, Butterfield Bank, announced
a public offering of preferred shares to
raise the additional capital to meet the
additional capital buffer requirement.
Recognising that this capital raising was
taking place in a challenging investment
environment, the Bermuda Government
decided to provide support for this
initiative, in the form of a conditional
share purchase and guarantee, should
the offering not be fully subscribed by
the private sector. This arrangement is
consistent with public sector support
being provided to financial institutions
globally in the current volatile market
conditions. The Authority welcomed

this support as a prudent and practical
decision by the Government in the
interests of Bermuda’s continued
financial stability.

The insurance market, the largest within
Bermuda’s’ financial services sector,
managed to absorb investment losses
related to the crisis, which in effect
amount to those resulting from a major
hurricane or a similar catastrophic event,
and this remained the case at the end
of the year. The market did experience a
decrease in incorporations, reflecting for
the second consecutive year worldwide
incorporation trends that were impacted
by the financial crisis and soft market
conditions. Moving into 2009, the
Authority heightened its supervision of
long-term insurance firms in light of the
increasing pressures on life insurers, in
addition to continuing its monitoring of
the sector overall to assess potential
underwriting and investment portfolio
exposures.

The Authority also stepped up monitoring
of retail investment businesses during the
year, to ensure that the firms within this
important sector have the appropriate
systems and controls in place to manage
the challenges presented by the crisis. We
also enhanced supervision of the funds
sector, to address specifically the impact
on hedge funds within the market from the
financial crisis as a result of investment
losses and increased redemption rates
being experienced in fund markets
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globally. This intensified supervisory
activity will continue throughout 2009.

The experiences driven by the financial
crisis over the past year have been
challenging, and provide lessons for the
future. It is clear the international debate
on regulatory reform that has emerged
from the crisis will result in changes with
implications for Bermuda’s framework

for financial regulation. We ensured that
Bermuda contributed to that debate
during 2008, by increasing the Authority’s
representations and participation in key
international standard-setting bodies.
Maintaining this high level of engagement
with developments in the regulatory arena
globally will remain a priority for us in
2009.

On Track for Mutual Recognition
Whilst managing the financial crisis
required the Authority’s attention
throughout 2008, we also remained
very focused on the key strategic goal of
achieving mutual recognition.

Mutual recognition is the process by
which regulatory authorities assess the
frameworks and standards set by other
jurisdictions. Where a jurisdiction’s
framework is deemed to be broadly
equivalent, access to global markets
for companies improves and duplicative
regulation is eliminated. Many firms
operating in Bermuda also conduct
significant cross-border business via
the branches and subsidiaries they have
in other countries. Therefore achieving
mutual recognition is an important goal
that will benefit Bermuda by assisting
us to maintain our competitiveness as a

jurisdiction. It will also enable Bermuda
companies to avoid duplicative regulation
and capital charges by conducting
business with international markets on
non-discriminatory terms.

During 2008, the Authority’s work towards
achieving mutual recognition status
continued to build on our base of high
compliance with international standards.
This high level of compliance was
acknowledged by the latest report from
the International Monetary Fund regarding
its 2007 assessment, which was
published in 2008. Our work on mutual
recognition maintains a particular focus
on Europe and the US, with emphasis

on continuing to develop our regime for
insurance supervision. Most notably, we
introduced a new risk-based approach for
Bermuda’s largest commercial insurers,
including a sophisticated assessment

of catastrophe risk. We also began

the process to establish a framework

that will review and approve the use of
internal models by insurers to determine
their required regulatory capital. Work
developing proposals for looking at
solvency on a group basis also progressed
steadily during the year.

Bermuda can demonstrate that, based

on the considerable amount of work
completed over the past year, it has
already made substantive preparations for
mutual recognition. The Authority remains
confident that our framework will receive

a favourable equivalence assessment in
due course.

New Anti-Money Laundering Standards
During the year the Authority supported
a major initiative by the Bermuda
Government to enhance the regulatory
framework for anti-money laundering
and anti-terrorism financing (AML/ATF).
This work was assisted by relevant
recommendations from the International
Monetary Fund arising from their 2007
assessment of Bermuda’s financial
regulations.

A suite of legislation was drafted during
the year, and adopted towards the end of
2008, which enhanced various aspects
of Bermuda’s AML standards. As a result
of those legislative changes, the Authority
now has broader responsibilities and
powers for monitoring and enforcing
compliance with these standards. These
include the powers to register unlicensed
financial institutions for the purposes

of AML supervision, and to monitor
these firms for AML compliance. The
changes also allow for us to conduct
enforcement action as necessary and

to cancel registrations or impose fines

of up to $500,000, for breaches of the
AML regulations. To support our newly-
expanded AML responsibilities and
enforcement activities, we increased our
resources during the year by establishing
a supervisory team focused exclusively on
executing these functions.

During the course of 2009, the Authority
will work with companies to ensure their
compliance with the new standards. In the
event that a firm does not make efforts

to address issues of non-compliance, or
where we find egregious breaches with
the regulations, we will use our new fining
powers.



Transparency

The Authority remains committed to
enhancing transparency around our work,
and the strategic rationale that underpins
ongoing developments in Bermuda’s
regulatory framework. 2008 saw another
round of policy and legislative changes
designed to support and maintain
consistency with international standards
— such as insurer solvency changes in line
with Solvency Il and the implementation
of Basel Il for Bermuda’s banking sector;
and to maximise the effectiveness of

our risk-based supervision — such as the
reclassification of Class 3 insurers.

The Authority conducted extensive
consultation on all of its proposals for
policy and legislative changes with
public and private sector stakeholders
throughout the year. All parties who
would be impacted by such changes
were invited to provide feedback on

our proposals, through circulation of

a variety of consultation papers and
discussion papers drafted during
2008, as well as face-to-face meetings.
Initiatives covered in those papers were
wide ranging: from the effectiveness

of our supervisory review process to
proposed enhancements to the corporate
registration system, as well as key
regulatory matters such as risk-based
capital regimes and internal models.

We recognise the importance of this type
of consultation and, accordingly, took
the opportunity to focus our attention

on the Authority’s consultative process
itself during the year. Our goal, which we
successfully achieved, was to set clear,

formal standards for our consultative
process and to identify areas for
enhancement that would ensure the
process is as efficient and inclusive as
possible.

The Authority also conducted

its first comprehensive External
Stakeholders Survey during the year,

to seek independent feedback on

our performance, effectiveness and
transparency as an organisation. The
paper based survey, which was distributed
to over 300 Bermuda based businesses
who interact with the Authority including,
banks, trust companies, investment
businesses, insurers and financial service
providers, had an above average response
rate of 46%. Overall, respondents to the
survey, who submitted their responses
anonymously, gave an overwhelmingly
positive rating for the Authority’s
performance as a financial services
regulator.

Specifically, the results of the survey
showed strong support for the Authority’s
performance against its strategic goals
and objectives, in particular, its ability

to protect Bermuda’s reputation and
competitive position. Respondents also
gave high ratings for key areas such as:
transparency in business objectives and
processes; inclusiveness (for industry
consultation); delivering on commitments
(in particular progress on BMA

Business Plan projects); knowledge and
professionalism of staff; responsiveness
and communicating effectively.

There were some specific areas identified

from the survey that received lower

or neutral responses, i.e. the on-site
programme, the fee payment process and
the policy development process, on which
the Authority is already taking action as
part of our Business Plan for 2009.

We are very happy to have received this
level of endorsement, and appreciate the
high level of participation we received
from stakeholders, but we are not
complacent. Our goal is to ensure that we
execute our duties as Bermuda’s financial
regulator as efficiently as possible. The
results of this survey, which we intend

to conduct every two years, will help us
identify and articulate the perceived
areas of strength and weakness within
our organisation, and will assist us in

our operational and strategic planning

as we seek to deploy our organisational
resources even more efficiently. We
recognise that we must maintain our high
level of performance and will continue to
focus on continual improvement.

Another initiative to build on our
transparency included publication for
the first time of the Authority’s Business
Plan. Publication of the Plan represented
the first of a series of action items set for
phased execution under the Authority’s
Transparency Initiative, which was
established during the year within our
corporate governance framework. The
Plan explained the enhancements to
Bermuda’s regulatory regimes that would
take place in the near future, and was
well received by the market locally and
internationally. The Authority intends

to publish its Business Plan annually to
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publicly present its short-medium term
work plan and demonstrate accountability
for its commitments as Bermuda'’s
financial regulator. | am very pleased to
report that for 2008 we successfully met
those commitments, completing work on
the major milestones in our Business Plan,
as highlighted in the summary on page 21.

Maximising Resources and
Operational Capability

In 2008 we placed emphasis on
increasing efficiency in these tough
economic times by putting in place
measures to ensure tight cost controls,
even as our supervisory responsibilities
grew during the year. Our focus also
remained on enhancing our operational
capability by further strengthening the
depth of skills within the Authority with
targeted increases in headcount, primarily
to support our supervisory programmes.
The enhanced technical resources brought
into the Authority via our successful
recruitment strategy were supported by
an expanded learning and development
framework to provide our staff with first
class supervisory training opportunities.
This, together with a highly focused work
plan, assisted the Authority to deliver on
our commitments in the 2008 Business
Plan.

Looking Ahead

Although Bermuda’s financial markets
have proved resilient in the face of the
financial crisis, the Authority recognises
we must set out initiatives that will
strengthen our ability to respond to

the crisis as it moves into a new phase

during the coming year. Such initiatives
include the implementation of the Basel
Il Accord for banks and some investment
businesses, and further enhancements
to the Authority’s solvency framework for

insurers.

We will continue our work toward the
important medium-term goal of achieving
mutual recognition for Bermuda. This
work will involve developing a framework
for group supervision; enhancements

of supervisory and public disclosure
standards; and consultation on aspects
of qualitative review of risk management
by both firms and supervisors.

As regards AML, having completed the
significant policy changes required to
enhance Bermuda’s regime, we will focus
attention on conducting on-site reviews
of AML standards among relevant firms.
These reviews will provide a basis for
feedback to the market on progress in
implementing the new standards and

will also establish a benchmark for
follow-up enforcement activity, if deemed
necessary.

We will also employ a range of tools

to ensure a high level of service to
stakeholders. Included in the Authority’s
second published Business Plan are
service standards related to specific
regulatory transactions and we intend to
report on our performance against those
standards in future Annual Reports.

In addition, the Authority will seek to
improve efficiency within regulatory
transaction areas by leveraging

information technology and will introduce
e-filing during 2009, beginning with the
corporate authorisations function.

Conclusion

The continued fallout from the global
financial crisis dominated our activities
during 2008, and will no doubt be with

us throughout the coming year. There will
also be more changes to the regulatory
framework in 2009 as the Authority
seeks to ensure Bermuda maintains its
leadership position as a cooperative
jurisdiction with a high standard of
regulation. Our focus over the past year
and for the future remains on maintaining
stability in the market through close,
active monitoring and prudent use

of regulatory intervention. Our work
throughout the past year has been driven
by many influences, both internal and
external to Bermuda, as well as our own
strategic objectives. The cooperation and
teamwork that we have enjoyed with our
colleagues in the Bermuda Government
throughout 2008, in particular in the
Ministry of Finance as well as the Ministry
of Justice, has again been vital in
addressing many of these challenges. We
especially extend our sincere thanks to
Minister of Finance the Honourable Paula
Cox, JP MP, and her team for another year
of productive collaboration.

It has also been a year of many changes
as regards the regulatory framework.
The smooth transition to the new
standards and supervisory requirements
implemented during 2008 reflect the
cooperation of industry stakeholders



in Bermuda'’s financial services sector.
We appreciate the very good working
relationship we have in place with the

not have accomplished the impressive
results from 2008 that are presented in
this Report without the dedicated efforts

various industry representative bodies. of our people. Our staff continues the
Authority’s tradition of serving Bermuda to

Having now been with the Authority for the highest standard and | am very proud

almost two years, | continue to benefit to be a part of this team.

from the leadership and strategic direction

of our Chairman Alan Richardson and the

Board of Directors of the Authority; | thank

them all for their invaluable contribution to

the Authority.

In closing, | would like to express my
sincere gratitude to the staff of the
Authority for their commitment, hard
work and support in what has been a
very challenging year. As we celebrate
the Authority’s 40th anniversary in 2009,
it is clear that the organisation could
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2008 Business Plan Milestones

\/Class3 Reclassification \/AML/ATF
*Consultation Paper published/Implementation completed *Consultation on AML/ATF legislative proposals completed

eLegislation adopted

\/Rik-a ital, Internal M Is an r rvision
SR GHpiE, (ntefl Lusetels el Clen ST nEe *Guidance and Regulations completed

*Bermuda Solvency Capital Requirement legislation

adopted and in force \/ Corporate Registration
*Consultation on operational risk charge and *Consultation completed
regulatory add-on *E-filing in development

*Supplemental reporting & stress testing completed ‘/ o A
urrency Activities

*Pilot on-site model visits initiated and survey published ) ) )
*Design of new banknote series unveiled

*Supervisory colleges conducted

*GAAP account disclosure adopted v Supervisory Review Process completed

\/ Basel Il

*Consultation on Pillars 1 & 2 and new reporting framework
ePillars 1 & 2 final rules and guidance published
*Pillar 3 Consultation Paper rules developed
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