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The principal objects of the Authority are set out in

section 3 of the Bermuda Monetary Authority Act 1969.

These include:
acting as issuing authority for the Bermuda dollar notes

and coins;

the supervision, regulation and inspection of all financial

institutions operating in or from within Bermuda,

the promotion of the financial stability and soundness

of financial institutions;

the supervision, regulation and approval of the issue of
financial instruments by financial institutions or by

residents;

the fostering of close relations between financial institu-
tions and between the financial institutions and the

Government;

the management of exchange control and the regulation
of transactions in foreign currency or gold on behalf of

the Government; and

the provision of advice and assistance to the
Government and public bodies on banking and other

financial and monetary matters.

COVER IMAGE

While its structure has evolved between 1936 (top) and 2002
(bottom), Somerset Bridge remains a distinctive feature on the
Island. With its opening only one plank wide, the tiny span has
acquired the nickname “Smallest Drawbridge in the World.”



Bridging the gap between the old and the new

Since the establishment of the Bermuda Monetary Authority in 1969, its role has
changed significantly. From its early days as a body concerned mainly with adminis-
tering exchange control and issuing and safeguarding the integrity of Bermuda’s
currency, it has evolved in the ensuing years into an entity with the key function of
acting as the principal licensing and regulatory authority for Bermuda’s dynamic

financial services sector.

For more than three decades it has remained a stable, unifying organisation through
a period of unprecedented external change. It has had to deal with a wide range of
factors, including technological advances, significant shifts in Bermuda’s financial
sector and international markets, changes to the make-up of its corporate environ-

ment, and extensive development of regulatory standards.

The bridges featured in this year’s Annual Report underline the Authority’s role as a
robust and vital organisation that today is even more relevant than ever to the Island’s
financial well-being. As the structure and importance of Bermuda’s bridges has evolved
over time, so too has the Bermuda Monetary Authority. Effectively bridging the gap
between the old and the new, the Bermuda Monetary Authority will continue to adapt

and evolve proactively to meet the developing needs of the country in the 21st century.
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30 April, 2002

The Hon. C. Eugene Cox, Jp, MP
Minister of Finance

Ministry of Finance

Hamilton

Dear Minister,

In accordance with section 28(1) of the Bermuda Monetary Authority Act 1969 I have the
honour to submit to you a report of the operations of the Authority for the year 2001 together

with the annual statement of accounts certified by the Auditor.

This document also contains the reports for the year 2001 which the Authority is required to
make to you pursuant to:
* section 8(3) of the Banks & Deposit Companies Act 1999; and

e section 28(2) of the Investment Business Act 1998.

Yours sincerely,

SR

Telephone: (441) 295-5278 Facsimile: (441) 292-7471 Web  Site: www.bma.bm Email: info@bma.bm
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CHAIRMAN’S Statement

The unprecedented pace of change with which the
Bermuda Monetary Authority has had to cope in recent
years increased further in 2001. It is a measure of the
Authority’s success in responding to this changing envi-
ronment that Government decided during the year to
transfer regulatory responsibility for Bermuda’s insurance
industry to the Authority from the Ministry of Finance.
The effect has been to establish the Authority as the
independent regulatory body for the financial services

sector with effect from 1 January 2002.

Preparations for this move, together with a number of
related changes in the Authority’s operational structure
and senior governance, inevitably absorbed a consider-
able amount of management time during the latter part of
2001. That so major a project could be carried through
efficiently and to a very tight timetable provides a practi-
cal illustration of the level of commitment of the

Authority’s highly professional staff.

Moreover, as this report makes clear, these major changes
were planned and implemented alongside a particularly
heavy pre-existing workload. The process of updating
Bermuda suite of financial regulatory legislation is a key
priority for the country, and the Authority continued to
devote considerable resources to this project in support
of the Ministry of Finance. Again, good progress is being
made. In particular, the year saw the enactment of a major

new piece of legislation governing trust service providers.



At the same time, it is no less important for the Authority
to ensure effective implementation of regulatory regimes
that fully meet relevant international standards. The pres-
ent report explains a number of important developments
in that regard during 2001, notably as the Authority
moved to put in place the on-site elements of its pruden-

tial supervision of the investment industry.

Consequently, this has been a year of very considerable
pressure on management and staff. On behalf of the
Board, I take this opportunity to express our very great
appreciation of the enormous loyalty and dedication that
has permitted the Authority to rise to the challenges

confronting us.

We would especially like to express our appreciation for
the service rendered by two of the Directors who retired
from the Board at the end of the year. Mr. Gregory
Haycock made an invaluable contribution over more
than five years, while Mr. Myron Simmons has played
an important role for the past two years. Finally, I would
like to record my personal gratitude to all of the Board

for their unstinting commitment and support.

SR

Cheryl-Ann Lister, CFA, MBA

CHAIRMAN & CEO

BERMUDA MONETARY AUTHORITY
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BOARD OF Directors

(From left to right)

Anthony D. Whaley, BA (Hons) (Law), BCL (Oxon)

PARTNER, CONYERS, DILL & PEARMAN

Jeremy Cox, BSc, CPA
SUPERVISOR OF INSURANCE

Darren Q. Johnston, cA
PARTNER, PRICEWATERHOUSECOOPERS

Cheryl-Ann Lister, CFA, MBA
CHAIRMAN & CHIEF EXECUTIVE OFFICER

D. Munro Sutherland, MA, DipFS
SUPERINTENDENT OF BANKING, TRUST &
INVESTMENT

Robert D. Steinhoff, Fca
DEPUTY CHAIRMAN
SENIOR PARTNER, KPMG
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A. Shaun Morris, MA (Econ), LLB
PARTNER, APPLEBY, SPURLING & KEMPE

Bala Nadarajah, McCL
SENIOR CORPORATE ATTORNEY,
MILLIGAN-WHYTE & SMITH

Audette Exel, BA, LLB (Hons)
MANAGING DIRECTOR, ISIS LIMITED

Mark W.R. Smith, ca
PARTNER, DELOITTE & TOUCHE

Charles G.R. Collis, BA (Hons), LLB
PARTNER, CONYERS, DILL & PEARMAN



EXECUTIVE Team

(From left to right)
Colin L. Furr, ECIB
CHIEF ADMINISTRATION OFFICER

Jeremy Cox, BSc, CPA
SUPERVISOR OF INSURANCE

Cheryl-Ann Mapp, LLB
SENIOR LEGAL COUNSEL

Marcia Woolridge-Allwood, BBA
DEPUTY DIRECTOR OF BANKING, TRUST &
INVESTMENT

D. Munro Sutherland, MA, DipFS
SUPERINTENDENT OF BANKING, TRUST &
INVESTMENT

Cheryl-Ann Lister, CFA, MBA
CHAIRMAN & CHIEF EXECUTIVE OFFICER

BERMUDA MONETARY AUTHORITY

FORT HAMILTON
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THE KEEP POND
BERMUDA MARITIME MUSEUM

Many of
Bermuda’s
bridges were
originally
designed for
defensive
purposes, to
safeguard
and
protect
our Island.

PALM GROVE

BERMUDA MONETARY AUTHORITY

m Restructuring

2001 was a year of major internal change for the Authority. Its increasing regulatory responsi-

bilities necessitated changes in structure and in senior corporate governance arrangements to
reflect the growing workload and to maintain effective management oversight and control of its
operations. This need was reinforced by the decision of Government during the second half of
the year that Bermudas insurance regulatory function should be integrated with the Authority.
The Supervisor of Insurance, together with his regulatory staff from within the Registrar of
Companies Department, subsequently transferred to the Authority with effect from 1 January

2002, making the Authority the independent regulatory body for financial services in Bermuda.

Detailed preparation and planning for these developments represented a substantial project for
the Authority during the latter part of 2001. Amendments to the Insurance Act 1978 and to the
Bermuda Monetary Authority Act 1969 were introduced into Parliament in November 2001,

approved in December and commenced on 1 January 2002.

The Bermuda Monetary Authority (No. 2) Act 2001 provides for various important changes

in the governance of the Authority. Key elements include:

e an increase in the size of the Authority’s Board from seven to 11 members, including
three executive positions;

e a full-time Chairman/Chief Executive Officer role;

* two new Executive Director posts — the Supervisor of Insurance and the Superintendent of
Banking, Trust & Investment; and

e the appointment of a Deputy Chairman, responsible for chairing a Board sub-committee
comprising the non-executive directors, charged with certain monitoring functions in-

cluding audit, as well as with determining executive remuneration.

As part of its preparation for these changes, the Authority undertook towards the end of 2001
amajor internal review and restructuring of its operations. Its various regulatory functions have
now been allocated to two line divisions reporting respectively to the Supervisor of Insurance
and to the Superintendent of Banking, Trust & Investment. Within that structure, the Banking,
Trust & Investment Division comprises two Departments — Banking & Trust, and Investment.
These line divisions are supported by: the Legal, Authorisation & Compliance Division, which
reports to the Senior Legal Counsel; and the Authority’s financial control, information tech-
nology, and human resources teams which, together with the currency operations unit, report
to the Chief Administration Officer. The Authority’s new organisation chart is illustrated on

page 13.

11
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In conjunction with these changes, the Authority also

REPORT AND ACCOUNTS 2001

developed plans for a new staff rank structure, together
with certain alterations to existing salary and benefit
arrangements. These have historically been based on the
Civil Service model. However, as part of the Authority’s
transition to become a regulatory body with the degree
of independence from Government that is now seen
as necessary to meet fully the relevant international
standards, it was important for the Authority to develop
its own self-standing rank and salary arrangements.
Government approved these various changes during
December 2001. Implementation is being phased in, and

will be completed by January 2003.

Since most of the above changes did not come into effect
until the beginning of 2002, the following report on

operations during 2001 is drawn up on the basis of the

pre-existing divisional structure.
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As from 1 January 2002, Insurance has functioned as one of the Authority’s regulatory divisions,

L00¢C SLNNOOOY ANV 1LHOd3Yy

following the transfer to the Authority of the Supervisor of Insurance and his regulatory staff.

The Supervisor and his team have overall responsibility for the licensing, supervision and
regulation of Bermuda’ very large and dynamic insurance sector, comprising around 1,600
licensed insurance companies, split among Class 1, 2, 3 and 4, composite and long-term insur-
ers, together with some 300 insurance managers, brokers and agents. The industry is regulated
through the Insurance Act 1978 and related regulations, which are reviewed and updated reg-

ularly to ensure that there is a robust and effective regime suitable for the Bermuda marketplace.

The Division, reporting to the Supervisor of Insurance, comprises an Assistant Director and a
Head of Division together with a team of senior analysts, analysts and support staff. In carrying
out its functions, the Supervisor and the Division work closely with the Insurance Advisory
Committee, a statutory body designed to ensure good continuing liaison between the industry
and its regulators. In the past, the insurance regulatory teams have been primarily responsible
for undertaking the off-site elements of supervision, including review of the statutory financial
statements, with the necessary on-site aspects being provided routinely through certification
and reports from auditors and reporting accountants. However, following decisions taken
during 2001, the Division is currently developing its own on-site capability and is drawing up

suitable programmes for this work, which will commence during 2002.

As at end-December 2000, the insurance market in Bermuda had aggregate capital and surplus
of $59.2 billion and total assets of some $146 billion. It also wrote gross premiums of some
$38.1 billion, representing net premiums of $32 billion. 2001 saw a sustained high level of
interest in the Bermuda market, reflecting the continued growth of the professional insurance

and reinsurance sector internationally. During the year, a total of 109 new insurance companies
Left to right
(standing)
Leila Madeiros,

were added to the Bermuda register, a net increase of 38 over the period. 50% of the insurance
formations in 2001 were new Class 3 companies, a group which includes rent-a-captives, finite

Shanai Swan, reinsurers, reinsurers writing third party business, insurers writing direct policies with third
Giselle Outerbridge,
Thomas Webbe,
Julie Preece,

party insureds, and captives deriving more than 20% of their net premium income from
unrelated risks. There was also a significant increase in the Class 4 category during 2001,

Racquel Isaac, reflecting the response to the decrease in capacity in the international market that occurred
Pamela Pearman, following the terrorist attacks on 11 September 2001.
Josie Richardson

(seated)

Afnik Williams-Hyde,

Jeremy Cox,

Dianne Burgess,

Shelby Weldon
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ORGANISATION Chart

Executive & Senior Officers

.
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Assistant Director
Legal Counsel Investment & Assistant Director
Nicole Stoneham Policy Insurance
Mark Crockwell Shelby Weldon

===
==

#

Controller of Foreign Exchange
**  Secretary to the Board
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OVERVIEW & HIGHLIGHTS for 2001

FINANCIAL HIGHLIGHTS 2001

The net income of the Authority for 2001 was $1.66 million. This compares with $3.95 mil-
lion in 2000 when income was inflated by a one-off profit of $1.5 million due to the disposal
of a small equity mutual fund investment. The Authority’s income is derived primarily from
earnings on the investment portfolio and from various licensing and application fees. At the end

of the year, investment income earning assets stood at $105.6 million (2000 — $103.8 million).

The Authority’s total expenses for 2001 were $5.6 million, representing an increase of some
13% over the 2000 level. The increase in expenses reflected mainly a rise in staff costs due to

increasing staffing levels together with related training and premises expenditures.

As is consistent with the practice in recent years, 50% of the Authority’s net income for 2001

($0.83 million) has been allocated to the Consolidated Fund of the Government of Bermuda.

1991
1 990 Anti-Money
1980 BMA takes Laundering
]. 9 74 BMA takes on supervision Code of
1 969 BMA takes on vetting of of financial Conduct
BMA on exchange company institutions
established control applications

L]

. Wy



BERMUDA CURRENCY OPERATIONS

The amount of Bermuda currency notes and coins in circulation showed continued growth in 2001.

Circulation reached seasonal highs during the main national holiday periods of 2 and 3 August

(Cup Match) and 25 to 29 December (Christmas). Immediately prior to the August holiday period,

$88.7 million was in circulation, against $81.8 million for the same period in 2000, an increase of

8.44%. As at 31 December 2001 the total amount of notes and coins in circulation was $86.1 million,

against $84.3 million for the same period in 2000.

1997

Proceeds of
Crime Act

1998

Investment
Business Act

1999

Banks and
Deposit
Companies
Act

2001

Trusts
(Regulation
of Trust
Business) Act

2002
BMA takes
on insurance

supervision

The original
foundations for
The Causeway,
opened in 1871,
were four small
islands known

as the Cartwheel
Islands, that
formed a loose
line across Castle
Harbour east-
wards from Grotto
Bay. In replacing
the ferry between
Coney Island

and Ferry Reach,
The Causeway
was the first
land-link between
St. George’s and
Hamilton.

THE CAUSEWAY
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Currency Notes Issued and Redeemed 2001

BD$ Notes Issued Net Issues During Month
Notes  Notes in Issue

Month New* Re-issue Total Redeemed  at Month End Change Change

$ $ $ $ $ $ %
January 736,535 6,910,000 7,646,535 16,734,910 64,251,687 (9,088,375) -12.39
February 774,545 8,530,000 9,304,545 12,065,937 61,490,295 (2,761,392) -4.30
March 642,000 11,445,000 12,087,000 8,198,200 65,379,095 3,888,800 6.32
April 730,826 9,302,000 10,032,826 10,341,480 65,070,441 (308,654) -0.47
May 856,025 12,284,000 13,140,025 14,315,867 63,894,599 (1,175,842) -1.81
June 471,670 14,436,000 14,907,670 13,629,400 65,172,869 1,278,270 2.00
July 2,710,497 22,999,000 25,709,497 13,443,635 77,438,731 12,265,862 18.82
August 815,752 10,387,000 11,202,752 18,553,900 70,087,583 (7,351,148) -9.49
September 150,947 6,899,000 7,049,947 12,241,000 64,896,530 (5,191,053) -7.41
October 410,948 10,350,000 10,760,948 7,238,015 68,419,463 3,522,933 5.43
November 7,426,246 3,950,000 11,376,246 11,147,100 68,648,609 229,146 0.33
December 12,036,574 3,180,000 15,216,574 9,272,100 74,593,083 5,944,474 8.66
2001 27,762,565 120,672,000 148,434,565 147,181,544 74,593,083 1,253,021 1.7
2000 51,298,745 100,503,000 151,801,745 159,315,044 73,340,062 (7,513,299) -10.2

* Includes sales of currency notes to collectors

Currency Coins Issued and Redeemed 2001

Net Issues During Month

Coins in Issue

Month Coins Issued* Coins Redeemed at Month End Change Change

$ $ $ $ %
January 23 - 11,013,999 23 0.00
February 6,582 - 11,020,580 6,582 0.06
March 4,023 - 11,024,603 4,023 0.04
April 3,417 - 11,028,020 3,417 0.03
May 27,675 43 11,055,651 27,632 0.25
June 81,888 - 11,137,539 81,888 0.74
July 160,355 - 11,297,895 160,355 1.44
August 2,479 - 11,300,374 2,479 0.02
September 39,252 - 11,339,626 39,252 0.35
October 41,147 - 11,380,774 41,147 0.36
November 71,534 - 11,452,308 71,534 0.63
December 72,980 - 11,525,288 72,980 0.64
2001 511,355 43 11,525,288 511,312 4.6
2000 555,312 915 11,013,976 554,398 5.0

* Includes sales of currency coins to collectors
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AUDIT COMMITTEE
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The Audit Committee is appointed by the Board of Directors to assist it in fulfilling its oversight
responsibilities. The Audit Committee’s primary responsibilities are ensuring that the financial
affairs of the Authority are monitored and reported in accordance with generally accepted
accounting principles (GAAP) in Bermuda and Canada as outlined by the Canadian Institute

of Chartered Accountants.

During 2001, the Audit Committee of the Board of Directors comprised three Directors of the
Board: Mr. Gregory Haycock, FCa, Jp (Chairman); Mr. Darren Q. Johnston, caA; and Mr. Anthony
D. Whaley, BA, BCL.

During the year, the Committee met as required and reviewed a number of matters, including:
e recommendations made by the Auditor in the Management Letter for the 2000 audit;

e changes in accounting standards that may impact on the 2001 audit;

 the accounting treatment of various assets held by the Authority; and

e the planning of the 2001 audit.

INVESTMENT COMMITTEE

The Investment Committee is appointed by the Board of Directors to assist it in fulfilling its
oversight responsibilities. The Committee’s primary responsibilities are ensuring that the invest-
ment and management of the Authority’s portfolio of assets is prudent and meets the require-
ments of the Bermuda Monetary Authority Act 1969 (the BMA Act) and Investment Policy
Guidelines as established by the Board.

During 2001, the Investment Committee of the Board of Directors comprised four directors
of the Board: Mrs. Cheryl-Ann Lister, CFA, MBA (Chairman); Ms. Audette Exel, BA, LLB; Mr. A.

Shaun Morris, MA, LLB; and Mr. Myron E. Simmons, LLB.

During the year, the Committee met as required and reviewed a number of matters, including:

e recommendations on the general strategy and specific investments made by the Investment
Manager;

e the volatility in the financial markets during the year and the impact on the portfolio;

o the risk profile of the portfolio;

* modifications to the Investment Policy Guidelines; and

e verification of compliance with the BMA Act and Investment Policy Guidelines.
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ADMINISTRATION Division

During the year, the Division had responsibility for
accounting and financial control within the Authority,
information technology development and support, and
for the operation of the Authority’s Currency Bureau. In
addition, it was responsible for premises management,
and central personnel and human resource administra-

tion.

INFORMATION SYSTEMS

The Authority has continued to develop customised
systems for its supervisory and regulatory divisions. A
project was undertaken to integrate the Authority’s
Companies database with the Collective Investment
Schemes database, thereby facilitating data transfer and
ensuring consistency of records. The new Investment
Provider database and Register were also completed and

integrated into the Investment Division system.

In addition a number of hardware and software upgrades
were installed to enable systems to meet the growing

needs of the Authority more efficiently and effectively.

Further work has also been undertaken to ensure the

continued security of the Authority’s systems.

CURRENCY BUREAU
The highlight of the year was the introduction of the
Heritage Series of commemorative coins. Five coins, each
depicting an aspect of Bermuda’s heritage, will appear
over a four-year period. The series began
with the issue, in May 2001, of Bermuda’s
first multi-coloured coin, depicting a

Gombey dancer. This was followed in

FLATTS BRIDGE

November 2001 by a coin celebrating the State House
in St. George’s, in recognition of the first anniversary of
that town’s award of World Heritage Status by UNESCO.

Both coins met with considerable interest and success.

The Bureau also took steps during the year to sell down
remaining inventory of some earlier commemorative
items. Two special sales were held in order to clear older

stock.

Staff from the Currency Bureau attended the 110th
Anniversary Convention — The World’s Fair of Money of
the American Numismatic Association in August 2001 in
Atlanta. Bermuda’s exhibits proved very popular, with

overall sales increasing by some 60% over last year’s level.

Overall, the Bureaus sales totalled some $278,000 in
2001. Sales of the Heritage Series coins amounted to
$86,000. The Bureaus net sales revenues for the year

were some $114,000.

During the year, the Currency Bureau was also heavily
involved in planning future commemorative coin issues,
notably the continuation of the Heritage Series. The next
coin in the series, due to appear in May 2002, will cele-
brate the 100th anniversary of Bermudas Cup Match.

Details of remaining coins will be published shortly.




Bridges unify and link most of the larger islands
that make up Bermuda. By enabling direct travel
between areas once only accessible by water, they
opened up significant gateways of Opportunity.
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PERMANENT STAFF

During 2001 the following individuals joined the Authority:
Sharon Davis Officer; Executive

Denyelle Dublin  Assistant, Deposit Taking Division

Tanya Esdaille Supervisor; Policy, Research & Statistics Division
Yuko Girard Assistant Manager; Investment Division
Amanda Jackson  Assistant Manager; Deposit Taking Division
Tanya Jones Supervisor, Administration Division
Cheryl-Ann Mapp Legal Counsel

Kristin Smith Office Junior; Policy, Research & Statistics Division

Mark Trott Assistant Manager; Deposit Taking Division

In addition, the following staff received long service
awards from the Authority.

Mark Crockwell 5 years

Marcia Woolridge-Allwood 15 years

TRAINING

The Administration Division continued to coordinate the
Authority’s staff training programme. As in past years, the
Authority devoted considerable priority to efforts to sup-
port the qualification and development of its staff. Various
members of staff participated in a number of local train-
ing courses to further develop their communication and
analytical skills. In addition, staff also benefited from
attendance at a number of overseas training courses and
seminars. In particular, certain members of the Authority’s

regulatory teams attended various courses offered by

bodies such as the Federal Reserve Bank of New York,

the Toronto Centre and the Ontario Securities
Commission. In September 2001 Mrs. Marcia Woolridge-
Allwood completed a two-year secondment with the
Financial Services Authority (FSA) in the UK. During her
secondment Mrs. Woolridge-Allwood gained invaluable
knowledge of the supervisory regimes operated by the
FSA for various constituents of the financial services
sector and participated in a number of off-site visits with
the Banking, Investments, Insurance and Markets and
Exchanges Divisional teams. The Authority would like
to record its appreciation to the FSA and to the other
regulatory agencies for providing training and develop-

ment opportunities for its staff members.

In the second half of the year, the Authority also made
further use of the services of a retired Bank of England
supervisor, Mr. Paul Hatton. Mr. Hatton provided the
banking supervisory team with three weeks of intensive
training on aspects of the Core Principles of Banking
Supervision, together with a number of coaching sessions

designed to enhance analytical skills.

In addition to technical training of this type tailored pre-
cisely to the Authority’s own key functions and responsi-
bilities, the Authority supported five members of staff in

their studies for a professional designation.

REVISED POLICIES AND PROCEDURES

The Authority has put in place an ongoing programme to
review and update the policies and internal procedures
for the different operational areas. As part of this pro-
gramme, new procedures documents covering staff orien-
tation, physical and IT security, as well as vault and ware-
housing operations were finalised during the year. The
Authority also continued work on updating its contin-

gency planning and business interruption procedures.

Left to right (standing) Randolph Simons, Tanya Jones, JoAnne Smith,

Patricia Butterfield, Gean-Ann Wolffe, Sharen Robinson, Mario De Lima

(seated) Keicia Place, Karen Paynter; Colin Furt; Maureen Smith
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AUTHORISATION & COMPLIANCE Division

The Authorisation & Compliance Division undertakes background checks in relation to own-

L00¢C SLNNOOOY ANV 1LHOd3Yy

ers of companies and partnerships as well as on directors and senior executives of licensed

institutions.

Bermuda’s successful development as an international financial centre reflects its very rigorous
approach to accepting business including requiring all corporate entities to provide details of
ultimate beneficial owners. The Authority conducts background checks on such persons and

reviews all company and partnership applications on behalf of

the Minister of Finance.

The Authority conducts similar checks prior to granting specific

exchange control permission for the issue and transfer of securi-
ties in Bermuda companies to persons deemed non-resident for
exchange control purposes. In addition, senior staff from the
Division attend meetings of certain key committees, as detailed
below, in order to provide support from the regulatory and pru-

dential perspective.

JOINT SELECT COMMITTEE ON PRIVATE BILLS

The Joint Select Committee on Private Bills met throughout the
year to consider applications submitted by individuals and entities
seeking to form companies by way of a Private Act or amendments
to existing private legislation. The majority of the Private Bills laid
before the Committee were insurance-related although certain
Private Acts were also amended to vary the application of the

provisions of public legislation to the entities concerned. The

Commiittee, which comprises representatives of both Houses of

THE CUT BRIDGE, IRELAND ISLAND

the Bermuda legislature — the House of Assembly and the Senate
— is traditionally chaired by the Deputy Speaker of the House of Assembly and receives tech-
nical advice from representatives of the Ministry of Finance, the Attorney General’s Chambers,

the Registrar of Companies and the Authority.

BERMUDA INTERNATIONAL BUSINESS ASSOCIATION (BIBA) LEGISLATIVE
CHANGE COMMITTEE

The BIBA Legislative Change Committee met regularly during the year to review a wide range
of legislative initiatives, including matters emanating from the Committee’s reports presented
to the Minister of Finance early in the year. These covered proposed amendments to the

Segregated Accounts Companies Act 2000 and the Companies Act 1981.
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INSURERS ADMISSIONS COMMITTEE

The Authority conducts background checks in relation to
insurance applications in the same way as with any other
company application. Insurance applications are also
reviewed in detail by the Insurers Admissions Committee,
which is comprised of representatives from Bermuda’s
insurance industry, the insurance regulatory team and the

Authorisation & Compliance Division of the Authority.

During 2001, the Committee considered a total of 155
applications. Of these applications 132 were to incorpo-
rate as insurers; 17 were to incorporate as managers,
brokers or agents; two were for share transfers; three were
to alter the memorandum of association or involved a

change in the business plan and one was for a permit.

COMPANY, PARTNERSHIP AND PERMIT
APPLICATIONS

A total of 1,705 applications were received by the
Authorisation & Compliance Division during 2001.
While this was lower than the 2,186 applications received

in 2000, the total was still the second highest on record.

Of the total of 1,681 applications processed during the
year, 1,657 were consented and 24 were refused. 1,423
were exempted undertakings (i.e. exempted companies,
exempted partnerships, overseas companies, overseas
partnerships and continuation companies), 206 were
local companies and 52 were unit trusts. The categories of
exempted undertakings forming the largest percentages of
the applications processed include corporate and invest-

ment holding, mutual funds and insurance underwriting.

Local company incorporations included, in particular,
commercial trading, real estate, corporate holding and

construction companies.

VETTING PROCESS

As previously noted, Bermuda is among only a small
number of jurisdictions in the world which undertake
direct checks on beneficial owners prior to incorporation
and subsequently on proposals to transfer shares. The
degree of vetting and hence the time required to complete
that process varies from case to case, depending on the
complexity of the issues. The Authority remains commit-
ted to administering the requirements efficiently and
fairly, in keeping with the islands quality reputation.
The Authority continuously reviews its procedures and
policies and maintains an ongoing dialogue with industry
and Government to ensure that the requirements are

clear and appropriate.

INTERNATIONAL LIAISON

During 2001, the Division continued to liaise closely
with a wide range of overseas supervisory counterparts
regarding institutions and individuals. The majority of
the enquiries sought information on whether or not an
institution was licensed to conduct financial business and
was regulated by the Authority. At the same time the
Division initiated confidential enquiries with other regu-
latory bodies in a large number of cases including,
notably, as part of background checks on individuals
wishing to take on senior positions within the regulated

financial services sector in Bermuda.
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Applications Approved: Statistical Report
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1996 1997 1998 1999 2000 2001
Exempted Companies 1,010 1,178 1,100 1,223 1,661 1,224
(Bermuda companies exempted from
the 60% Bermudian ownership requirement)
Exempted Partnerships 47 54 47 57 111 94
(partnerships established in Bermuda to
carry on business in or from within Bermuda)
Overseas Partnerships 6 9 9 3 11 11
(overseas partnerships applying for permits to
carry on business in or from within Bermuda)
Overseas Companies 58 58 93 38 66 54
(overseas companies applying for permits to
carry on business in or from within Bermuda)
Unit Trusts 9 12 16 4 7 52
Continuation Companies 10 10 17 18 27 19
(companies from other jurisdictions continuing
into Bermuda as exempted companies)
Unlimited Liability Companies 3 2 3 2 5 3
Local Companies 189 209 188 166 205 200
Total Applications Approved 1,332 1,532 1,473 1,511 2,093 1,657

Statistics for earlier periods have been revised to reflect more recent data.

Left to right (standing)
Donna Smith, Cheryl-Ann Mapp,
Deborah Bean

(seated) Leanora Stovel-Smith,

Desirae Dill, Quinell Kumalae
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DEPOSIT-TAKING Division

The Deposit-Taking Division is responsible for the supervision, regulation and inspection of

Bermuda’s banks, deposit companies and trust companies, and of the Credit Union.

BANKS AND DEPOSIT COMPANIES ACT 1999
The following section (pages 24 to 29) comprises the report required to be made annually by the
Authority to the Minister of Finance on its activities, pursuant to section 8(3) of the Banks and Deposit

Companies Act 1999 (the Act).

DEVELOPMENTS IN THE BANKING SECTOR
As provided under section 8(2) of the Act, the Authority continued to keep under review the
operation of the Act, as well as developments in the field of deposit-taking which appeared

relevant to the exercise of its

i

. powers and the discharge of
its duties. This involved gen-
eral monitoring of trends in
the local market place, and
in the group-wide operations
of the Bermudian banks, as
well as other developments

in international banking and

regulation.

The world economic climate
made 2001 a challenging year
for Bermuda’s banking sector.
GREY’S BRIDGE

Bermuda’s banks benefit from
well-diversified earning streams, with over half of their earnings derived from non-interest
sources. There was some growth in fee income, despite the weakness in equity markets to
which a portion of banks’ fee income is related. But the low interest rate environment limited
net interest earnings and eroded interest margins. The banks continued their efforts to hold

down operating costs and improve efficiency. As a result, the underlying profitability of the

sector was in large part maintained.

There was only modest growth of about 5% in the size of the aggregate asset base of the sector.
The banks’ appetite for credit risk remained relatively low, and aggregate loans and advances
declined slightly from 22% to 20% of total assets. By the end of the year retained earnings had
allowed aggregate capital to increase by some 8% over the end-2000 level, resulting in further

improvement in banks’ supervisory capital ratios from an already strong position.
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Distribution of Total Assets & Revenues
(Consolidated)

DISTRIBUTION OF TOTAL ASSETS

40% Investments

A 36% Deposits

§  20% Loans & Advances
| 3% Other Assets

1% Cash

DISTRIBUTION OF REVENUES

47% Net Interest Income
44% Fees & Commission
9%  Trading Profit

The banks continued to maintain significant levels of lig-
uidity, with market placements and tradable investment-
quality paper, as in previous years, comprising a very

substantial portion of total assets.

The Authority is “home supervisor” for Bermuda’s banks
and conducts consolidated supervision of their group
operations worldwide. While the banks’ operations in
Bermuda continue to represent their most significant
source of revenue, the relative importance of overseas
operations for the two largest banks continues to increase.
During the year, the Bank of N.T. Butterfield & Son
Limited acquired additional operations in Guernsey, as
well as a small licensed bank in London. An Irish sub-
sidiary of the Bank of Bermuda Limited was granted a

banking licence early in 2002.

LICENSING

Bermuda has only a small number of licensed deposit-
taking institutions. The number of banks increased to
four during the year, following the issue in October 2001
of a licence to Capital G Bank Limited. This was the first
new banking licence to be granted in Bermuda for many
years. Capital G Bank had operated as a licensed deposit
company, Gibbons Deposit Company Limited, since 1974.
This development, together with the amalgamation of some
bank-owned deposit companies into their parent banks,

has reduced the number of deposit companies to two.

Combined Banks’ and Deposit Companies’ Shareholders Funds
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Following completion of a review of Governments policy
approach to the banking sector during the year, the
Minister of Finance granted exemptions from the
Companies Act requirement for the existing banks and
deposit companies to be 60% Bermudian owned. The
Minister has also indicated that Government is satisfied
that some modest expansion in the size of the banking
sector, through the issue of new licences to a small
number of highly reputable institutions, would be con-
sistent with the economic and financial policy of the

Government.

The Authority has received a number of expressions of
interest in the possibility of obtaining a banking licence
and has had preliminary discussions with several institu-
tions. The Authority has also received two formal appli-

cations that remain under consideration.

APPLICATION OF THE ACT

No revisions were made during the year to the various
policy documents pertaining to the Act that have previ-
ously been published. However, discussion has continued
with the banks and the accounting profession on the
Authority’s paper “The Relationship with Auditors and
Reporting Accountants of Banks and Deposit Com-
panies”. A final version of this paper is expected to be
issued shortly, following agreement on the legal obliga-
tions to be imposed on auditors. As part of this, certain
minor amendments to the wording of sections 39 and 46
of the Act are likely to be proposed. In the meantime, the
relationships for which the paper provides are already
fully in place. In particular, routine reports to certify the
accuracy of banks’ prudential reporting are already being

commissioned from reporting accountants.

Capital Adequacy

The Authority requires deposit-taking institutions to
maintain minimum risk asset ratios of 8% on an uncon-
solidated and 10% on a consolidated basis. No capital

adequacy concerns arose during the year.

BERMUDA MONETARY AUTHORITY

Liquidity

The Authority’s approach to the monitoring of liquidity
involves a framework for measuring cumulative maturity
mismatches between an institution’s assets and liabilities
in specified timebands (based on contractual maturities).
The Authority then sets a mismatch guideline for the
sight to one-week and sight to one-month time bands to
which each deposit taking institution is expected to work

on a routine basis.

The Authority conducted extensive bilateral discussions
with institutions during the course of 2001 regarding the
setting of individual mismatch guidelines. In this regard,
the Authority also agreed that, in the case of “core”
domestic institutions, it could take some account of the
behavioural characteristics of certain assets and liabilities
where there is strong historical evidence that they can be
relied on to be much more stable than would be implied
by their contractual maturities. The Authority is now
engaged in finalising individual mismatch guidelines,
allowing for behavioural adjustments where relevant.
These are being set to reflect institutions’ different mix of
business as well as the Authority’s view of the robustness
of their liquidity monitoring and management systems
and other arrangements. Sight to one-week band guide-
lines will be set in the range of 0% to -10% and sight to

one-month guidelines in the range of 0% to -20%.

Large Exposures

Section 38 of the Act requires licensed institutions to
report large exposures incurred by them. A significant ele-
ment of the large exposures regime is that an institution
may not take on an exposure to a single counterparty or
group of connected counterparties that would result in its
being exposed to the risk of incurring a loss in excess of
25% of its capital without prior consent from the
Authority. The Authority has made it clear that, other than
in the case of standard inter-bank exposures with less
than one year maturity, consent will only be given in
exceptional circumstances. A very small number of suc