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MISSION STATEMENT

OF THE CAYMAN ISLANDS MONETARY
AUTHORITY
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by fostering a thriving and growing, competitive,nda
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appropriate responsive, cost-effective and efficepervision and
stable currency.”
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MANAGING DIRECTOR’S STATEMENT

The Cayman Islands Monetary Authority completegésond full year of operational
independence from the Cayman Islands Governmeitgithie period under review.
Despite the inevitable challenges the Authority Fesed as we adjust to the new
responsibilities this independence has broughtareepleased that we have been able
to emerge in a position of strength, both as aleidlusiness ourselves, and in the
critical roles of safeguarding and growing Caymafirgncial services sector and
maintaining the stability of our currency.

The Authority is keenly aware that the financiatlustry is one of the Islands’

economic pillars, contributing roughly 30 percemigross domestic product in 2004.
Thus, it is critical that the Authority continuallstrives to ensure its performance
meets the needs and expectations of all stakelsolttewas in this context that we
began the financial year by refining our missioraking a commitment to fostering

an industry that is thriving, competitive and im&tionally recognised. We are
committed to achieving this through supervisiort isaappropriate, responsive, cost-
effective and efficient, and through a stable aurye

The Authority’s performance

Our results have been encouraging. The 21 pernergdse in the number of mutual
funds authorised during the period has been rerhbrkand the seven percent rise in
the number of captive insurance licences issuewshbe Cayman Islands is still a
leader in this sector. And, while licensing activnh the banking, trust and company
management sectors in 2004-05 was below the previgoal year, due in large
measure to the trend towards consolidations woddwthese sectors remain solid.
The financial activity of Cayman-licensed banks, iftstance, continued to increase,
as did applications for, and licensing of, resttctirusts. The Authority realized
CI$47 million (US$56.4m) from licence fee collect® (some 98 percent of the
forecasted $48 million (US$57.6m). With our coststaling CI1$9.4 million
(US$11.3m), we were able to contribute $37.6 milliqUS$45m) to the
Government’s revenue.

Hurricane lvan and economic growth

This performance, and the importance of the ingiustiour economy, becomes more
significant when viewed in the context of the dislbons caused by Hurricane Ivan,
which struck Grand Cayman from 11 to 12 Septeml®®42 The hurricane was a
large factor in the decline in the Cayman Islandsll economic growth for calendar
year 2004 to an estimated 0.9 percent. However fiital 2004-05 figure of 3.6
percent reflected the swift recovery that ensuedtiqularly in the financial sector,
which is less dependent on the environment andigdiyiefrastructure than tourism.

Ivan was the first hurricane to directly impact fBiayman Islands in over 70 years
and caused damage estimated by the Economic Coramigs Latin America and
the Caribbean at CI$2.8 billion (US$3.4b), and temnfirmed deaths. Despite
sustaining varying degrees of damage to their &irac facilities, financial
institutions’ records and data remained intact. ifldeistry’s recovery was largely due
to licensees’ business continuity plans, the natiwacovery efforts spearheaded by
the Cayman Islands Government and the supportgeduy the Monetary Authority,



which re-opened one week after the hurricane’sipgsthere being no damage to our
records or operating systems.

Clearing banks reopened for withdrawals four ddysradhe hurricane and resumed
full business operations within two weeks. The Auity held weekly meetings with
the various industry associations to ensure merhiserserns and needs, such as
securing operating and residential accommodati@neeired and addressed. The rate
of licensing and registration activity across altters within the first few weeks of re-
commenced operations was favourable compared tpréievan rate. We took this as
a strong indication that investor confidence hadaied high, despite the hurricane’s
destruction.

Enhancing the supervisory framework

As you will see from this report, throughout theipé, the Authority undertook, or
continued, several initiatives to ensure that tlmarfcial services supervisory
framework is increasingly appropriate, responsiast-effective and efficient, and
that it enhances the competitiveness and reputatiae Islands. Working with
private sector representatives we have been rewipthie regulations governing all
the sectors. Most of this work is awaiting finalpagval or nearing completion.
During the year, we revised or developed guidameedffferent sectors and made
these available to the public. Due diligence arspéction of licensees continued and
enforcement action was also taken in a numberstéices.

International involvement

On the international front, we continued to be \adyi involved with regulatory
organizations, which enabled us to keep abreadéwélopments and ensured a voice
in the creation of new standards. Such bodies dedithe Offshore Group of Banking
Supervisors, the Caribbean Group of Banking Supersj the International
Association of Fraud Agencies, the Offshore GroftiRallective Investment Scheme
Supervisors, and the Offshore Group of InsuranceefMisors, for which the
Authority’s Head of Insurance Supervision servesesetary. We continued to put
in place formal frameworks for the provision of iat@Ence to overseas regulators
through the development and signing of memorandanalerstanding and similar
undertakings. | consider the positive assessmeam fthe IMF on the Cayman
Islands’ compliance with international standardstagng validation of the success of
our work in this regard. Dialogue is ongoing witther standard-setters to enhance
understanding of Cayman’s financial services regiamel to facilitate increased
relevant cooperation.

Looking forward, we will continue to monitor initimes external to CIMA for
impacts on industry and the Authority. One suchidtive is the European Union
Savings Tax Directive (EUSD), which became effextivm 1 July 2005, following the
Cayman Islands Government’'s passage of enablingldéign on 23 June. The
initiative affects some of the Authority’s licensethat are paying agents that make or
hold interest payments on saving income to orridividuals who are tax residents of
EU member states. The law requires these agentsptt the amount of interest
payments on savings income and details of the isxgipvhere this is an individual
who is a tax resident of the EU. One early develepnCIMA has withessed since the
EUSD came into force is an increase in investmentl$ transferring domicile from
neighbouring jurisdictions that did not sign onth@ EUSD. This interest has been



generated because of the perceived uncertaintyingléo the application of the
EUSD in those jurisdictions compared to the cetyaprovided in its application in
the Cayman Islands.

Internal operations

Internally, we will continue in 2005-06 to focus enhancing staff skills, resources
and operational efficiency to enable us to copehwtie demands of an ever-
expanding industry. The strategic plan we develogenind our new mission has
formed the basis for our 2005-06 work plan. Theugdwork was laid for an

upgraded information management system, and femaatectronic filing system that
will allow the collection, processing and initiahalysis of audited accounts from
CIMA-authorised funds and administrators to be yfullutomated. We adopted a
business continuity/ disaster recovery plan that ave in the final stages of
implementing. One aspect of the plan is the seguoha category five hurricane
resistant building in which to operate. This isrgeipursued. We continue to be
challenged by shortage of workspace and staff. Weweve have gained the
commitment from the Government for funding to addrthese issues.

05-06 forecast

All this has provided a solid foundation on whichbuild in the 2005-06 fiscal year
and in the longer-term. We have forecasted theecindin of CI$49.4 million
(US$59m) in fees by June 2006 and expenses areetadicat $12.5 million
(US$15m). This should enable the Authority to pdeviroughly $37 million
(US$44m) to the Government’'s revenue. As part ef blndget exercise, we have
agreed with the Cabinet a new purchase agreemehtrensed outputs, which
complement both our strategic goals and the Govents national medium-term
goals of supporting Cayman’s economy through, amathgr things, promotion of
the financial services industry, and of having sbfiscal management.

| thank the Board of Directors, including formergy Chairman Linburgh Martin
and director Don Seymour whose tenure ended in 200p, for their guidance and
support over the period. | also thank the stafftf@ir ongoing dedication, which was
especially appreciated in the aftermath of Hurrcdwan when, in the face of
challenging personal circumstances, employeesneduto work almost immediately,
facilitating CIMA'’s quick reopening. To our indugtpartners and other stakeholders,
your cooperation and continued confidence has bestnumental in keeping the
industry strong. | look forward to the further sigthening of the relationships we
have forged.

Cindy Scotland
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ROLE AND FUNCTIONS OF THE MONETARY AUTHORITY

The Cayman Islands Monetary Authority (CIMA) canmoi existence on 1 January
1997, an amalgamation of the former Cayman Isla@dsrency Board and the
Financial Services Supervision Department. Estabtisas a wholly government-
owned body corporate, the Authority received fyllemtional independence on 10
March 2003, through the Monetary Authority Law (30Revision). The key feature
of this change was that powers previously vestedha Cabinet of the Cayman
Islands to issue and revoke licences and for eafent now vest in the Authority,
through its Board of Directors.

CIMA has fourprincipal functions. These are:

1. monetary - the issue and redemption of the Cayman curramclnotes and the
management of currency reserves;

2. regulatory - the regulation and supervision of financial &g, the monitoring
of compliance with money laundering regulationg tesuance of a regulatory
handbook on policies and procedures and the issuainwles, and statements of
principle and guidance;

3. cooperative - the provision of assistance to overseas regylatuthorities,
including the execution of memoranda of understagdito assist with
consolidated supervision; and

4. advisory — the provision of advice to the Government on etary, regulatory
and cooperative matters.

Theprimary obligations of the Monetary Authority in carrying out its furans are:

1. to be efficient and act in the best economiergdts of the Cayman Islands;

2. to promote and maintain a sound financial systechreduce the use of financial
services business for criminal purposes;

3. to promote and enhance market confidence, camsupnotection and the
reputation of the Cayman Islands as a financiairegn

4. to recognise the international character ofrfaia services/markets and the need
to be competitive for consumers and suppliers wtdmplying with appropriate
and relevant international standards; and

5. to be transparent and fair.

Supervision of licensees is carried out off-sitel am-site. Off-site supervision is
continuous, involving the analysis of quarterly ¢ential returns and annual audited
statements, supplemented with prudential meeti@s.site supervision involves
prudential meetings, limited scope visits, and supery visits both in the Cayman
Islands and overseas. The objectives of the ingpeprocess are to understand the
licensee’s business activities and operating enwient, to detect problems of
compliance with the relevant laws and/or regulatjoand to gather information on
matters identified as requiring policy considenasio

Relationship with Government

Cabinet retains the power to give the Monetary At directions in the public
interest and to issue regulations including settiognce fees. Additionally, CIMA
officials can be called before the Legislative Aabéy, and Cabinet can appoint an
independent person to review the Authority’s parfance. Cabinet also appoints the



board, which comprises up to 10 members who sexeel terms of three years and
are eligible for reappointment. The law sets ouwt ttircumstances in which a
director’s appointment can be terminated. No membkrthe Cabinet or the
Legislative Assembly may sit on the board.

As a statutory authority under the Public Manageamand Finance Law, the
Monetary Authority is subject to an annual statyt@udit and the Legislative
Assembly must approve its annual budget and fundfgr this purpose, the
Authority and the Government enter into annual appeg and purchase agreements
under which the Government pays for specified @guy and currency services
provided by CIMA. Investment income earned on theency reserve assets is paid
over to the Government after the Authority satsfal the reserve requirements at
year-end. Industry licensing and operating feekectdd by CIMA also belong to the
Government. Each year, the Authority and the Gawemt enter into an ownership
agreement that identifies CIMA'’s strategic goalsl anbjectives. These are used to
evaluate its performance.

Relationship with the Private Sector

The Monetary Authority’s accountability to the pate sector has been formalised
through a consultation process. This consultatiarstnbe done before issuing or
amending rules or statements of principle or guidaregarding conduct of licensees
and money laundering regulation. The process reguite Authority to explain the

purpose of the measure, provide a cost/benefityaisahnd allow a minimum of 30

days for comment. CIMA gives a written responsedpresentations and forwards
these, along with its response, to Cabinet.

Emergency exceptions are permitted. Final apprafakules and statements of
guidance and principle (and amendments) rests@athinet. The Monetary Authority

is also required to make recommendations to Cabéggtrding its functions and laws,
regulations or directions, and, if so directed liy Financial Secretary, to consult with
the industry on these recommendations.

As part of its statutory obligation of transparenawmd fairness, the Monetary
Authority has produced Regulatory HandbooKThis publication, and its subsequent
updates and amendments, sets out the policies esakdures followed by the

Authority, its committees, and officers in perfongitheir regulatory and cooperative
functions. It includes details of the consultatiprocess with the private sector
associations and approval by Cabinet.

International Cooperation

One of the primary functions of the Monetary Auihpors to cooperate with overseas
regulatory authorities to enable them to carry thatir regulatory functions. From
2000 to 30 June 2005, CIMA processed a total of Efuests for assistance and
provided assistance in approximately 98 percetit@de cases. In the few instances in
which requests for assistance were not grantedrebaeesting parties were either
unable or unwilling to provide appropriate undentgk required under Cayman
Islands law with respect to the use and proteatiozonfidentiality of the information
provided. The Monetary Authority is able to providéormation on its files as well as
information obtained pursuant to the exerciseo€dmpulsory powers under the law,



including client information where appropriate amecessary to the carrying out of
the requesting overseas regulatory authority’stions.

The Authority is also authorized to enter into meamala of understanding (MOUS)
in the exercise of its cooperative function. The WOprovide the framework to

facilitate cross-border cooperation on informatexthange, including timely access
to, and verification of, information. As at 30 JuR@05 it had entered into bilateral
MOUs with four jurisdictions, a multi-lateral MOUithi Caribbean regulators and an
Undertaking on Exchange of Information in SecusitMatters with the United States
Securities and Exchange Commission (SEC). (Sees¥=border Cooperation,” page
40.)

The Board of Directors and Other Committees

The board may delegate any of its duties and poweascommittee of the board, or
to any other committee except a duty or power esglyeimposed or conferred on it
by the law. It has appointed the Executive Commijttemprising local directors, to
make decisions on enforcement actions and apmitatfor securities investment
business licences. It has also delegated authdwitylicensing and supervisory
decisions and related matters to the Managementin@iv@e, which consists of the
management of the Monetary Authority.

To promote operational effectiveness, five sub-cattees of the board have been
established. These are:

1. the Audit and Finance Committee, which deals with the Monetary
Authority’s financial position and results of opgoas; reviews the financial
reporting process, the system of internal contitwé, audit process and any
other financial and audit matters referred to it eigher the board or
management;

2. the Policy, Strategy and RelationsCommittee, which, together with the
Structure and Governance Committee and managerdemglops CIMA’s
strategic plan and procedures, as well as new,rsi@®ements of guidance and
principle and policies in conjunction with managemeand submits
recommendations to the board;

3. theStructure and GovernanceCommittee, which advises the board on issues
pertaining to the organizational structure anddhection and control of the
Authority;

4. the Legislative and Legal Committee, which reviews and reports on any
legal, legislative and regulatory matters refertedt either by the board or
management, and which keeps local and internatiteggall, legislative and
regulatory developments relevant to the MonetarythAudty under review
with management; and

5. the Human ResourcesCommittee, which advises the board on terms and
conditions of staff employment, the staff handbotiie overall manpower
requirements of the Authority and issues pertainggecifically to its
executives.

Ensuring the fitness and propriety of all regulgbedsons and entities is critical to the
Monetary Authority’s supervisory approach. In aeing this, status reports are
prepared for the board every five to six weeks.sEheeports contain a listing of all



licensing decisions taken, and all other recommtmls provided to the Cabinet for
consideration in relation to regulation and curgenc

Strategic Planning Exercise

To guide its continuing maturation as an indepeneéetity, the Monetary Authority
undertook its first strategic planning exercise Jaly 2004. The board and
management of the Authority agreed following missigoals and objectives:

Mission

“As the primary financial services regulator ourseion is to enhance the economic
wealth and reputation of the Cayman Islands byefosg a thriving and growing,
competitive, and internationally recognised finahcservices industry through
appropriate responsive, cost-effective and efficgpervision and stable currency.”

Goals Objectives

1. To create a high quality and effectivel. To ensure that the laws and regulations fand
regulatory environment to attract users and scope of supervision are in line with
providers of financial services. international standards that are appropriate
for the Cayman Islands.

2. To assist overseas regulators in a manner
consistent with Cayman Islands laws. J‘

3. To be responsive to appropriate needs o
market.

the

2. To operate the Monetary Authority in thd. To secure adequate resources and deploy
most efficient way possible. them efficiently in the fulfilment of the
Monetary Authority’s mandate.

3. To preserve the value and integrity of the. Maintain and safeguard adequate reserveg.
Cayman Islands’ currency. 2.  Deter counterfeiting.
3. Provide adequate stock and facilities for the
physical safeguarding of the currency.

4. To raise the profile in order to increasé. Strengthen relations with  regulatdry
understanding of the Monetary Authority, counterparts, and all other stakeholders (the
both locally and internationally. Government, the industry and the public).

2. Forge/enhance relationships with local and
international media.

The board then tasked management with the developofiestrategies and tactics for
the achievement of the goals and objectives. These presented to, and adopted by,
the board in December 2004, for implementation tr@gg in the 2005-06 financial
year.



DIRECTORS AS AT 30 JUNE 2005

Mr. Timothy Ridley OBE (Chairman)

Timothy Ridley is a former senior partner of thegkst law firm in the Cayman
Islands. From early 1995 until the end of 1999,was principally based in Hong
Kong heading up the Asia practice of the firm.

Mr. Ridley is a graduate of Cambridge UniversityAjBand Harvard Law School
(LLM) and qualified as a solicitor in England. HHas practiced as a Cayman Islands
attorney-at-law for over 30 years, writes and speaidely on Cayman Islands legal
and regulatory matters, is a member of numerougrnational professional
associations and has served on the editorial ba#rtksading publications such the
Harvard International Law Journal.

Mr. Ridley has served on various consultative cotiees advising the Cayman
Islands Government on matters relating to the firnand local industries. He is
currently a member of the Private Sector Consuta@ommittee. In July 2002, he
was appointed to the boards of the Health SernAedhbority (retired January 2005)
and the Cayman Islands Monetary Authority (Chairndauty 2004). He was made an
Officer of the Order of the British Empire (OBE) 1996 for services to the financial
industry and the local community.

Mr. Linburgh Martin (Deputy Chairman)

Linburgh Martin is the Managing Director of CloseoBhers (Cayman) Ltd. He is a
member of the Institute of Chartered Accountant&nigland & Wales and a member
of the Society of Trust and Estate Practitioners. isl a council member of the
Cayman Islands Society of Professional Accountamd a trustee of the Public
Service Pension Board. Mr. Martin has been a merobahe National Advisory
Council, which provides policy advice to the Gowamrnin Council on fiscal,
economic, socio-cultural and legal matters.

Upon graduating from the University of Kent at Gabury, Linburgh Martin joined
Ernst & Young in London. Having completed his tiagm and qualifying as a
chartered accountant he returned to the Caymandislpgractice of Ernst & Young in
the audit division. During his time in that divisiin London and the Cayman Islands
he managed a portfolio of clients which includesuirance companies, banks, hedge
funds and large manufacturing concerns. In 199vhbeed to Chartered Trust, which
was acquired by Close Brothers Group plc (Closett#gms) in April 2001. Close
Brothers is the largest quoted independent merdyemk in the United Kingdom.

Mrs. Cindy Scotland (Managing Director)

Cindy Scotland has served as the Managing Direxftdre Cayman Islands Monetary
Authority since June 2002. Prior to being appointedthis post, Mrs. Scotland
worked in the public sector for more than 12 ye&tse spent the first five years of
her career with the Cayman Islands Currency Bosedying three of those years as
manager.



Upon the establishment of the Monetary AuthorityJanuary 1997, Mrs. Scotland
assumed the role of Head of Currency Operationswasdsubsequently promoted to
General Manager in July 1997. During her tenur&easeral Manager, Mrs. Scotland
worked closely with the Managing Director in pravid advice and support, whilst
being actively involved in the regulatory aspectsl alay-to-day decisions of the
Authority.

She has authored “Insurance Regulation in the @ayisiands” Global Reinsurance
Magazine, 11/200dand “Independence of the Cayman Islands Moneiaittority”
(Ibid, 10/2003) and holds a number of board androdtee posts. She is chairman of
the Cayman Islands Guidance Notes Committee, amdb@eof the Cayman Islands
Stock Exchange Authority board, and the Anti-Moné&gundering Steering
Committee of the Private Sector Consultative Conaait She is also chairman of
Special Olympics Cayman Islands.

She was made a life member of the Internationabéiasion of Business Leaders in
2005, was the 2004 recipient of the Young Caymahieadership Award and is a
notary public. Mrs Scotland holds a Bachelor ofsAdegree in economics from
Macalester College (1991) and a certificate witstidction and diploma with merit,
both in offshore business management, from théustof Chartered Secretaries and
Administrators (2001).

Dr. Warren Coats

Warren Coats is an economist with a BA from thevdrsity of California, Berkeley,

and a PhD from the University of Chicago. He retiffom the International

Monetary Fund in 2003 after 26 years of service.atd® worked for the Board of
Governors of the Federal Reserve System and foMibidd Bank as part of its World

Development Report team (on the financial systéfe)has taught at the University
of Virginia, the University of Hawaii, and Georgeasbn University.

Dr. Coats has published numerous articles in eca®fournals on money and
banking. He is also the author of one book andoedit co-editor of three books on
money and banking topics. While at the IMF he I¢achnical assistance teams
advising governments on emergency and longer ruaisares for rebuilding money
and banking systems in post crisis countries (Afiggtan, Bosnia and Herzegovina,
Iragq, Kosovo, Yugoslavia); the development of neentcal banks including the

introduction of new currencies (Croatia, Kazakhstigrgyzstan, Moldova, West

Bank and Gaza Strip); the management of bankingesri(Bulgaria, Croatia,

Moldova, and Turkey), and assessing financial sestability (Bangladesh, Egypt,

Israel, and Slovak Republic). Dr. Coats assisteth whe establishment of two

currency boards (the Central Bank of Bosnia andzétgvina, and Bulgaria National
Bank), and led technical assistance on inflatiogettng at the Czech National Bank,
National Bank of Slovakia, and the Central BankTafkey. At present he lives in

Arlington, Virginia, and is working on the rehakdliion of the money and banking
systems of Afghanistan and Iraq.

Senator James F. Kelleher PC, QC

A former Member of Parliament and federal ministéenator James Kelleher has
served as counsel with Gowlings Toronto since 1®9ihe area of corporate and
commercial law, focusing on international traden&@er Kelleher was elected to the

1C



House of Commons in 1984. That same year he wasnswoas Minister for
International Trade, where he prepared, introdwedi launched negotiations for the
Canada-United States Free Trade Agreement (FTAjatBe Kelleher also served as
Minister responsible for Canada's Trade Policy @ratle Development. Among other
international trade initiatives, he was deeply ined preparing for the Uruguay
Round (GATT) of negotiations, now completed.

In 1986, Senator Kelleher was appointed Solicitoen&al of Canada with
responsibility for the RCMP, CSIS, the Correctiorgdrvices of Canada, and the
National Parole Board. Over 1989 and 1990 SenagtieRer served on the binational
panels resolving disputes relating to the integireh and application of the FTA.
Appointed to the Senate of Canada in 1990, Seratbeher serves as a member of
the Banking Trade & Commerce Committee. He alswesems vice-chair of the
Canada-China Business Council. Senator Kellehenently serves as Chairman of
the Board of IntesaBci Canada. He was called tdthi&rio Bar after completing his
law studies at Osgoode Hall Law School. In 1968whs appointed Queen's Counsel
Ontario and in 1988, Queen's Counsel Canada.

Dr. Richard W. Rahn

Dr. Richard Rahn is Director General of the CefftreGlobal Economic Growth (a

project of the FreedomWorks Foundation, WashingtbrC.) and an economic
columnist. In the 1980s, Dr. Rahn served as Viasigent and Chief Economist of
the Chamber of Commerce of the United States. Busly, he was the Executive
Director of the American Council for Capital Formoat He has advised senior
government officials on tax and monetary policy et in a number of countries,
including serving as the U.S. co-chairman of thdgBuan Economic Growth and
Transition Project in 1990. In 1982, President Reagppointed Dr. Rahn as a
member of the Quadrennial Social Security Advis@guncil. During the 1988

presidential campaign, he served as an economisade President G.H.W. Bush.

Dr. Rahn is the founder of the Novecon companiehjchv included Sterling
Semiconductor Inc. (now owned by Dow Corning). Bssbr Rahn taught at several
universities including the Polytechnic Universityy dew York, where he served as
head of the graduate department of managementaklevtitten hundreds of articles
for newspapers and magazines such asWadl Street Journal The Washington
Times USA TodayAmerican SpectatpiNational Review, The National Intereahd
The Weekly Standardhas contributed to numerous books and profesisjooenals,
and served as editor-in-chief of theurnal of Economic GrowtiHe is the author of
the bookThe End of Money and the Struggle for FinancialvBey, and has testified
before the U.S. Congress on economic issues marefh times.

Dr. Rahn earned a PhD in business economics frolmn@na University (1972). He
was awarded an honorary Doctor of Laws by Pepperdmiversity (1993).

Mr. Don M. Seymour

Don Seymour is the Managing Director of dms Managi@nitd., a Cayman Islands
company management firm. Formerly, he was the Hédadvestment Services in the
Monetary Authority where he directed the author@at supervision, and
enforcement of regulated mutual funds and mutuald fadministrators and the
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supervision of company managers. Prior to joinimg Monetary Authority, he was a
manager (audit and business advisory servicef)rioe Waterhouse, Grand Cayman,
and a senior accountant with the Investment ManagerServices Group, Price
Waterhouse LLP, New York, where he managed anddomated global, multi-
disciplinary teams to deliver professional audid a@vusiness advisory services to
major investment management clients, including ldwgest offshore investment
companies in the world. In November 2001, he wamigped by the Cayman Islands
Government to the Cayman Airways Limited Board dfebtors as the director
responsible for reorganizing the financial stratedythe airline and improving its
financial performance. He has contributed to mantiglas on the offshore financial
industry in financial magazines and as a speakesradus conferences. He is a notary
public and a previous member of the Trade & Busnegensing Board of the
Cayman Islands. In 1991, he obtained a BBA degreeadcounting from the
University of Texas at Austin and qualified as atiied public accountant in the
State of lllinois.

Miss Letitia Solomon

Letitia Solomon is a senior manager at Deloitte <tdimg with primary
responsibility for economic and business consultfBige assumed this post in April
2005, having previously worked in the Portfolio Eihance and Economics of the
Cayman Islands Government’s for over 17 years.

In her current role, Miss Solomon provides serviteselp companies manage day-
to-day operations, seize new opportunities, driusiress growth and realize long
term strategic goals. Prior to this, as Assistaimafcial Secretary, she provided
policy advice to the Financial Secretary and toltbader of Government Business on
a range of financial subjects, particularly on mettrelating to the financial services
industry. Miss Solomon’s previous responsibiliteesd accomplishments include the
establishment of the Portfolio of Finance and Eooies’ Public Relations Unit; the
management of the Financial Secretary’s Officelutiog implementation of the
Government’s Financial Management Initiative. Sberdinated and participated in
meetings of the Caribbean Financial Action TaskcEpand led and participated in
delegation meetings with US congressmen and cosigred staff in Washington DC.
She has been instrumental in formulating severdtipe and procedures for the
Portfolio of Finance and Economics, as well astf@ Cayman Islands Monetary
Authority in her capacity as a director.

Miss Solomon began her career in 1987 as a bamkiatyst with the former Banking
Supervision Department (which was subsumed undeibnetary Authority). Her
nine years’ experience in banking supervision idetla one-year secondment to the
Bank of England’s Banking Supervision Departmef9@:-1994).

Miss Solomon obtained a Bachelor of Science degrdémance from the University
of South Florida in 1987 and was awarded an MBAhm specialty area of strategic
management and finance from the University of Edigh, Scotland, in 2001.

Sir Alan Traill, GBE, QSO

Sir Alan Traill's wealth of experience in the imetional insurance industry dates
back to 1956 when he was employed by Lloyd’'s brokéorice Tozer & Beck. He
subsequently became a director in 1960, responsibleeinsurance development
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particularly in Italy and Spain, and, in 1969, waspointed broker to Insurance
Corporation of Singapore. In 1970, he helped formeiasurance company at the
request of the Mauritius Government to trade inldwide property reinsurance with
a view to creating invisible earnings. He becam&l@mber of Lloyd’'s in 1964
(resigned 1986). In 1973 Sir Alan co-founded hisnolaroking company, Traill
Attenborough Ltd, and was its chairman from 19783986. In 1978 he was chairman
of the Reinsurance Committee of B.I.B.A. As sutte tegulatory authorities of both
Bermuda & Hong Kong consulted him. In 2000 he @dahis own insurance
consultancy and arbitration practice, having beexinéd in alternative dispute
resolution. He is a committee member of ARIAS. P02 he acted as an expert
witness in that year’s longest civil trial involgran alleged conspiracy between a
cover holder and a Lloyd’s broker. Sir Alan was @tad at Charterhouse and has a
MA (law) from Cambridge University. In 1970 he watected onto the City of
London Council; in 1975 became an Alderman, andeskthe office of Lord Mayor
of London in 1984.

SUBSEQUENT EVENT

On 28 July 2005, the Cabinet reappointed Mr. TimoRidley as chairman and
appointed Mr. A. Joel Walton JP, Mr. Carlyle McLalig Jr., and Ms. Adriannie
Webb to the board. The new appointees succeedesrsdddartin and Seymour. Mr.
Walton was appointed deputy chairman.
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SENIOR OFFICIALS AS AT 30 JUNE 2005

Managing Director

Banking Supervision Division

Head of Banking Supervision
Deputy Head
Compliance Division

Head of Compliance
Currency Operations Division

Head of Currency Operations
Deputy Head
Fiduciary Services Division

Head of Fiduciary Services
Deputy Head
Insurance Division

Head of Insurance
Deputy Head
Investments and Securities Division

Cindy Scotland

Anna McLean
Malcolm Eden

RJ Berry

Cindy Scotland
Shan Whittaker

Patrick Bodden
Rohan Broomfield

Mary-Lou Gallegos
Morag Nicol

Head of Investments and Securities Gary Linford

Legal Division
General Counsel
Legal Counsel
Managing Director’s Office

Public Relations Executive
Operations Division

Financial Controller
Human Resources Manager
Information Systems Manager

Policy and Development Division
Head of Policy and Development

SUBSEQUENT CHANGES
Head of Banking Supervision

Public Relations Executive

Langston Sibblies
Sandra Edun-Watler

Karen Edie

Stanley Legiersky
Deborah Musson
Rodney Ebanks

Mitchell Scott

Malcolm Eden

Joan Scott-Campbell
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CURRENCY OPERATIONS DIVISION

The Monetary Authority, through its Currency Opemas Division, continues to be
the sole issuing authority for Cayman Islands awye The division is responsible for
the issue, re-issue, and withdrawal of Cayman t&aocurrency notes and coins
against the US dollar, dealing with the followinacél retail banks: Fidelity Bank,
First Caribbean International Bank, Butterfield Raimternational (Cayman) Ltd.,
Cayman National Bank, Scotiabank, and the RoyalkBanCanada. The division
also administers the sale and redemption of nuntismains to and from local and
overseas collectors.

Cayman Islands currency is issued on demand ordinsigU.S. currency at the rate
of one Cayman Islands dollar per 1.20 U.S. dolend is repurchased on demand
with U.S dollars at the same rate. The currencyimnsulation is backed by the
currency reserve assets invested primarily in U&guoment agency-issued discount
notes and mortgage—backed securities through eutficthd managers. The
investment guidelines used by the fund managerseaerity, liquidity and income.

Currency Reserve
As at the end of June 2005, total currency resasaets stood at $89.8 million
(unaudited) representing 123.7 percent of currémcyrculation.

Circulating Currency

Currency in Circulation by Month: 2001- 2005
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At 30 June 2005 currency in circulation (excludmgnismatic coins) stood at $65.4
million in notes and $7.4million in coins, for a total of $72.8 million. Thi

represented a 33 percent increase from $54.8 mithe year before. The increase
was initially a consequence of Hurricane Ivan, whidcsabled many systems normally
used for non-cash transactions. The subsequergaserin the pool of short-term
expatriate labour brought in to assist with recatdion also fuelled continued high
demand for circulating currency. This significantriease in demand liabilities had
financial implications for the Authority as fundabsequently had to be transferred
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from its operating surplus to bring the generatres in line with the requirements of
Section 10(1)(b) of the Monetary Authority Law, whirequires the general reserve
to be maintained at 15 percent of demand liakslitie

During the reporting period the Currency Divisioonmmissioned the minting of
additional supplies of circulating coins to repimexisting stocks. These coins were
re-dated 2005 to reflect the year of issue.

The reprint of the $100, $25, $10, $5 and $1 bat@swas also commissioned to
replenish stocks. These re-printed banknotesheila part of the current “C” Series
family, with one of the differences being the chang signatories to the Financial
Secretary, Hon. Kenneth Jefferson, and the Monekatiiority’s Managing Director
Cindy Scotland. These banknotes will also have B&Le’s Cornerston8 feature, a
watermark in the four corners of each banknote.is T& intended to make the
banknotes more resistant to corner folds and Wath aerve as an additional security
feature, visible when the note is held up to light.

Total notes withdrawn from circulation and destiye the 2004/5 financial year was
$26.8 million. This increase over last year's $1&illion was due to a concentrated
effort to clear the backlog of mutilated notes tock. Thus, new notes with the value
$37.4 million where issued, resulting in an inceeascurrency in circulation of $10.6
million.
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SUPERVISORY DIVISIONS

BANKING SUPERVISION DIVISION

The Banking Supervision Division is responsible sopervising and regulating the
activities of licensed banks and trust companieadoordance with the Banks and
Trust Companies Law (2003 Revision). The divisienalso responsible for the
supervision of various “non-bank” entities subjerthe Money Services Law (2003
Revision), the Cooperatives Society Law (2001 Rewmijsand the Building Societies
Law (2001 Revision).

The Banking Supervision Division adheres to thedB&ore Principles for Effective
Banking Supervision and other international besicpice standards appropriate for
the jurisdiction. The Authority is an active memlm#rvarious international bodies
such as the Offshore Group of Banking SupervigbesCaribbean Group of Banking
Supervisors and the Association of Supervisors afill8 of the Americas. Through
the Head of Banking, the Authority is representechanember of the Cross Border
Working Group, a sub-grouping of the Basel ComraitfEhe division participates in
other international conferences, including the rima¢ional Conference of Bank
Supervisors, which is coordinated by the Basel Cdteem These regulatory
associations meet regularly to discuss trainingiireqents for bank supervisors,
current banking issues, international initiatives ghe development and maintenance
of effective regulatory systems.

Industry Trends

The Cayman Islands has continued to hold its prentiposition as the fifth largest

banking centre and the largest offshore bankindgreen the global financial market

in terms of total liabilities. This has been evitlbn the size of the banking sector and
the number of leading international banks that ma&nCayman Islands operations.
As at 30 June 2005, the jurisdiction hosted brasabre subsidiaries of 45 of the

world’s top 50 banks as ranked by total assetsthAtsame time, the jurisdiction

continued to see growth in the volume of finan@ativity booked through bank

licensees. The chart below shows the continued throm the external assets and
liabilities of all Cayman Islands bank licensees.
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Assets and Liabilities of Cayman Islands Bank Licensees (by Year)
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Notes:

1. P —Provisional Data compiled by CIMA.

2. Data for 1993 to 2003 represent figures for thenth of December, while the data for 2004 and 2@@Besent figures for
June of those years.

Total international assets booked through bankkenCayman Islands at the end of
June 2005 stood at US$1,265 billion as comparéda$l,144.4 billion in June 2004.
Liabilities rose to US$ 1,250 billion, up frob'S$1,109.1 billion as at June 2004.

Generally, the banking sector has remained wellk&igged with locally incorporated
banks maintaining risk adjusted capital adequatggan excess of 12 percent and
quality performing assets.

The industry as a whole has been relatively regilie a very challenging market. The
domestic market continued to be serviced by siailrdtanks, three of which are
subsidiaries of international banking groups, waother international group
operating through a branch. As at 30 June 2005agjyeegate assets attributable to
the domestic operations of the six retail instdng declined slightly, in tandem with
the decreases in total loans and total depositgyreyate assets were US$ 9.0 billion,
with loans totalling US$ 3.3 billion and deposifsus$ 7.9 billion, compared to June
2004, when aggregate assets were US$ 9.3 billlenaggregate loans issued were
US$ 3.4 billion and the aggregate deposits heldewg$$ 8.5 billion. The decline
over the period was due in part to the repositigrand restructuring of some of the
banks' positions. Loan demand in the retail setimnever, remains strong.

Globally, financial institutions have continueddonsolidate as they seek to achieve
synergies through mergers, realignment and resiiagt This trend, which has
impacted the number of institutions active in intronal centres around the world, is
also evident in the decrease in the number of liaeksees in the Cayman Islands.
As at the 30 June 2005 there were 312 banks lideinsne jurisdiction compared to
June 2001 when there were over 400 bank licensees.
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The jurisdiction continues to have two main categoof banking licences, namely
categories A and B. The Category A banking licemtiews financial service
providers to operate both in the international atamestic market, whilst the
Category B banking licence permits internationaikag business, and only limited
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domestic activity. There were 22 institutions hotfiCategory A licenses at 30 June
2005, which represents no change since 30 June. 20@4the chart above shows,
there has been a steady decline in the number ®gGa B licences over the past
five years. While mergers and acquisitions havenbe key factor in the decline, a
number of institutions, which traditionally held fiple licences, have also

consolidated their activities into one entity.

For the 12-month period 1 July 2004 through 30 20@5, the Monetary Authority

issued seven new banking licences, compared tprithagous period ending 30 June
2004, which saw nine new licences issued. During pleriod under review, 29

banking licences were surrendered. While the jigigzh continues to attract banks
from all over the world, it continues to be the ideogjurisdiction for well established

European and U.S. banking groups. Currently, theme 192 branches and 95
subsidiaries of international banks licensed inGagman Islands.

An objective of the licensing criteria is to ensthat only fit and proper persons own,
control and manage banking institutions and that lihsiness and affairs of these
institutions are properly run with appropriate gmance and internal controls, in
compliance with the relevant regulatory laws argllations.

Inspection Programme

Off-site monitoring continues to play an integraler in the Authority’s risk based

supervisory approach and complements the BankingsiDn’s on-site inspection

programme. The objective of the inspection procesdo assess a licensee’s
compliance with applicable legislation, regulatiorsolicies and internationally

accepted standards.

The division’s off-site monitoring activities areorapliance based. In order to
facilitate effective off-site monitoring, licenseage required to provide accurate and
timely information through the completion of prudi@h returns detailing their
balance sheet activity. The data generated fromeethreturns allows the Banking
Division to complete regular analytical reviewsinstitutions. As part of its off-site
monitoring, CIMA conducts prudential meetings wibensees, discussing their
strategies and performance, changes in business plad developments in the
jurisdiction in which they originate. During the -b@nth period under review the
Banking Division conducted 239 prudential meetings.

In respect of on-site inspections, for the 12-mago¢hiod ending 30 June 2005, the
division conducted 18 full scope on-site inspecioWhile those institutions with

offices in the Cayman Islands are inspected moeguently, the division also

conducts inspections overseas, having visited bemRanama and the British Virgin

Islands during the period under review. The BanKkdigision also conducted joint

inspections at banks on Grand Cayman with the Bédlamaica, the B.V.l. Financial

Services Commission and representatives of the riigedent of Banks of the

Republic of Panama as part of those institutions'solidated supervisory efforts.

It should be noted that the number of on-site inBpas decreased during this period
as a result of the impact of Hurricane Ivan. ThHotlge Islands’ financial industry
speedily recovered from this devastating hurricaime Authority’s on-site inspection
program was put on hold for a period following tharicane in order to allow banks
to recover from its effects. As a result of thendge caused by Hurricane Ivan, a
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number of banks temporarily relocated their businegerseas until electricity and
water were restored to the island and construatgairs were made to their office
spaces.

The inspection programme has provided evidence aingroved compliance culture
in most licensees, with the majority of financiasiitutions applying robust policies
and procedures in line with international standardes general, most banks have
completed the retrofitting of the due diligenceoimhation on clients. Due to the
volume of clients, a number of the retail banksticae to work on this project.

The Banking Division continued to monitor countri@xperiencing economic
difficulties along with changes in the internatibmagulatory arena, assessing the
implications for Cayman licensed banks operatindemeloping markets.

Regulatory Developments

A primary issue facing the division is preparing, fand increasing the awareness of,
the implementation of the New Capital Accord — Bédisen G-10 countries at the end
of 2006. Given the size and scope of the Caymamdis’ banking industry and the
fact that a significant number of the banks liceh$ere are members of major
internationally active banking groups, CIMA will V& to give serious consideration
to the implementation of Basel Il, at least forlsutstitutions.

The Banking Division continues to hold discussiomsth local industry
representatives and participated in a number ofkmwgrgroups and meetings to
consider the implications of Basel Il for the Caymiaglands and the region. The
industry also benefited from presentations on dperal risks and disaster recovery
put on by the division following it's post-Hurricarlvan survey on the effectiveness
of the disaster recovery process that had bedpadtiby licensees.

In March 2005 the IMF published the findings of tlexiew of the Cayman Islands
financial system. The report, which was well rgedi by the local industry, found
that in the past two years an “extensive prograntegislative, rule, and guideline
development has introduced an increasingly effec8ystem of regulation in the
Cayman Islands, both formalising earlier practicasd introducing enhanced
procedures.” The report noted that banking supenrvisvas largely in compliance
with the Basel Core Principles, and would benefinf technical enhancements to
prudential guidance and requirements. The Bankingsidn is working with the
Policy and Development Division to prioritise thgreed actions coming out of the
recommendations.

As a result of the IMF review, and that of the Bbaf Director's Task Force on
Banking Supervision, proposed amendments to th&®Band Trust Companies Law
(2003 Revision) have been drafted and there has keene refinement to the
division’s risk based supervisory approach. Varisupervisory policies have been
reformatted as rules and statements of guidancsyndenting and formalising the
policies and practices of the Banking Division totfier enhance its transparency and
effectiveness.
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FIDUCIARY SERVICES DIVISION

The Fiduciary Services Division licences and suges/trust and corporate services
providers that wish to operate in or from the Cagrisdands. The Fiduciary Division
performs its regulatory functions pursuant to thenktary Authority Law (2004
Revision), the Banks and Trust Companies Law (ZR6@ision) and the Companies
Management Law (2003 Revision).

In the absence of internationally accepted coracypies for trust and company
services providers, the fiduciary sector has engatabe Statement of Best Practice
produced by the Trust and Company Service Providérsking Group that was set
up by the Offshore Group of Banking Supervisors B3k The working group
comprised representatives of various offshore fir@rcentres, the FATF, IMF and
OECD as well as representatives of four G7 countiite Statement of Best Practice
was disseminated to the fiduciary sector via thei€dp of Trust and Estate
Practitioners (STEP) and the Company Managers Aasmt, and was locally
accepted as appropriate guidelines for the propaduct of trust and corporate
business.

Industry Trends

At the end of June 2005 the Fiduciary Services ddiwi had supervisory
responsibility for 146 active trust licences. Tééisences were comprised as follows:
48 (unrestricted) trust licences, 78 restrictedsttricences and 20 nominee trust
licences. This compares to a total of 147 tresirices as at 30 June 2004, comprising
51 (unrestricted) trust licences, 74 restrictedsttricences and 22 nominee trust
licences.

For entities licensed under the Companies Managetn (2003 Revision), the
period ending June 2005 saw stable numbers, withc@iBe licences compared to 74
in June 2004. The number of active corporate sesviicences in issue remained at
five.
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As with the previous period, the period ending 3®el 2005 saw an increase in
applications made for restricted trust licencesorgfly suggesting that this
jurisdiction continues to be favourably considefedthe creation and administration
of private wealth management structures. Thisgahdpward trend is expected to
continue into the next period.

A working group, comprising staff of the Monetarythority and a cross section of
industry representatives, has been establishedhi®rpurpose of reviewing and
considering the appropriateness of the existingileggry approach in respect of
corporate services providers. The working group imended to make
recommendations for change to the existing regimbere appropriate. Any
recommendations for legislative change will be sabjto a broader consultation
process with the industry.

Services offered in respect of special purposecttras that are created in relation to
capital markets and securitisation related transag€tare gaining popularity with
local service providers. With the benefit of indutm industry players, CIMA is
considering how this jurisdiction could best seevibis growing business area while
maintaining a top quality regulatory regime.

Inspection Programme

For the period commencing 1 July 2004, and ending0i June 2005, there were 15
full scope on-site inspections planned. In theerafiath of Hurricane Ivan in
September 2004, the decision was taken to suspetitef such inspections until 1
July 2005. There were therefore only four full geanspections completed for the
period.

The Fiduciary Services Division uses the Companyndders’ Reporting Schedule
for off-site monitoring of licensees under the Camigs Management Law (2003
Revision). The bi-annual reporting form provideg tivision with prudential and
non-prudential information, which assists in thentfication of industry trends. The
development of a similar form for the purpose of-sife monitoring of trust

companies is nearing completion.

Regulatory Developments

Licensees recovered well from Hurricane Ivan. Blisarecovery plans that were
tested by this natural disaster seemed to havmedia high level of success. As a
result, the majority of licensed service providevere able to resume operations
within a reasonable time frame. The industry hasnbencouraged to update and
amend its respective disaster recovery plans im b the lessons learned post-lvan.

Emanating from the on-going task force review wias tonclusion that a more

focused risk-based approach to regulation wouldravep the effectiveness of the
Fiduciary Services Division’s discharge of its riegary functions, more specifically

in regard to the on-site inspection programme. diesion has embarked on a risk
assessment exercise that will be helpful in engutirat requisite resources and an
appropriate approach will be applied in regulatthg trust and corporate services
industry.
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The working group that was started in the prioiqueto examine the disparity in the
annual fees payable by trust companies and compamwces providers has not yet
been concluded. The working group comprises mesnloérthe Authority and
representatives of various industry associatiomsigrchaired by CIMA’s Managing
Director. The working group intends to submit pae of its findings to the Cabinet
through the board upon completion of its review.
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INSURANCE SUPERVISION DIVISION

The Insurance Supervision Division regulates thguiance industry in accordance
with the Insurance Law (2004 Revision) and is resgae for the supervision of

insurance companies, managers, brokers and agestsance companies operate
within the Cayman Islands as Class A Insurers fwgitdlomestic business) or Class B
Insurers (writing non-domestic business only andnmonly known as captive

insurance companies).

Regulation of the insurance industry is based anpt@ance with the Core Principles
of Insurance Regulation issued by the InternatioAskociation of Insurance

Supervisors\Www.iaisweb.ory and acknowledged globally as the benchmark fet be
regulatory practice. The Cayman Islands is a chanember of this association. The
Cayman lIslands is also a member of the Offshoreusiaf Insurance Supervisors
(www.ogis.ne} and serves as secretary to this group.

Industry Trends
The number of active licences at 30 June 2005, eoadpto 30 June 2004, is as
follows:

Insurance Insurance Insurance Total
Cegn | Chee Managers Brokers Agents Licences
at
30/6/2004 29 663 23 28 67 810
at
30/6/2005 29 709 23 28 56 845

Licensees by type of license

There were, in total, 845 licences active at 30eJ2005. This included 709 captive
licences, an increase of 46 over the 663 actiandtof June 2004. Active licences in
the Class A, insurance managers and insurance risrokéegories ended the year at
the same levels as at 30 June 2004, while the nuofb@surance agents licences
declined by 11, ending the year at 56. The decrgrnagents licences was the result
of the surrendering of licences following reorgatian within one company.

Captive market

The captive insurance industry continues to fldurasd the Monetary Authority
maintains its proactive stance to the developmérnhis industry and its efforts to
attract quality business to the jurisdiction. CIMAssuance of two new licenses
within two weeks of the passage of Hurricane IvarSeptember 2004 and the on-
going captive licensing activity have been stromglidgations of the continued
confidence in the Cayman Islands as a leading\@agbmicilé

Growth during the period has not only been reflédctethe number of new captives
licensed but also in the expansion of the businggkin the existing captives,
particularly within those captives established egregated portfolio companies. At

L A.M. Best reported Bermuda as the leading domicile ingerimumbers of captives at 31 December
2004, with 1216 active captives, and Vermont with 524 activevesptCayman had 693 active
captives at that date.
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30 June 2005, captives licensed in the Cayman dslaeported gross written
premium of just over US$6.1billion and total ass#tgist over US$25billion.

Healthcare continues to be the dominant line ofr@ss written, followed by workers
compensation and property. Of the 709 captivesr@ait 30 June 2005, 267 were
healthcare related, 149 were writing workers comspg#an and 73 were writing
property. Of the total number of licensees, 97sagregated portfolio companies with
a total of 420 segregated portfolios operating withem.
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Captive I nsurance Companies by Category, as at 1 July 2005

Hurricane Ivan caused no disruption to the capiiseirance business. Most of the
insurance managers, as part of their businessnt@tidbn plans, moved staff off-
Island as the hurricane approached and were rdpdyhe time the hurricane had
passed, to operate temporarily from other jurisoinst. Those that stayed on Island,
even if their offices did receive some damage, kiyicfound temporary
accommodation and resumed business. This was lésa@ase with other service
providers and is a testament to the quality of rgarm and service providers
operating within the jurisdiction.

The Insurance Managers Association of Cayman madecsion that plans would

continue for the annual captive conference dedpiéedecrease in the number of
available hotel rooms following the hurricane. Tdenference, which took place at
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the Westin Hotel from 6 to 9 December, was attertwedver 300 persons, attracted
renowned speakers and was a huge success, dertingstoathe outside world that
the Cayman Islands is capable and prepared to oartlye captive insurance business
to the standard for which it is known.

Domestic market

In the domestic market, the devastation causedéyhtrricane resulted in insured
losses of CI$1.25billioh as reported to the Authority by the Class A iessir This
included an unprecedented motor loss of CI$61.78mjldue primarily to inundation
from the storm surge.

There were 11 insurance companies licensed to ridgerty / casualty insurance
within the Cayman Islands at the time of the hamie. Three are locally incorporated
while the others operate within the jurisdictiontaanches of insurers incorporated
elsewhere.

As a result of losses sustained during the hureicamo Class A companies required
capital injections. Additionally, one Class A comga Dyoll Insurance Company
Ltd., headquartered in Jamaica and which had siestdbsses in both Jamaica and
the Cayman Islands, became insolvent. The Jam&iceamcial Services Commission
intervened and, in cooperation with CIMA, this camp is currently being
liquidated.

Following the passage of the hurricane, weekly mmgstwere held with the local
insurance industry in an effort to monitor the wlai settlement process and the
solvency of the companies. The Cayman Islands ha@erenced its last major
hurricane event over 70 years ago. As a resulethppeared to be some unfamiliarity
with claims procedures and some public indifferetcésurance coverage that may
have contributed to some of the problems encoutheygoolicyholders. In particular,
there seemed to be some lack of awareness as bmplogtance of insuring property
for its full reinstatement costs. The subsequemliegtion of “averaging” caused
many customers to feel that their insurance pdibied not responded in the way that
they expected. Policyholders also felt some conatem over the large influx of
insurance adjusters, many of whom were unfamilidin ¥he culture of the Islands as
they were of necessity drawn from all areas ofibdd.

Despite the magnitude of losses and the problerosuerered in the aftermath, the
industry reported to the Authority at 30 June 2024 90 percent of claims had been
settled, with those outstanding consisting mairillame commercial property risks.

Inspection Programme

The Insurance Division has continued its very rger off-site monitoring program
during this period. This involves, in addition teetreview of annual audited financial
statements, review and prior approval of any changbhatsoever to the business
plans of the licensees operating within the jug8dn. The Insurance Division also
requires every Class B insurer's insurance managet boards of director’s
representatives to meet with the Authority at leastry 18 months. Representatives

% This figure of CI$1.25billion does not necessarily reflectl imgured losses within the Islands as
some properties, particularly hotels and condominiumsnateed off-Island and the Authority will
not be made aware of this or receive any statisticather reports on these properties.
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of the Class A insurers are required to meet wighAuthority every six months. This
off-site monitoring is coupled with an on-site iesfion program to ensure that a high
level of regulatory oversight is maintained.

Regulatory Developments

As a result of recommendations made by the IMFofailhg their assessment of the
financial industry and recommendations arising fram internal review by a task
force established by the Board of Directors of #hathority, a working group
comprised of the Insurance Division, the Legal Bimn, Policy and Research
Division and representatives of the insurance itrigjusaand legal and accounting
professions convened in January 2005. This worlgnaup is in the process of
reviewing the insurance law and regulations and mvdke recommendations to the
Governor in Cabinet on any changes deemed necessagysure that the law is
transparent in its compliance with internationadnstards, while recognising the
business environment in the Cayman Islands. Than€alalso requested that the
Authority conduct an investigation into the domestisurance industry following the
complaints on underinsurance and the adjustinghsaprocess received from the
general public after the hurricane. This report vaagmitted to Cabinet and,
subsequent to the date of this report, releaségetpublic and made available on the
Authority’s websité.

3 Web addressttp://www.cimoney.com.ky/pages/aboutus/CIMA_Ivan Final 5.pdf
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INVESTMENTS AND SECURITIES DIVISION

The Investment & Securities Services Division (ISDpervises and regulates mutual
funds, mutual fund administrators and securitiegesitment business as well as
persons licensed to conduct securities investmerginbsses, including market
makers, broker-dealers, securities arrangers, isiesuradvisors and securities
managers. The division processes all applicatiamsehtities specified above and
makes recommendations to the Authority’s Board w&&ors on the issue (or non-

issue) of a licence when necessary. The divisi@ugervision and regulation are
carried out under the Mutual Funds Law (2004 Rewisiand the Securities

Investment Business Law (2004 Revision) and tlegulations.

Industry Trends

While the last six months of the fiscal year end8tyJune 2005 have not been an
exceptional period for global hedge fund perforngairc general, there has been no
slow down in the assets allocated to this clagevdstment or in the number of new
funds set up in the Cayman Islands.

The absence of a prescriptive regime mandating evhilee service providers to

professional funds should be located, the deptielefvant professional services and
expertise available, and the relatively swift tuoumd time in the establishment of
funds in the Cayman Islands continues to drive ghewth in Cayman Islands

regulated funds.

According to the May 2005 edition efedge Fund Managethe Correctnet fourth bi-

annual survey of fund administrators shows hedgel fassets are within touching
distance of the US$2 trillion mark, an increaseypproximately 23 percent since the
last survey in November 200#edge Fund Managereports that assets held by
hedge funds have almost trebled within an 18-meetiiod. Despite the likelihood of

double-counting of assets by administrators withdfof-fund and master-feeder
structures, this rate of growth is also reflectadthe increase in Cayman Island
regulated funds with the ISD processing an averigés mutual fund applications

per week in 2005 compared to 10 per week in 2003.

The number of mutual funds grew from a total 0f99,2as at 1 July 2004, to 6,527 as
at 30 June 2005. This net increase of 1,128 furas avresult of 1,518 new funds
being processed and 390 terminations for the yeding 30 June 2005. Of the total
funds, 5,842 were registered mutual funds, 598 \administered funds, and 87 were
licensed funds. The division expects to end calegdar 2005 with more than 7,000
active funds.

Mutual Fund Type Active at Terminated | Issued Active at
30 June 2004 | 1/7/04 1/7/04 30 June

to to 2005
30/6/05 30/6/05

Registered 4,738 338 1,442 5,842

Administered 606 50 42 598

Licensed 55 2 34 87

Total 5,399 390 1,518 6,527

Mutual Funds by Licence Category
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In addition to authorising mutual funds, the digisihandles licence applications for
mutual fund administrators and regulates theivas. Licences are issued in three
categories, namely: full administrators, restrictadministrators, and exempted
administrators. As at 30 June 2005, the numbeiicehtes held in each category
respectively was 83, 70 and seven. The most notdtalage in licence numbers was
in respect of restricted administrators, with themiber of licensees falling by 22
during the reporting period. The primary reason tfis reduction is that many of
these former licence holders have now registereéxatuded persons under the
Securities Investment Business Law (“SIBL") by u&tof the fact that they provide
investment management and/or advisory servicesusixely for sophisticated
persons, which includes within its definition eietstregulated by CIMA.

Licence Type Active at 30 Terminated Issued Active at

June 2004 1/7/04 1/7/04 30 June
to to 2005
30/6/05 30/6/05

Full 82 5 6 83

Restricted 90 22 2 70

Exempted 7 0 0 7

Total 249 27 8 160

Mutual Fund Administrator Licences by Category

According to the May 2005 edition efedge Fund Managethe Correctnet fourth bi-

annual survey of offshore fund administrators shdiws top 15 administrators
responsible for more than 80 percent of the US#illi®n hedge fund assets, with 13
of these 15 administrators holding a mutual funchiadstrators licence issued by the
Authority.

As a consequence of the growth in hedge funds thjobdhe Cayman Islands
witnessed more interest by larger financial instus, particularly with prime
brokerage units, in establishing a fund adminigiratbusiness or acquiring an
independent niche administrator to add to theidpob range. Recently, the Authority
has received a significant number of requests frmmshore administrators for
information on the licensing process. Going forwamtb the new fiscal year the
division expects to see more fund administratazensed that establish a physical
presence in the Cayman Islands.

Under the Securities Investment Business Law (ZRévision) (SIBL) a person who
carries on securities investment business in aeyoormore of the activities set out in
Schedule 2 is required to obtain a licence unlgemet from doing so. By June 2005
ISD had assessed 30 licence applications, appro2gwith the balance being
withdrawn prior to determination of the applicatidm addition, ISD has received 798
excluded persons declarations under Schedule ¥B&f S

In April 2005, pursuant to the Securities InvestimeBusiness (Financial
Requirements and Standards) Regulations, 2003rég§Dested all SIBL licensees to
submit their financial reports for the quarter egdB1 March 2005. As this was the
first quarter reporting commenced, ISD will worktiall licensees to ensure
consistency in application of the regulations. &Ml use the information provided
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by this quarterly report to assist with the riskessment of licensees to determine the
priority of inspections in the new financial year.

Inspection Programme

The inspection programme for licensed mutual fudichiaistrators was suspended in
the third quarter of 2003 as scarce resources threeeted to cope with the significant

increase in new fund registrations. Conditionalrupa increase in staffing during the
2005-2006 financial year, the division intends #sestablish a risk-based focused
inspection program that prioritises licensees bageoh a number of risk criteria.

With regard to off-site supervision, ISD is pre$gim consultation with the industry
regarding the development of prudential returns andual declarations by all
regulated entities. In addition, the division i®kiag to introduce electronic filing of
audited accounts to improve efficiency and provfatescalability.

Regulatory Developments

In August 2004 the board approved 25 recommendatwminthe Mutual Funds
Working Group and, subject to final Cabinet apptotizese will form the basis for
reform of the Mutual Funds Law. It is ISD’s intesri to recommend a similar
working group to review the existing regulatory ireg in the Cayman Islands with
respect to securities investment business and ke mecommendations on necessary
changes to enhance the regime.

On 14 March 2005 the IMF released its report agsgdbe jurisdiction’s securities
regulation against the International Organizatib®ecurities Commissions (I0SCO)
and Financial Action Task Force (FATF) standardsilyOone of I0SCO’s 30

objectives and principles of securities regulatieere not observed and ISD will be
looking to implement all recommendations that gperapriate to the nature of the
Cayman Islands fund regime.

The Authority has agreed to participate in the IMformation Framework Initiative
subject to an extended deadline for the funds imglus

Many regulators in major financial centres haveresped concern with the risks
associated with the activities and growth of hefilgpels. As the jurisdiction of choice
for the establishment of the majority of the wasldiedge funds, and many years
experience of providing a regulatory and legal fearark for such funds, CIMA is
confident that its regulatory philosophy for norbpa funds is appropriate. The
Authority is committed to improving global undensting of the hedge fund industry
and participates in a number of initiatives witistbbjective.
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NON-SUPERVISORY DIVISIONS

COMPLIANCE DIVISION

The Compliance Division is responsible for inveatigg serious breaches of the
regulations and directing and administrating erdorent actions; researching and
conducting due diligence on persons who have appte act as directors,
shareholders, managers, officers and controlletx@nsed entities; and assisting on
non-routine requests for assistance from oversgagatory authorities.

The division has a cross-functional role and wockssely with the supervisory
divisions, the Managing Director, the Legal Divisiand the Policy and Development
Division.

Enforcement Actions

The Monetary Authority has issued &mforcement Manul which describes the
policies and procedures for the exercise of iteament powers in the event of non-
compliance with the regulatory laws. The manuad seit the range of tools available
to the Authority to help it meet its regulatory etfjives.

Where a licensee has failed to comply with theslagjive or regulatory requirements,
it will often be appropriate to address this withtwrther need for formal disciplinary
or other enforcement action. The Authority has ttgved a ladder of compliance,
issued as part of thEnforcement Manualdetailing the steps it will follow in the
event of non-compliance by a licensee or registréfitere appropriate, CIMA will
work with the licensee or registrant in an attemoptesolve regulatory issues prior to
the exercise of enforcement action.

The division is responsible for investigating sesobreaches of the regulations,
collecting pertinent information and documentatiand recommending disciplinary
actions, if appropriate. All enforcement actioms m conformance with the powers
provided under the respective regulatory laws dedAuthority will seek to ensure
the fair treatment of those who are subject to élercise of its powers. The
following is a summary of the enforcement actioaken by the Authority against
licensees and registrants during the reportingogeri

. . Other
Sector Revocations AEp SIMITmE i Wlnd_njg Uy Enforcement
Controllers Petitions .5
Action
Banking 0 0 0 0
Insurance 1 5 0 2
Invest_ments & 1 0 0 0
Securities
Fiduciary 0 0 0 0
Total 2 5 0 2

Enforcement Actions for 2004-2005

* The Enforcement Manuaind other guidance documents issued by the Authority aitalale on its
website http://www.cimoney.com.ky/pages/aboutus/RH_AMD_Enforcemeiainhl.pdf

® The other enforcement actions included the suspensionared and requiring a licensee to take
action the Monetary Authority considered necessary.
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The division spent considerable time this reporfigiod investigating and dealing
with queries regarding entities that are not retgalar registered with the Authority
that were conducting regulated business. In awditthe division dealt with

numerous enquiries regarding fraudulent entitiepquing to offer financial business
services from the Cayman Islands.

Due Diligence

The Monetary Authority has issudguidelines - Fitness and Proprietg,document
setting out the criteria it will use to determinbether persons are fit and proper to act
as directors, shareholders, managers, officercanlollers of licensed entities.

The Compliance Division researches and conducts diligence on applicants
referred to it by the regulatory divisions. The uratand scope of the work to be
performed by the division is dependent on the rssessment made on each
application and may incorporate a range of stepsuding independent verification
of the documentation submitted and review of puisiformation. The Authority has
issuedProcedure — Assessing Fitness and Propriségting out the procedure it will
follow to assess the fitness and propriety of pessgho have applied to act as (or are
existing) directors, operators, senior officerspagal partners, promoters, insurance
managers or shareholders of licensed entities.

The number of due diligence applications referredhe division by the regulatory
divisions during the reporting period totalled 168.breakdown of these requests, by
regulatory division, is as follows:

Division: Banking Fiduciary Insurance Investments
Number of
Applications : 33 87 2 41

The Compliance Division reports its findings to tiegulatory divisions which then
make the final decision as to applicants’ fithess propriety to act as operators,
senior officers, general partners, promoters, sste managers or shareholders of
licensed entities.

Other Activities

Information on the processing of non-routine retmidsr assistance (RFAs) from
overseas regulatory authorities and suspiciousigctieporting can be found in the
Cooperative and Advisory Functions section of Amsiual Report (pages 39-43).
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LEGAL DIVISION

The Legal Division is responsible for providing house legal services to the
Monetary Authority. Its duties include: the praweis of legal advice to the Board of
Directors, the Managing Director, and the superyismd other supporting divisions;
the provision of litigation services; the developmef proposals for legislative

enactments or amendments to relevant laws and atégus and the provision of
related drafting instructions on the request of Fiveancial Secretary; the drafting of
directives or requirements under the Monetary Arthhd.aw (2004 Revision); the

preparation of memoranda of understanding (MOUsil #he co-ordination of

assistance to overseas regulatory authorities (PRAs

The Legal Division works closely with other secsoof the Monetary Authority,
including the Compliance Division on enforcementtters, and the Policy &
Development Division on the ongoing development aediew of the Guidance
Notes on the Prevention and Detection of Money Hating in the Cayman Islands
In general, the Legal Division seeks to ensure it Monetary Authority’s
procedures permit it at all times to act within thgirit and letter of the laws
governing its work and to keep these laws undeieveto ensure that they remain
effective.

Guidance Notes

The division continues to work with the Policy abévelopment Division and the
Managing Director to address matters related toGhelance Notgsand is actively
involved in the work of the Guidance Notes Comnmeittewhich comprises
representatives from the Authority, the financiadlustry and the Government. In
particular, the sector specific guidance secticalidg with insurance in th&uidance
Noteswas amended in accordance with the IMF’s suggesisammendations.

International Initiatives

During the period, the Legal Division was involvealong with the Managing
Director, in ongoing discussions with IOSCO regagdiCIMA’s application for
membership of that body.

In November 2004, the General Counsel along withNfanaging Director attended
the IMF's Round Table on Offshore Financial Centrebich was held in Basel
Switzerland from 1 to 3 November 2004. From 23 % May 2005, the General
Counsel attended the Seventh Biennial Regionalr@eBank Legal Seminar, which
was held in Aruba.

Other Activities

The Legal Division’s activities relating to the mdigtion of memoranda of
understanding and provision of assistance to ossrgegulatory authorities are
covered in the Cooperative and Advisory Functiattien of this Annual Report (see
page 39-43).
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POLICY AND DEVELOPMENT DIVISION

The Policy and Development Division is responsibleresearching topics relating to
the financial industry and regulation, and for traf policy. The division has a cross-
functional role, providing support to the Monetafwthority's four supervisory
divisions through information, advice on policy uss, and recommendations on
required changes to policy and legislation forfthancial sector.

The division is responsible for co-ordinating thevelopment of instruments

applicable to, and for the benefit of, financiahsees providers. The aim is to ensure
that they are well regulated in accordance witHiagble international standards such
as the Basle Core Principles for Banking, the ha@onal Organization for Securities
Commission (I0SCO), and the International Assocratof Insurance Supervisors

(IAIS). The division is also responsible for theoguction of statistics on Cayman's
financial Industry.

Guidelines, Policies and Procedures

During the reporting period the primary focus oé ttivision continued to be the
formulation of prescribed industry guidelines. Thisdertaking was initiated as the
“Policy Project” in the latter part of 2001, as fpaf the development of a formal
regulatory framework for the supervisory divisiongh particular emphasis on the
development of guidance for the securities indugitythe present time much of the
original work started in 2001 has been adaptedm frules, statements of guidance,
statements of principle and policies and procedtinas fall within the Authority’s
Regulatory Handbodk

Following the independence of the Monetary Autlyonit March 2003, policies and
guidance that had not yet been issued to indus#se veubject to a “rebadging”
exercise to ensure consistency with the Monetarthévity Law (2003 Revision).
Section 34 (1) to (7) of the law, dealing with tilssuing of rules and statements of
principle and guidance, requires CIMA to reviewipiels and guidelines previously
issued to ensure that they are appropriately casgb An internal committee
chaired by the Legal Division was set up to dewseavorking definition of the
different categories and a preliminary classificatiof existing policies and
guidelines. This exercise has resulted in soméiaddl consultation with the private
sector, particularly in cases where it is decidethtlude the imposition of penalties
for the breach of rules as provided for under 8ecd4 (1) of the revised law.

The following new statements of guidance were aggmtpgazetted and posted on the
Monetary Authority’s website in April 2005 under ks, Statements of Guidance &
Principles:”

Banks -

® TheRegulatory Handbookan be found on the Authority’s website at:
http://www.cimoney.com.ky/templates/HTMLPage/defaulitiy.asp?text_id=HTMLPage90038&but
ton=1

" On the website:

http://www.cimoney.com.ky/templates/HTML Page/defaulitiy.asp?text_id=HTMLPage90040&but
ton=1
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= Statement of Guidance on Responsibilities of Augieat Agents of Banks and
Trust Companies;
= Statement of Guidance on Country and Transfer Riakagement by Banks.

Investments and Securitfes

= Statement of Guidance on Cancellation of Certifisaif Registration (held by
mutual funds registered pursuant to Section 4(3hef Mutual Funds Law,
i.e., a “registered mutual fund”);

= Statement of Guidance on Cancellation of Certifisaif Registration (held by
mutual funds registered pursuant to Section 4 JD{lbhe Mutual Funds Law,
i.e., a “administered mutual fund”);

= Statement of Guidance on Cancellation of Mutual dsuticenses issued
pursuant to Section 5 of the Mutual Funds Law.

The following amended statement of guidance was iakued in April 2005 and

posted to the website:

= Statement of Guidance on Client Understanding, aBility, Dealing and
Disclosure — Securities Investment Business.

In addition, thdnterim Regulatory Handbookas revised in the following sections:
= Appendix G10: Criteria for Recommending to Cabiialditions to Third
Schedule of the Money Laundering Regulations (2Regision);
= Appendix G11: (Sample) Memorandum to Board — Additito Third
Schedule.

New sections were added to tineerim Regulatory Handbodkalso in April 2005, as
follows:
» TheEnforcement Manual
= Procedure — Issuing Notices of Decisions to Dedliapplicants;
= Procedure — Mutual Funds and Mutual Fund AdministaWhere Contact is
Lost;
= Procedure — Redeemed Mutual Funds Unable to Compth Audit
Requirements;
= Procedure — Assessing Controller Costs;
= Templates — Assessing Controller Costs.

Non-routine Work Programme

The division was also tasked with developing a wprgramme for the Policy,
Strategy & Relations (PS&R) sub-committee of theaioof Directors in order to
identify and outline projects and project priotiedentified by the board, the
regulatory and compliance divisions and throughdyand Development’s review of
international developments and external assessments

8 On the website:
http://www.cimoney.com.ky/templates/HTMLPage/defaulitiy.asp?text_id=HTMLPage90043&but
ton=1

9

http://www.cimoney.com.ky/templates/HTML Page/defaulitiy.asp?text_id=HTMLPage90038&but
ton=1
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The 2004-05 PS&R work programme identified propogadiance and procedures
and related tasks in the following categories:
= anti-money laundering & counter financing of tersar;
= general (guidance and procedures on regulatoryersatiat apply to multiple
or all types of licensees);
= banking (guidance and procedures related to bankisgtutions, money
services businesses, building societies);
= fiduciary (guidance and procedures related to tmmnpanies, company
mangers and corporate service providers);
» insurance (guidance and procedures related toansarcompanies, insurance
brokers, insurance managers); and
* investments & securities (guidance and procedwiesed to regulated mutual
funds, mutual fund administrators and investmeatigges businesses).

The PS&R work programme was then developed intooeensomprehensive work
programme for the Authority (for non-routine tased projects) and included
CIMA/industry working group projects and legal dedislative projects.

Methodology for Determining Staffing Needs
Given the need for efficient and effective use @$aurces, and in the interest of
transparency, the Authority developed a methodofogydetermining staffing needs
in the regulatory divisions. The methodology inxas:
1. determining for each division the nature, typeel and frequency of activities
required to carry out its work in line with localignplemented international
standards and the use of a risk-based approacipénssion;

2. determining any additional activities to be matrout by the division as part of
its statutory obligations;

3. determining the man-hours required at each d&a##l to carry out each
activity;

4. determining the total regulatory man-hours foe tivision to supervise all
regulated institutions; and

5. determining the number of staff at each stafélleneeded to provide the total
regulatory man-hours required.

In its drive to adopt a risk-based approach to sugen, the Authority also
developed a risk rating methodology for the sumtowi of regulated entities. The
methodology seeks to profile the risks faced bgéhentities so that supervision can
be better targeted at areas and institutions winezeall risks are higher. The broad
risk groups identified in the framework includendncial soundness, environment,
business plan, controls, organization, and manageme

The risk ratings methodology incorporates a redslendegree of flexibility for the
various regulatory divisions, given the differegpe of entities supervised. Each
division assigns weights to the various risk grogsswell as the specific risk factors
under each of the risk groups. Due to time anduesoconstraints, the Authority
opted, in the interim, to implement an abridgedsia@r of the risk rating methodology
based on experience and institutional knowledgiefrisks faced by licensees. The
Authority will be presenting its findings on staifj needs to the Government during
the 2005/2006 financial year.
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COOPERATIVE AND ADVISORY
FUNCTIONS
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CROSS-BORDER COOPERATION

The Monetary Authority Law (2004 Revision) listsetlprovision of assistance to
overseas regulatory authorities as one of the ipahéunctions of the Authority. Such
international cooperation takes place through tkeh@&nge of information, as
provided for in the law and facilitated through nm@anda of understanding, as well
as through the Authority’s active participationimernational fora (see “Role and
Functions of the Monetary Authority,” pages 5-6).

Memoranda of Understanding

From 1 July 2004 to 30 June 2005, the Legal Divisicafted, negotiated and signed,
on the Authority’s behalf, bilateral MOUs with rdgtors in Bermuda and the Isle of
Man. The Authority also entered into a regional tidateral MOU with nine other
regulators, dealing with cross border supervisiosirag out of the merger of Barclays
Bank Plc and the Canadian Imperial Bank of Commewd®erm the First Caribbean
International Bank. Another cooperative agreemirg,Undertaking on Exchange of
Information in Securities Matters with the Unitetat®s Securities and Exchange
Commission (SEC), was signed in June 2005. Thesseawgnts are in addition to
MOUs already in place with Jamaica, Panama andilBraz

The division also negotiated an MOU with the JerSeyancial Services Commission,
which, at 30 June, was awaiting Cabinet approv@iscussions on MOUs with the
Dubai Financial Services Commission and the Itafiacurities regulator, CONSOB,
were initiated and were ongoing at the time of tejgort. Negotiations were also in
progress with the Office of Insurance Commissiowgshington State, USA; the
Office of Superintendent of Financial Institutio(@SFI), Canada; the Commodity
Futures Trading Commission (CFTC), Washington D.&hd the Swiss Federal
Banking Commission. The MOU currently in force wlBmazil is in the process of
being updated.

On the domestic level, CIMA and the Financial RépgrAuthority signed an MOU
on 1 December 2004, recognising the need for mut@beration and information in
the carrying out of their respective functions atudies under the relevant laws and
regulations.

Assistance to Overseas Regulatory Authorities

An ongoing activity for the Legal Division is ading on, and co-ordinating
responses to, requests for assistance from oversgalsitory authorities (ORAS). In
this regard the Legal Division works closely witther divisions to ensure that
requests are handled in a timely and efficient rraramd that they conform to the
requirements of the Monetary Authority Law (2004vR®n). From 1 July 2004 to
30 June 2005, the Authority processed 101 ORA r&tguer assistance.

The Compliance Division’s mandate includes asgistthe Legal Division in
processing non-routine ORA requests in accordante$ection 50 of the Monetary
Authority Law (2004 Revision). The process inclugesiewing and assessing the
requests and drafting directions to persons whe hiaformation that will assist the
ORA in performing its functions. The Monetary Aathy’s Procedure - Dealing
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with Requests for Assistance from an Overseas RegylAuthority (ORAY sets out
CIMA’s approach in dealing with these requests. ibyrthe reporting period, the
Compliance Division assisted on 11 non-routine s&as regulatory requests from six
ORAs.

IOSCO

The Authority initiated membership discussions witle International Organization
of Securities Commissions (IOSCO) in 2004 in furémee of its desire to participate
fully in all international organizations where Cagmhas major industry interests at
stake. The discussions have centred on cross-boodgeration. In furtherance of the
membership application, the Authority has invite&ding members of IOSCO to
enter into discussions on bilateral memoranda dtstanding or other cooperation
agreements with respect to securities and relatetiers. These discussions are at
various stages of development.

Basel Il

Discussions continued with the banking sector aherostakeholders on how, when
and to what extent to implement the Basel Il Capitlequacy Framework. The Basel
Committee on Banking Supervision issued the neworacan June 2004. It gives
regulators the discretion to dictate the minimuuieements for capital adequacy for
their jurisdictions. The Authority carried out argey within the banking sector to
determine implementation plans by parent bankstlamgotential implications for the
local companies and their parent institutions. Paghority also participated in
educational sessions with the industry.

IMF Assessment

Following the Cayman Islands’ participation in th@ernational Monetary Fund’s

offshore financial centre assessment program, ited feport by the IMF on the

supervision and regulation of this jurisdiction’smdncial services industry was
released in March 2005. The assessment by a 10-erdedm that visited the Islands
in the third quarter of 2003 found the jurisdict®negulation and supervision broadly
compliant with international standards. The resaid, "An extensive program of
legislative, rule and guideline development hasoohiced an increasingly effective
system of regulation, both formalising earlier piges and introducing enhanced
procedures.” The report further stated that "thgestisory system benefits from a
well-developed banking infrastructure with an intgionally experienced and

qualified workforce as well as experienced lawyarcgountants and auditors," adding
that, "the overall compliance culture within Caymianvery strong, including the

compliance culture related to AML (anti money-laandg) obligations..."

The assessment provided useful recommendationstadef which had already been
acted on based on the team’s preliminary reporteen@IMA’s prior self-assessment.
Recommendations included enhancement of prudeetiglirements and guidance to
fully implement the Basel Core Principles. This weslertaken through the issuance
of statements of guidance over the past two yegmns. Insurance Working Group
review of legislation governing the sector has baenajor step in the formalization
of good practices in insurance regulation, ruledsl atatements of guidance, as

10 On the CIMA website:
http://www.cimoney.com.ky/pages/aboutus/RHA Revised ORA efiures.pdf
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recommended by the IMF report. The recommendatian & clearer distinction be
drawn between private and public (retail) mutualdsl and the strengthening of the
regime for public funds have been addressed asopdite Mutual Funds Working

Group recommendations to the Cabinet.

IMF Information Framework

The Authority agreed to participate in the IMF Infation Framework Initiative

subject to an extended deadline for the funds immgu$o this end, a new customised
form for mutual funds has been created, which saélék to obtain the information
required by the IMF where this information in aggate form is deemed useful to
both CIMA and industry. The Authority is in congitlon with the various private

sector associations on the manner in which thasstal information should be

collected across the significant number of regaldteds in the Cayman Islands.

ADVISORY ACTIVITY

The Monetary AuthorityLaw (2004 Revision) also requires CIMA to advise th
Government on monetary, regulatory and cooperatigters, and to consult with the
local private sector on proposed measures.

Money Laundering Reporting

The Head of Compliance is the Monetary Authorityleney Laundering Reporting
Officer (MLRO) under the Proceeds of Criminal Coaduaw (2001 Revision). Any

suspicion of money laundering identified by theffsté the Authority in conducting

their supervisory activities is reported to the MRRwho has the responsibility to
report to the Financial Reporting Authority (FRA) ¢onformance with the Money
Laundering Regulations (2003 Revision). During riéygorting period the MLRO filed

17 suspicious activity reports with the FRA.

Task Force Reviews

The four strategic task forces that the Board ofe€iors established in 2004
submitted their findings to the Cabinet in April® The task forces, each under the
chairmanship of a board member, reviewed all aspettregulation in relation to
banking, insurance, investments and securitiesfidodiary services. Their work was
carried out in two stages: a review of the regatatiand legislation to ensure that
such regulation meets the appropriate and relewdatnational standards, and a
review of the organization, staffing and procedwwéhin each regulatory division to
ensure that it is sufficient and appropriate tooagglish the defined tasks. At the end
of the period the Legal Division was preparingétam a senior private sector lawyer
on a short-term consultancy basis to consolidagevtirious task force reports and
recommendations and to continue work on draft latii® amendments coming out
of these reviews.

Working Groups

Working groups comprising staff of the Monetary Aarity and a cross section of

industry representatives were established to rewed consider the appropriateness
of the existing regulatory approach in respect afporate services providers, trust
companies, mutual funds and insurance servicestamaake recommendations for

appropriate changes to the existing regime. Thekiwg groups are the result of
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recommendations of the task forces and from the Rékiew. Any recommendations
for legislative change by the working groups argjett to Cabinet approval and to a
broader consultation process with the industry.

The working group assessing the regulation of a@rgo services providers was
continuing its work at the end of the reportingiper Deliberations include how this
jurisdiction can best service the growing inter@stservices supporting special
purpose structures created in relation to capitatkets and securitisation related
transactions, while maintaining a top quality regaty regime. The working group
examining the disparity in the annual fees paydlylérust companies and company
services providers was also continuing its delittens at the end of the reporting
period, as was the Insurance Working Group.

In August 2004, the Authority’s Board of Direct@approved 25 recommendations of
the Mutual Funds Working Group. The Cabinet thevegés approval to forward the
recommendations to the Private Sector Consult@mamittee for further discussion.
Pending final Cabinet approval, the recommendatitisform the basis for reform
of the Mutual Funds Law, to clarify and enhance fitsmework for mutual fund
business.

Review of Domestic Insurance Industry

In light of issues arising in the aftermath of lyaime Authority continued to closely
monitor domestic insurers to ensure they complieth whe requirements of the
insurance law and regulations. In December, the ety Authority Board of
Directors initiated an overall review of the donmesthsurance market, incorporating
the Government’s request to investigate claims iolespread underinsurance in the
market, the application of the average clause eessalt of this underinsurance, and
the loss adjusting/claims settling process. Dine&w Alan Traill and Mr Terrence
Fairs, principal, Fairs Reinsurance Consulting,dumted the study with assistance
from the Authority’s Insurance Division. Their repd was submitted to the Cabinet
in May 2005 and subsequently released to the publicly 2005. It is the subject of
consultation with industry and interested membérhe public to identify where the
legislation needs to be amended or introduced. Wewe many of the
recommendations contained in the report have ajrbadn approved by the Cayman
Islands Insurance Association on behalf of its memmland are being put into effect.

1 On the CIMA websitehttp://www.cimoney.com.ky/pages/aboutus/CIMA_Ivan_Final 5.6df
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OPERATIONS DIVISION

HUMAN RESOURCES UNIT

The Human Resources Unit has responsibility foreatiployee matters relating to
recruitment, employee training and developmentwa#fi as the administration of
personnel polices, procedures and practices foreffextive functioning and well
being of the 96 employees on the Monetary Auth@risgaff as at 1 June 2005. The
unit’'s objectives are largely driven by the humasaurce needs of the organization
and the resources available to the unit to cartydmntified strategies.

Employee Appraisal

A new appraisal process took effect as of 1 Jul§42@imed at ensuring ongoing
dialogue between managers/supervisors and theim teaembers, towards
accountability and better management of expectdthvieurs and competencies.
Under the process, both parties communicate abgpected performance and
development. The new process enables better manesgeof the organization’s
expectations, empowers employees to take respbtysitur their development in

conjunction with the training and development spkst, and rewards good
performance with upward mobility as and when thpastunity arises and when the
individual is deemed ready for promotion.

The reward for an employee who performs above &ydid the norms of his/her job
description is a one-off performance award paynsnthe beginning of the new
financial year. The award is a percentage of tdesidual’s salary. At the same time,
there is room to recognise those individuals whoai& dedicated and hardworking
team members

Recruitment and Advancement
The unit strives to recruit and retain suitably |figal persons in order to meet the
dynamic mandate of the Authority and the needssadtakeholders.

As at 30 June the Authority’s employees were disted among the divisions as
follows:

Actual staff Approved staff
Division numbers at 30 | numbers as per

June 2005 2004-05 budget
Banking 15 22
Compliance 6 6
Currency Operations 6 6
Fiduciary Services 7 7
Insurance 12 10
Investments and Securities 16 15
Legal 4 5
Managing Director’'s Office 4 5
Operations (Accounts, Information Systems & 19 18
Human Resources)
Policy & Development 7 5
TOTAL 96 99
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The Authority has faced a challenging year paréidylin the aftermath of Hurricane
Ivan when its well-trained and highly qualified féthecame even more attractive as
recruits to the private sector. The period unésiew saw 13 resignations at most
levels except senior management. Whilst turnovest® however, overall staff
numbers have remained relatively stable, as evetebyg figures for 2003 to 2005: 96
staff members at the end of June 2005, 97 at J0O4, 2nd 94 at June 2003.

The unit constantly strives to recruit the most lifiea, skilled and experienced
individuals to fill those positions that have beescated. It is one of the unit's
ongoing goals to market supervision and the reguiaif financial institutions as an
attractive career option for young graduates. Thisne rationale for its summer
internship and work experience programmes, in wiiiid tertiary and high school
students participated during the reporting period.

Promotions
The following employees were promoted to the pastiicated between July 2004
and June 2005:

Rohan Bromfield — Deputy Head, Fiduciary Sersice

Yolanda McCoy — Chief Analyst, Investments & Séioes Division
Monique Minzette — Senior Analyst, Banking Supsi

Tara Parsons — Senior Analyst, Compliance Diwisio

Training and Professional Development

A priority of the unit is providing opportunitiesif staff development to enhance the
Authority’s efficiency and CIMA continues to buildpon the business relationship
with local and overseas bodies and organizatioas find mutual benefit in the
sharing of experience and skills.

In February 2005, the Authorityosted the Federal Reserve System’s Bank Analysis
and Examination School, attended by CIMA staff @@depresentatives from Aruba,
Belize, Curacao, the Netherlands, Guyana, Jam&tal ucia, Suriname, and the
Turks & Caicos Islands. Two senior Investments &edurities Division officers
participated in the Securities and Exchange Comamskternational’'s two week
internal securities market development training\iashington D.C. at the invitation

of the SEC, and in an Ontario Securities Commisaigastigations training course in
Toronto. In addition, the Caribbean Regional TecahiAssistance Centre fully
sponsored the participation of one of the Auth&ityanking analysts in the PEARLS
credit union supervision training.

A senior officer from the Compliance Division parpated in a three-month
attachment at local risk consulting firm Kroll (Gagn), gaining insights on
insolvency restructuring and the handling of liqaidns and controllerships. An
officer from the Policy and Development Divisionriepated in a three-week
attachment with the Eastern Caribbean Central BariResearch Department,
strengthening skills in implementation and analysistatistical surveys, reports and
trends.

Representatives from the Authority participatedineast 29 overseas and four local

conferences during the year, covering regulatosypmiance, enforcement and other
aspectsinformation from these events was shared throughimeitorganization via
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CIMA’s Intranet site. The site, designed to faeilé cross-divisional learning, was
expanded to include reports from employees attgndwonferences, seminars and
meetings.

Advanced Education

Two employees, Yolanda McCoy and Talia Woods, ehprefessional qualifications
and specialist designations during the period. foinmer earned an MBA in banking
and finance, the latter an associate degree inrdnsa services. Several other
employees were in the process of professional ajgga This includes employees
from across the Insurance Supervision, Policy & @éepment, Investments &
Securities and Banking Supervision divisions, wheeheither been sponsored by the
organization or have opted to self-support studiesards certification by the
Association of Certified Anti-money Laundering Siadists. In the Compliance
Division, 95 percent of the staff has already beenified.

Internal Training Workshops

The unit continued to provide training for all $tah suspicious activity reporting,

security and confidentiality, and anti-money lauig Employees at various levels
also benefited from soft skills workshops on suopids as enhancing working

relationships, business writing and understandingntcial statements. The unit also
held overview workshops designed to help employmstter understand the fields in
which CIMA operates. Lunch & Learn sessions haveven to be very popular

amongst the analysts. At these internal workshdpgsion heads and senior staff
share their knowledge and particular expertise amical issues regarding financial
regulation and global industry.

INFORMATION SYSTEMS UNIT

The Information Systems Unit is responsible for thaintenance of the Authority’s
existing information systems and the review andpilag of new implementations
and developments.

CIISMA Redevelopment

During the reporting period one of the primary tigs of the unit was laying the
foundation for the redesign and development of&hthority’s enterprise information
management system (CIISMA). The Information Systéing completed an update
of its documentation of existing application feawmrused in CIISMA by the
Authority. The project is now awaiting the compdet of an update of the
Authority’s divisional manuals, which is necesstryensure that CIISMA’s features
map to the Authority current business practices.

CIMA Website

Following a board-level review of the CIMA websitthe decision was taken to
modify the current method of website maintenanc&his change involves the
replacement of the website system with a new onehwvhatively supports content
management. This new content management systeinpmNide divisions with
direct access to updating content within their eetipe website sections and will
include and approval process for the content tpuidished to the website. This new
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system will ensure that the website continues tabey tool for the Authority’s
stakeholders. This project is expected to be ¢eteg at the end of 2005.

IT & Telephony Business Recovery Plan

With the completion of the Authority’s Business @anity Plan, the Information
Systems Unit was tasked with developing the InfdaromaTechnology & Telephony
Business Recovery Plan. This plan would providedhe resilience of the Authority’s
existing technology infrastructure and the impletagan of recovery systems at a
designated recovery centre. The unit expectednptate this project in late 2005.

ACCOUNTS UNIT

The Accounts Unit has responsibility for all fingcmatters relating to budget,

annual licence fee collection, payroll, and acceupaiyable. The unit is also

responsible for preparation of the Monetary Auttysifinancial statements and the
Purchase & Ownership Agreements between the Calohé¢he Cayman Islands

Government and the Authority (see page 5, “Role Budctions of the Monetary

Authority - Relationship with Government”). The tisi objectives are essentially

created by the financial requirements of the omgtion and its stakeholders and the
resources available to it.

Financial Position

The Authority’s financial statements for the yearxded 30 June 2005 show total
assets of $92.9 million. These included $90.1 omilliof currency reserve assets,
representing investments and current, call andifdeposits. Short-term investments
consisted of US-issued discount notes. Long-termestments comprised US
government agency-issued mortgage backed securitiestal liabilities of $73.5
million included $72.8 million of demand liabilisefor currency in circulation, which
are secured by the currency reserve assets agaeduwy the Monetary Authority
Law.

Total reserves and capital amounted to $19.4 millias detailed in the Currency
Operations section of this Annual Repdpage 17), the general reserve of the
Authority temporarily fell below the legally regen 15 percent of demand liabilities.
This shortfall has been funded through a transtenfpaid-up capital. Net income for
the financial year 2004/05 was $2.4 million.
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MANAGING DIRECTOR’S OFFICE

PUBLIC RELATIONS

The Monetary Authority endeavours to maintain antlaace relationships with its
stakeholders through ongoing provision of informatiand through dialogue,
consultation and collaboration as appropriate.

In seeking to fulfil its obligation for transpargnane of the Authority’s tools is its
website, on which it posts information on the Authyo and how it operates,
regulatory requirements for current and potenti@drsees (including the applicable
laws, regulations, rules, policies and statemehtgriociple and guidance), licence
statistics, frequently asked questions, consuhliaiocuments and reports, public
notices, etc. Information is also disseminatedally to the media and/or other target
groups through press releases, the quaridalyigator newsletter, th®ata Collection
Update produced by the Policy and Development Divisiomnd @ahrough the annual
report.

The Authority responds on a routine basis to emegiiabout the organization, the
financial industry and particular industry-relatedues from representatives of local
and overseas news and specialty papers, journaswebsites as well as from
industry colleagues and members of the public. @eDIMA officers regularly make
presentations at conferences and other formalreodmal gatherings. In some cases,
the Authority assists in organizing these eventschSoccasions provide further
opportunities to raise awareness of the Authoritd &s role; to update industry,
regulatory partners and interested persons on Ctd@elopments, and to increase
contact and two-way discourse between the Autharity the groups it serves.

These communication and relationship-building dti¢is complement the one-to-one
contacts between staff and the licensees they atgurhey are augmented by the
Authority’s involvement in local and internationalegulatory, industry and
professional organizations, which give CIMA a voicethe development of best
practice and the resolution of issues affectingridestry.

During the fiscal year 2004/05, the Authority agsisin organising and hosting the
annual meeting of the Offshore Group of Bankingeuigors held in Grand Cayman.
Representatives from 21 countries and several natenal regulatory bodies
attended. Among material produced and dissemindueidg the year were some 38
releases; an 18-month report covering 1 January 2Bbugh 30 June 2004, the
period during which the Authority became operatliynendependent; two issues of
the Data Collection Updateand four regular issues of tiNavigator. The latter was

transformed from a paper-based newsletter intolectrenic publication during the

reporting period. The major presentations done BYACofficials, as well as the

releases and publications mentioned are availablehe “Media Centre” and

“Publications” sections of CIMA’s websitevivw.cimoney.com.ky. The website is

currently being updated and reorganised.

Public relations activities are co-ordinated thiodige Managing Director’s Office by
the Public Relations Executive.
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