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MANAGEMENT DISCUSSION & ANALYSIS

OVERVIEW

The ECFH Group of companies’ business activities
comprise retail, corporate and development banking,
mortgage financing, wealth and asset management,

Delivery of quality customer service has been a key
priarity for the Group over the years and has been
facilitated and achieved through continued process
improvement and product innovation. Much focus
was also placed on the Group's Corporate Social

customer brokerage services, offshore banking, general Respansibility policy through its "Enriching Lives”

h insurance and property managemﬂent and program with at least 1% of the Group's profits set

; ide to support associated social initiatives including
SErVICE nNds development. asi

been a key
priority for
the Group

The vision for the ECFH Group from inception was
to be a premier financial service provider in the
0ECS Region. Strides have been made towards the
realization of the Group’s vision, as demonstrated
by the continued growth of revenue from regional
and international sources of business through the
offshare bank and the investment banking operations.
The diversification strategy is beginning to show

providing support to education and literacy programs,
sports and cultural events.

RESULTS OF OPERATIONS

The Group's profit of $51 million; before adjustments
for taxes and staff profit sharing exceeded
comparable profits of 2006 by 27.5%. Net profit

L e : ; after profit sharing and taxes amounted to $44.2

over fhff}’f?ﬂrﬁ‘i' positive benefits in real TEFUFHS, while TEFME'”Q the million. Interest income and non-interest income
GGroups exposure to certain classes of risks. i i

exceeded the previous year by 21% and 26%

aﬂd ha,s })(’;"&3‘1 The Group's objectives include the attainment of respectively. Revenue growth exceeded growth in
sustainable levels of capital efficient and profitable expenses by 12%. Cost management measures

fadh'ia faf aﬂd growth. The Additional Public Offer of shares valued instituted during the 2007 fiscal year were successful
at $100 million which was oversubscribed reflected by the marked decrease in the growth of

: contributed to the overall growth and $85 million of expenses. All subsidiaries recorded improved

CIC}I Im’fﬁd the proceeds was used to further capitalize Bank of performances in respective business areas and

through

Saint Lucia Limited, increasing Tier 1 capital and
allowing for improvements in its underwriting loan
capabilities.

revenue during the year.

continued
[ % Change
= 2007 20086 2005 2007 2008
prOCE'S:S S mil $ mil $ mil
§ Income from loans & advances B89.4 73.0 62.1 20.B% 17.5%
Impr{)v{",’fﬂfnf Income from investments 25.8 22.6 18.3 | 14.2% | 17.1%
Income from investment banking services 11.7 10.0 3.1 17.0% 222.6%
a’ndpﬁ:}ducf Mon-interest income 30.4 24.0 18.3 26.0% 31.7%
Total income 167.3 128.6 1028 21.4% 2B.0%
¢ * 2 Total operating expenses 108.5 89.6 72,8 18.7% 229%
IHHOVCIEIOH. Met income before taxes and profit sharing 51.0 40.0 30.0 27.5% 33.3%
Earning per share-NPAT 2.25 2.42 2.0 -7% 31%
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While the Group endeavors to increase
profitability; much focus is given to
performance/efficiency indicators as well as its
corporate social responsibility. The key ratios
used to measure operational and financial
performance were all within benchmarks
established except the ratio of non-performing
lnans to total loans which fell short of the 5%
benchmark although decreasing from 10% to
7% during the year. Non-performing loans

declined by approximately $15 million during the
year. Further diversification of the investment
portfolio was achieved by reducing exposure to
the Caribbean and holding more investment
grade and international instruments.

Overall, revenue growth of 22% was achieved
and was recorded at $157.3 million compared
to $129.5 million in the previous financial year,
Growth in income from loans and advances,

investments, and non-interest income was 21%,
19% and 26% respectively. Interest income from
loans and advances accounted for 57% of total
revenue, consistent with 2006. Growth in
expenses was 9.5% compared to 23% in the
previous year. Budgetary and operational
measures were implemented during the year
and were largely successful.

Analysis Dec. 07 Dec. 08

Interest income $ mil $ mil % Change
Interest from loans and advances B9.431 72,769 23%
Interest from investments 25.743 22,632 14%
Interest from investment banking services 11.700 10,025 17%
Total interest 126,874 105,426 20%
Non-interest income

Income from fees and commissions 17,048 9,969 71%
Fees & commission from investment banking services 894 792 13%
Income from FX gains, trading and commissions . 8,713 7.911 10%
MNet premium income less claims 660 1,289 14%
Other income 3,126 4,092 -26%
Total non-interest income 30.440 24,053 26%
Total Revenue 157.314 129,479 21%

<«
All subsidiaries recorded improved
performances in respective business

. »
areas and revenue during the year.

1l



o A NTRTT T AT
) LML

REPORT ng [ — - |

al I Easi Ceribbean Financisl Hedging Company Limied

GROUP BALANCE SHEET

The Group's assets grew by 27% compared with
19% in the previous year. The quality of assets
improved with the continued reduction in the non-
productive loans portfolio and the diversification
of the investment portfolio. Loans and advances

Performing loans
MNon-parforming loans
Gross loans

Loan loss provisions

Mon-performing loans to gross loans
Provisions to non-performing loans

Provisions to gross loans

Deposits

Savings

Time deposits
Demand deposits

Call

RISK MANAGEMENT REPORT

Risk management is an integral part of all
decisions and business processes within the
ECFH Group as we are exposed to a wide variety
of risks in the course of our daily activities. ECFH
operates an effective system for identifying,
communicating and dealing with risks at an early
stage. The principles behind that system are
detailed in the Board-approved Risk Managemeant
Guidelines. The goal is to identify the potential
risks associated with our activities as early as
possible, assess the possible consequences of
their occurrence, and take suitable measures to
mitigate them. The various processes and
instruments used depending on the respective
risk profiles are constantly being improved,
supplemented and optimized in line with
regulatory reguirements and international best
practices.

net of provisions and investments constitute 55%
and 36% of total assets and grew by 24% and
13% respectively. The gross loans portfolio moved
from $926 million to $1,137 million during the
financial year reflecting growth of §211 million.

2007 2006 2005
% mil S mil $ mil
1.057.5 831.6 609.4
80.0 94.7 124.2
11375  926.3 733.8
27.1 31.4 42.9
7% 10% 17%
34% 33% 35%
2% 3% 8%
Dec. 07 Dec. 08
$ mil $ mil
390.4 338.7
617.5 4827
373.5 329.0
37.7 32.6
1.419.2 1,163.0

During the year under review, while ensuring
that all risks were maintained within tolerance
limits, the Group determined that the following
represented the significant risks faced: liquidity
risk, operational risk, credit risk, market risk,
foreign exchange risk and reputation risk,

LIQUIDITY RISK

Liquidity is managed by the Group’s Treasury
Department within the Finance Unit, The Group’s
liquidity risk is monitored on a regular basis by
the Asset/Liability Committee. Throughout 2007,
the domestic bank and by extension the Group
had to deal with tight liguidity conditions that
affected the local banking industry. The Group
has successfully managed these challenges
through the timely implementation of appropriate
strategies to source funds while optimizing
returns.

The net loan portfolio (net of provisions and
unearned interast income on discount loans) stood
at $1,103 million with significant quality
improvements as the non-performing proportion
declined to 7% by year end.

Growth in deposits of $256.2million exceeded the
$211 million growth in loans. The gross loans
portfolio at Bank of Saint Lucia Limited grew by
$162 million while deposits grew by $148.2 million,
Growth in deposits was significant for Bank of
Saint Lucia International Limited and the Investment
Banking activities of Bank of Saint Lucia Limited.
Total deposits from customers amounted to $1.4
billion; an increase of $256.2 million. Over the
last two years an increasing percentage of the
deposit growth is generated from regional and
international sources.

Shareholders’ equity increased from $174 million
to $318 million; an increase of 83%. Contributing
to that increase was the proceeds of the
Additional Public Offer at $100 million. Return
on assets and equity moved from 2.4% and 22%
in 2006 to 2.5% and 18% respectively in 2007,
The efficiency ratio for the Group was calculated
at 52% inclusive of loan loss provisions and 51%
without provisions.

Emphasis is placed on ensuring that excess funds
are placed in good quality investments. At
December 31, 2007, the investment portfolio was
approximately $607 million. Local Government
securities comprised $111 million or 18.4% of
the total portfolio. Investments in the OECS
region comprised 28.5% while 55% of the
portfolio is invested extra regianally,

Notwithstanding the foregoing, the liquidity
management program was effective in controlling
liguidity throughout 2007,

CREDIT RISK

Credit risk arises from a counterparty’s {borrower
or issuer) failure to meet the terms of a contract
or otherwise perform as agreed. Credit risk is
determined to be the largest single risk faced by
the ECFH Group due to the size of the lending
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