
Summary of the Basel Readiness Survey 2014 

 

Executive Summary 

The Basel Implementation Project Team launched a survey in April 2014, to assess the readiness of 
licensees for the implementation of Basel II and III approaches, as well as assist with the development of 
the overall Basel framework for The Bahamas.  The survey was sent to approximately 87 public banks, 
and bank and trust companies;1 responses were received from 67 licensees, representing an overall 
response rate of 84%.  The results were collected and collated during the months of May and June 2014, 
respectively.  

The survey results indicate the following: 

 66% of respondents (or 44 banks) have already taken steps for the implementation of Basel II; 
however, most banks have not developed a roadmap for this implementation.  Additionally, about 
seven (7) banks have either begun or have fully implemented Basel III at the consolidated parent 
level.   

 
 Whereas the Central Bank has already determined that the Standardised Approach for Credit Risk 

capital measurement will be more appropriate for banks operating in this jurisdiction, the findings 
revealed that this position may be largely supported by banks, given the fact that the majority of 
respondents (i.e., 71%) indicated that their parent bank/head office chose to implement the 
Standardised Approach.  

 

 With respect to Operational Risk, the results indicate that the Basic Indicator Approach is expected 
to be the most widely used by banks (at 60%), followed by the Standardised Approach (at 28%). 

 

 With respect to opinions on whether the implementation of advanced approaches might negatively 
affect banks’ competitive position within this region, most respondents (i.e., 95%) appear to be 
quite confident in the local market, and are not of the view that there will be a negative impact.  In 
fact, about 59 banks (representing 88%) do not expect to see a material change in their capital levels 
as a result of Basel II and III implementation. 

 
The survey also reinforced the conclusions of the Central Bank on the adequacy of banks’ capital 
position:  

 Banks have Tier 1 and Tier 2 capital structures that are largely consistent with Basel III standards.  In 
fact, some 55 banks reported that they had no capital instruments that would be restricted under 
the Basel III framework.   

 
 Most banks felt that the addition of the new CET1 risk based capital ratio would not adversely affect 

their operations.  Similarly, most banks (i.e., approximately 46) did not foresee a problem with 
meeting the Capital Conservation Buffer or the implementation of the Countercyclical Capital Buffer. 

                                                           
1
 Seven banks (7) were omitted from taking the survey for varying reasons. These included five (5) Managed Branches, one (1) restricted bank 

and one (1) pure trust company. 



P a g e  | 2 

 

Overall, while licensees appear to be supportive of the new Basel II and III frameworks, they have 
observed and delineated key challenges posed by its implementation.  The most prevalent challenges 
raised being, IT costs (relative to new internal models, procedures and new reporting requirements), 
and training for staff. 
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Overview of the Banking System 

As at 31st March 2014, the total number of licensed banks and trust companies stood at 263 – of which 
107 held public licenses.  A total of 148 licensees are authorized to carry on restricted activities. Eight (8) 
licensees are authorized to conduct domestic business and the remainder, conducts largely or wholly 
offshore business. The survey results indicate that the sector employs a total of 4,024 persons. 
Bahamian nationals represent 93% of this population and non-resident, the remaining 7%. Males 
account for 28% of this total or 1,119 and females, for 72% or 2,905.  

The survey results also confirmed the profiles of banks within our banking system; the majority of 
licensees are branches or subsidiaries of internationally-active banks domiciled in North America, 
Europe, Asia and South America.  In terms of peer group classifications, the chart below summarizes 
banks’ primary businesses, with private banking and trust services being the dominant business areas, 
followed by commercial and wholesale banking. 

Chart 1 

 

The top business lines employed by banks include investment and securities-related activities (15.82%), 
asset management (13.78%), trust services (12.24%), payment and settlement (10.71%) and agency and 
custody services (10.20%).  Commercial banking accounted for 8.67%, followed by corporate finance 
(7.14%) and trading and sales (7.14%).  

Key product areas include, but are not limited to, the following: Deposits (demand, fixed, term, 
certificate of deposits), Credit (credit facilities, credit cards, overdrafts), Loans (corporate, consumer, 
mortgages), Investment Management (discretionary/non-discretionary, advisory), Treasuring and 
Funding, Custodianship, Foreign Exchange (spot, forward, swap, hedge, currencies), Mutual Funds, 
Trading and Investments (including proprietary investments), and Financing Intra-Group business 
(lending, borrowing, placements).  

With respect to assessing the capital structure of banks, the survey asked licensees to indicate the 
structure of their Tier 1 and Tier 2 capital, as at December 31, 2013.  Out of the 67 responses, 22 
licensees appear to have Tier 1 capital consisting of: common stock, share premiums, reserves, current 
profits, and retained earnings, which is largely consistent with Basel III requirements. 
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Tier 2 capital appears to comprise: subordinated debt, general provisions, and revaluation reserves.  
However, 28 respondents indicated that they had no Tier 2 capital.  These findings will have to be 
validated further, when the Bank conducts the Quantitative Impact Study (QIS).   

 

Basel II 

The survey results (Chart 2) indicate that 66% of respondents have taken steps towards the 
implementation of Basel II.  Further, about 69% of the responding banks indicated (Chart 3) that the 
Basel II framework has been fully implemented at the parent bank level (on a consolidated basis).  Some 
27 banks reported that they intend to adopt the same approaches under Basel II as their parent bank or 
head office.  Seven (7) banks have either begun or have fully implemented Basel III at the consolidated 
level. 

Chart 2 

 
 

Chart 3
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As for steps taken by banks for the implementation of Basel II, some licensees mentioned that they are 
either making inquiries at the parent level for software options, have already implemented some 
aspects of Basel II such as ICAAP on a consolidated basis, implemented key risk indicators, applied the 
standardised methodology for credit risk and operational risk, or have adopted the parent’s risk 
management framework. 

The Central Bank has determined that the Standardised Approach for Credit Risk capital measurement 
will be more appropriate for banks operating within this jurisdiction, notwithstanding the fact that some 
banks are subsidiaries of large internationally active banks subject to the more advanced approaches in 
their home countries.  According to the survey results below (Chart 4), 71% of respondents indicated 
that their parent bank/head office chose to implement the Standardised Approach for credit risk, 
followed by the Advanced Internal Ratings Based Approach (at 25%).  This finding suggests that the 
Bank’s posture on the Standardised Approach for Credit Risk will most likely be supported by local 
banks.  

Chart 4 

 

Chart 5 
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With respect to Operational Risk, the survey responses (Chart 5) indicate that the Basic Indicator 
Approach is expected to be the most widely employed—by 60% of banks.  This is followed by the 
Standardised Approach, at 28%, the Advanced Measurement Approaches, at 10%, and the Alternative 
Standardised Approach, at 2%.  Both the Basic Indicator and the Standardised Approaches also appear 
to be the most widely implemented at the parent level, at 49% and 33%, respectively. 

 

Securitisation Framework 

The survey revealed that banks’ exposure to securitisation is very small.  Only 3% of respondents 
indicated that they hold on- or off-balance sheet positions pertaining to securitization exposures (Chart 
6).  In fact, only one (1) bank indicated that they either directly, or indirectly, originate exposures 
included in securitization (Chart 7). Accordingly, the findings suggest that the development and 
implementation of a securitization framework for purposes of determining regulatory capital may not be 
warranted for this jurisdiction, at this stage.  

 

Chart 6 

Does your bank have on- or off-balance sheet positions pertaining to 
securitization, as defined under the Basel framework? 
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Chart 7 

Does your firm originate directly or indirectly exposures/claims included 
in securitization? 

 

 

Internal Capital Adequacy Assessment Process (ICAAP) 

With respect to the ICAAP, the survey results indicate that some 22 (or 33%) banks already have an 
ICAAP in place.  The remaining 45 banks (or 67%) do not (Chart 8).  Of the 22 banks with an ICAAP, in 
place, seven (7) banks have had their framework in place for more than five years, ten (10) banks for 
more than one year, and thirteen (13) banks for less than one year.  Many of these banks have the 
ICAAP in place on a consolidated basis, and not at the branch/subsidiary level. 

Chart 8 
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Basel II – Standardised Approach 

The survey results indicate (Chart 9) that 45% of the respondents have read the necessary documents on 
the Standardised Approach and have basic knowledge.  Some 24 licensees, or 36%, have personnel with 
detailed knowledge of the Standardised Approach.  Additionally, 16% and 3% have very little knowledge 
and no knowledge, respectively.             

Chart 9 

How familiar is your bank with the Standardised Approach for 
Credit Risk? 

 

 

A favorable response rate of 83% was received from respondents who intend to gain the necessary 
knowledge/expertise as it relates to the Standardised Approach.  Some comments received were: 
 

 Receive assistance from Head Office/Parent Bank or Auditors 
 Attend Central Bank briefings for guidance 
 Retain trained staff at the corporate office 
 Obtain external training for the relevant personnel 

 
Meanwhile, 27 licensees, which accounts for 40% of the respondents (Chart 10), indicated that neither 
they nor their parent had done an impact study to assess the implications the Standardised Approach 
for credit risk will have on their capital requirements.  A favorable response was received from 25% of 
the respondents (and 34% advised it was not applicable).  For the most part, the findings from the 
impact study indicated that the banks’ capital was adequate or stable, when compared to their current 
situation. 
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Chart 10 

 
Has your bank/parent bank/head office done an impact study to calculate the 
impact that the Standardised Approach for credit risk will have on your capital 

requirements, as compared to your current situation? 

 
 

 

Additional commentaries provided by respondents were as follows: 
 

 The head office took the necessary steps to adjust to the new regulations 
 Impact study is underway 
 Global impact assessment was undertaken and fully implemented 

 
 
External Credit Assessments 
 

The Standardised Approach draws on external credit assessments (i.e., credit rating agencies) for 
determining risk weights.  The survey revealed that 40 licensees or 60% of respondents do not utilize the 
services of credit rating agencies2 to assess their exposures/claims for both on and off balance sheet 
assets.  The remaining 40% (27 respondents) answered in the affirmative.  Of this population, the most 
frequently used credit rating agencies were: Standard & Poor’s (26%), Moody’s Investor Service (23%), 
Fitch Ratings (17%) respectively, followed by Dominion Bond Ratings Services (0.97%).  About 35% of 
respondents indicated that they used ‘Other’ rating agencies.   
 
 
 

                                                           
2 The options provided were: (i) Moody’s Investor Service; (ii) Standard & Poor’s; (iii) Fitch Ratings; (iv) Dominion Bond Rating Service; and (v) 

Other. 
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Basel II – Internal Ratings Based (IRB) Approaches 

Forty percent (40%) of respondents advised that their bank/parent bank/head office is familiar with the 
IRB Approaches under credit risk, and have personnel with detailed knowledge of the IRB Approaches.  
The survey results reflect that 17 licensees (25%) have read the necessary documents on the IRB 
Approaches and have basic knowledge. Further, 18% and 16% have no knowledge and very little 
knowledge of the Approach, respectively.  Those that are not knowledgeable intend to gain the 
necessary knowledge and/or expertise through the regular attendance of briefings, seminars, and 
consultations hosted by Central Bank; various external training or obtain assistance from consultants or 
Head Office. 
 
As relates to the advanced approaches for operational risk, 73% of respondents have not made a choice 
at the parent level.  This is consistent with earlier findings that the Basic Indicator Approach and the 
Standardised Approach appear to be the most widely implemented at the parent level.  For those that 
have, 10% choose the Advanced Measurement Approach – Loss Distribution Approach (LDA), 9% 
selected Advanced Measurement Approach – Internal Measurement Approach (IMA) and 7% have 
adopted the Advanced Measurement Approach but with the local subsidiary using a simpler approach.  
 
An impact study was not conducted by the parent bank/head office for 46% of the respondents to 
calculate the impact that the IRB approaches would have on the licensee’s capital requirements.  Chart 
11 reveals the overall response rate. 

 

Chart 11 

Has your parent bank/head office done an impact study to calculate the impact 
that the IRB approaches will have on your capital requirements, as compared 

to your current situation? 

 

 

Of the eight (8) respondents who conducted an impact study, one bank indicated that the parent 
company has performed the impact study on a consolidated basis for credit and operational risk and had 
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found the capital adequate to cover the risk profile of the bank.  Another licensee noted that the bank is 
above its regulatory minimum requirements and is well capitalized for both Basel III Standardised and 
Advanced Approaches. 
 
 
Basel III 

The Central Bank has already implemented some aspects of the Basel III capital framework with respect 
to its systemically important banks (i.e., the commercial banks), with effect from January 1, 2013.  Areas 
addressed to date include:  

 the phasing-in of the new capital definition for CET1, Additional Tier 1 and Tier 2; and  
 phasing-out of capital instruments that no longer qualify as CET1, Additional Tier 1 or 

Tier 2 Capital. 
 

According to the results below (Chart 12), about 81% of banks believe they have capital structures that 
align with the definition of CET1, Tier 1 and Tier 2 capital under the Basel III framework.  About 7 banks 
indicated that their current capital structure was not aligned with the Basel III framework.  With respect 
to the phasing-out of capital instruments that no longer qualify as CET1, Additional Tier 1 or Tier 2 
Capital, five (5) banks indicated that they had capital instruments prohibited under Basel III, seven (7) 
banks could not confirm and a total of 55 banks reported that they had no capital instruments restricted 
under Basel III. 

Chart 12 

Does your bank have a capital structure that aligns with the definition of 
Tier 1 and Tier 2 Capital and the proportion that should be included in the 

Common Equity Tier 1 (CET1) Capital? 

 

Questioned as to whether the addition of the new CET1 risk based capital ratio would adversely affect 
their operations, 46 banks indicated that it would not have a significant impact.  Some six (6) banks 
noted that their capital was entirely composed of Tier 1 capital.  Others indicated that Tier 1 capital is 
comprised mainly of CET1 capital.  About five (5) banks indicated that it would pose some adverse 



P a g e  | 12 

 

effects.  One (1) bank mentioned that, with the exclusion of preferred shares and non-controlling 
interest in the CET1 ratio, their capital would fall below the statutory capital requirement.  Another bank 
noted recapitalization costs could be incurred. 

Banks were also asked what practical issues they foresee in structuring or issuing new securities to meet 
the new definition of regulatory capital under Basel III.  Overall, 28 banks indicated that they did not 
foresee any problems in this area, while five (5) banks indicated this would not be an issue because they 
would have already implemented Basel III. 

In terms of the implementation timeline for Basel III, the respondents’ views were mixed.  Some felt an 
aggressive timetable would be appropriate, given high capital levels; others were of the view that 2 to 3 
years would be appropriate, and a smaller number (i.e. 7.45%) felt that the timeline provided by the 
Basel Committee and the Central Bank was adequate.  One bank mentioned that, by 2019-2020, The 
Bahamas should completely move to Basel III rules. 

 

Capital Conservation Buffer and Countercyclical Capital Buffer 

The survey asked banks for their views on whether they would be able to meet the 2.5% Capital 
Conservation Buffer (CCB) requirement.  The majority of the banks (i.e., 46 banks) responded in the 
affirmative and did not foresee any problems in meeting the CCB. However, one (1) bank mentioned 
that it would be difficult to comply with the additional capital, and another felt that, because of the 
current level of loan losses, the CCB was not needed. 

With respect to views on the appropriateness of the Countercyclical Capital Buffer (CCCB) for banks in 
this jurisdiction, those banks who support the CCCB felt that it would be beneficial for the jurisdiction as 
it would serve as an added capital defense and would aid in strengthening our financial institutions.  
Those banks that opposed felt the CCCB may be needed only for institutions with an active and 
significant credit portfolio.  One bank noted that, because the financial sector risks are more related to 
international markets, a CCCB specific to The Bahamas would not seem appropriate.  

 

General Information 

The full implementation of Basel II and Basel III will be new and revolutionary for some licensees.  In this 
vane, key challenges observed by banks with respect to implementation also varied.  Some noteworthy 
comments included:  

 It may create a greater compliance burden. 

 A complete evaluation of the bank’s structure will be conducted and the possible introduction of 
new procedures and internal risk rating models.   

 Capital adequacy and Risk Management will be expanded to include gap reporting and liquidity 
management.  

 A major challenge will be the new reporting requirements levied by Central Bank and adjusting 
the internal system to accommodate and meet the requirements.  

 The development of internal models, regulations and procedures. 

 Timing and proposed implementation date which may not provide ample time to prepare. 

 IT expenditure for relevant upgrade and training expenditure for staff to be fully equipped. 
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 The change in approach to proprietary investment decisions and loan facility approvals in light 
of increased requirements. 

 The main challenge in implementing Basel III is raising higher capital to meet the requirements 
for higher capital ratios. 

 
Of all responses received, key challenges prevalent with the majority of licensees were (i) the upgrade or 
complete revamp of IT systems and (ii) training for personnel.  It was expressed that the cost associated 
with both factors could be absorbent and have a significant impact on banks’ expenditure account.  It is 
also important to note that, 58% of the licensees have not allocated a budget towards the 
implementation of Basel II and III; however 13% banks responded that they have a budget in place.  
Overall, 48% respondents are partially ready to implement Basel II and III; 31% are ready; 12% are not 
ready and 9% are materially ready. 
 
Meanwhile, 88% of the respondents do not expect to see a material change in their capital levels as a 
result of Basel II and III.  The 8 licensees (or 12%) who responded “yes”, advised that the change will be 
most evident in Tier 1 and based on the growth of the loan portfolio.  Another respondent advised that, 
based on an analytical review already conducted their capital adequacy ratio would drop by 33% under 
Basel III. 
 
In conclusion, some licensees expressed interest in receiving input and/or additional guidance in various 
areas from the Central Bank.  The areas suggested are provided below (Chart 13).  Findings indicate that 
the highest response rate, of 18%, was recorded by licensees requesting additional guidance as relates 
to ICAAP, followed by the methodology for assessing Regulatory Capital, Risk Management and 
Minimum Disclosure requirements.3   
 

Chart 13 

 

                                                           
3 Please note, the total response count was 67; however, licensees were given the opportunity to select more than one area that input would 

be solicited from Central Bank. 
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Additionally, licensees highlighted other specific issues that they would want the Central Bank to 
address as it relates to Basel II and III. These include: 

 Provide periodic programs for reporting expectations of the Central Bank; 

 Consider implementing software to assist licensees in the transition to Basel II and III; 

 Indicate expectations of the Central Bank in relation to the implementation of the new Basel III 
liquidity rules; particularly, the Liquidity Coverage Ratio (LCR); 

 Provide detailed guidelines and training sessions; and 

 More industry discussions. 

 
 

___ 
 
 
 
 
Any questions regarding this Report should be directed to: 
 
The Policy Unit 
Bank Supervision Department 
Central Bank of The Bahamas 
Market Street 
P.O. Box N-4868 
Nassau, Bahamas 
Tel: (242) 302-2615 
Fax: (242) 356-3909 
Email: CBOBMailBaseLImpleme@centralbankbahamas.com 
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