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he prevailing view among some of Bermuda’s local business

leaders is that the Island may be poised for significant growth,

once global economic conditions right themselves. Despite the
challenges Bermuda faces, relatively speaking, this group says, the Island
may be in the right place at the right time.

One of the strengths of Bermuda and the thing that attracts companies
back here, year in, year out, is the existence of a very strong service
market. That would include many of us here today. The difference
between us and other jurisdictions is that they don't have nearly as good
a service market, just the basics.

In my world, reinsurance and insurance, the key components are sensible
and regularly updated regulation; accountants who can sit and look at
Solvency Il regulations, for example, and carry out risk-based capital
analysis; actuaries; auditors; lawyers who can structure a reinsurance
company; buildings in which to live and in which to work. Nothing has
changed in Bermuda. With the insurance and reinsurance market here,
one of the things that Bermuda has very much in its favour, coming out
of the recession, is that it weights down a huge amount of talent in both
the services and the re/insurance market. That is going to be Bermuda’s
strength, ultimately. The presence of very strong intellectual property is
going to be the thing that is going to drive us out of this.

| agree 100 percent. You can add to Davids list housing, which we take
for granted. That’s especially important for people coming from other
jurisdictions. The pool of resources is quite considerable for a small
jurisdiction. Also, our proximity to the US, which allows us to get on a
plane to New York or London, and then fly anywhere in the world very
quickly. The legal, accounting, banking and other resources that service
the companies in Bermuda are very special.

When we relocate people here from overseas, they are interested
in coming because they see a good quality of life, compared to
somewhere like New York or London, where there are long commutes
and crowded housing, etc. Many of the markets from which we
recruit—London and New York, for example—experience similar
concerns as we do here in Bermuda, such as expensive housing and
limited access to private schooling, so these are no more of a concern
for them here.

Based on the service levels we have here, and the way that services
are provisioned here, | don't see them as stressed. There is sufficient
transportation on the Island. | think generally speaking that Bermuda
has a very sophisticated infrastructure.

No, I don’t think that we would ever get to that level. | think what we
have to focus on is providing high-quality, first-class services to those who
are here and to those who are thinking of coming here. What Belinda is
doing is providing the added service to people thinking of coming here
by finding them homes or making sure that their children can get a
place in the schools. Another thing that will be important, as Bermuda
grows, is providing small offices for those individual companies that are
considering domiciling here. They start off small and need a small office
space, of which there are not many options at the moment. Then there
are those companies that are downsizing and need to make better use of
the space that they have.




The money will be in

Bermuda and the restructuring

of global money management

means that Bermuda is going to
have its effect on that.

Steve Woodward, director, Enterprise, KPMG Bermuda

The general economy in Bermuda has been growing rapidly over the last
10 to 15 years, boosted mainly by growth in the insurance sector, and as
a result, there have been a number of significant commercial real estate
developments over the last few years to meet this demand. Many of these
projects were in progress or committed to when the global economic
crisis hit. As a consequence, there is a surplus of supply at the moment
and the effect of that is still to trickle through—so Bermuda is certainly
not full when it comes to commercial real estate.

Many businesses nowadays are able to upgrade from a ‘B-class’ to an
‘A-class’ property and that is obviously going to have ramifications for
commercial rentals. We are already seeing the effects of that as rental
prices fall. Theres also the outcome on the general economy of the
construction industry itself, which is tailing off as projects are completed,
and the number of workers in Bermuda declines or those people still in
employment have less disposable income. We are beginning to see the
impact of this at the moment, particularly in the retail sector.

To what extent is what Bermuda and the rest of the world
have been going through in the last 18 months business
as usual?

Sir John Swan: Three components have made up Bermuda’s GDP:
international business, tourism and construction, which for the last four
years, as a component of income, may have been bigger than tourism. We
have seen a consolidation and a redefinition of how international business
does business—not only in Bermuda, but around the world—through
outsourcing, implementing technology and maintaining a presence in
other jurisdictions a lot more today than was the case in the past, in
terms of relocating portions of the business elsewhere but still being in
Bermuda. This is very good for Bermuda, as you get the core business in
Bermuda, but you have space available for additional business to come to
the Island, so you are allowing some growth to take place.
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I think Bermuda is in a position to absorb that growth. The construction
industry has wound down. For the next couple of years, you won't likely
see any major projects. In tourism, we have become cruise ship-driven,
with some hotel operations. The strengthening of the dollar is going
to redefine where people end up going in the future. In the process of
looking at things, there are some policy adjustments that need to be
made, with respect to the possibility of growing the number of wealth
management professionals, particularly individuals that come from
outside the US. | think there is a possibility of multinational companies,
held by a number of people in different jurisdictions. The tax structures
can get all mingled up.

I've been talking to one operation that is thinking of domiciling
in Bermuda so that its not going to get caught in the US or UK tax
situation. | don’t think that we're ever in a dead spot, but I think we're
in a place where we're saying ‘Okay, what do we do now to increase
our refinsurance business and what other forms of business can we
bring to Bermuda?. A lot of it—particularly wealth management—is
already here. We have a lot of people from Australia and Canada. Now
the government needs to evolve a policy that says ‘You're welcome; you
can buy some real estate here; you can bring your boat and aeroplane
here; we're not going to tax you; and we're not going to make it punitive
for you to come here’. | think that approach would give Bermuda a big
boom. We have the physical capacity to do that.

Lines: We shouldn't underestimate the threats we're facing right now.
| agree with you that, at times, adversity presents an opportunity. | see
the regulation of the NY markets in relation to derivative instruments
potentially being a market that may find its way to Bermuda because
of its proximity to New York. We have to be very clear: the threats are
there, but they need very positive and careful analysis. We really ought
to encourage our government to take every step it can to get to a place
where it is encouraging new business and existing business, and not
making statements that are derogatory to the businesses that are here.
That is going to be the key. We are at a tipping point in some ways—it
could be a very good tipping point, but equally, we have to be aware of

the threats. If we make the right decisions to attract the right talent here
with the money—because its ultimately all about the money; wealth
brings wealth—then I think we should see ourselves in a very different
place within the next five years. In some ways, the recession wasn't a bad
thing, in terms of cleansing the economy.

Randy Morris, general manager, Bermuda Commercial Bank
Other jurisdictions are facing the same problems and what has helped
Bermuda is its reputation for stability. We've been through this before
and we'll go through it again. A lot of people look at other jurisdictions
and then conclude that Bermuda is the place to go because we're still
doing our thing and doing it properly.

Bermuda Commercial Bank has recently attracted
investment from overseas. What did your investors say was
the driving force that brought them here?

Morris: Bermuda as a jurisdiction. It was a prime opportunity for the
bank to get offshore and into an established institution. Also, it is buying
in a low market. It is a perfect opportunity. What happens when you
have a recession? You clean out the waste.

Sir John Swan: | was talking to someone last night—a major player
in the World Economic Forum—and he said the reason that he came
over to talk to me was because a major bank is thinking about coming
to Bermuda. | asked why a large bank would think about coming
here, and he said this is where the money is. The money will be in
Bermuda and the restructuring of global money management means
that Bermuda is going to have its effect on that. They're coming down
to talk about what they can do to get a bank licence here. We might just
see the cream of the crop coming to Bermuda; not just wealthy people,
but major global corporations. They can't get business out of Bermuda
unless they are here.

David is right; we have to create a friendly atmosphere. | think Bermuda
is on the verge of growth like we've never seen. The big question is: how
can we get the government to buy into this? One way that we as leaders
make a mistake, is that we don't ask what we can do for the average
Bermudian in the growth process. If we put economics on one side and
Bermudians on the other, they become tribal and don’t understand why
you're doing certain things. We need to get them connected. If we don't
get the two together, with 3,000 people per square mile, they clash.
You've got one who is trying to get something done and the other saying
‘I'm not getting anything out of this’. We have done very little to drive
the horses with both reins.

Lines: | find it very frustrating because | think that there is a lot of
education that can go on and there is not enough education about what
happens in the international market. The politics is very parochial. They
talk about local issues, but in reality, the local and international issues
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are one and the same. We ought to be educating our population more
about what we do. It never ceases to amaze me that | can sit here and
do what | do, and yet | could talk to anyone on the street and they
haven't the first clue as to where their money comes from, why it is
that they're painting a house or building a building. They don't know
what the drivers are. Its partly a governmental issue for not educating
ourselves better on what we do.

Smith: I think it is not incumbent on the government to provide all that
information. | think it is incumbent on us as educated people to try to
engage and speak to others who would normally be hearing stories like
what David Lines does, what Steve does, what Belinda does. It's okay to
point fingers and pass blame, but in order for these issues to be resolved,
we need to get off our butts and try to make it happen.

Chiaramonte: | think there is agreement that more education of
the upcoming workforce is very useful. The Bermuda Employers’
Council has a programme called Work Ready, to help prepare the
future workforce for the work environment. Bermuda Business has,
in the past, done a big educational advertising campaign to inform
the general public of the importance of international business on our
economy, so | think there is room for any number of people to educate
Bermuda’s up-and-coming population about how work permit policy
works, for example, how our economy works and where their place in
the economy is.

Lines: I've always advocated that every school in Bermuda ought to
have at least one semester on Bermuda economics, because when you
explain it to people, the penny drops. When you explain to them about
dollars in and dollars out, the reality is that every dollar spent here has
to come from somewhere else.

Chiaramonte: | think it would be great for business to help develop
that kind of curriculum because we are in the best position to do so.

Sir John Swan: There are now computers in schools, which are taken
for granted. | was the first person to put computers in the schools,
so | have tracked this thing for 20 years. When | first talked to the
Department of Education about putting computers in the schools and |
went to the Cabinet Office, it didn't even have a fax machine. That’s how
primitive we were.

How do we motivate people to take an interest?

Lines: Its a very basic thing. Appleby has a mentoring programme
where we have students from the Berkeley Institute come in, and what
never ceases to amaze me is that these kids just don't know. They think
the money appears out of nowhere.

Morris: I find that too. Working for the smallest bank on the Island, nobody
knows what we do. You walk in; there are tellers; they give you money.
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Greg Swan: The reality is that if we want that message delivered to
the high-school kids on the Island, it’s our responsibility to go and get it
done. Education is paramount.

As for attracting new business to our shores, | think the days of waiting
around for businesses to say ‘Its a great jurisdiction, lets go there’
are over. | look at something as simple as our telecommunications
infrastructure. | could sit back here and say ‘For the past 35 years, if an
international business knew that we had a good long distance and local
phone service, then that would be good enough’, but that’s not what
they want any more. They want a hybrid of services. They want to
come to an office like this. They want video conferencing. They want
data storage. They want a host of value-added services. They want
international IP connectivity, and | know that Bermuda has this, but if |
don't go out there and sell it, then it doesn’t exist and | think that is the
responsibility we have to accept: to go out there and drive business.
And I'm not saying that it's not being done, but based on the comments
that are being made around this table, it’s not being done enough.

Sir John Swan: My thesis is that all governments fail to do what
the people that they represent want. They fail because they are
people who are elected without the credentials of running anything.
Governments don't make money. They borrow money and tax, and
then pass legislation and spend money. They facilitate what we do,
but unless we tell them what we want, they don’t do it. When the US
had its worst (period of) government, with Nixon in office, and then
Carter, they both failed. The country boomed during that time because
of the private sector. I'm just finishing a paper on the thesis that the
private sector’s ability to succeed determines the fate of a country, not
the government. This is where the business sector fails in Bermuda,
because we don't articulate to the public what we want to achieve.
We say it once and we assume that the masses get it. The question is
how do we communicate our message. Once the public buys into it,
Bermuda will boom.
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Lines: When | look back on my experience, the government, in
terms of providing business-related services and promoting Bermuda’s
jurisdiction, was always very closely intertwined with business. Private
practice, business and the government were all pulling in the same
direction, and somewhere down the road, we've got to the point where
the government is pulling in a different direction, going down a path
that might be the wrong one.

I think the recession has helped in some ways, because it has brought
the two sectors back together a little bit and they know that they have
to work in concert together. There are some growing signs of that, as
opposed to business and the government playing against each other.
Thats a waste of energy and time, and there’s been too much of that
over the last 10 years. I'd like to see them come back together. | think
we're talking about opportunities here. We know that we're facing these
threats; the government knows that we're facing these threats. The
Premier recently flying off—in relation to a threat posed to the aircraft
registry—is a great example of where he is accepting this as an issue.
The Minister of Finance is actively in the market promoting Bermuda
elsewhere. The signs are all there, so this is a really positive thing. When
we get back to a point where we're all pulling in the same direction,
that’s going to be when we start getting somewhere.

Sir John Swan: We have to be honest brokers too and | don't think
we are. We're convenience brokers. It's convenient for us when certain
things are said. When it the truth, we should praise it and when it’s not,
we should comment on it. Thats where the public gets educated. But
when we sit in silence and think ‘I'm not going to say anything unless
somebody else says something...".

What do local businesses tell you are their biggest headaches?

Woodward: It depends what sector of the Island's economy you're
looking at, but if you look across the board, then work permits are
consistently the biggest issue for many businesses. To be honest, its not

a big problem for us at KPMG. We have key employees who do not fall
under the six-year term limit rules and a big churn of expatriate staff
coming in and going out. But when you look at the core local businesses
in Bermuda—the retailers, the hotels—it's a common theme for them.

Morris: We don't see it as a problem. We only have four non-Bermudians,
two of whom are key and have just been renewed. We have one with
Immigration now, but so far, its been very co-operative and two-way, and
if we prove that we need someone in our key positions, we can get them.

Greg Swan: Its had no negative impact at all on us. We are 85 percent
Bermudian. We only have three non-Bermudians. Quite frankly, the
service that we've received from the Department of Immigration has
been great.

Morris: | think that part of the problem is that we're talking at a different
level. If you're talking at a lower level—construction companies, for
example, are having a real hard time finding Bermudians, so they bring
in Portuguese and other guest workers; they’re here for a couple of years
and then they're gone.

Woodward: The term limit policy is there to protect opportunities
for Bermudians, which is fair enough. We've seen it work quite well
within our office. Generally, we've struggled to find a sufficient number
of Bermudian graduates who want to study for their professional
accounting qualifications, so we have to recruit around 20 expatriate
qualified accountants every year.

But if you look at how the term limit policy has been applied at the
more general level, we've had secretarial staff who have exceeded the
term limit and they've had their work permits refused. They've had to
move on, but that has created opportunities for Bermudians to move
into higher positions and that's exactly how the policy is intended to
work. For us, the work permit application process has worked very well.
The efficiency of the process has been improved. We find it quite slick,
as long as the information provided to Immigration is in order.
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When we get back to a point
where we’re all pulling in the same
direction, that’s going to be when
we start getting somewhere.

However, | can see that for certain industries, term limits have not been
helpful. Within the hotel industry, for example, if you've had a good
worker who's been in employment for six years, and the position has
been properly advertised and no Bermudians have applied, then why
not keep those people on in excess of six years?

Chiaramonte: We process a lot of permits each month and have
applied for a lot of exemptions from term limits on behalf of our clients.
Most of our clients are international businesses, but we do represent
local business as well and the vast majority have received exemptions.
So, in reality, the term limits aren’t a restriction, but | think that the
perception of the restriction is actually more of a concern for potential
new businesses coming here—for people who don't understand it fully.

Hopefully, businesses that are thinking about coming here will speak
to people who are already here and get the true story about how it will
impact their business. The other thing that | would note, too, is that
Bermuda is small and that can work in our favour—we can be very
flexible, compared to other jurisdictions such as Ireland or Switzerland.
In our experience, with regards to the 2001 and 2005 re/insurance
company start-ups, the Bermuda Monetary Authority and Immigration
both pulled together very quickly in order to enable the start-ups to get
up and running very quickly.

Sir John Swan: The thing that many people don't understand is this
aspect of term limits: we didn't create these term limits. They were
created by the British government, who said to us that we have to have a
policy, that if people stay beyond a certain period of time that they would
have expectations, that they would acquire intellectual property rights. If
we were asked the question, we would stand behind people who raised
children here, that they should be allowed to stay here and enjoy what
has become part of their culture. They said this to all British Dependent
Territories. Cayman is faced with the same problem. Over there, you can
buy yourself a property or a house or an apartment and you can stay a bit
longer because you have residential rights. Here, we don't allow that to
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We want as many staff as we can get in Bermuda,
because that is going to pump our economy up and
allow us to keep our intellectual talent.

take place—and thank God we don't, because that provides us with this
Bermudian foreign exchange and a good standard of living.

Our policy has worked well for us. The Bermudian who works hard and
builds a house with a couple of apartments is able to retire at the age of
60 and go cruising around the world, because the foreigner who rents
the place, and the Bermudian who works for a foreign outfit, help to
earn that foreign exchange that allows people to maintain a standard of
living that is most unusual. That is the story that we have not told.

If you want to keep building houses and maintain your standard of
living, you have to earn more and more US dollars. If the economy
shrinks, you earn fewer dollars. What's happening now is that you have
a banking system that was used to a broad-based system, but is now just
one bank—HSBC—that has to decide how much are we going to expose
ourselves to US dollars. That's what I've been preaching: you can't keep
taking unless you give. And the way you have to give is by allowing
Bermuda to grow.

Lines: | agree with what you're saying. Property values and where
people get their money from are key elements.

Back to the six-year term limits: you made a reference to the perception,
Belinda. One of my biggest objections is that perception is very
dangerous. If you compare us to Cayman, Cayman has come out with
great fanfare and said ‘We've got rid of the term limits'—relatively, they
really haven't—where we have said ‘No, we're keeping them and we're
maintaining them’. The people making decisions about whether to
invest in Bermuda or not are going to be in New York or in London, and
they're talking to service providers like me. The things that consistently
come up are six-year term limits, employment opportunities, work
permits and setting up companies in Bermuda. We talk about the limits
not impacting Bermuda, but that is a very difficult thing to quantify,
but | would clearly think that does impact us, because when we hire
in Bermuda—we want to keep them for a long time because that’s
where we make our money—the first question out of their mouths
is ‘What'’s the scoop on the six-year term limits?". | do know that its
very controversial. People within the international business sector will
say one thing publicly and behind closed doors, they'll say another. |
think what's happening is that they’re making marginal decisions not to
put people in Bermuda because they're going to put them elsewhere,
because they can. Before, they would put them in Bermuda without
thinking about it.

Chiaramonte: Key decision-makers—senior management and
people with key client relationships—are going to get exemptions, but
decisions around some of the professional support levels, that is more of
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a concern because six years may not be long enough to get your return
on investment.

Greg Swan: The reality is that the net effect of term limits is more
perception than reality. When you look at the policy, and the method
by which work permit applications are being handled, | don't think it's
really changed that much. What has changed is that the foreign national
who comes to Bermuda understands that this is not permanent. Is it fair
to create a perception of it being a permanent move for that employee,
or should the perception be that its for a term, however, the term can
be extended. Sensitivity, logic and reason are being exercised by the
Department of Immigration.

Sir John Swan: May | make a suggestion? We object, we don't like it,
but how about if we actually sat down as a group and thought about
how we could develop a recommendation to the government, so that we
can accomplish what we want to accomplish?

Chiaramonte: A recommendation was made by the Association of
Bermuda International Companies, which | don’t believe Minister Birch
has given a formal response to.

Woodward: Itsanother example where the government and international
business need to be pulling in the same direction, so that the message
that gets out there is consistent. If international business is saying we
want 10-year work permits, then lets work with the government for the
best solution. At the moment, if you look at some of the press around this
issue, its quite negative, which may not be in Bermuda’s best interests.

Smith: So why did companies like Flagstone Re decide to take their
back office operation outside of Bermuda and put it in Halifax?

Chiaramonte: Its cheaper. The cost of running an office here is
expensive. Some decisions to move professional people overseas are not
based on work permit policy.

Lines: There's a high degree of frictional cost—and | know because we
have a large number of work permits. While we get everything that we
want—and I'd freely admit it—it is a frictional cost that increases your
cost base.

Rammy, as a ‘smaller business’ man, what affect did the
payroll tax increase have on you?

Smith: It had a short-term impact, because it came out of the blue,
but we've managed to compensate for that, essentially, by increasing our
prices. We have a staff of eight: four Bermudian, four not Bermudian.

Steve, how did it affect KPMG, as a much larger business?

\Woodward: Its obviously an increased cost, and as Rammy said, that’s
got to filter through to pricing at the end of the day, as businesses seek
to pass on those additional costs. WWe may also see larger businesses cut
staff numbers and reduce their capital investment as a result of the rising
tax burden. Will the increase affect new business coming into Bermuda?
No, I don’t think a two percent increase on its own will do that. | imagine
that in the medium term, it may be more influential in persuading some
businesses that may be considering relocating their back office functions
to other jurisdictions away from Bermuda. We've seen one or two
companies that have already done that for cost reasons. But in terms of
Bermudas ability to attract new business, it’s not a critical factor.

Sir John Swan: It really is our reaction to it, rather than the impact of
it. The government might have increased it by three percent next year, if
they hadn't done it this year.

Chiaramonte: If the government raised taxes so that the money raised
was to be put into generating jobs for displaced Bermudians, it might
have merit. However, as a business person, | think it would have been
better left in the private sector, which is more likely to generate jobs and
will do it more efficiently.
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Sir John Swan: I've raised strong objections to the government
going into the bond market. | think its fundamentally wrong in an
environment like this to start building hospitals and airports—it’s just
not the time. We don’'t have unemployment like the US or the UK,
but we bring people in, so we're creating a debt on the back of future
generations where foreigners take that money out of the country, both
in labour and in materials that we buy from overseas and interest. In
the UK, you have a pool of people who are working and you either
put them on the dole or else you find some work for them to do. The
sustainability that Bermuda is based on, the growth of the economy;,
means the ability to have residual foreign exchange earnings. Without
that, our growth is meaningless, because we cannot continue to buy
unless we borrow US dollars.

Lines: Belinda mentioned keeping it in the private sector and again
we're back to marginal decisions and frictional costs, but what makes
us money here is having employees on the ground. It's not necessarily
the chief executives sitting in fancy houses, its the mid-level executives
who are renting apartments, buying cars and groceries, and putting their
kids in school—these are all things that add to the incremental increase
in our economy. We want as many staff as we can get in Bermuda,
because that is going to pump our economy up and allow us to keep
our intellectual talent.

Greg, you have a ‘larger’ business. To what extent is the cost
of doing business here critical to what you do?

Greg Swan: The telecommunications business in Bermuda is
intrinsically tied to what happens on a global basis. On the commercial
side, when you look at the multinationals with a global presence that are
headquartered in Bermuda or have a significant presence in Bermuda,
and the decisions that they make with regards to the cost of doing
business globally, Bermuda can still hold its own.

Say you have a large reinsurance company that says ‘We're going to
start consolidating some of our back office applications and services,
our financial services and IT services’. We may see some of it going to
India, some it going to Connecticut and some remaining domiciled here
in Bermuda. For us, it may mean there’s data capacity or voice services
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