GOVERNMENT OF THE CAYMAN ISLANDS SUBMISSION TO
THE FOREIGN AFFAIRS COMMITTEE INQUIRY ON OVERSEAS TERRITORIES

16 OCTOBER 2007




GOVERNMENT OF THE CAYMAN ISLANDS SUBMISSION TO THE
FOREIGN AFFAIRS COMMITTEE INQUIRY ON OVERSEAS TERRITORIES

Contents

SECTION

o o~ W

ToPIC PAGE
INEFOAUCTION ... e e e e 3
EXECULIVE SUMMIAIY ....uvuviiiiiiiiiiiiirissiiiseessssaseessrennssnsseanseessrsnnsesssnnnssanssnnnnnnn, 4
Standards Of QOVEINANCE .........c..uviiiiiiieiee e 9

The role of the Governor and other office-holders
appointed by or on the recommendation of the

United Kingdom GOVEIMMENT...........iiiiiiiicieieee e 16
The work of the Overseas Territories Consultative Council ..................... 17
Transparency and accountability ...........cccccoiiiiiiiiiiiiiiie e 18
Regulation of the financial SECIOr ..............uuuuiiiiiiiiiiiiiieaaes 21

Procedures for amendment of the
(o701 011 11 10 | (o) o KPR 26

The application of international treaties, conventions
and Other AgrEEMENTS ........ccoiiiiiiiiiiiiiie e 28

L [ TP LI T | 30

Relations between the Cayman Islands
and the United Kingdom Parliament .................ccccoooi 42

16 OCTOBER 2007



GOVERNMENT OF THE CAYMAN ISLANDS SUBMISSION TO THE

FOREIGN AFFAIRS COMMITTEE INQUIRY ON OVERSEAS TERRITORIES

Introduction

1.

This submission is made by the Government of the Cayman lIslands further to an
announcement dated 5 July 2007* by the Foreign Affairs Committee (the Committee). This
announcement outlined plans for an inquiry (the Inquiry) into the exercise by the Foreign
and Commonwealth Office (FCO) of its responsibilities in relation to the Overseas Territories
and the FCO'’s achievements against its Strategic Priority No. 10, being the security and
good governance of the Overseas Territories.

The written evidence contained herein responds to each of the stated areas of focus of the
Inquiry. It is hoped that this information will assist the Committee in its deliberations by
providing an understanding of the Cayman Islands’ substantial investments in good
governance and associated standards of practice.

The written evidence is produced under the authority of the Leader of Government Business
and the Cabinet Office. Contributors include:

The Cabinet Office

The Constitutional Review Secretariat

The Portfolio of Finance & Economics

The Attorney General’s Chambers

The Human Rights Committee

The Cayman Islands Government Representative in the United Kingdom

The Cayman Islands appreciates the opportunity to make this submission and would like to
reserve our position in respect of the ability to provide additional or supplementary oral
evidence on the matters set out in the written evidence.

1

PN 31 (06-07).
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Executive Summary

5.

The Cayman Islands submission is presented in nine sections and covers each of the
headings referred to in the Inquiry. A summary of key points and any recommendations from
each section is provided below.

Section One — Standards of governance

6.

The Cayman Islands governance framework has the traditional three basic constituent
elements: the executive, the legislature and the judiciary and the separation of powers
principle pertains.

The current administration has made a specific, express commitment to good governance.
This is reflected most recently in the passage of the Freedom of Information Law, 2007 and
in the tabling of comprehensive anti-corruption legislation designed to give domestic effect
to the UN Convention against Corruption and the OECD Convention on the Bribery of
Foreign Public Officials.

The Cayman Islands’ ranking for 2006 under the World Bank Institute (WBI) governance
indicators (at the 95% reliability level) is in the 50th-75th percentile for voice and
accountability; the 90th-100th percentile for political stability, and the 75th-90th percentile for
government effectiveness, regulatory quality, rule of law and control of corruption.

Section Two — The role of the Governor and other office-holders appointed by or on the
recommendation of the United Kingdom Government

9.

It is the desire of the Cayman Islands Government, in the context of the constitutional review
process, to negotiate with the United Kingdom a rebalancing of the Governor’s role so that
the exercise of constitutional powers and special responsibilities are more inclusive of the
elected representatives of the Islands.

Section Three — The work of the Overseas Territories Consultative Council

10.

11.

Attendance at OTCC meetings is costly and time-consuming for OT ministers generally. To
improve the value of the forum and capitalise on its potential, the Cayman Islands
recommends that:

a. more/alternative opportunities be afforded for bilateral meetings with UK ministers on
topics of special interest to individual OTs;

b. a more collegial approach to OT development concerns be adopted,;

c. the OTCC, with UK assistance, seek to clarify the definition of its associate membership
in international organizations; and

d. UK ministers, the FCO and OT ministers provide feedback on subjects covered at OTCC
meetings that require additional coverage at subsequent OTCC meetings, in advance of
such meetings.

It is further suggested that there be more frequent high-level ministerial visits by the UK to
the Overseas Territories. The Cayman Islands would recommend at least one such visit per
year.
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Section Four — Transparency and accountability

12.

13.

14,

15.

Over the past several years, the government has brought to fruition two major initiatives,
driven by the objective of increasing transparency and accountability in government
operations. These initiatives are reflected in the Public Management and Finance Law
(PMFL), first enacted in 2001, the successor to the Public Finance and Audit Law, and the
Public Service Management Law, (PSML) enacted in 2005. Running complementary to this
is the governing party’s manifesto, in which the commitment to transparency and
accountability is an explicit and implicit theme.

The PMFL and the subsidiary Financial Regulations set the standards for government
budgeting, financial management and associated reporting to the legislature. While some
elements of implementation are still in the transitional phase, the Law is a comprehensive
and demanding piece of legislation that enables the Cayman Islands fiscal system to
correlate strongly with the IMF Code of Good Practices on Fiscal Transparency (2007)

The PMFL establishes statutory principles of responsible financial management. There has
been full compliance with the principles of responsible financial management for each of the
periods ended 30 June 2005, 30 June 2006 and 30 June 2007.

The accountability framework for the civil service was significantly overhauled with the
advent of the PSML. All civil servants are required to execute performance agreements that
specify the outputs that they are responsible for delivering and to comply with a statutory
code of conduct.

Section Five — Regulation of the financial sector

16.

17.

18.

Stability, integrity and quality are important to Cayman as a global provider of financial
services. The government fully associates itself with the statement in the 1999 White Paper
that, “[i]n the long run, it is the quality jurisdictions that will prosper best. There must be no
weak links which can help to undermine the international financial system.” As concluded
by The Economist, “well-run jurisdictions of all sorts, whether nominally on- or offshore, are
good for the global financial system.”

The Cayman Islands Monetary Authority (CIMA) was established in 1996 as the successor
to the line government department of Financial Services Supervision. It is the primary
financial services regulator and enjoys full operational independence, being responsible for
all Iicdensing, supervision and enforcement activity. Key features of the regulatory regime
include:

= Observance of recognized and relevant international standards — Basel Core Principles
for Effective Banking Supervision, International Association of Insurance Supervisors
(IAIA) Core Principles; International Organisation of Securities Commissions (I0OSCO)
core principles, and the Financial Action Task Force 40 recommendations on money
laundering and nine special recommendations on terrorist financing (FATF 40+9)

= Application of statutory ‘fit and proper’ criteria to market participants — at entry and as an
ongoing activity, CIMA performs due diligence on all directors, major shareholders, and
senior officers of licensees

= International cooperation — The Authority has a statutory obligation to provide assistance
to overseas counterparts.

The Cayman Islands is fully committed to supporting global efforts to fight financial crime
and has progressively reinforced the international cooperation regime to deliver on this
commitment, through statutory law enforcement and regulatory gateways. These gateways,
by design, are not inhibited by Cayman’s confidentiality regime.
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19.

20.

21.

The Cayman Islands has undergone three anti-money laundering/counter financing of
terrorism (AML/CFT) peer evaluations by the Caribbean Financial Action Task Force
(CFATF): in 1995, 2002 and 2007 (report not yet published) in addition to external
evaluations on standards of financial regulation (including AML/CFT standards) by KPMG
(2000) and the IMF (report published in 2005). These evaluations confirm Cayman’s
commitment to and implementation of regulatory and AML/CFT standards and in general
provide a useful third-party ‘health-check’.

In a number of respects, the anti-money laundering regime in the Cayman Islands outpaced
international standards, for example, in the breadth of activity coverage (‘gatekeepers’
providing trust, company and other services and real estate transaction were in scope
before this was the international standard); in the undertaking of retrospective due diligence
on all clients existing prior to the implementation in 2000 of upgraded AML legislation; the
breadth of the statutory obligation to report suspicious activity under the AML legislation;
and the immobilization of bearer shares.

The Cayman Islands considers that there is scope to develop the following in cooperation
with the UK Government:

* In the context of achieved standards, greater public recognition of the UK for same and
support for commensurate EU recognition (formal and otherwise); and

= Ensuring that the international standard setters adhere to level playing field principles
(equity, fair competition, transparency and non-discrimination).

Section Six — Procedure for amendment of the constitution

22.

23.

24,

The Cayman Islands is currently engaged in a constitutional modernization exercise, re-
launched in February 2007. To facilitate this national exercise, a Constitutional Review
Secretariat (CRS) was established in March 2007 under the Cabinet Office. The function of
the CRC is to facilitate a national consensus on areas of constitutional reform upon which
the Cayman Islands Government may negotiate a new constitution for the Islands with the
UK Government.

Guidance on the procedures to be followed in amending the Cayman Islands Constitution
Order may be found in the FCO 1999 White Paper, Partnership for Progress and Prosperity
and the constitutional checklist issued by the Governor’s office in 2001. The constitutional
modernization initiative is designed to accord with the guidance provided in the White Paper
and the checklist. The initiative is structured in four phases. The first three phases are
F:xpgcteg ':jo occur over a period of 24 months, starting 1 March 2007, although there is no
ixed end date.

As noted in section one, one of the objectives in the review process is a rebalancing of the
Governor’s role so that the exercise of constitutional powers and special responsibilities are
more inclusive of the elected representatives of the Islands. It is also anticipated that a
significant outcome of the review process will be the promulgation of a Bill of Rights for the
Islands that will be compatible with the rights contained in the European Convention.

Section Seven — The application of international treaties, conventions and other
agreements

25.

There are a good number of conventions applicable to the Cayman Islands, in the areas of
the environment, maritime and aviation matters; telecommunications and postal union;
crime; human rights; and others. The Cayman Islands submits periodic reports to highlight
its compliance with its international obligations and to identify areas in which further action
may be required.
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26.

27.

28.

Both from an innate disposition and recognition of UK Government expectations, the
Cayman Islands takes its international obligations seriously. In fact, in critical areas,
Cayman has moved to enact domestic legislation in advance of treaty extension, examples
of this being domestic legislation to give effect to the 2000 UN Convention against
Transnational Organised Crime (the Palermo Convention) and to the 1999 UN International
Convention on the Suppression of the Financing of Terrorism, both of which, together with
the 1988 Convention against lllicit Traffic in Narcotic Drugs and Psychotropic Substances
(the Vienna Convention), the Cayman Islands considers vital to upholding its obligations as
a significant international financial services centre. The Cayman Islands has requested
extension of both the former treaties, for which requests are still pending with the FCO.

With respect to the implementation of the mechanisms required to satisfy these important
international treaties and conventions, the FCO has offered useful technical assistance and
guidance on protocol and procedure.

The Office of the Attorney General recently established a Treaties and Conventions Unit and
has dedicated a crown counsel to deal with, inter alia, all human rights matters within
Chambers and to work closely with the FCO for the compilation of periodic reports and
monitoring compliance with international obligations.

Section Eight — Human rights

29.

30.

31.

32.

Although the Cayman Islands is one of the few jurisdictions in the world that does not
currently enshrine at least some human rights in its constitution, the long existence of
representative government in the Cayman Islands (since 1831), along with a free and
independent media, and a legal system which recognises individual liberty as one of its key
features, all serve to demonstrate how Caymanian society embodies the ideals of human
rights, notwithstanding the absence of fundamental rights in the constitution.

There is clear and consistent historical evidence of the Cayman Islands’ respect for and
protection of fundamental human rights. However, it is recognised that it is necessary that
such fundamental rights be enshrined in the Constitution of the Cayman Islands, and the
Human Rights Committee (HRC) has made this one of its primary goals. The creation of the
HRC in 2003, a non-aligned body committed to impartiality and objectivity, and the
ratification of its terms of reference in January 2006 have provided further impetus for the
promotion and protection of human rights throughout the Cayman Islands. Although not a
formal remedy, the HRC is able to receive and seek remedies to complaints. The HRC is an
active contributor to the constitutional modernization process currently underway in the
Cayman lIslands.

The domestic arrangements for the protection of human rights are supplemented by a
number of major international human rights treaties, some of which have extended to the
Cayman Islands for many years. Whilst these international human rights may be persuasive
in local courts, they are not directly enforceable unless or until they are incorporated into
domestic law.

The annexes to this section set out the applicability of international human rights treaties in
the Cayman Islands’ courts and provide a summary of final case reports decided by the
HRC.
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Section Nine — Relations between the Cayman Islands and the United Kingdom
Parliament

33. The existing routes for building relations between the Cayman Islands and the United
Kingdom Parliament are the All Party Parliamentary Group (APPG) for the Cayman Islands;
the UK Overseas Territories APPG; the UK Overseas Territories Association; visits to the
Cayman Islands by UK parliamentarians with support from the Cayman Islands Government
and the Commonwealth Parliamentary Association; and interaction between individual
parliamentarians and the Cayman Islands Government Representative in the UK. The
Cayman Islands Government has extended an invitation to the APPG to send a delegation
to the Cayman Islands in July of 2008, and plans are currently underway for this visit.
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SECTION ONE — STANDARDS OF GOVERNANCE

34. The Cayman Islands governance framework has the traditional three basic constituent

35.

36.

37.

38.

39.

elements: the executive, the legislature and the judiciary (see organization chart on p. 12)
and the separation of powers principle pertains.

The executive powers are vested in the Governor and Cabinet, with the chief minister
equivalent in the Cayman Islands’ context being the Leader of Government Business
(LoGB). The Cabinet is composed of the Governor as president plus three official members
and five elected ministers (including the LoGB). The official members (the chief secretary,
the attorney general and the financial secretary) are appointed by the Governor in
accordance with Her Majesty's instructions and have seats in the Legislative Assembly. The
five ministers of Cabinet are voted into office by the 15 elected members of the Legislative
Assembly, in quadrennial general elections. Each member of Cabinet is allocated a portfolio
of responsibilities by the Governor. All members and ministers of Cabinet are bound by the
prihnciple of collective responsibility unless the Governor has given prior approval to act
otherwise.

There is an independent civil service, headed by the chief secretary under delegated
authority from the Governor. Each ministry (or portfolio, in the case of the official members)
is supported by a Chief Officer, a senior civil servant who serves as principal policy advisor
and executive.

The business of government is executed by a combination of line government departments
and statutory bodies. The operations of both types of entity are governed by the Public
Management and Finance Law (PMFL) and the Public Service Management Law (PSML)
The PMFL establishes standards for financial management and reporting obligations? and
the PSML establishes, inter alia, standards of conduct for the public service.?

The Auditor General and the Complaints Commissioner are independently founded and
report to the legislature. The Office of the Complaints Commissioner (OCC) was created in
July 2004 pursuant to the Complaints Commissioner Law, 2003. The Commissioner is an
ombudsman, and the Law confers him with the same powers as the Grand Court in respect
to the attendance and examination of witnesses and the production of documents. The
remit of the Office is “to investigate in a fair and independent manner complaints against
government to ascertain whether injustice has been caused by improper, unreasonable or
inadequate government administrative conduct, and to ascertain the inequitable or
unreasonable nature or operation of any enactment or rule of law.”

The current administration has made a specific, express commitment to good governance.
This is reflected most recently in the passage of the Freedom of Information Law, 2007 and
in the tabling of comprehensive anti-corruption legislation designed to give domestic effect
to the UN Convention against Corruption and the OECD Convention on the Bribery of
Foreign Public Officials.

For instance, all entities are required to enter into formal performance and/or ownership agreements with cabinet
as part of the annual budget process, which capture the agreed outputs to be provided to cabinet for the fiscal
year and agreed performance in relation to capital investment, risk management, financial ratios etc.

See public servant’s code of conduct in the annex to this section.
Office of the Complaints Commissioner website — www.occ.gov.ky.
All forms of official corruption are currently offences under the Penal Code.

GOVERNMENT OF THE CAYMAN ISLANDS SUBMISSION TO THE
FOREIGN AFFAIRS COMMITTEE INQUIRY ON OVERSEAS TERRITORIES
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40. The Cayman Islands’ ranking for 2006 under the World Bank Institute (WBI) governance
indicators (at the 95% reliability level) is provided below. The WBI ranks the Cayman
Islands in the 50"-75" percentile for voice and accountability; the 90"-100™ percentile for
political stability, and the 75™-90™ percentile for government effectiveness, regulatory
quality, rule of law and control of corruption.®

CAYMAN ISLANDS

I I
Voice and Accountability }
Political Stability
Governnent Effectiveness _
|
Regulatory Quality }
| | |
Rule of Lawm ! i
| | |
Control of Corruption _1
! ! !
a 23 a8 73 188

Country”s Percentile Rank {(8-188}

Source: Kaufmahn O.. A. Braay. ahd M. Mastruzzi 2007: Governance Matters YWI: Governance
Indicators for 1996-2000

Note: The governance indicators presented here aggregate the wiews on the guality of
governance provided by a large number of enterprize,. citizen and expert survey rezpondents
in industrial and deweloping countries. These data are gathered from a number of survey
institutes,. thirk tanks,. non-gowernmental organizations,. and international organizations.
The aggregate indicators do not reflect the official wiews of the World Bank, its Executive
Directors, or the countries they represent. Countriesz” relatiwve poszitionz on these
indicators are subject to indicated margins of error that should be taken into
conzideration when making compariszons across countries and over time.

®  Under the WBI methodology, percentile rank indicates the percentage of countries worldwide that rate below the

selected country. Higher percentile values indicate better governance ratings. Please refer to
www.worldbank.org/wbi/governance for complete information on the WBI governance indicators.
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SECTION ONE — STANDARDS OF GOVERNANCE
ANNEX OF DOCUMENTS

Government of the Cayman Islands Organisational Chart
Excerpt from the Public Service Management Law, 2005 Outlining Workplace Values
and Civil Servant Code of Conduct
World Bank Institute Governance Data Comparing the Cayman Islands
with the Caribbean and with the United Kingdom
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ORGANISATION CHART FOR THE GOVERNMENT OF THE CAYMAN ISLANDS
LEGISLATI“EASSEMBLY HIS EXCELLENCY E E B S EEEEEEEEEEEEEH®N -.- : EEEEEEHN :
SPEAKER THE GOVERNOR " 2
COMPLAINTS el . .
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CHIEF OFACER LEADER OF GOVERNMENT Ry [2 0 s (Wl RS 1) 2 " n
BUSINESS (LoGB) ELECTED MINISTERS na "
15 ELECTED MEMBERS (INCLUDING THE LoGB & Lo0)  Regional Affars & En -
FOUR STANDING COMMITTEES: designated International n -
ANANCE, PUBLIC ACCOUNTS, REGISTER OF INTERESTS, matters ] n
STANDING ORDERS EEEEEE
AUDITOR * Post-van Recovery : COURT OF APPEAL
GENERAL / APPEAL JUDGES
CHIEF OFFICER i
]
nlr " |
CORONER'S  SUMMARY COURT  COURTS ADMINISTRATOR /
COURT MAGISTRATE CHIEF OFFICER
MAGISTRATE 1 1 JUDICIAL ADMINISTRATION
JUVENILE DRUG
COURT REHABILITATION COURT
| | | | |
CABINET PORTFOLIO OF INTERNAL & LEGALAFFAIRS  FINANCE & DISTRICT HEALTH & EDUCATION, COMMUNICATIONS, TOURISM,
SECRETARY/ THE CIVIL SERVICE EXTERNAL ECONOMICS ADMINISTRATION, HUMAN TRAINING, WORKS & ENVIRONMENT,
CHIEF OFFICER AFFAIRS PLANNING, SERVICES EMPLOYMENT,  INFRASTRUCTURE INVESTMENT &
AGRICULTURE &  (H&HS) YOUTH,SPORTS & (CW&]) COMMERCE
HOUSING CULTURE (TH&C)
(DAPA&H) (ETEYS&C)
CABINET OFFICE  DEPUTY HEAD DEPUTY CHIEF  SOLICITOR DEPUTY PERMANENT PERMANENT PERMANENT PERMANENT PERMANENT
Department&  of the CIVIL SECRETARY / GENERAL / FINANCIAL SECRETARY / SECRETARY / SECRETARY / SECRETARY / SECRETARY /
Sections SERVICE /CHIEF  CHIEF OFFICER  CHIEF OFFICER SECRETARY CHIEF OFFICER  CHIEF OFFICER  CHIEF OFFICER  CHIEF OFFICER CHIEF OFFICER
OFFICER (TWO
INCLUDING
ONE CHIEF
OFFICER)
Department & Department & Department & Department & Department & Department & Department & Department &
Sections Sections Sections Sections Sections Sections Sections Sections
Authorities, Authorities, Authorities, Authorities, Authorities, Authorities, Authorities, Authorities,
Boards & Boards & Boards & Boards & Boards & Boards & Boards & Boards &
Committees Committees Committees Committees Committees Committees Committees Committees
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4. The values to which the public service shall aspire and which shall govern

EXCERPT FROM THE PUBLIC SERVICE MANAGEMENT LAW, 2005
PART Il — Public Services Values and Code of Conduct

its management and operation are as follows -

(a)

(b)
(©)
(d)
(e)
(®

(2

(h)
5. (1)

2)

(a)
(b)

(©

(d)

(e)

®

(2)

(h)

(@)

to serve diligently the government of the day, the Legislative Assembly
and the public in an apolitical, impartial and courteous manner and to
deliver high- quality policy advice and services;

to uphold the proper administration of justice and the principles of natural
justice, and to support public participation in the democratic process;

to strive continually for efficiency, effectiveness and value for money in
all government activities;

to adhere to the highest ethical, moral and professional standards at all
times;

to encourage creativity and innovation, and recognise the achievement of
results;

to be an employer that cares, is non-discriminatory, makes employment
decisions on the basis of merit, and recognises the aims and aspirations of
its employees, regardless of gender or physical disabilities;

to be an employer that encourages workplace relations that value
communication, consultation, co-operation arid input from employees
(either  individually  or  collectively) on  matters  that
affect their workplace and conditions of service;

to provide a safe and healthy working environment.

Public Service Values

In the course of employment, a public servant must comply with Public Servant’s Code of Conduct
the Public Servant’s Code of Conduct specified in subsection (2) and failure to do so
in a significant way shall be grounds for discipline or dismissal.

The Public Servant’s Code of Conduct is as follows -

A public servant must behave honestly and conscientiously, and fulfil his
duties with professionalism, integrity and care;

A public servant must be courteous and respectful to the Governor, the
Speaker and Deputy Speaker, Official Members, Ministers, Members of
the Legislative Assembly, other public servants and members of the
public, and treat everyone with impartiality and without harassment of
any kind;

A public servant must be politically neutral in his work and solve the
government of the day in a way that ensures that he maintains the
confidence of the government, while also ensuring that he is able to
establish the same professional and impartial relationship with future
governments;

A public servant, as a member of the public, has the right to be politically
informed but must ensure that his participation in political mailers or
public debate or discussions, does not conflict with his obligation as a
public servant to be politically neutral;

A public servant must not at any time engage in any activity that brings
his ministry, portfolio, statutory authority, government company, the
public service or the government into disrepute;

A public servant must obey the law and comply with all lawful and
reasonable directions, including work place rules established by his chief
officer or a person with delegated authority from the chief officer;

A public servant must disclose, and take reasonable steps to avoid, any
conflict of interest (real or apparent) with his duties as a public servant,
and must not use his official position for personal or familial gain;

A public servant must treat all official information and any dealings with
the Governor, an Official Member or Minister as confidential, and, unless
authorised to do so, must not give or disclose, directly or indirectly, any
information about official business or anything of which he has official
knowledge;

A public servant must not use official resources, including electronic or
technological resources, offensively or for other than very limited private
purposes.

GOVERNMENT OF THE CAYMAN ISLANDS SUBMISSION TO THE
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WORLD BANK INSTITUTE GOVERNANCE INDICATORS 2006:
THE CAYMAN ISLANDS AND THE CARIBBEAN*

CAYMAMN TISLANDS
Comparizon with regional average (Caribbean?

Voice and Accountability i |

Political Stability

Government Effectiveness
Regulatory Quality

Rule of Law . | '

Control of Corruption
| I

8 25 50 75 160
Country”s FPercentile Rank {B8-188}

Source: Kaufmann O.. A. Kraay. and M. Mastruzzi 2007: Governance Matters VI: Governance
Indicatars for 1996-2006

MNote: The governance indicators preszented here aggregate the views on the guality of
governance provided by a large number of enterprize, citizen and expert survey respandents
in industrial and deweloping countries. These data are gathered from a number of survey
inztitutes, thirnk tanks. non-gowvernmental organizationsz, and international organizations.
The aggregate indicatorsz do not reflect the official views of the World Bank, its Execubive
Directors. or the countries they represent. Countries” relative positions on these
indicators are subject to indicated margins of error that should be taken into
consideration when making comparizons across countries and owver time.

*  Caribbean average is the bottom bar
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WORLD BANK INSTITUTE GOVERNANCE INDICATORS 2006:
THE CAYMAN ISLANDS AND THE UNITED KINGDOM*

CAYMAN ISLANDS
Comparizon with UNITED KINGOOM
I I

Yoice and Accountability

Political Stability

Rule of Law _

Control of Corruption

8 25 58 75 160
Country®s Percentile Rank {8-188}

Source: Kaufmann O.. A. Kraad. and M. Mastruzzi 20070 Governance Matters VI Governance
Indicators for 1996-2006

Note: The gowernance indicators presented here aggregate the views on the quality of
governance provided by a large number of enterprisze, citizen and expert survey respondents
in industrial and developing countries. These data are gathered from a number of survey
institutez, think tanks. non-governmental organizationz, and international organizations.
The aggregate indicators do not reflect the official views of the World Bank,. its Executiwe
Directors, or the countries they represent. Countries” relative positions on these
indicators are subject to indicated margins of errar that should be taken into
conzideration when making comparisons across countries and ower Lime.

*  United Kingdom average is the bottom bar
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S

ECTION TwO — THE ROLE OF THE GOVERNOR AND OTHER OFFICE-HOLDERS APPOINTED BY
OR ON THE RECOMMENDATION OF THE UNITED KINGDOM GOVERNMENT

41

42.

43.

44,

45,

46.

47.

. The Cayman lIslands (Constitution) Order, 1972 is the main document which establishes the
role of the Governor. Constitutionally, the primary role of the Governor is to administer the
Government of the Cayman Islands on behalf of Her Majesty.

The Governor retains substantial control over the executive and legislative arms of the
Government. His powers include presiding over Cabinet and setting the Cabinet agenda,
summonsing Cabinet members and reserving the right not to consult with Cabinet on
matters concerning the administration of Government.

Although the Governor is no longer the presiding officer of the Legislative Assembly7,he
continues to be responsible for assent to, or disallowance of, laws, and for proroguing or
dissolving the Assembly or recalling the Assembly in cases of emergency.

The Governor is also constitutionally vested with reserved powers. These powers allow the
Governor if he finds it expedient, to propose bills and declare them to have effect if they are
in the interest of public order, public faith or good government or to secure detailed control
of the finance of the Islands as a result of the receipt of financial assistance from Her
Majesty’s Exchequer in the UK for the purpose of balancing the annual budget.

Separate and apart from exercising his constitutional powers, the Governor is also vested
with special responsibilities that may not be reassigned or delegated to ministers. These
special responsibilities include defence, external affairs, internal security, the police and the
employment to persons to the public service or high public office. At present, Cabinet views
on these issues are not sought nor is Cabinet consulted in relation to any of these matters.

The majority party within the Government is in favour of the Government as a whole having
greater autonomy over domestic issues than that currently enjoyed. Therefore, pursuant to
the commitment of the FCO to engage overseas territories towards ensuring good
government and sustainable political development8, in February 2007, the Leader of
Government Business announced that the constitutional reform process would be re-started
for the Cayman Islands.9

In the context of the constitutional modernization process, it is the desire of the Cayman
Islands Government to negotiate with the United Kingdom a rebalancing of the Governor’s
role so that the exercise of constitutional powers and special responsibilities are more
inclusive of the elected representatives of the Islands.

There is a Speaker of the House who so presides, currently one of the elected members of the Legislative
Assembly.

Partnership for Progress and Prosperity, Britain and the Overseas Territories, March 1999.

Constitutional Modernization, Government Information Services press briefing, February 16, 2007; see further in
section six.
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The United Kingdom Overseas Territories Consultative Council (OTCC) is a traditional forum
for exchange between Cayman Islands ministers and UK ministers. The OTCC is hosted at
the Foreign and Commonwealth Office in the fourth quarter of the year. Costs of attending
the annual event are borne by Overseas Territories (OTs) Governments. In addition to
being costly, meetings are time-consuming and can take a week out of ministers’ schedules.
Despite this, actual contact time with UK ministers and the opportunity for in-depth dialogue
afforded by the OTCC is limited.

In 2004 and 2007 the Cayman Islands Leader of Government Business hosted a meeting of
Caribbean OT Heads of Government, for pre-OTCC discussions. In general the meetings
between OT Ministers/Heads of Government are very productive, not only from the
standpoint of planning for the OTCC, but for sharing approaches and in some cases tangible
products and services. The pre-OTCC meeting results in agreement on important items,
which are conveyed to London for inclusion into the UK OTCC agenda. The Foreign and
Commonwealth Office largely decides what items are ultimately included on the OTCC
agenda.

Based on past experience, it is recommended that more time be allocated to certain
subjects as well as more/alternative opportunities for bilateral meetings with UK ministers on
topics of special interest to individual OTs. Additionally, a more collegial approach to
development concerns should be promoted, and the OTCC with UK assistance should seek
to clarify the definition of associate membership in international organizations. Itis also
important for UK ministers, the FCO and OT ministers to provide feedback on subjects that
need further coverage in advance of the following OTCC meeting.

Regular high-level ministerial visits to the Overseas Territories would also be beneficial. The
Cayman Islands would welcome at least one visit per year by a UK minister.
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Over the past several years, the government has brought to fruition two major initiatives,
driven by the objective of increasing transparency and accountability in government
operations. These initiatives are reflected in the Public Management and Finance Law
(PMFL), first enacted in 2001, the successor to the Public Finance and Audit Law, and the
Public Service Management Law, (PSML) enacted in 2005. Running complementary to this
is the governing party’s manifesto, in which the commitment to transparency and
accountability is an explicit and implicit theme.

The Cayman Islands Government has to date essentially remained financially independent
from the UK exchequer. The PMFL and the subsidiary Financial Regulations set the
standards for government budgeting, financial management and associated reporting to the
legislature. While some elements of implementation are still in the transitional phase, the
Law is a comprehensive and demanding piece of legislation that enables the Cayman
Islands fiscal system to correlate strongly with the IMF Code of Good Practices on Fiscal
Transparency (2007). In summary, the code calls for:

= Clarity of roles and responsibilities
~ Distinguishing of the government sector from the rest of the public sector and from
the rest of the economy, and clear, disclosed policy and management roles within
the public sector
~ Clear and open legal, regulatory and administrative framework for fiscal
management

= Open budget processes
~ Established timetable and well-defined macroeconomic and fiscal policy objectives
for budget preparation
~ Clear procedures for budget execution, monitoring and reporting

= Public availability of information
~ Provision to the public of comprehensive information on past, current and projected
fiscal activity and on major fiscal risks
~ Presentation of fiscal i