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Accounting Policies

for the year ended 31 december 2003

The principal accounting policies adopted in the preparation
of these financial statements are set out below:

A BASIS OF PRESENTATION AND GENERAL
ACCOUNTING POLICIES

The financial statements of the Bank of South Pacific
Limited are prepared in accordance with International
Financial Reporting Standards and interpretations of
these standards issued by the Standards
Interpretations Committee. They are prepared on the
basis of the historical cost convention, as modified by
the revaluation of certain non-current assets and
financial instruments.

Estimates and assumptions have been used to achieve
conformity with generally accepted accounting
principles in the preparation of these financial
statements. These assumptions and estimates affect
balances of assets and liabilities, contingent liabilities
and commitments at the end of the reporting period,
and amounts of revenues and expenses during the
reporting period. Whilst the estimates are based on
management's best knowledge of current events and
conditions, actual results may ultimately differ from
those estimates.

The financial statements are presented in Papua New
Guinea Kina, expressed in thousands of Kina, as
permitted by Papua New Guinea Accounting
Standards.

B DERIVATIVE FINANCIAL INSTRUMENTS
AND ACCEPTANCES

Forward foreign exchange contracts entered into for
trading purposes are initially recognised at cost and
subsequently re-measured at fair value based upon the
forward rate. Gains and losses on such contracts are
taken to the Income Statement.

Acceptances comprise undertakings by the bank to pay
bills of exchange drawn on customers. The bank
expects most acceptances to be settled simultaneously
with the reimbursement from the customers. Customer
acceptances are accounted for as off-balance sheet
transactions and are disclosed as contingent liabilities
and commitments.

The bank does not actively enter into or trade in
complex forms of derivative financial instruments such
as currency and interest rate swaps and options.

C INTEREST INCOME AND EXPENSE

Interest income and expense are recognised in the
Income Statement on an accrual basis using the
effective yield method. The income arising from the
various forms of instalment credit has been determined
using the effective interest method.

Interest income includes coupons earned on inscribed
stock and accrued discount and premium on
treasury bills.

D FEE AND COMMISSION INCOME
Fees and commissions are generally recognised on an
accrual basis when the service has been provided. All
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non-refundable front-end loan fees and other risk
related fees that constitute cost recovery are taken to
income when levied.

BORROWING EXPENSES

Expenses associated with the borrowing of funds are
charged to the Income Statement in the period in which
they are incurred.

LOANS AND PROVISIONS FOR
LOAN IMPAIRMENT

Loans are originated by providing funds directly to the
borrower and are recognised when cash is advanced
to borrowers.

All loans and advances receivable are subject to
continuous management review. A specific provision
for loan impairment is established if there is objective
evidence that the bank will not be able to collect all
amounts due under the terms of loans. The amount of
the provision approximates the difference between the
carrying amount and the recoverable amount, which is
the current best estimate of the present value of
expected future cash flows arising from the asset. All
bad debts are written off against the specific provision
for loan impairment in the period in which they are
classified as irrecoverable. Subsequent recoveries are
credited to the provision for loan losses in the income
statement.

General provisions for impairment are maintained to
cover non-identifiable possible losses and latent risks
inherent in the overall portfolio of loans and advances.
The provisions are determined having regard to the level
of risk weighted assets, economic conditions, the general
risk profile of the credit portfolio, past loss experience and
a range of other criteria. The amount necessary to bring
the provisions to their assessed levels, after write-offs, is
charged to the Income Statement.

GOODWILL

Goodwill represents the excess of the cost of any
acquisition over the fair value of the share of net assets
acquired at the date of acquisition. Goodwill is
reported in the balance sheet as an intangible asset
and is amortised using the straight line method over its
estimated useful life.

In determining the estimated useful life of goodwiill,
management considers various factors including existing
market share, potential growth opportunities, and other
factors inherent in the acquired business. This
assessment is reviewed at each balance date, so that
any indication of impairment with implications for the
recoverability of goodwill can be tested, and
adjustments to the carrying value of goodwill made if
necessary.

During the prior year, a significant amount of goodwill
arose on a major acquisition, the recoverable amount
of which was determined to be materially lower than its
book value. Accordingly, the amount was taken to the
Income Statement. Note 7 to these Financial
Statements provides further details on the transaction.



H COMPUTER SYSTEMS

DEVELOPMENT COSTS

Costs incurred to develop and enhance the bank's
computer systems are capitalised to the extent that
benefits do not relate solely to revenue that has
already been brought to account and will contribute to
the future earning capacity of the economic entity.
These costs are amortised over the estimated
economic life of four years using the straight line
method. Costs associated with maintaining computer
software programs are recognised as an expense
when incurred.

PROPERTY, PLANT AND EQUIPMENT

All property is stated at revalued amount less
accumulated depreciation. Plant and equipment is
stated at cost less accumulated depreciation.
Depreciation is assessed from the month of acquisition.
The Directors have determined that all bank properties
will be revalued within a cycle of 3 years. Revaluation
increments are credited to the premises revaluation
reserve, whilst revaluation decrements are debited to
the Income Statement unless they relate to the reversal
of a pre-valuation revaluation increment of the same
property.

The following basis and method of depreciation

is used:

Class of asset Method Rate
Property

(excluding land)  Straight line basis 2-3% p.a
Plant and

equipment Straight line basis 10 - 25% pa

Gains or losses on disposals (being the difference
between the carrying value at the time of sale or
disposal and the proceeds received) are taken into
account in determining operating profit for the year.
Where the carrying value of an asset is greater than its
estimated recoverable amount, it is written down
immediately to its recoverable amount. Repairs and
maintenance are taken into account in determining
operating profit when the expenditure is incurred.

LEASES
Bank is lessee

All leases entered into by the bank are operating
leases. Total payments made are charged to the
Income Statement reflecting the pattern of benefits
derived from the leased assets.

Bank is lessor

Finance leases are included in Loans and Advances to
Customers (Note 11) and are accounted for under the
finance method whereby income is taken to account
over the life of the lease in proportion to the
outstanding investment balance.

CASH AND CASH EQUIVALENTS

For the purpose of the cash flow statement, cash and
cash equivalents comprises notes and coins, and
balances due to and from other banks.

Accounting Policies

for the year ended 31 december 2003 (continued)

PROVISIONS

Provisions are created when a legal or constructive
obligation arises as a result of a past event, it is
probable that an outflow of economic value will be
required to settle the obligation, and the amount of the
obligation can be reliably estimated.

Long service leave entitlements represent the pro-rata
statutory entitlement for all existing staff members
based on length of service up to balance sheet date.

Provision for annual leave, leave fares and other
entittements are based upon the bank's personnel
policies, contractual obligations and services rendered
by employees up to balance sheet date.

EMPLOYEE BENEFITS

Post employment benefits
- defined contribution plans

A defined contribution plan is a pension plan under
which the bank pays fixed contributions into a separate
fund, and there is no recourse to the bank for
employees if the fund has insufficient assets to pay
employee benefits relating to service up to the balance
sheet date.

The bank pays contributions to publicly or privately
administered superannuation plans on a mandatory,
contractual or voluntary basis in respect of services
rendered up to balance sheet date by all Papua New
Guinean staff members. The contributions are at the
current rate of seven per cent of employees' gross
salary. Once the contributions have been paid, the
bank has no further payment obligations for post-
employment benefits from the date an employee
ceases employment with the bank.

DEFERRED INCOME TAXES

The liability method is used to account for deferred
income tax arising from temporary differences between
the tax bases of assets and liabilities and their carrying
values in the financial statements.

The major temporary differences relate to depreciation
of property, plant and equipment, employee provisions,
tax losses carried forward, provisions for bad and
doubtful debts and lease receivables.

Deferred income tax is calculated using tax rates ruling
at balance sheet date. Deferred income tax assets are
recognised only if it is probable that future profits will
be available against which temporary differences can
be utilised.

Income tax payable on profits, based on the Papua
New Guinea Income Tax Act, is recognised as an
expense in the period in which the profits arise.

The tax effects of income tax losses available for carry
forward are recognised as an asset when it is probable
that future taxable profits will be available against
which these losses can be utilised.
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Accounting Policies

for the year ended 31 december 2003 (continued)

O BORROWINGS (SUBORDINATED DEBT)
AND RELATED BORROWING COSTS

Certain interest bearing liabilities arising from sources
other than depositors and other banks, are
subordinated in respect of repayment, to all other
classes of liabilities, including depositors' funds and
other banks funds, and are classified as borrowings on
the balance sheet. These borrowings are in the form
of unsecured, subordinated fixed term debt, with
interest payable half-yearly and principal repayable in
full on or before maturity. They are carried on the
balance sheet at their principal amount.

The interest on unsecured debt is recognised in the
income statement as interest expense in the period it is
incurred.

P INVESTMENTS

Investments are classified into the following categories:
trading, held-to-maturity and available-for-sale.
Investments that are acquired principally for the
purpose of generating a profit from short-term
fluctuations in price are classified as trading
investments. During the period the bank did not hold
any investments in this category. Investments with
fixed maturity that the management has the intent and
ability to hold to maturity are classified as held-to-
maturity. Investments intended to be held for an
indefinite period of time, which may be sold in
response to needs for liquidity or changes in interest
rates, are classified as available-for-sale; Management
determines the appropriate classification of its
investments at the time of the purchase and re-
evaluates such designation on a regular basis.

All purchases and sales of investments are recognised
on the trade date, which is the date that the bank
commits to purchase or sell the asset. Cost of
purchase includes transaction costs. Trading and
available-for-sale investments are subsequently carried
at fair value, whilst held-to-maturity investments are
carried at amortised cost using the effective yield
method. Realised and unrealised gains and losses
arising from changes in the fair value of trading
investments are included in the Income Statement in
the period in which they arise.

Q FOREIGN CURRENCY

Foreign exchange held and amounts payable or
receivable in foreign currencies have been translated
into Papua New Guinea Kina at the mid-market
exchange rates applicable at balance sheet date.

Foreign currency transactions are recorded at the
exchange rates in effect at the date of the transaction.
Monetary assets and liabilities arising from trading
transactions or overseas borrowings are translated at
closing rates. Gains and losses due to currency
fluctuations on these items are included in the Income
Statement.
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SHARE CAPITAL
Share issue costs

External costs directly attributable to the issue of new
shares, other than on a business combination, are
deducted from equity net of any related income taxes.

Dividends on ordinary shares

Dividends on ordinary shares are recognised in equity
in the period in which they are declared.

Dividends for the year, declared after the balance sheet
date, are dealt with in the subsequent events note.

FIDUCIARY ACTIVITIES

The bank acts in a fiduciary capacity to the Central
Bank in respect of the disbursement and collection of
funds relating to the Central Bank's agricultural support
scheme loans. The bank returns all funds and income
to the Central Bank. Accordingly, all transactions
pursuant to these arrangements are excluded from
these financial statements.

COMPARATIVES

Comparative figures have been adjusted to conform to
changes in presentation in the current year.

Interpretation of comparative figures

The business combination that occurred with the
bank's acquisition of Papua New Guinea Banking
Corporation in the prior year has implications for
comparisons between the current and prior year
balances. The acquisition was effected at the start of
April 2002. The results for the prior year incorporate
only nine months of returns from the significantly larger
operations from the date of acquisition. The results of
the current year reflect the first full year of returns from
the enlarged operations following the business
combination.



Financial Risk Management

A BANK OPERATIONS, RISKS AND

STRATEGIES IN USING FINANCIAL
INSTRUMENTS

All business operations must deal with a variety of
operational and financial risks. The business activities
of a bank expose it to very critical and specific risks,
which are principally related to the bank's primary
financial intermediary role in the financial markets,
including the use of financial instruments including
derivatives. These market risks (risk of an advance
event in the financial markets that may result in loss of
earnings) include liquidity risk, foreign exchange risk,
interest rate risk and credit risk.

The bank accepts deposits from customers at both
fixed and floating rates and for various periods and
seeks to earn above average interest margins by
investing these funds in high quality assets. These
margins are achieved and increased by consolidating
short-term funds and lending for longer periods at
higher rates whilst maintaining sufficient liquidity to
meet all claims that might fall due.

The bank also seeks to raise its interest margins by
obtaining above average returns, net of provisions,
through lending to commercial and retail borrowers with
a range of credit standing. In addition to directly
advancing funds to borrowers, the bank also enters
into guarantees and other commitments such as letters
of credit, performance bonds, and other bonds.

The bank also enters into transactions denominated in
foreign currencies. This activity generally requires the
bank to take foreign currency positions in order to
exploit short term movements in the foreign currency
market. The Board places limits on the size of these
positions. The bank also has a policy of using
offsetting commitments for foreign exchange contracts,
effectively minimising the risk of loss due to adverse
movements in foreign currencies.

Risk in the bank is managed through a system of
delegated limits. These limits set the maximum level of
risk that can be assumed by each operational unit and
the bank as a whole. The limits are delegated from the
Board of Directors to executive management and
thence to the respective operational managers.

The risk management framework establishes roles,
responsibilities and accountabilities of the Asset and
Liability Committee, the Credit Committee and the
Executive Committee, the specific management
committees charged with the responsibility for ensuring
the bank has appropriate systems, policies and
procedures to measure, monitor and report on risk
management. The framework also includes policies
and procedures which detail formal feedback
processes to these management committees, to the
Audit and Compliance Committee of the Board, and
ultimately to the Board of Directors.

for the year ended 31 december 2003 (continued)

B CAPITAL ADEQUACY

The Bank is required to comply with various prudential
standards issued by the Bank of Papua New Guinea
(BPNG), the official authority for the prudential
supervision of banks and similar financial institutions in
Papua New Guinea. One of the most critical prudential
standards is the capital adequacy requirement. All
banks are required to maintain at least the minimum
measure of capital to risk-weighted assets to absorb
potential losses. The BPNG follows the prudential
guidelines set by the Bank of International Settlements
under the terms of the Basel Accord. The minimum
ratio of base capital to risk weighted assets set by the
BPNG in the prior year, was 10%, until 1 October 2003.
On this date, the BPNG issued revised prudential
standard 1/2003, Capital Adequacy, that prescribes
ranges of overall capital ratios to measure whether a
bank is under, adequately, or well capitalised, and also
introduces the leverage capital ratio (see below for
details). In all months, the bank complied with the
prevailing prudential requirements for total capital and
leverage capital. As at 31 December 2003, the bank's
total capital adequacy ratio and leverage capital ratio
satisfied the capital adequacy criteria for well-
capitalised.

The measure of capital used for the purposes of
prudential supervision is referred to as base capital.
Total base capital varies from the balance of capital
shown on the balance sheet and is made up of tier 1
capital (core) and tier 2 capital (supplementary), after
deducting the value of investments in other banks and
financial institutions. Tier 1 capital is obtained by
deducting from equity capital and audited retained
earnings (or losses), intangible assets including
deferred tax assets. Tier 2 capital cannot exceed the
amount of tier 1 capital, and can include subordinated
loan capital, specified asset revaluation reserves, un-
audited profits (or losses) and a small percentage of
general loan loss provisions. The Leverage Capital
ratio is calculated as Tier 1 Capital divided by

Total Assets.

Risk weighted assets are derived from on-balance
sheet and off-balance sheet assets. On balance sheet
assets are weighted for credit risk by applying
weightings (0, 20, 50 and 100 per cent) according to
risk classification criteria set by the BPNG. Off-balance
sheet exposures are risk weighted in the same way
after converting them to on-balance sheet credit
equivalents using BPNG specified credit

conversion factors.
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Financial Risk Management

for the year ended 31 december 2003 (continued)

B CAPITAL ADEQUACY (continued)
The bank's capital adequacy level is as follows:

Balance sheet / notional amount Risk-weighted amount

All amounts are expressed in K'000 2003 2002 2003 2002
Balance sheet assets (net of provisions)
Currency 58,418 56,980 401 360
Loans and advances 722,077 836,873 612,193 609,856
Investments and short term securities 698,142 516,398 - 68
All other assets 427,734 381,651 270,116 260,283
Off balance sheet items 268,632 273,710 25,049 23,940
Total 2,175,003 2,065,612 907,759 894,507
Capital Ratios Capital (K'000) Capital Adequacy Ratio
2003 2002 2003 2002
a) Before Dividend Tier 1 capital 148,841 122,911 16.40% 13.74%
Tier 1 + Tier 2 capital 187,371 154,445 20.64% 17.26%
b) After Dividend Tier 1 capital 148,841 104,852 16.40% 11.72%
Tier 1 + Tier 2 capital 187,371 136,386 20.64% 15.25%
(c) Leverage Capital Ratio 7.83% -

CREDIT RISK AND ASSET QUALITY

The bank incurs risk with regards to loans and
advances made to customers and other monies or
investments held with financial institutions. Credit risk
is the likelihood of future financial loss resulting from
the failure of clients or counter-parties to meet
contractual obligations to the bank as they fall due.

Credit risk is managed by analysing the risk spread
across various sectors of the economy and by ensuring
risk is diversely spread by personal and commercial
customers. Individual exposures are measured using
repayment performance, reviews and statistical
techniques. Comprehensive credit standards and
approval limits have been formulated, approved by the
Credit and Business Risk sub-committee of the Board
and implemented. The Credit Committee (which
reports to the Board through the Executive and
Managing Director) is responsible for the development
and implementation of credit policy and loan portfolio
review methodology. The Credit Committee is the final
arbiter of risk management and loan risk concentration.

As indicated in Accounting Policy F - Loans and
provision for loan impairment, the bank has in place
processes that identify, assess and control credit risk in
relation to the loan portfolio, to assist in determining the
appropriateness of provisions for loan impairment.
These processes also enable assessments to be made
of other classes of assets that may carry an element of
credit risk. The bank assigns quality indicators to its
credit exposures to determine the asset quality profile.

Large credit exposures are also monitored as part of
credit risk management. These are classified as
balances of individual accounts or groups of related
counter-parties that exceed 10% of the capital base.
Included in large exposures are significant exposures
to the Government and statutory bodies. As at 31
December 2003, the three largest exposures totaled
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K94.207 million, accounting for over 90% of the
exposure to the sector. From October 2003, the Bank
of Papua New Guinea introduced a revised prudential
standard for asset quality. The revised standard
specifies more detailed criteria for the classification of
loans into various grades of default risk and
corresponding loss provision levels as a consequence
of those gradings. Since its introduction, BSP has
complied with the new requirement at all times.

Credit related commitments

These instruments are used to ensure that funds are
available to a customer as required. The bank deals
principally in the credit related commitments set

out below.

Guarantees and standby letters of credit, which
represent irrevocable assurances that the bank will
make payments in the event that a customer cannot
meet its obligations to third parties, carry the same risk
as loans.

Documentary and trade letters of credit are written
undertakings by the bank on behalf of a customer,
authorising a third party to draw drafts on the bank for
specified amounts under specified terms and
conditions. They are collateralised by the underlying
shipments of goods to which they relate and therefore
carry less risk than a conventional loan.

Commitments to extend credit represent undrawn
portions of authorisations to extend credit in the form of
loans, guarantees or letters of credit. Whilst the
potential exposure to loss equates to the total undrawn
commitments, the likely amount of loss is less than the
total commitment since the commitments to extend
credit are contingent upon customers maintaining
specific credit standards. The bank monitors the term
to maturity of these commitments because longer term
commitments generally carry a greater degree of credit
risk than shorter term commitments.



Financial Risk Management

for the year ended 31 december 2003 (continued)
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Financial Risk Management
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Financial Risk Management
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Financial Risk Management

for the year ended 31 december 2003 (continued)
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NOTES TO THE FINANCIAL STATEMENTS

for the year ended 31 december 2003 (continued)
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NOTES TO THE FINANCIAL STATEMENTS

for the year ended 31 december 2003 (continued)
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS

for the year ended 31 december 2003 (continued)
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NOTES TO THE FINANCIAL STATEMENTS

for the year ended 31 december 2003 (continued)
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NOTES TO THE FINANCIAL STATEMENTS

for the year ended 31 december 2003 (continued)
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NOTES TO THE FINANCIAL STATEMENTS

for the year ended 31 december 2003 (continued)
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Independent Audit Report

for the year ended 31 december 2003
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Following the amalgamation with the
Papua New Guinea Banking Corporation,
the introduction of a worldclass Corporate
Governance regime was identified as a
priority for the Board of Bank of South
Pacific Limited. This statement outlines the
principles adopted by the Board. In the
interest of transparency, the Board has
stipulated that these principles (as
amended from time to time) be
reproduced in the Company's Annual
Report for the information of shareholders.

The shareholders of the Company are
responsible for voting on the election of
Directors at the Annual General Meeting in
accordance with the Constitution. All
Directors, apart from Executive Directors,
are subject to re-election by rotation no
later than every three years. The Annual
General Meeting also provides
shareholders with the opportunity to
express their views on matters concerning
the Company and to vote on other items of
business for resolution by shareholders.

The Board aims to keep shareholders
informed of all major developments
affecting the Company's activities and its
state of affairs through distribution of the
annual report, Chairman's address to the
Annual General Meeting, and through
announcements to the Port Moresby Stock
Exchange and releases to the media.
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The Board is responsible for the overall
corporate governance of the Company
including its strategic direction,
establishing goals for management and
monitoring the achievement of those
goals with a view to optimising
Company performance and increasing
shareholder wealth.

Key functions of the board include:

B overall strategy of the company,
including operating, financing, dividend,
and risk management

B appointing the Managing Director and
setting an appropriate remuneration
package

B appointing the Company Secretary

B endorsing appropriate policy settings
for management

B reviewing the performance of
management

B approval of an annual strategic plan
and an annual budget for the Company
and monitoring results on a
regular basis

B ensuring that risk management systems
are in place to protect the Company's
financial position and assets

B ensuring that the Company complies
with the law and relevant regulations,
and conforms with the highest
standards of financial and ethical
behaviour

B acquisition and disposals material to the
business

B authority levels

B directors remuneration via the
Remuneration and Nomination
Committee

B approving financial statements

The maximum number of Directors, as
prescribed by the Constitution approved
by shareholders, is 10. The Board is
currently comprised of 7 non-executive
Directors, including the Chairman, and one
Executive Director whom is the Managing
Director. All the non-executive Directors
are free from any material business or
other relationship with the Company which
could compromise their independence.

The Board accepts that it has a
responsibility to shareholders to ensure
that it maintains an appropriate mix of
skills and experience, without gender bias,
within its membership and consequently
gives careful consideration to setting
criteria for new appointments it may make
in accordance with the Company's
Constitution and in selecting candidates
for recommendation to shareholders. It
has delegated the initial screening process
involved to the Remuneration and
Nomination Committee which, when
appropriate, seeks independent advice on
possible new candidates for directorship.
All Directors must be satisfied that the best
candidate has been selected.

Nominees of the Board and shareholders
must meet the "fit and proper person"
criteria set and adjudged by the Bank of
Papua New Guinea before they can take
their place on the Board. The Board does
not recognise that any office bearer or
employee of an institutional shareholder
by virtue of his/her position within the
organisation has an automatic right to be
appointed to the Board. Non-executive
Directors shall retire from the Board no
later than the Company's Annual General
Meeting following their 69th birthday.

An integral element of the process for new
Directors is an orientation program for new
members of the Board.



A regular review is conducted of the
Board's performance in meeting its
responsibilities. The purpose of the review
is to identify areas for improvement to
ensure that the Board meets the highest
standards of corporate governance and
that the Board and each Director can
make an appropriate contribution to the
Company's objective of growing
shareholder value. The review is
conducted with the assistance of
external consultants.

The management of the business of the
Company is conducted by and under the
supervision of the Managing Director, and
by those other officers and employees to
whom the management function is
properly delegated by the Managing
Director.

The Board is responsible for:

B defining the limits to management's
responsibilities

B approving the corporate objectives for
which the Managing Director is
responsible

The Board receives detailed briefings from
senior management on a regular basis
and opportunities are provided for the
Directors to enhance their knowledge of
the Company's business to assist them in
assessing the performance of senior
managers. Non-executive Directors meet
on their own periodically to review the
performance and management processes
of the Company.

To assist in the execution of its
responsibilities, the Board has established
two Board Committees, comprised of non-
executive Directors. Each committee has a
formal Charter approved by the Board.

The key responsibilities of the Audit and
Compliance Committee include:

B the financial reporting and
audit process

B the system of internal control and
management of financial risks

B the systems for ensuring operational
efficiency and cost control

B the systems for approval and
monitoring expenditure including
capital expenditure

B the processes for monitoring
compliance with laws and regulations
and implementation of Board
decisions by management.

The Chairman of the Board is excluded
from acting as Chairman of this
Committee.

The key responsibilities of this
Committee include:

B To oversee the selection and
appointment of a Chief Executive Officer
and setting of an appropriate
remuneration and benefits package for
recommendation to the full Board

B |n conjunction with the Chief Executive
Officer, identify and maintain a clear
succession plan for the Executive
Management Team, ensuring an
appropriate mix of skills and experience

CORPORATE GOVERNANCE:

as well as appropriate remuneration
and benefits packages are in place and
reviewed regularly.

B To review directors remuneration via the
Remuneration & Nomination Committee

B To ensure that the Board itself maintains
an appropriate mix of skills and
experience necessary to fulfil its
responsibilities to shareholders while
maintaining a world class Corporate
Governance regime.

Scheduled meetings of the Board are held
bi-monthly and the Board meets on other
occasions to deal with specific matters that
require attention. Meetings of Board
Committees are scheduled regularly
during the year. The Board has a policy of
rotating its meetings to locations where the
Company has a significant presence. On
these occasions the Board also visits
Company operations and meets with local
management and key customers.

The Board has in place a policy and
procedures for the reporting of any matter
which may give rise to a conflict between
the interests of a Director and those of the
Company. These arrangements are
designed to ensure that the independence
and integrity of the Board are maintained.
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CORPORATE GOVERNANCE:

PURCHASE/SALE OF SHARES BY
DIRECTORS

The Board encourages non-executive
Directors to own shares in the company to
further link their interests with those of all
shareholders. Non-executive Directors are
not eligible to participate in any employee
share ownership scheme.

Directors are subject to Securities Act
1997 restrictions for buying, selling or
subscribing for securities in the company if
they are in possession of inside
information, ie information which is not
generally available and, if the information
were generally available, a reasonable
person would expect it to have a material
effect on the price or value of the
securities of the company. Directors must
discuss proposed share trades with the
Chairman of the Board.

Further, Directors may only trade in the
securities of the company, subject to the
foregoing insider trading restrictions,
during each of the eight weeks following
the announcements of half yearly profit
and yearly profit or the date of issue of a
prospectus.

In addition Directors must not trade in any
other entity if inside information on such
entity comes to the attention of the director
by virtue of holding office as a director of
the company.

PURCHASE AND SALE OF
SHARES BY MANAGEMENT

INDEPENDENT ADVICE TO
DIRECTORS

The Board recognises that in certain
circumstances individual Directors may
need to seek independent professional
advice, at the expense of the company, on
matters arising in the course of their
duties. Any advice so received is made
available to other Directors. Any Director
seeking such advice is required to give
prior notice to the Chairman of his or her
intention to seek independent
professional advice.

DIRECTORS' FEES

The maximum aggregate amount of fees
that can be paid to non-executive Directors
is determined by shareholders at annual
general meetings of the company in
accordance with the Constitution. Fees are
intended to remunerate non-executive
Directors for time spent on Board and
Board Committee matters, including
review and preparation time, meeting
attendance, visits to Company operations
and travel. The Chairman and Deputy
Chairman spend additional time attending
to their special responsibilities.

The annual fees currently being paid are
as follows:

B Chairman - K35,000
B Deputy Chairman - K27,500
B Non-executive Director - K25,000

B Board committee members - K2,500
per committee
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The Board has adopted a policy whereby
appointment of External Auditors will be
recommended by the Board to
shareholders. Each term of appointment
shall not exceed three (3) years.

The company has in place a number of
arrangements to identify and manage
areas of significant business risk. Each
year the Board reviews the budget and
the strategic plan put forward by
management.

On a day to day basis the Board ensures
its risk management responsibilities are
met through the establishment and
operation of three Management
committees. The principal risk policy
decision-making body in the company is
the Executive Management Committee
under the chairmanship of the Managing
Director, and such committee establishes
and delegates both relevant and specific
responsibilities to an Assets and Liabilities
Committee and a Credit Committee.

CORPORATE GOVERNANCE:

Bank of South Pacific Limited
acknowledges the need for Directors and
employees at all levels to observe the
highest standards of ethical behaviour
when undertaking company business. To
this end, the Board has adopted:

m A specific Code of Conduct for both
Directors and members of the Executive
Management team of the company and
stipulates that each Director and
relevant employees acknowledge in
writing having read, understood and
agreed to abide by such a Code, and

® A Corporate Mission; Objectives and
Core Values Statement which
establishes principles to guide all
employees in the day to day
performance of their individual functions
within the company.

To ensure the maintenance of high
standards of corporate behaviour on an
ongoing basis, the Board further stipulates
that senior management periodically
undertake an appropriate communication
program to reinforce both the Code and
Core Value Statements. All Directors are
encouraged to maintain membership of an
appropriate Directors Association to keep
abreast of current trends in Director's
duties, responsibilities and corporate
governance issues.
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Managing Director
Garth Mcllwain

General Manager Retail
Bank

Tony Westaway

General Manager
Credit & Risk

Brian Storm

General Manager
Corporate &
International

Robin Fleming

General Manager
Paramount Banking

Aho Baliki

Acting General
Manager Human
Resources

Steve Grey
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KAINANTU
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PORT MORESBY\=—

Chief Financial Officer
Tony Taylor

Chief Legal Officer
Paul Toua

AITAPE

Branch Manager
Jacob Bigigien

ALOTAU

Branch Manager
Paul Kalai

BIALLA

Branch Manager
Peter Tikot

BOROKO

Branch Manager
Jennifer Niba
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SOLOMON SEA

Network

BUKA

Branch Manager
Poni Tukily

BULOLO

Branch Manager
Tony Waningu

COMMERCIAL
CENTRE

Manager Operations
Mathias Manowo

DARU

Branch Manager
Thomas Tua

GOROKA

Branch Manager
Magai Kawailon

KAINANTU

Branch Manager
Kili Tambua

KAVIENG

Branch Manager
David Wasape

KEREMA

Branch Manager
Denis Konu

KIMBE

Branch Manager
Ega Renagi

KIUNGA

Branch Manager
Josephine Komoru

KOKOPO
Manager Operations
Maria Kipau

Branch Manager
Misbil Alfred

KUNDIAWA

Branch Manager
Andrew Bokame

LAE

Branch Manager
Theo Pede
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Acting Manager
Operations
Emma Harold

LAE MARKET

Branch Manager
Mathias Vinevel

LIHIR
Branch Manager
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Officer in Charge
Vagi Kauri

LORENGAU

Branch Manager
Cecilia Pasum

MADANG

Branch Manager
Mark Kamjua

MAPRIK

Branch Manager
Darius Manijali
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Branch Manager
Danny Vincent

MT HAGEN

Branch Manager
Albert Burua

MT HAGEN
COMMERCIAL

Relationship Manager
Craig Lynch

Manager Operations
Mary Kundi

NAMATANAI

Branch Manager
Nelson Wara

POPONDETTA

Branch Manager
Mathew Yokondo

PORT MORESBY

Branch Manager
Charles Mobutuna

DOUGLAS STREET

Manager Operations
Madeleine Topelemu

RABAUL

Branch Manager
Martha Baul

TABUBIL

Branch Manager
lamo Kila

VANIMO

Branch Manager
Dennis Lamus

WAIGANI BANKING
CENTRE

Branch Manager
Richard Yopo

WAIGANI DRIVE

Manager Operations
Anne Baniyamai

BRANCH

WABAG

Branch Manager
Geoffrey Mirava

WABAG

Branch Manager
Jerry Paniu

WEWAK

Branch Manager
Ben Mursau
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