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VISION

To be a strong, credible, impartial and effective regulator

MISSION

To protect users of Inancial services in the areas of insurance, securities and pensions
by fostering the integrity, stability and health of the 'nancial sector through the efforts
of competent and committed employees

CORE VALUES

ACCOUNTABILITY
COMMUNICATION
CONFIDENTIALITY
EXCELLENCE
SERVICE

INTEGRITY
TEAMWORK
TRANSPARENCY

STATUTORY DUTIES:

For the purpose of protecting customers of 'nancial services, the FSC is
mandated, by Section 6 of the Financial Services Commission Act, with the
discharge of the following duties:

T Supervise and regulate prescribed 'nancial institutions;

T Promote the adoption of procedures designed to control and
manage risk, for use by the management, boards of directors and
trustees of such institutions;

T Promote stability and public con!dence in the operations of such
institutions;

T Promote public understanding of the operation of prescribed
I'nancial institutions;

T Promote the modernization of Inancial services with a view to the
adoption and maintenance of international standards of
competence, eflciency and competitiveness.
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Hon. Emil George, 0J,QC

MESSAGE FROM THE CHAIRMAN

Inthe Iscal year 2009-2010, similar to other econ-
omies, the Jamaican economy continued to
grapple with the immense negative effects as-
sociated with the global recession - a product of
the international 'nancial turmoil that began in
the United States. While many leaders devised
policy actions to improve their countryis mac-
roeconomic environment, the Group of Twenty
Finance Ministers and Central Bank Governors
(1G201) formulated strategies to stimulate the
global economy. The G20 also charged the
international standard-setting bodies through
the Financial Stability Board (iFSBT) to promote
I'nancial stability by (i) strengthening nancial
regulation, and (ii) identifying and addressing
emerging vulnerabilities in the nancial system.
Likewise the Government of Jamaica (iGOJ1)
embarked on a macroeconomic reform pro-
gramme to create conditions for growth. This
programme involves a borrowing relationship
with the International Monetary Fund (iIMFT)
and has three main components, namely:

i. A Iscal consolidation strategy, focused
on streamlining the governmentis ex-
penditure and reforming the public
sector, including the divestment
of non-core public bodies;

ii. A comprehensive debt management
strategy that decisively addresses
the debt overhang, a component of
which was the Jamaica Debt Ex-
change (1JDXT) initiative;
and

iii. Further strengthening of the nancial
system by reforming the regulatory
framework.

Strengthening of the Regulatory
Framework

To enhance the regulatory framework, the
government has decided to modify the
regulatory landscape by (i) rectifying certain
delciencies which had sti"ed the develop-
ment of the Inancial markets in Jamaica and
(i) implementing other measures designed to
enhance overall 'nancial system stability.

Recent regulatory changes made in relation
to the unit trust industry are an example of
the measures that are designed to strength-
en the regulatory framework to allow for the
developmentofthe Jamaican Inancial markets.
These changes allowed the government to lift a
moratorium on the granting of approv-
als for new unit trusts as well as new unit trust
products which had been imposed during the
late 1990is. This was announced on the 18" of
February, 2010, by the Minister of Finance and the
Public Service (iMinister of FinanceT). This event
was of great signilcance to the FSC as (i) this
announcement was made well in advance of
the December 2010 deadline agreed between
the IMF and the GOJ, and (ii) a unit trust inves-
tor now has a similar level of protection to that
afforded an investor in a mutual fund registered
under the Securities (Mutual Funds) Regulations
(IMFRT).

However, much more needs to be done in
fully developing this sector. With regards to mu-
tual funds, the government has reiterated its
commitmenttoremovingstructuralimpediments
to the development of a vibrant local mutual
fund market. One such proposal that is being
examined is the exemption of mutual funds from
certain onerous provisions of the Companies Act

L securities Industry Advisory: New Requirements for Unit Trusts, August 21, 2009 SR-ADVI-09/08-0003
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of Jamaica by December 2010. The FSC with the
assistance of the Caribbean Regional Technical
Assistance Centre (1ICARTACT) is still conduct-
ing technical work towards the development of
comprehensive collective investment scheme
legislation. The aim is to not only focus on
mutual funds, but to also enable the securi-
ties industry to accommodate other collective
investment vehicles such as hedge funds and
private equity funds for more sophisticated
investors.

An example of an initiative designed to
enhance the overall stability of the !nancial
sector is the strengthening of the regulatory
and supervisory framework applicable to the
operations of securities dealers. This
includes improving capitalization and margin
requirements to mitigate against liquidity and
operational risks. With these reforms in mind
and the need for the securities industry to
move away from the dominance of the
current repo model and thus diversify their
income stream, the FSC has implemented a
temporary freeze on the issuance of new
licenses for securities dealers whose business
models are based on the issuance of repos and
other short term liabilities to non-Inancial
clients.

Other plans under the regulatory reforms
include the following:

T Amending the Securities Act (iSAT) to
include provisions that will among other
things:

o Delne, prohibit and sanction Ponzi/
pyramid schemes;

o Broaden the power of the FSC to
effectively investigate violations of
the SA; and

o Provide the FSC with the power to
seek civil monetary penalties for all
SA violations.

' The Bank of Jamaica Act and the Financial
Services Commission Act will both be amend-
ed to further strengthen supervisory tools
especially in the area of conducting
consolidated supervision.

Whilst these regulatory reforms were listed
as part of the conditionalities of the IMFis
Stand-By Agreement with the Government of
Jamaica, they served as measures to quickly
rectify the de!ciencies that were identiled by
the FSC through its own internal reviews and are
consistent with FSCis drive to comply with
international standards and core principles of
regulation established by key standard setting
bodies.

Intensil'ed Monitoring and
Supervision

Under the Memorandum of Economic and
Financial Policies agreed between the IMF
and the GOJ, the entire Inancial system came
under more intense surveillance. With regards
to the non-deposit-taking sectors fi insurance,
securities and pensions fi the FSC played a
signilcant role enabling in aiding the govern-
ment to honour its obligations. This was and
continues to be done through the following

methods:

T In weekly meetings with representa-
tives from both the Ministry of Finance
and the BOJ, the FSC provides a
weekly update on the non-deposit-
taking sectors. These meetings exam-
ine the potential adverse impact of
local and international macro-
economic developments and aim
to devise mitigating strategies, if
necessary.



T Twelve (12) securities 'rms, accounting
for over 75 percent of the funds under
management in the securities industry,
submit weekly reports to the FSC.

T The FSC compiles monthly industry
reports outlining the 'nancial affairs
of the securities and insurance sectors.
These reports are used to assess the
performance and health of the indus-
tries. Stress testing and scenario
analysis are also conducted. With
regards to the pension sector, an
annual report detailing the strength
of the industry is also to be submitted
to the fund.

T The FSC is currently developing new
indicators and relning its existing early
warning ratios to provide more insight-
ful information to detect emerging
issues.

Protecting Users of Non Deposit-
Taking Financial Institutions

The above mentioned initiatives will not only
enhance the soundness and health of Inan-
cial institutions, but also help to protect !nan-
cial customers by offering a stronger regulatory
environment to secure their assets. During the
reporting period, on a whole, the insurance
securities and pensions sectors continue to be
proltable and !nancially sound. While a few
general insurance companies did not achieve
the Minimum Asset Test (IMATT) threshold of 135
percent, the MAT results nonetheless indicate
that all the companies have more than enough
assets to honour their normal claims obligations.
The FSC will continue to closely monitor and
work with these companies and the industry

with respect to the improvement of their MAT
results. The pension industry continues to grow
as demonstrated by the increasing number of
approved pension service providers and addi-
tional pension plans approved during the !scal
year.

Meanwhile, the FSC continues to press on with
its campaign to protect the users of nancial
services on other avenues. These include, but
are not limited to:

(i) Promoting public understanding of
the 'nancial system. In addition to the
regular forums, seminars and com-
munity interactive talks, the FSC has
been conducting preliminary work
aimed at fostering the implementation
of a national Inancial education
programme involving a partnership
with other stakeholders in both the
public and private sectors. This pro-
gramme aims to empower Jamaicans
with the skills necessary to employ pru-
dent money management in order to
save and create wealth while honour-
ing 'nancial obligations and reducing
exposure to risk and fraud;

(ii) Reducing the extent to which it is pos-
sible for non-depositfitaking institu-
tions to be used for money launder-
ing. There have been some
complaints from policyholders and the
players in the general insurance indus-
try that the information which is
required to comply with the Proceeds
of Crime Act (IPOCAT) is pervasive,
intrusive and also increases administra-
tive expenses. Signi!cantly Jamaica is
signatory to ithe Vienna ConventionT
and has membership in international
standard setting and regulatory
bodies.




(iii)

(v)

V)

(Vi)

The regulators and nancial institutions
are required under the international
commitments made by Jamaica and
by laws enacted to give effect to
those commitments, to implement
measures to detect and report any
asset that may have been acquired
by illegal activities. The FSC will contin-
ue to work with the insurance industry
to make these measures less inconve-
nient while adhering to Jamaican law
and international obligations;

Advocating greater utilisation of sound
corporate governance and risk man-
agement practices by Inancial
service providers;

Enhancing the regulatory framework
by continuing the Pension Phase Il re-
form process and modifying existing
Acts, regulations and guidelines. In
addition, the FSC continues to work
together with the Jamaica Deposit In
surance Company, and the non-
deposit taking 'nancial institutions in
establishing a compensation scheme
for the insurance, securities and
pension industries;

Participating in a number of interna-
tional initiatives through its member-
ship in bodies such as the Internation
al Organisation of Securities Commis-
sion (1lIOSCOT), International Associa-
tion of Insurance Supervisors (1IAIST)
and the International Organisation of
Pension Supervisors (1lIOPST); and

Promoting greater cooperation and
communication among the members
of the Financial Regulatory Council
(IFRCT) and among regional regula-
tors. The FSC currently serves as

a. The website administrator for
the Caribbean Group of Secu-
rities Regulators (iCGSR1);

b. The secretariat for the Caribbe-
an Association of Insurance
Regulators (1ICAIRT); and

C. The secretariat and president
of the recently established
Caribbean Association of Pen-
sion Supervisors (1CAPST).

Improving Eflciency

It is customary for both government and private
Irms to examine their modus operandi in order to
seek and gain greater eflciency. Similarly, the
FSC has begun an exercise to examine its existing
organisational structure, staf'ng arrangements
and compensation policies. The expected out-
come is that the FSC will be able to reorganize
more effectively to (i) discharge its functions and
responsibilities and (i) continue to recruit, moti-
vate and retain highly quali'ed and technically
competent staff. | believe that this assessment
is timely given the current macroeconomic en-
vironment. Furthermore, it is consistent with the
governmentis commitment to improve eflcien-
cy in the public sector.

| wish to thank the Honourable Audley Shaw,
Minister of Finance, for regularly making himself
available to me whenever necessary. | would
like to also thank the Commissioners, manage-
ment and staff of the FSC for their tremendous
effort and dedication during a very challenging,
but productive year. During the year, two of our
commissioners resigned. We take this opportunity
to express our appreciation to Mrs Celia Brown-
Blake and Mrs. Audley Welds for their exception-
al service which helped to guide the FSC. Let me
also express the FSCis appreciation to the many
individuals and organisations for the feedback
and other forms of interest shown in our regulato-
ry activities. We regulate: but also facilitate the
progress of insurance, securities and pensions in
Jamaica.



CORPORATE GOVERNANCE

The FSC is governed by a Board of Commis-
sioners consisting of a Chairman, the Executive
Director (ex oflcio) and up to eight (8) other
members. Each Commissioner, with the excep-
tion of the Executive Director, is appointed by
the Minister of Finance for a term of up to !ve
years and may be reappointed to serve addi-
tional terms. The Board of Commissioners ap-
points the Executive Director and has the basic
functions of providing operational oversight to
the FSC and making policy and supervisory de-
cisions as it relates to the supervision of the insur-
ance, securities and private pensions industries.

Five committees of the Board have been estab-
lished to ensure full coverage with the appropri-
ate depth of review of all matters within its pur-
view. Three of these 've committees i namely
the Secuirities, Insurance and Pensions Commit-
tees - provide oversight and guidance with re-
spect to supervision and regulation pertaining
to the respective industries. Another commit-
tee is the Human Resources and Administra-
tion Committee which has the responsibility to
consider, recommend and report on all matters
relating to staff including salaries and benelts,
personnel policies and procedures, manage-
ment information systems, procurement con-
tracts, premises and other administrative issues.

The Ifth committee is the Finance and Audit
Committee and its objective is to consider,
recommend and report on all matters relat-
ing to the !'nancial affairs of the FSC including
the monthly and annual !'nancial statements
and the annual budget. This Committee also
reviews and recommends the fee structure for
the regulatory services provided by the FSC.
The members of each committee and the num-
ber of meetings for each committee are shown
in Tables 1 and 2 respectively. Tables 43 and 44
on page 70 provide information on the remu-
neration paid to Commissioners and the Execu-
tive Management Team.




Table 1: Composition of the Board Committees, 2009-2010

- : Finance &
===l
Dayle Blair Chair =
Dennis Boothe ' * * Chair
Cedia Brown-Blake s ' Chair
Emil Gearze Chair
Roald Henrigues *
Rudrey Welds ¥ 3
David Tennant s Chair
Shirkey Wilkams ' *
H!-I"Whl E ¥

Table 2: Number of Board and Committee Meetings Held in 2009/2010

committee | Number of Meetings _
Full Board 11
Insurance 3
Pension 9
Securities 7
Finance & Audit 3
Human Resources & Administration 4

Corporate Governané'_




Rohan Barnett

executive director’s report

After a global decline in late 2008 and early
2009, the global economy began showing signs
of recovery in late 2009 which continued into
the Irst quarter of 2010. According to the IMF,

i... global production and trade bounced back
in the second half of 2009, and con!dence re-
bounded strongly on both the !nancial and
real fronts, as extraordinary policy support fore-
stalled another Great Depression.T 2

In addition, the World Economic Situation and
Prospects, a product of the United Nations
(1IUNT), has indicated that the 1O global equity
markets have also rebounded and risk premi-
ums on borrowing have fallen.t $

However, the IMF and other international institu-
tions continued to warn that despite these en-
couraging developments, the global economic
recovery remains fragile.

For the local economy, in the !rst quarter of
2009, the stock market main index declined
by 9 percent, while the Jamaican dollar came
under extreme pressure; consequently, it lost 15
percent of its value. Whilst in"ation pressures
slightly subsided, interest rates remained high
in order to contain instability in the foreign ex-
change market and hence opportunities were
available in the bond and money markets in
20009.

The environment settled down a bit by the end
of June as the macroeconomic variables began
to demonstrate mixed results. This settling down

was evidenced by the fact that, the exchange
rate began to stabilize with the intervention of
the BOJ, the Net International Reserves (NIR)
was at an adequate level, and there were
signs of lower in"ationary pressures. With in-
creasing anticipation of in"ows from multi-
lateral agencies and Balance of Payment sup-
port from the IMF, there was less pressure on the
dollar and the central bank began to reduce
interest rates. Following a successful Jamaica
Debt Exchange Initiative, the 180-Treasury bill
rate stood at 10.49 percent by the end of March
2010.

Given the reduction in interest rates, investors re-
gained their attraction towards the equities mar-
ket. The Jamaica Stock Exchange (iJSET) grew
by 4 percent in 2009 unlike the 26 percent fall in
2008. The strong appeal to the equities market
has also been evident on the JSEis Junior Stock
Market where the two offers of shares listed on
the Junior Market have been oversubscribed in
record time. These developments on the stock
exchange provided more investment opportu-
nities for securities 'rms and their clients alike.

On the other hand, the unemployment rate fi
another key macro economic indicator fi con-
tinued on its upward and worsening trend.
Table 3 depicts the trend in selected macro
indicators.

2 \World Economic Outlook Update, January 26, 2010, See http://www.imf.org/external/pubs/ft/weo/2010/update/01/
3 United Nations World Economic Situation and Prospects (WESP) See http://www.un.org/esa/policy/wess/wesp.html
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Table 3: Selected Key Macro Indicators for Jamaica, 2007-2010

Inflation (%) * 16.8 16.8 102 41
T-6ill vield (6 mths, end of period) (%) 133 245 16.8 105
ISE Market Index {paints) 107968  B052 B33 BGO
Unemgployment Rate (%) * 98 10.6 116 124
Exchange Rate (end of period) 712 76.6 B9, .7
Met Remittance [USS™M] (end of periad) 16611  170B1 15545 4013
Met International Reserves |USS'M) (end of period) 18777 17729 17294 17519

Note:

A: For 2007-2009, the in"ation rate shown is for the calendar year while for 2010, the rate is for the !rst quarter of the calendar year.
B: The unemployment rate shown for 2010 is for the 3- month period ending April 2010

THE JAMAICAN FINANCIAL SYSTEM

Aggregate total assets of the regulated Jamaican !nancial system continue to grow (See Ta
ble 4)." The combined total assets of $1,518.2 bilion for the 'nancial system amounted to 139.1
percent of nominal GDP (2008: $1,431.3 billion or 136.6 percent of GDP). For FSC-regulated
institutions®, total assets grew by 9.5 percent in 2009 compared to the 15.4 percent in 2008.

4 |n Table 4, Inancial institutions are classi'ed according to their regulatory reporting status as: (a) institutions regulated by the FSC,
comprising entities offering services related to insurance, securities and pensions; and (b) deposit-taking institutions, which comprise
commercial banks, building societies, merchant banks and credit unions. For the purpose of this report, institutions comprising the
regulated !'nancial system are shown in Table 4. There are other institutions that are regulated by the BOJ and the FSC and not

included in Table 4. See BOJis website for the complete listing of its regulated entities. The BOJ is awaiting approval of regulations
for the supervision of credit unions.

5 The data and analysis on FSC-regulated institutions provided in this report do not cover several types of entities that are regulated
by the FSC. The entities that are not covered include: individuals licensed as securities dealers, insurance brokers (including, faculta-
tive and reinsurance brokers), insurance agents, insurance consultants, insurance loss adjusters, pension fund trustees and pension
fund administrators. In Table 4, the assets shown are balance sheet assets as reported at the end of the calendar year and do not

include pension fund assets. Pension fund assets are part of the funds under management of licensed securities dealers shown in
Table 17.




Table 4: Total Assets by Type of Financial Institution, December 2007 - 2009

/3; (/3< (/34
# ( # ( # (
+ + +
( ( (
- + ( "> 1 * - "> 1 * - "> 1 * -
/)
+ 7A57 ASF 6H5 A8 1B58 75
F75B B5 FB5H B5 FF5H 658
( = F I5H B65F FHAS/ BBSI 1 6B BB5H
&/ ?20=A3 ==A3 @=4A8 =?K? ;03M =@A<
- /L)
1, 17F5B B85B 11/5H B857 1AB5 BASF
1 ) ( 6658 85/ BAS/ 85H B15%A A58
(63 i , FH5B B5H B65/ 65B B 5A 65
FF56 B5F 175H B5/ 175/ B5H
&/ ;0<i< ?@A3 5 <A? ?=k? <3;A8 ?8K2
0 2<2A; 03343 0=2;M 03343 0 ?0<A2 03343
Notes:

The above total asset Igures are as at end of each calendar year.

See footnote 5 in the text for a description of the FSC-regulated institutions not included in this table.

Securities licensees are characterized as isecurities IrmsT and inon-securities 'rmsT. The former group are licensed securities dealers
that engage in securities dealing as a principal activity while the latter group are securities licensees that do not deal in securities
as a principal activity but who are, nevertheless, required to obtain a securities dealeris licence in order to conduct some aspects
of their business. Securities I'rms are de!ned to include unit trust managers. Non-securities 'rms include several deposit-taking institu-
tions and to avoid double counting non-securities 'rms are not shown in this table under iFSC-regulatedT institutions.

The total asset !gures for credit unions for 2008 and 2009 are preliminary.

Source: Data compiled by Bank of Jamaica, Jamaica Co-operative Credit Union League and the FSC

THE GENERAL INSURANCE INDUSTRY

In 2009, while there were 12 registered general or non-life insurance companies, one registrant -Island
Heritage Insurance Company (ilHICT) - hasdecided to stop writing new businessand henceis classiled as
being in irun-off modeT®. Total combined assets (excluding IHIC) amounted to $44.9 billion (2008
December 31: $43.3 bilion). Table 5 shows the trend in selected key indicators for the general
insurance industry. Aggregate gross premium written” grew by 5.3 percent to $24.5 billion. While Table
6 shows the gross premium written (iGPWT) by each company, Table 7 displays the GPW by class of
business. As seen in table 7, the property and motor classes of business account for over 90 percent
of total GPW.

6 Run-off mode means the company is not underwriting or assuming any new risk and not making any renewals, however it continues
to service its existing policyholders until the insurance policies expire and claims have been settled.

7 Gross Premium Written (IGPWT) is the sum of gross direct premium written and reinsurance assumed.




Table 5: Selected Key Indicators for General Insurance Companies, 2007 - 2009

| 2007 | 2008 | 2000 |WEE
selacted Indicator: slﬂillﬁ 1: Th|s |n§Iudes capital, retamgd
earnings, investment and capital
Total Assets 404 433 4449 reserves. The capital displayed in
Investment Assats 752 8.4 9.6 the above table -is the statutory
N or regulatory capital. It excludes
Insurance Liabilities 236 24.8 26.0 certain forms of capital. As a result,
= s ital I | liabiliti ill
Total Liabilities 26.8 8.6 9.0 capital base plus total liabilities wi
1 not be equal to total assets.
Capital Base 115 132 144

Table 6: Premiums Generated By General Insurance Companies For The Years
Ended December 31, 2007 - 2009.

| GrossPremium written (S'M)
ety
Advantage General Insurance Company
American Home Assurance Company 1,060.6 1,B00.6 1,223.9
British Caribbean Insurance Company 1,885.4 1E195 18433
General Accident Insurance Company 11014 15047 1,683.0
Globe Insurance Company of the West Indies 21076 230132 zAa1232
The Insurance Company of the West Indies 1,718.7 1,9EE.B 2,119.8
Jamaica International Insurance Company 3,109 3,467 .8 3,612.6
Key Insurance Company 643.7 G600 588.0
MEM Insurance Company 32441 327137 3,137.2
Vickoria Mutual Insurance Company 7020 BOO.S E32E
west Indies Alliance Insurance Company 1,534.7 1,660.2 23211
el 21572 232036 244984

Notes: Gross written premium is the total of gross direct premium written and reinsurance
assumed.
A: Audited data.

Table 7: GPW by Line of Business, General Insurance Industry, 2007-2009.

ot et 20t

- S'milions
Liability 1,056.9 o708 935.4
Property 10,215.0 10,2305 115524
Motor 10,3951 11,4754 114403
Pecuniary Loss 2013 263.2 165.2
Iﬁilrl!-.ﬂmatnn & Transport 1558 1692 237.7
_ __ _
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Pro!tability

For the calendar year ended 2009, the com-
bined total income® of the general insurance
companies grew by 4.7 percent to $16.8 billion,
whilst their total expenses including taxes in-
creased by 11.5 percent to $15.1 billion. Conse-
qguently aggregate net income after taxes was
$1.7 bilion. Table 8 shows a three-year trend for
main income and expense categories.

As seen in the Table 8, NPE grew marginally
by 1.8 percent in 2009 and therefore no real
growth occurred as competition intensiled
among the companies resulting in discounted
premiums. The increase in net investment in-
come re"ects the rise in the market interest
rates with the average 6-month Treasury bill rate

income declined by 23 percent in 2009, how-
ever, it should be noted that the amount for
2008 was bolstered by gains of $192.5 million on
the disposal of shares in a related company. In
2009, foreign exchange gains accounted for 90
percent (2008: 75 percent) of other income as
the Jamaican dollar devaluated against the
us.

Acquisition expense for the industry fell signi!-
cantly as the industry ceded more insur-
ance business to overseas reinsurers (See
Figure 1) and hence commission received
was greater than commission paid to
local insurance agents and brokers. Combined
industry operating expenses grew by 12.5 per-

moving from 15.9 to 19.9 percent in 2009. Other cent due to increased staff bene!ts.

Table 8: Combined Summary Operations for the General Insurance Companies, 2007-2009

Main Income & Expense 2007 * 2008 * 2000 *
Categories 5" milliens
Total Revenue 13,668.1 16,003.0 16,779.6
of which
MPE 10,403.0 11,932 6 12,150.2
Met Investment Income 2,538.9 3,073.9 3,002.4
Other Income T26.2 D065 727.0
Total Expenses 12,053.9 13,554.5 15,1218
of which
Taxes 405.3 T2 5 4854
Acquisition Expenses 357.9 279.8 526
CpErating Expenses 39492 44311 49844
claims 7,3BE.8 8,160.9 9,535.9
Other (47.2) {45.8) 59.6
After-tax Income 1,614.2 2,MB.5 1,657.8

8 Total Revenue is the sum of Net Premium Earned (INPET), Net Investment Income, and Other Income. NPE is calculated as GPW less reinsurance

ceded minus any increase or plus any decrease in net unearned premiums.




Figure 1: Percentage of Property, Motor & Total GPW ceded to Reinsurers, 2007-2009
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Aggregate claims, which have consistently ac-
counted for over 60 percent of total expenses
in 2007-2009, were propelled by an additional
$1.1 billion in motor vehicle claims for the indus-
try in 2009. Figure 2 shows the claims ratios for
the two key business segments of the insurance
industry.

Capital

With the uptick seen on the JSE, the industryis in-
vestment and capital reserves - components of
the regulatory capital base for insurance com-
panies - have recovered some $353.8 million of
the $1 billion lost by the end of 2008. Aggregate
retained earnings grew by 12.7 percent to $8.4
billion; consequently, the combined capital
base of insurance companies increased by 9.9
percent to $14.4 billion.

The main indicator of capital adequacy cur-
rently used for general insurance companies is
the Minimum Assets Test (IMATT)’. In 2008, the
benchmark for the industry was raised to 135%
from the 120% in 2007. At the end of 2009, the
weighted average MAT ratio for all general in-
surance companies was 138.5 percent, only
marginally above the 133.5 percent in 2008.
This result indicates that as a group the insur-
ance companiesi assets exceeded liabilities by
a margin that is over 30 percent, which means
that the companies have a considerable buffer
of capital to absorb adverse shocks.

THE LIFE INSURANCE INDUSTRY

Aggregate total assets of the life insurance in-
dustry, comprising of !ve (5) life insurance com-
panies, totalled $153.3 billion (December 2008:
$127 billion); this represents an increase of 20.7
percent over 2008. Table 9 illustrates other key
Inancial indicators. While Table 10 shows the
GPW by each company, Table 11 displays the
GPW by class of business.

Table 9: Selected Key Indicators for the Life
Insurance Companies, 2007 - 2009

007" 2008  z0m*

selected Indicators &' Billions

Total Assets 108.1 127.0 1533
Investment Assets 921 110.0 1339
Insurance Liabilities 15.0 245 310
Total Liabilities 791 96.5 1138
Capital Base * 275 315 389
Notes:

1: This includes capital, retained earnings, investment and
capital reserves. The capital displayed in the above table is
the statutory or regulatory capital. It excludes certain forms
of capital. As a result, capital base plus total liabilities will not
be equal to total assets.

9 The MAT establishes a minimum ratio of available assets of a prede!ned quality to liabilities.




Table 10: GPW Generated By The Life Insurance Companies For The Years

Ended December 31, 2007 - 2009.10

Gross Premium Written (5 ' M)

Name of Insurance Company 2007* 2008 " 2008*
Blue Cross of Jamaica 21753 0.0 oo

Cuna Mutual Insurance Society 663.4 803.7 9719

Guardian Life 3,345 47672 6,439.1
MCB Insurance Company 580.6 4187 4786

sagicor Life Ins Co 9.906.7 185742 15,5976
Scotia Jamaica Life ins Co 6516 T64.B 769.6

Total GPW 17,822.2 25,3286 24,256.8

Pro!tability Table 11: GPW by Line of Business, Life Insurance

The year ended December 31, 2009 was
another pro!table year for the life insur-
ance industry. Table 12 highlights the net
income generated for the years 2007-
2009.

The chief contributor to the decline in
NPE was a reduction in premium in-
come for single premium annuities. In
one-off transaction, approximately $6
billion in premium was generated from
single premium annuities sold in 2008
to a major client. As seen in Table 11,
there was grown in all other lines of busi-
ness. Net investment income rose by
58.8 percent due to (i) increased yield
on GOJ securities during the Irst quarter
of the calendar year, (ii) the recovery
made by stock prices on the JSE, and
(i) the growth of assets in the invest-
ment portfolio. Other income climbed
due to increases in (i) management

Industry, 2007-2009

wor* 008" zom*
Line of Buisnass &' Millions
Life Insurance 104695 113744 126723
Annuity 1318 73652 38653
Sickness & Health 3110 6580 77193
Total 17822 153186 42568

fees on segregated funds and (ii) other fees
chargeable to their clients.

The industry seems to have contained op-
erating expenses which was increased by
only 1.5 percent in 2009. On the other hand
policy benelts grew by some 39 percent.
Table 13 shows the movement in the differ-
ent categories that constitute policy benel!ts.
Figure 3 shows the percentage of NPE con-
sumed by the main expense category.

10 15 2008, Blue Cross of Jamaica (BCJ) was acquired by Sagicor Life Insurance Company. For the 11-month period ended
November 2008, total gross premiums written by BCJ amounted to $1.98 billion.

w_,
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Table 12: Combined Summary Operations for the Life Insurance Companies, 2007-2009

Total Revenue 29,170.6 39,064.5 46,764.3
of which
NPE 17,308.1 24,961.0 23,826.1
Met Investment Income 10,4298 12 870.9 20,4452
Other Income 14326 21326 2,483.0
Total Expenses 24 201.3 32,9084 36,966.7
Of which
Taxes 5553 T03.6 o54.0
Operating Expenses 15,3536 23,570.8 23,9219
Policy Benefits E 2923 B,634.0 12 080.8
After-tax Income 4,969.3 7,056.0 9,797.7

Table 13: Aggregate Policy Benelts, Life Insurance Companies, 2007-2009

Claims: 6,414.2 6,100.5 B,920.6
of Which:
Sickness & Health 4,800.7 3,991.0 6,275.9
Death Claims 1,5455 2,039.2 2,559.9
accidental Death Claims 4.0 0.0 0.0
Disability Claims 10.0 240 236
Matured Endowments 54.0 463 612
Annuity Payments 8402 1,286.9 1,797.0
surrender Values 8447 %54.0 1,0729
Other 1952 2827 2903
Total Policy Benefits 2043 E6340 12,0808

R A . tive Directoris Repo[t

=




Figure 3: Expenses as a Percentage of NPE, Life Insurance Industry, 2007-2009
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Capital

In 2009, the life insurance companies recorded
improved levels of capital adequacy. For life
insurance companies, regulatory capital ad-
equacy is assessed using the Minimum Con-
tinuing Capital and Surplus Ratio (iIMCCSRT)".
At the end of 2009, the weighted average
MCCSR for the life insurance sector stood at
798.8 percent, which signilcantly exceeded
both the regulatory benchmark of 135 per-
cent and the weighted average MCCSR level
of 512.6 percent recorded in 2008. The com-
bined investment and capital reserves for life

insurers recovered some of the ground that
was lost in 2008 and amounted to $600
million by the end of 2009. Retained earn-
ings grew by 33 percent to $29 billion.
Consequently, the combined total capital base
grew by 29.7 percent to $39.3 billion.

1 n assessing the adequacy of capital in relation to liabilities, the FSC relies on the Minimum Continuing Capital and Surplus Re-
quirement (IMCCSRT). The MCCSR is a risk-based solvency test which determines the capital required based on an assessment of
the level of risk embodied in the asset and liability pro!le of a life insurance company.




THE SECURITIES INDUSTRY

Structure of the Industry

Licensed securities dealers in the securities in-
dustry are categorized into two main groups:
securities 'rms and non-securities 'rms. 12 As at
December 31, 2009; forty-eight (48) !'rms were
licensed under the Securities Act (2001) (iSecu-
rities ActT) and Regulations. (Table 14)

Securities dealers are licensed to engage in
securities dealing activities with instruments
which fall within the Securities Actis de!nition
of a security. These activities include, but are
not restricted to: stock brokering; providing in-
vestment advice; and trading in equities, bonds
and commercial paper. The major players in
the market are engaged in high levels of bal-
ance sheet intermediation by way of offering
TReposT to their clients. Repo liabilities account
for 57 per cent of the total funds under manage-
ment (IFUMT). Many of these 'rms have also
acquired cambio licences from the BOJ and are
involved in foreign exchange trading. Securities
Irms represent 62.2 percent of the securities in-
dustry by total assets (81.8 percent of FUM); as
a result this review concentrates on this group.

Performance of Securities
Firms 2009

At the end of 2009, total assets stood at $512
billion; this represents a 7 percent growth over
the year ended December 31, 2008. The securi-
ties Irms have also recorded an increase in the
total FUM during the review period. FUM grew
marginally by 2 percent over December 2008
and stood at $660 billion. Securities 'rms were
required to inject capital to strengthen their
capital position. The margin calls experienced
in 2008 served as a warning to many !rms that
a robust capital base remains a critical pre-
condition for !rms maintaining their status as
going-concerns. The capital base of securities
Irms grew by 29 percent during 2009. Tables 15
fi 17 provide information on the structure and
performance of the securities industry in terms
of assets, capital and FUM.

Table 14: Number of Securities Dealers by Type of Licensee, 2007-2009

12 The securities Irms as classi'ed include securities dealers, which are those licensed dealers engaged in securities dealing as a prin-
cipal activity; as well as Unit Trusts Management Companies. The non-securities Irms are those dealers that do not deal in securities
as a principal activity, but who are required to obtain a securities dealeris licence in order to conduct some aspect of their business.
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Table 15: Total Assets of the Securities Industry by Type of Securities Licensee, 2007-2009

Table 16: Total Capital of the Securities Industry by Type of Securities Licensee, 2007-2009

FB57 FF56 B85A F65B I 5F

IFSB I15A IF5B IH5H 175/ IF5
A5B A5/ A58 85I 5A 157
F5! F5I BS5. BS F5 BS
B56 B5I 58 65/ B5/ 656
85I 6757 675 65B 6157

Table 17: Total Funds Under Management of the Securities Industry by Type of Securities
Licensee, 2007-2009

HH5A /FH5B ABS5F 1756
FAS5 6656 6A58 15/ F/58 A56
57 758 /5A 758 757 757
ASF 65A 151 75H B5B 5/
757 757 757 757 757 757
715 I5A 885l 65A 157 F5F
H5/




Pro!tability

Despite the turbulent economic climate in
Jamaica, the securities industry continued to
display signs of resilience. Net income before
taxes amounted $23 billion during 2009, repre-
senting an increase of 23 percent relative to
the previous year. This growth occurred in the
context of a 53 percent increase in net interest
income which stood at $15 billion for the review
period ($10 bilion: 2008). Relatively high inter-
est rates offered on GOJ securities, combined
with an upward shift of the yield curve, were
important factors in"uencing this performance.
Average yields for 2009 stood at approximate-
ly 20 percent compared with 16 percent in
2008%. Net interest earnings from assets !-
nanced by repurchase agreements with retall
clients would have particularly bene!ted from
this shift in the yield curve.’* Firms continue to
be heavily reliant on income generated by in-
terest earned

13 vields are based on Average 180 day T-bill rates.

from their Repo business. Net interest income
accounted for 72 percent of the I'rms total in-
come stream, up from 50 percent in 2008; see
Figure 4. This remains a concern as !'rms need
to diversify their income mix to mitigate interest
rate and credit risks.

Though non-interest income fell by 39 percent,
securities 'rms were able to reign in the growth
in their operational expenses by rationalizing
their operations to cope with the changing
economic realities. This has contributed posi-
tively to securities 'rmsi bottom-lines during the
review period. Table 18 illustrates the operating
results of the securities Irms.

14 Most Repo liabilities are of short-term maturity (less than a year) while a signi!cant share of the assets 'nanced Repos are of

signilcantly longer maturity.
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Table 18: : Summary Operating Results for Securities Firms, 2007 - 2009

Notes:
R: Revised

Prudential Indicators

The FSC monitors the adequacy of each 'rmis
capital as well as the quality of the assets back-
ing investor liability. The sector is adequately
capitalzed and has remained robust dur-
ing the review period. The capital adequacy
ratio shows animprovement of 18 percent points
over 2008. This is a direct result of a combi-
nation of Irmsi capital injections and an
increase in the fair value of assets.

It should be noted that for the industry as a
whole, there are adequate assets backing
investments made by repo investors, as the low
risk asset to repo liabilities ratio remains above
the FSCis minimum benchmark. The stock of

low-risk assets on the books of securities 'rms
have increased by 19 percent which indicates
that 'rms have improved the overall quality of
the assets on their books.

Securities Irmsi reliance on their Repo business is
evident in the weakening of the intermediation
ratio. This resulted from the increase of Repo li-
abilities outpacing the growth in the total FUM.
Nevertheless, the industry as a whole remains
below the FSCis maximum requirement. Table
19 summarizes the prudential indicators for the
securities 'rms for the review period.



Table 19: Selected Prudential Ratio for Securities Firms December 2007 - 2009

Performance of Unit Trusts and
Mutual Funds

Unit Trusts

The Unit Trust sub-sector consists of eight (8) funds
which are managed by four (4) fund managers,
namely Barita Unit Trust Management Compa-
ny, Scotia DBG Fund Managers, PanCaribbean
Asset Management, and Capital & Credit Fund
Managers. The unit trusts portfolios are com-
posed mainly of real estate investments, equi-
ties and !'xed income securities including GOJ
debentures, Local Registered Stocks (LRS), Cer-
tilcates of Deposit (CD) and Treasury bills.

As at December 31, 2009, total funds managed
by unit trusts management companies stood
at $14 bilion, a 20 percent increase over De-
cember 31, 2008. For the review period, the sub
sector experienced net in"ows of 11 million units
valued at $267 million. This is a reversal of the
net out"ows experienced in 2008; see Table 20.

Table 20: Summary of Unit Trusts Funds under Management
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Mutual Funds

For the review period, the Mutual Fund sub-
sector consisted of eighteen (18) mutual funds
available for sale in Jamaica.”® These mutual
funds are managed by four (4) fund managers,
namely Manulife (formerly AIC), Cl Investments,
Scotiabank Canada and JMMB Securities. The
mutual fund investment portfolios are com-
posed mainly of equities, xed income securi-
ties and cash.

For the period ended December 31, 2009, the
total funds managed by mutual fund compa-
nies were USD 8 billion. This represented an
increase of USD 4 bilion or 79 percent above
that of December 31, 2008. As at December 31,
2009, purchases made by Jamaicans in mutual
funds amounted to USD 230 million, with a cor-
responding encashment of USD 149 million; net
purchases stood at USD 81 million.

Performance of the Equities and
Private Debt Markets

The oversight of the private debt market began
in 2006 with the iPrivate Placementi regime
which required institutions when raising funds
without making a public offering to register
these offers with the Commission. Debt offer-
ings made under this regime were limited to !fty
(50) investors. This regime was replaced in 2008

by the iExempt DistributionT regime which al-
lows for a distribution of securities to be exempt
from registration of a prospectus or offering
document with the FSC.%¢ This initiative was in-
tended to assist in reducing the costs of raising
capital and to stimulate the development of
the Jamaican capital market. Exemptions may
be granted under the following categories:

Accredited Investor
Minimum Purchase Amount
Highly Rated Debt

Private Issuer

> ® P P

The private debt market is comprised mainly of
short and medium term notes with instruments
with tenures exceeding 5 years accounting
for just over 1% of total issues. The market saw
an increase in the total value of issues of over
100%, between 2007 and 2008 following the
introduction of the Exempt Distribution regime.
Subsequently a 74% decrease was experienced
between 2008 and 2009. See Table 21. The de-
cline in activity in 2009 may have re"ected,
among other things, a normalization of market
activity, as well as the negative effects of the
global 'nancial crisis, which may have reduced
investor conl!dence in the creditworthiness of
some potential issuers.

Table 21: Summary Private Placements and Exempt Distributions 2007 - 2009

15 while at the end of 2009, 18 mutual funds were available for sale, there was an additional registered mutual fund but was not in
operation. This therefore means that there were actually !ve fund managers.

16 For more detalils, see 1Guidelines for Exempt DistributionsT (Guidelines SR-GUID-08/05-0016) at
http://www.fscjamaica.org/content. php?action=content&subid=70



Public offerings of equity securities registered
with the FSC in 2007 were comprised solely of
preference shares of existing public issuers.
However, three (3) of the four (4) issues regis-
tered in 2008 and both issues registered with the
FSC in 2009 represented issuers new to the pub-
lic equities market. The JSE launched a Junior

Stock Market in April 2009 to encourage and al-
low small and medium sized businesses access
to equity 'nancing. Of the 2 public offerings
for 2009, one represented a listing on the Junior
Stock Exchange, Access Financial Services Lim-
ited; see Table 22.

Table 22: Summary Public Offerings, 2007 - 2009

THE PENSION INDUSTRY

The table below shows the nhumber of corporate service providers by category inclusive of the
pension assets under management which have grown, year over year by 16 percent.

Table 23: Total Assets under Management of Corporate Service Providers
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SUMMARY OF PERFORMANCE
SCOREBOARD 2009-2010

Tables 24 - 26 below outline key strategic objec-
tives for the insurance, pensions and securities
industries. Details of the activities undertaken
in pursuit of these objectives are presented in
the various segments of the Executive Directoris
report.

The Insurance Division

The main function of the Insurance Division is to
protect the interest of policyholders and so in
furtherance of this main goal it sets strategies
outlined in two main objectives, namely: (i) to
strengthen the legal and regulatory framework
and improve monitoring in order to enhance
risk management; and (i) ensure a high level
of compliance on the part of the insurance in-
dustry. The performance against these targets
is shown in Table 24.

Table 24: Performance against 2009-2010 Objectives for the Insurance Division
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Table 24: Performance against 2009-2010 Objectives for the Insurance Division contid.
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The Securities Division

The business plan of the Securities Division is aimed at achieving the twin objectives of pro-
tecting the interest of investors and the preservation of market integrity. These objectives are
achieved through the maintenance of safe and sound market intermediaries through a combi
nation of (i) supervisory programmes (off-site examinations and monitoring) and (ii) regulatory
review and development. The performance against these objectives is set out in Table 25

Table 25: Performance against 2009-2010 Objectives for the Securities Division
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Table 25:; Performance against 2009-2010 Objectives for the Securities Division conitd
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Table 25: Performance against 2009-2010 Objectives for the Securities Division conitd
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Table 25: Performance against 2009-2010 Objectives for the Securities Division conitd
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The Pensions Division

The Business Plan of the Pensions Division for the Iscal year 2009/10 included four principal and
related objectives for the purpose of protecting pension plan members and their benelciaries as

outlined below:

Table 26: Performance against 2009-2010 Objectives for the Pensions Division
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Table 26: Performance against 2009-2010 Objectives for the Pensions Division contid.
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Table 26: Performance against 2009-2010 Objectives for the Pensions Division contid.
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REGULATORY ACTIVITIES

(A) Bulletins and Guidelines

Bulletins and guidelines are used by the FSC to provide information and guidance to licensees,
registrants and the general public. These bulletins and guidelines are circulated to relevant industry
participants and are also posted on the FSCis website. A summary of the bulletins and guidelines
released during the review year for each sector is provided below:

Insurance Industry
The following bulletins and guidelines related to the Insurance Industry were released during the
review period:

17 This and the following sections report on activities that occurred within the !scal year April 1, 2009 fi March 31, 2010.
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T Stress Testing i General Insurance Com-
panies IR-CONSUL-09/04-0004: This guideline
discusses the importance of developing stress
testing mechanisms to mitigate the various risks
facing insurance companies.

T Guidelines on Market Conduct for all
insurers and intermediaries registered to con-
ductinsurance business in Jamaica IR-CONSUL-
09/04-0005: The purpose of this guideline is to
reinforce the provision of the existing laws and
regulations in order to ensure that insurers and
intermediaries develop and adopt standards
that are consistent with industry best practices.

T Draft Guidelines for Business Plans to be
Submitted to the Financial Services Commission
on an Annual Basis IR-CONSUL-09/04-0006: This
draft guideline establishes the minimum stan-
dard regarding the content of the Business Plan
to be provided to the FSC, setting forth how an
insurance company intends to manage its busi-
ness.

T Information Bulletin: Filing Requirements
for an Association of Underwriters IR-GUID-09
/04-0011: The purpose of this bulletin is to pro-
vide a listing of information that is required to be
lled with the FSC by an association of underwrit-
ers, registered to conduct insurance business in
Jamaica.

T Draft Guidelines on the Criteria for Au-
ditors and Actuaries to Function in the Insurance
Industry IR-GUID-09/06-0012: This draft guideline
discusses the criteria required by auditors and
actuaries to function in the insurance industry
and for actuaries and auditors to be approved
by the FSC before commencement of duties
with an insurance entity.

T Bulletin on Early Warning Ratios IR-AD-
VI-09/08-0001: This bulletin provides an outline
of the proposed changes to some of the origi-
nal early warning ratios so as to improve the
FSCis ability to detect the potential risks faced
by insurance companies as early as possible.

T Bulletin: Delnition of Persons to be
Registered as Sales Representatives IR-ADVI-
09/08-0002: This bulletin discusses specilc sce-
narios under which a person employed to an
insurance entity is required to be registered as
a ésales representativei, i.e. a person who may
lawfully solicit or negotiate insurance business.
This guideline further clariles the FSCis expec-
tations regarding the minimum standards to be
adhered to by general insurance companies
in seeking registration of their sales representa-
tives.

T Market Conduct Guidelines on Best
Practice for Motor Insurance Claims IR-GUID-
09/08-0013: This guideline clariles the FSCis ex-
pectations regarding the minimum standards
to be adhered to by general insurance compa-
nies in the settlement of motor vehicle claims.

T Instructions: Minimum Capital Test for
General Insurance Companies and Branches of
Foreign Companies Carrying on General Insur-
ance Business in Jamaica ARAGUID-09/11-0011:
This consultative paper provides the general
framework for the calculation of the Minimum
Capital Test (IMCTT) which is based on the Ca-
nadian insurance regulatoris MCT and assesses
the riskiness of assets and policy liabilities by
applying various factors and margins. It is an
iexcess of capitall measure which compares
capital available to capital required.



Securities Industry
The following bulletin related to the Securities In-
dustry was released during the review year:

T Securities Industry Advisory: New Re-
quirements for Unit Trusts SR-ADVI-09/08-0003:
This advisory outlines the new requirements that
will come into effect once the regulation go-
verning unit trusts have been promulgated into
law.

Pensions Industry

The following bulletins and guidelines related to
the Pensions Industry were released during the
review period:

T Bulletin: Accredited Actuarial Asso-
ciations Recognised by the Financial Services
Commission under Section 2 of The Pensions (Su-
perannuation Funds and Retirement Schemes)
Act, 2004 and Regulation 11 of The Pensions (Su-
perannuation Funds and Retirement Schemes)
(Governance) Regulations, 2006 March 2009
AR-GEN-09/03-0004: This bulletin provides a list
of Actuarial Associations that are recognized
by the FSC.

T Bulletin: Leases PR-GUID-09/04-0013:
This bulletin provides insight to the accounting
standards and legislative requirement relating
to the treatment of leases.

T Bulletin: Content of the Business Plan
PR-GUID-09/04-0014: This bulletin establishes the
minimum standard regarding the content of the
Business Plan to be provided to the FSC setting
forth how the applicant intends to manage its
pensions business.

T Information Bulletin: Statutory Filings for
Administrators and Investment Managers PR-
GUID-09/04-0015: This guideline serves to alert
Administrators and Investment Managers of the
timelines for the submission of certain docu-
ments to the FSC

T Information Bulletin: Statutory Filings
for Trustees PR-GUID-09/04-0016: This guideline
serves to alert Trustees of the timelines for the
submission of certain documents to the FSC. It
is intended to assist Trustees in discharging their
duty to ensure that actions are taken to achieve
compliance with the regulatory requirements.

T Guideline on Conversion PR-GUID-09
/04-0017: This serves to guide plan conversions
from a de!ned bene!t plan to a de!ned contri-
bution plan and outlines the FSCis expectations
regarding the different approaches which may
be adopted.

T Statement of Investment Policies and
Principles (SIPP) PR-ADVI-10/02-0001: This bul-
letin reviews the basics of an investment policy
and should provide some assistance to trustees
in understanding the development, implemen-
tation and management of the investment pol-

icy.

T Draft Guideline on Trustees acting as In-
vestment Managers of Self-Administered Funds
PR-GUID-10/02-0019: This guideline outlines
among other things the responsibilities of trust-
ees of self-administered funds when investing
pension fund assets.
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T Guideline on the Submission of Infor-
mation in lieu of Annual Reports PR-GUID-10/04-
0021: This guideline allows selected companies
to provide the FSC with additional information
regarding its corporate governance instead of
submitting an annual report to the FSC.

T Guideline on Transfer Plan on Discon-
tinuance of Business PR-GUID-10/02-0019: This
guideline aims to ensure certain principles are
followed when the pension business of an Ad-
ministrator or Investment Manager that discon-
tinues operations are properly and effectively
migrated to another Administrator or Investment
Manager. These principles include:

o Compliance with the Pen
sions (Superannuation Funds
and Retirement Schemes) Act,
2004 and the associated
Regulations in implementing
the transfer of business;

o Engaging the FSC such that
the FSC is able to monitor
events and coordinate infor-
mation "ow and activities;

o Ensuring that trustees are in
formed of their choices and
are provided with suflcien
opportunity to secure alterna
tive service arrangements;

o Avoidance of double transfers
. 18
whenever possible.

T Bulletin: Auditing of Financial State-
ments PR-ADVI-10/03-0002: This bulletin is ap-
plicable to superannuation funds and seeks
to clarify the calculation of the limit on the fair
value of assets and its effect on the criteria for
the submission of audited accounts.

General

The following bulletin related to the registra-
tion processing was released during the review
year:

T Bulletin: New Requirements Related to
Registration Processing and Fit & Proper Assess-
ments GEN-ADVI-10/01-0001: This bulletin de-
tails recent procedural changes made by the
FSC which impact the following:

o Stale-dating of !t and proper
documents

o Persons deemed eligible to
verify copies of academic re
cords

o Information required in relation
to character references for
applicants.

(B) Anti-Money Laundering

The FSC continued to discharge its functions in
compliance with statutory requirements and
the Financial Action Task Force (8FATFi) princi-
ples pursuant to Jamaica being signatory to the
1988 United Nations (1IUNT) Convention Against
lllicit Traf!c in Narcotic Drugs and Psychotropic
Substances. In this regard, the FSC pursued the
following initiatives:

1. Continued Assessment of the Anti-
Money Laundering Systems of
Licensees

On-site and off-site assessments of the
anti-money laundering systems for
registrants and licensees within our
regulatory ambit in the insurance and
securities sectors continued. De!cien-
cies were identi'ed, noted in writing,
and communicated to the entity in
breach for the necessary corrective

18 Double transfers occur where a pension plan is transferred by the Administrator/Investment Manager to a service provider,
and then by the Trustees to a different service provider of their own choice



actions to be taken. Follow-up
assessments were initiated in order

to ensure that appropriate corrective
actions were implemented. Such
follow up assessments will continue
until all de!ciencies are satisfactorily
addressed.

2. Revision to the Anti-Money Laundering
/ Counter-Financing of Terrorism Guidelines

Work on the revision of the Anti-Money Launder-
ing/Counter-Financing of Terrorism Guidelines,
(iGuidelinesT), continued in order to ensure
synchrony with the Proceeds of Crime Act, 2007
and its attendant regulations which are the Pro-
ceeds of Crime Regulations, 2007, and the Pro-
ceeds of Crime (Money Laundering Prevention)
Regulations, 2007. The modi!ed Guidelines are
to be forwarded to the Minister with responsi-
bility for national security for review and com-
ments.

3. Notices

The FSC continued to circulate notices on a
periodic basis in order to keep all stakeholders
abreast of international developments, particu-
larly in respect of persons and organizations in-
cluded on the UN Security Council Consolidat-
ed List, and in conjunction with the Ministry of
Foreign Affairs and Foreign Trade.

4. Training for Staff

Additionally, the FSC continued to provide staff
members with anti-money laundering training
opportunities to bolster their skills so as to en-
sure effective and eflcient performance in the
discharge of the FSCis functions as a Compe-
tent Authority under the Proceeds of Crime Act,
2007.

( C) Authorisations

Under the relevant Acts and the attendant reg-
ulations, the FSC is mandated to regulate and
supervise the insurance, securities and pensions
industries. This includes the registration and li-
censing of different products, entities and indi-
viduals for each sector. This section will review
the authorizations issued by the FSC for each
industry.

Insurance Authorisations

Of the 350 authorisations for the insurance sec-
tor, 322 were for insurance sales representatives;
meanwhile, 154 sales representatives voluntarily
cancelled their registration resulting partially
from movements out of the insurance industry.
Consequently, there were 168 more insurance
representatives in the industry. Table 27 shows
the number of registrants in the insurance indus-

try.
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Table 27: Number of Registrants in the Insurance Industry as at March 31, 2010

Securities Authorisations
Table 28 shows the number of additions and voluntary cancellations within the securities in-
dustry that occurred during the 2009-2010 !scal year.




Table 28: Number of Licensees and Registrants in the Securities Industry as at March 31, 2010

Pensions Authorisations

Under the Pensions (Superannuation Funds and
Retirement Schemes) Act (ithe Pensions ActT)
and its attendant regulations,'® the FSC is man-
dated to regulate and supervise the pensions
industry, the duties for which include: (i) the
registration of superannuation funds, retrement
schemes, trustees and responsible of!cers, and
(i) the licensing of administrators and invest-
ment managers.

Six applications for licensing and 220 applica-
tions for registration were received during the
200972010 !scal year, bringing the total number
of applications for licensing and registration of
pension entities that have been received since
September 29, 2006 % to 72 and 3,067, respec-
tively. Table 29 shows the number of submis-
sions received by categories of registrants and
licensees.

19 The Pensions (Superannuation Funds and Retirement Schemes) Act was passed on the 21st of September 2004, with the

appointed day being March 1, 2005. The associated regulations became effective on March 30, 2006.

20 persons and entities wishing to be registered or licensed had to submit their applications to the FSC within 6 months of the passing
of the regulations on March 29, 2006. Therefore the deadline for submission of applications for registration and licensing was
September 29, 2006.
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Table 29: Number & Types of Applications by Categories of Registrants & Licensees 2006 - 2010

The progress made by the FSC in the registration
and licensing process of the above-mentioned
category of applicants as at March 31, 2010 is
as follows:

Pensions Plans: Superannuation Funds
and Retirement Schemes

For the review period, 8 additional
applications were submitted for regis-
tration. Of this amount, 5 were for su-
perannuation funds and 3 were for
retrement schemes. Therefore a total
of 554 pension plan applications were
received up to the end of the 2009/10
I'nancial year, of which 14 were for
retirement schemes while the other
540 were for superannuation funds.

Of the 554 pension plans for which
applications were received, process-
ing was discontinued for 63 plans due
to mergers (5); withdrawal of applica-
tion (1); and winding-up (57). Six pen-
sion plans were also wound up subse-

quently to being approved and regis-
tered by the FSC. Of the remaining
485 applications, only 336 (69 percent)
contained all the requisite documents
necessary for processing.

There are four main components to the appli-
cation review process for pension plans:

1. Fit and Proper Evaluation: The
individual trustees of each plan must
be considered !t and proper as
required by the law. By the end of
March 2010 (see Table 29), the FSC
received a total of 4 applications for
corporate trustees and 2,434 for the
registration of individual trustees; of
which 378 have resigned or withdrawn
their application bringing the total net
applications received to date to 2,060.
Of the 2,060 applicants remaining only



1,686 submitted all the requisite docu-
ments. Ninety-seven (97) percent of
these have been assessed for tness
and propriety.

2. Business and Financial Apprais
al: The I'nancial health of the plans
and the corporate service providers

is examined by reviewing the nancial
statements, actuarial valuation reports
and business plans. Thirty -three Inan-
cial statements and actuarial valua-
tion reports of pension plans were
received and reviewed for the 2009/
2010 !scal year while 5 out of 6
reviews were completed for corporate
entities.

3. Legal/Technical Review: An
evaluation of the constitutive docu-
ments (i.e., Trust Deed and Plan Rules)
is carried out to ensure compliance
with the Act and Regulations. A
review of the technical provisions
contained in the constitutive
documents of 60 pension plans was
completed during the !scal year
2009/2010.

4. Tax Status Assessment: The Tax
payer Audit & Assessment Department
(ITAADY) inspects the constitutive doc-
uments to establish compliance with
the relevant laws and to determine
whether the plans qualify for tax
exemptions. All pension plans with
complete applications have been dis-
patched to the TAAD for simultaneous
processing based on an administrative
agreement between the TAAD and
the FSC.

Of the 336 pension plans containing all the req-
uisite documents necessary for processing 216
(205 superannuation funds and 11 retirement
schemes) have been approved and registered;
52 were given 90 days within which to satisfy the
stipulated conditions outlined in the Pensions
Act and Regulations and the remaining 68 are
considered work in progress. During the Iscal
year 2009/2010, 339 registrants including 119
pension plans were approved. See Table 30.

42



Table 30: Number of Licensees and Registrants in the Pensions Industry as at March 31, 2010

T Administrators and Investment Managers
For the !scal year 2009/2010, the FSC approved 5 and 6 applications for licensing of
administrators and investment managers, respectively, moving the total applications
approved to 56 out of a total of 64 net applications that have been received as shown
in the Table 31.

Table 31: Status of Applications for Administrators and Investment Managers as at March 31, 2010

Responsible Of!cers

Each administrator, investment manager and corporate trustee is required to appoint a
responsible of!cer. A total of 75 applications for registration relating to 47 persons, some
of whom perform the function of a responsible oflcer in a dual capacity, have been
received for processing to date. Since 15 of these applications have since been with
drawn or terminated, 60 applicationswere then leftto be processed. Ofthisamount, 52 have
been approved, 1 refused registration and 4 were being reviewed while the submissions
received for the other 3 were incomplete.



Winding-Up

The FSC is in receipt of applications for the
winding-up of pension plans, as mandated by
Section 27 (4) of the Pensions Act. With 26 ap-
plications received during the review year, a
total of 160 applications have been received to
date. Given that three were outside the ambit
of section 27(4) of the Pensions Act and another
three were not approved by the FSC; there was
a total of 154 applications received for process-
ing. Nineteen approvals were granted during
the review period, the total approvals granted

up to March 31%, 2010 stands at 112. Of the
remaining 42 applications, 38 had outstand-
ing documents to be submitted, 3 were await-
ing approval while 1 was being reviewed. The
reasons given for the winding-up of the pension
plans are shown in the table below, including
the number of members and asset values in-
volved. Table 32 shows the reasons for winding
up as cited by the plans that fell within the regu-
latory scope of the FSC.

Table 32: Number of Pension Plan Wind-Ups and Associated Reasons

21

44



45

Impact of Winding-Up

Approximately 26 percent of plans, which were
estimated to be active as at March 31, 2004,
have been wound up, with asset values re-
presenting approximately 23 percent of the to-
tal estimated pension portfolio as at the same
date. Of these, 9 plans with $7.68 billion in as-
sets were associated with the consolidations or
replacement of de!ned bene!t plans with new
delned contribution plans. Consequently, the
net asset value of the terminated plans is ap-
proximately 16 percent of the estimated portfo-
lio as at March 31, 2004.

Pension coverage, in terms of the estimated
number of persons covered by superannuation
funds, would have been eroded by 17 percent.
However, it is expected that approximately 3
percent represent members who are in consoli-
dated plans or will be re-enrolled in new de!ned
contribution pension plans which will be estab-
lished. The net erosion in pension coverage as
a result of plans being wound up is therefore
estimated at 14 percent. This position however
is offset by the number of members enrolled in
new pension plans.

Surplus Distribution

Trustees are required by Section 32(2) of the
Pensions Act to obtain the Commissionis ap-
proval of the Scheme of Distribution. During the
year,

19 of the 112 pension plans whose wind-up had
been approved !led applications for approval
of schemes of distribution of surplus bringing the
total applications received to date to 66. Four-
teen of these applications were approved in
the year. As at March 31, 2010, a total of 54 ap-
plications were approved; consequently, only
12 applications were unapproved

New Products

The FSC is also required by law to approve new
products before they can be offered to the
public. During the 2009-2010 !scal year, approv-
al was granted for four new insurance products
(see Table 33) and one mutual fund, namely,
Unit Trust Corporation (Cayman) SPC Ltd. In ad-
dition, approvals were granted to the four re-
tirement schemes listed below:

1. Smart Retirement Scheme (NCB
Insurance Company)

2. Guardian Retirement Scheme
(Guardian Life)

3. Jamaica National Individual Retire-

ment Scheme (Jamaica National
Building Society)

4, Churches Co-operation (Churches Co-
operative Credit Union Limited)

Table 33: New Insurance Products approved by the FSC 2009-2010




BOX 1: Name of Entities that Were Registered in the Fiscal Year 2009 - 2010

Securities Dealers
Credit Union Fund Management
Heritage Education Funds International(Jamaica) Ltd

Insurance Broker
Sagicor Insurance Brokers Limited

Facultative Placement Brokers
Zenith Insurance Brokers Limited

Insurance Loss Adjusters
Alert Motor Loss Adjusters and Valuators Ltd
Auto Assessors and Associates Ltd
Axis(Jamaica) Ltd
John Grewcock T/A Talisman Adjusters
Karen Alethea Scarlett T/A KAS Loss Adjusters & Valuators
Lloyd Williams T/A Lloyd's Motor Insurance Adjusters
Matthew John O'Donoghue T/A JMO Adjusters
Maxine Margaret Segree T/A Claims Recovery & Insurance Bureau(CRIB)
Michael Earl Xavier McKenzie T/A Red Line Collision Appraisal Specialist
MSC McKay (Jamaica) Ltd
Pan Caribbean Consultants Ltd
Percival George Stewart T/A Kaution Jamaica
Vision Adjusters Ltd
Toplis & Harding (Jamaica) Ltd

Insurance Consultants
Action & Advice Claims Consultants Ltd

Claims Negotiators
Collin Michael Harley T/A Insight Insurance Services
Natalie Kerr T/A Direct Claims Services

Insurance Investigators
Delroy Anthony Lawson T/A DL Express Investigations & Process Service
Charles Oliver Rodriguez T/A Charles Rodriguez Investigations
Conrad Vaughn Myrie T/A C.I.S. Claims Investigation
Errol Orlando Rattray T/A Quality Adjusters
Focus Investigations Limited
Jones Solomon Jaisingh T/A Network Coordinate
Joseph Clement Messam T/A PROCUR ( Professional Procurers)
Latoure DeAvergne Duhaney T/A Genesis Protective Services
Vinel Central Investigation & Security Consultancy Limited

Pension Administrators
Bank of Jamaica
Churches Co-op Credit Union
Credit Union Fund Management Company
IBM
Nestle Jamaica Ltd

Note: The above table only lists changes that occurred within the !scal year April 2009 - March 2010

46



47

INVESTIGATIONS & ENFORCEMENT

The Investigation and Enforcement (1l&ET) Divi-
sion is responsible for (i) carrying out investiga-
tions; (ii) resolving complaints against licensees
and registrants; (ii) recommending and ex-
ecuting enforcement actions; (iv) fostering a
culture of compliance with anti-money laun-
dering, counter-measures to the !'nancing ter-
rorism and anti-fraud protocols within regulated
entities; and (v) cooperating and collaborating
through information gathering and sharing on

cross-border investigations and enforcement
actions involving !nancial crimes.

The statistics relating to the two main types of
investigations - 't and proper reviews, and sus-
pected breaches of statutes and regulations-
are outlined in Table 34.

Table 34: Number and Type of Investigations, April 1, 2009 - March 31, 2010

Complaints Resolution:

For the review period ended March 31, 2010, the division reviewed 246 complaints, 13 more than the
previous review period. At March 31, 2010, 209 or 85 percent of the 246 complaints were resolved. Table
35 outlines the complaints against licensees addressed by the division.



Table 35: Analysis of Complaints, 2009 - 2010

Of the 246 complaints reviewed, 83 percent or
172 were against registrants in the insurance
(combined life and general industry). For the
general insurance industry, 90 percent of these
complaintsrelated to delays in claim settlement,
while the main complaint for the life insurance
industry was related to other concerns. Within
the securities industry, most of the complaints
were related to the delay in en-cashing units,
whilst pension industry complaints were domi-
nated by those relating to the refund of pension
contributions.

Fit and Proper Investigation

The FSC conducts 't and proper assessments on
the premise that the protection of investors can
be signilcantly improved and risks minimized if
an examination into the quali!cations and rep-
utations of those seeking positions that involve
managing and protecting/safeguarding other
peopleis property or money is conducted. Not
all applicants for a 't and proper assessment
become the subject of an investigation. One
hundred and nine investigations were conduct-
ed during the 2009/2010 review period, of which
65 were brought forward from the 2008/2009
review period. These investigations were relat-
ed to (i) candidates applying for a licence or
registration under the Insurance, Pensions and
Securities Acts, (i) individuals recruited or pro-
moted to senior positions or responsibilities within

10 percent or more of the shares of a licensed
entity, (iv) licensees or registrants whose !t and
proper status was suspected of being compro-
mised. As at March 31, 2010, that is, the end
of the review period, 73 of these investigations
were completed and 36 remained in progress
and will be carried forward to the April 1, 2010 f
March 31, 2011 period.

Breach of any Relevant Act

The FSC conducted 80 investigations into sus-
pected breaches of the Insurance and Securi-
ties Acts and the respective Regulations during
the period April 1, 2009 A March 31, 2010. Most
of these breaches occurred within the insur-
ance industry for contravention of Sections 20,
70 and 85 of the Insurance Act.

With the demonstrated fraudulent activities as-
sociated with Unlawful Financial Operations
(UFOs), it was expected that the prevalence
of these entities would have been reduced.
While the growth slowed, the FSC continues to
receive complaints and inquiries into suspected
UFO activities. The number of UFOs currently on
the FSCis published watch list stands at 62, as
against 58 reported at March 31, 2009. This list is
expected to expand upon completion of some
17 ongoing investigations. All UFOs operate in
breach of Sections 7 and 26 of the Securities
Act while some are also in breach of Sections
8 and 10.
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Cross Border Cooperation and
Collaboration

The FSC made 3 formal requests for assistance
from 2 jurisdictions during the period under re-
view. The assistance of the FSC was sought in 5
instances from 4 jurisdictions. All of the requests
made were related to UFOs.

Enforcement Actions

UFO Related:

During the 2008-2009 !scal year, the FSC em-
ployed a number of enforcement measures
against number of UFOs. For the reporting pe-
riod, 2009-2010, two of these UFO continued
to be the focus of enforcement actions, albeit
from overseas regulators.

T Capital Blu:
On April 7, 2009, the U.S. Commod-
ity Futures Trading Commission
(iCFTC1) in a Florida Federal court
charged Capital Blu Management,
LLC (iCapital BluT) for operating a
fraudulent commodity scheme
involving about 100 investors and
approximately $17 million solicited
purportedly to invest in foreign
currency (iforexT) futures and
options.”

Furthermore, on September 18, 2009,
the National Futures Association
(iNFAT) announced that it perma-
nently barred Capital Blu from NFA
membership.? This action was guided
by the NFAIs Business Conduct Com-
mitteeis Inding that Capital Blu ifailed
to cooperate fully and promptly with
NFA in its investigation of the rmis
operation.t

22 The full report can be seen at http://www.nfa.futures.org/basicnet/Case.aspx?entityid=0381906&case=6%3a09-CV-508&contrib=CFTC

T OLINT Corp./Overseas Locket/
David Smith:
Mr. David Smith continues to be the
subject of a criminal probe in other ju-
risdictions and criminal prosecution in
the Turks and Caicos Islands. A trial
date in this matter is set for June 28,
2010.

Fixed Penalty Payments

Pursuant to section 21 of the FSC Act, the FSC
may exercise the discretion to offer anyone
or an entity who has breached speciled pro-
visions of the related Acts the opportunity to
discharge any liability to conviction of that of-
fence by payment of a !xed penalty as out-
lined in the Fourth Schedule of the FSC Act. For
the period under review, the FSC offered 11 in-
surance intermediaries and companies this op-
portunity for breaches relating to sections 20, 70
and 85 of the Insurance Acts. The Ixed penalty
payable amounted to $1.8 milion from these
breaches. Proceeds from these penalties are
paid over to the Consolidated Fund. At the
close of this reporting period, $525,000 was paid
with $1,325,000 becoming due at a later date.

Litigation
Previous enforcement actions have resulted in
litigation in a number of cases, namely:

a) Claim No. HCV 0817/2006 - Olint
Corporation and David Smith v. The
Financial Services Commission
In this matter, Olint Corporation and
David Smith (the Claimants) are
claiming the sum of Five Million United
States Dollars (USD 5,000,000) against
the FSC for damages arising from a
search and seizure exercise conduct-
ed by the FSC at premises occupied
by the Claimants. The suit com-
menced in 2006, but has since been
in abeyance. The Claimants are yet to

23 The full text of this release can be found at http://www.nfa.futures.org/news/newsRel.asp?ArticlelD=2356



set out the claim in detail. The suit is
still pending.

b) Claim No. SCCA No. 6/2008 -
Olint Corporation/ David Smith v. The
Financial Services Commission

Olint Corporation and David Smith
(the Applicants) lled an appeal be-
fore the Court of Appeal on January
23,

2008. The Notice of Appeal indicated
that the Applicants were seeking to
challenge the decision of the Supreme
Court that was handed down on
December 24, 2007 af!rming a Cease
and Desist Order (1CDOT) issued to the
Applicants by the FSC in March 2006.
The appeal challenged the CDOs on
both substantive and procedural
grounds.

During the period February 9, 2009

to February 12, 2009 the Court of Ap-
peal heard the appeal. The Court of
Appeal reserved judgment on the
matter for an unspeciled date. At the
end of the review period, judgement
was still pending.

Neil/ Janice Lewis (t/a LewFam Invest-
ments) v. The Financial Services
Commission

On January 31, 2008, LewFam Invest-
ments lled an appeal against the
decision of the Supreme Court that
was handed down on December 24,
2007 af!rming the CDOs issued to the
Applicants by the FSC in March 2006.
The appeal was not pursued as
LewFam withdrew their appeal. The
FSC instructed its external counsel to
take the necessary steps to enforce
the judgment that was granted by
Justice MclIntosh in the court below.

d)

The issue of costs payable by LewFam
to the FSC was brought before the
Supreme Court on November 19, 2009.
On February 5, 2010, documents were
lled and served on the Lewises. The
matter was scheduled for hearing on
February 15, 2010 but was adjourned
to April 19, 2010 to allow the Lewises
time to !le their Statement of Assets.

Claim No. HCV 01975 OF 2009 - World
Wise Partners Limited (iWWPLT) and
Noel Strachan v. The Financial Services
Commission

On April 14, 2009, WWPL and Noel
Strachan lled a Notice of Appealin
the Supreme Court of Jamaica con-
testing the CDOs issued by the FSC to
them on August 5, 2008 and subse-
quently varied on March 20, 2009. The
challenges were made on both proce-
dural and substantive grounds includ-
ing allegations of breach of natural
justice and procedural fairness by the
FSC and assertions that WWPL was not
acting in breach of the Securities Act.
The matter is scheduled to be heard
on July 21, 2010.
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e)

Besides these matters relating to UFOs,
the FSC was also involved in other
matters that resulted from enforce-
ment actions. The details are provided
below.

Dyoll Insurance Company

On September 8, 2006, charges were
lled against Dyoll Insurance Company
Limited (a Company in Liquidation).
The company was charged with violat-
ing section 147(1) of the Insurance Act
for its failure to comply with directions
of the FSC to provide proof of an injec-
tion of $150 million in capital into the
company. Similar charges were
brought against four Directors and Of
Icers of Dyoll.

Thereafter the Counsel for the Joint

Liquidators of Dyoll made an applica-

tion to the Supreme Court for an

Order to stay the criminal proceedings

against Dyoll (In Liquidation). The

Hearing of the Application to stay the

criminal proceedings against Dyoll was

held on November 12, 2007. The court

ruled in favour of the FSC. f)

During the 2007-2008 !scal year, the
four Directors/Of!cers of Dyoll against
whom criminal charges were brought,
made applications to the Constitution-
al Court to stay the criminal charges
brought against them contending that
the FSC had no power in relation to
the insurance industry at the time the
offences were committed. The
hearing of the applications was held
November 26 fi 28, 2007.

On December 18, 2008 in favour of
the four Applicants stating that the
charges against the Applicants

under the Insurance Act were null and
void, as the FSC had no authority
under the Insurance Act to perform
any function in relation to the
insurance industry, at the time the
offences were alleged to have been
committed.

The court further directed that on
March 6, 2009, the scheduled return
date to the criminal court, the
Director of Public Prosecutions (DPP)
should apply the proper procedure
and bring the criminal matter to an
end. The criminal charges against the
four defendants and the company
(Dyoll) were mentioned in the Half
Way Tree Resident Magistrateis Court
on March 6, 2009. The matter was
adjourned sine die. The appeal of the
judgment of the Supreme Court is set
to be heard in Court of Appeals in
May 2010.

Lowell Lawrence v. The Financial
Services Commission

On October 28, 2005, the Full Court of
the Supreme Court of Judicature of
Jamaica dismissed the application
made by Mr. Lowell Lawrence (Tthe
Appellant?) for judicial review of the
decision made by the FSC to offer to
him a !xed penalty pursuant to
section 21 and the Fourth Schedule to
the FSC Act. The !xed penalty was
offered to the Appellant as an alterna-
tive to prosecution for carrying on
insurance business as an insurance
sales representative without being
registered to do so, in contravention of
section 70 of the Insurance Act, 2001.



The Appellant 'led an appeal against
the Full Courtis decision. On June 13,
2008, the Court of Appeal aflrmed
the decision of the Full Court of the
Supreme Court. On July 3, 2008, the
Appellant lled a Motion in the Court
of Appeal for an Order that the Appel-
lant be granted leave to appeal to
Her Majesty in Council from the judge-
ment of the Court of Appeal.

On July 21, 2008, the Court of Appeal
granted leave to the Appellant to
make a further appeal to the
Judicial Committee of the Privy
Council (iPrivy Councilt) on the basis
that the matter concerned a civil
proceeding in which a nal decision
was delivered under, and by virtue of,
section 110 (1) (a) of the Constitution
of Jamaica. The hearing in the Privy
Council was held on October 6, 2009.

On December 14, 2009, the Privy
Council delivered its judgement in the
appeal brought by Lowell Lawrence
against the ruling of the Court of
Appeal of Jamaica which held that
the Ixed penalty notice issued to
Lowell Lawrence by the FSC was vali-
dated by the Financial Services Com-
mission (Insurance Services) (Validation
and Indemnity) Act, 2006 (iValidation
ActT), dismissed the substantive
appeal and the appeal against an
order for costs.

The issues argued before the Privy
Council were whether the xed pen-
alty notice was validated with the
enactment of the Validation Act and,
if so whether Lowell Lawrence is

entitled to have the !xed penalty no-
tice quashed; and whether the Court
of Appeal erred in upholding the order
for cost against Lowell Lawrence. On
the issue of the validity of the !xed
penalty notice, the Privy Council af-
Irmed the decision of the Court of
Appeal of Jamaica that it was the
intention of the legislature to validate
all acts done in good faith by the FSC
in the exercise of its functions under
the FSC Act and the Insurance Act

of 2001, such as the issuing of the
notice to Lowell Lawrence. Regarding
the issue of whether Lowell Lawrence
was entitled to have the Ixed penalty
notice quashed, the Privy Council also
af!rmed that the Appellant was not
entitled to have the notice quashed
because it was validated by the en-
actment of the Validation Act. With
respect to the issue that Court of
Appeal erred in upholding the order
for cost against the Appellant, the
Privy Council ordered that the FSC
pays the Appellantis cost before the
Full Court of the Supreme Court of
Jamaica, the Appellant must bear his
own costs both in the Court of Appeal
and before the Privy Council, and pay
half of the FSCis costs in both of those
courts.
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SUPERVISION OF FINANCIAL
INSTITUTIONS

Insurance Supervision

For the review period, there were 19 off-site
examinations and 7 on-site examinations.* A
number of delciencies were observed dur-
ing the course of these examinations, some of
which included breaches of relevant Acts and
regulations, while others were not statutory vio-
lations, but were nevertheless of concern to the
FSC as they represented departures from what
would be considered ibest practices.T The de-
Iciencies that were not statutory contraventions
related mainly to operational management
and internal controls. The observed violations
and delciencies were communicated to the
management of each company and efforts
are being made to ensure that the matters are
addressed within the time frames agreed with
the companies.

Most of the observed statutory violations can
be grouped into three areas, namely, corpo-
rate governance, investments and anti-money
laundering. Table 36 provides further informa-
tion on the breaches that were observed under
the three headings. Other violations of the In-
surance Act and Regulations include:

1 Two companies not notifying the FSC
of any change in the particulars
speciled in the application of the
company within thirty days of such
change;

1 Two companyis registration certi!-
cates not prominently displayed;

1 Three companies not maintaining
books, records documents and other
business records in such order that
data regarding all complaints were
accessible and retrievable for exami-
nation purposes; and

1 Unfair trade practises.

Securities Supervision

A total of 10 examinations were conducted,
all of which were on-site.* Table 37 indicates
the number and the nature of statutory viola-
tions that were observed. The on-site exami-
nations also revealed that several companies
were not operating in accordance with the
Margin Requirements for Repurchase Agree-
ments (iMargin R GuidelineT) and the Minimum
Requirements for Client i Dealer Repurchase
Agreements (iRepo GuidelineT) Guidelines.
The observed violations and de!ciencies were
communicated to the management of each
company and efforts are being made to ensure
that the matters are addressed within the time
frames agreed with the companies.

24 These numbers do not include the off-site quarterly examinations of all insurance companies and the off-site half-yearly exami-
nations of brokers and agencies. The abovementioned 19 off-site examinations re"ect assessment of annual !lings. An off-site or
desk-top examination involves a review of the Inancial statements and other selected documents submitted by the licensees and
registrants to enable the FSC to monitor their Inancial health using early warning ratios and other risk indicators. An on-site examina-
tion typically involves a team from the FSC going to the company to perform a thorough inspection of the companyis records that
are deemed relevant to the examination. The decision on the areas targeted in an on-site examination is usually based on issues

revealed from off-site examinations as well as other concerns.

25 securities Irms are also subjected to routine off-site examination through the assessment of quarterly and annual !lings, including
Inancial statements. These routine assessments are used to monitor the Inancial health of securities I'rms on an on-going basis and to

facilitate the computation of early warning indicators.



TABLE 36: VIOLATIONS OF THE INSURANCE ACT & REGULATIONS, 2008 - 2010
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TABLE 37: VIOLATIONS OF THE SECURITIES ACT & REGULATIONS, 2008/09 & 2009/10
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TABLE 37: VIOLATIONS OF THE SECURITIES ACT & REGULATIONS, 2008/09 & 2009/10
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1: References are to the Securities Act and Regulations and the Proceeds of Crime Act (IPOCAT). For example; section 38 of the Securities Act is
referenced as 1538T; 1COBT refers to the Conduct of Business Regulations; iDOIT indicates the Disclosure of Interest; and iPOCA (MLP)T refers to the

Proceeds of Crime (Money Laundering Prevention) Regulations.
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Pension Supervision

The supervisory activities conducted by the FSC
during the year under review are summarised
below:

1. Winding-up Progress Reports
A total of 3 reports on the progress of
the winding-up of pension plans whose
applications were approved by the
FSC were processed during the year.

2. Auditors and Actuaries
The FSC is required to determine the
suitability of the actuary and auditor
appointed to the pension plans which
fall within the ambit of the Pensions
Act. Information relating to the
appointment of 1 actuary and 19
auditors were reviewed.

3. Statement of Investment Policies and
Principles (iSIPPT)
During the review year 40 SIPPs were
received bringing the total for review
to 65. Review of 30 SIPPs was complet-
ed while 18 were being processed as
at 2010 March 31.

4. Examinations
a. An on-site examination of 1
administrator and 1 invest-
ment manager was conduct
ed and risk assessment com-
menced for 6 entities.

b. 401 preliminary off-site exami-
nations of pension plans were
completed during the review
period.

Statutory Breaches

The number and description of statuto-
ry provisions which were violated by
registrants and licensees (including ap-
plicants not yet granted registration or
a licence by the FSC) is summarized in
Table 38:



TABLE 38: VIOLATIONS OF THE PENSIONS ACT & REGULATIONS, 2008-2010
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TABLE 38: VIOLATIONS OF THE PENSIONS ACT & REGULATIONS, 2008-2010 conitd



PUBLIC EDUCATION

Pensions Exposition

The FSCis 2009 Pension Exposition was attended
by hundreds of Jamaicans from all walks of life.
Whether young or old, employed, unemployed
or entrepreneurial, rural or urban i many came
out to hear, to learn, and of course, to share
what they could on the topic: “Retirement Plan-

ning: Don’t Wait until It's Too Late. ”

The exposition took place on Tuesday, Novem-
ber 3, 2009 at the Jamaica Pegasus Hotel and
began at 10:30 a.m. with the main address on
the countryis pension system delivered by the
Minister of Finance and the Public Service, the
Hon. Audley Shaw. His address followed that of
the FSCis Executive Director Rohan Barnett who
spoke about the FSCis role in pension supervi-
sion in his opening remarks.

The event brought together the brightest minds
and experts in the pension industry for a full day
of invaluable educational and business oppor-
tunities. Insight into a wide spectrum of issues
ranging from the impact of the global 'nancial
crisis on pension and retirement saving in Jamai-
ca, to the latest retrement solutions and future
trends, made this unique event the place to be.
Other highlights of the event included:

T over 20 educational sessions focused
on approved retirement products
available in the market;

T leading industry experts sharing
knowledge on legal and actuarial
issues in simple, ieasy to understandT
language; and

T licensees displaying new products and
services tailored to the individual
needs and limits of members of the
public.

A packed Jamaica Pegasus ballroom was an indication that the Expo was a resounding success
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T licensees displaying new products and
services tailored to the individual
needs and limits of members of
the public.

FSC hosts Regional Pensions Workshop
The FSC in collaboration with the International
Association of Pension Supervisors (1lOPST) and
the Caribbean Regional Technical Assistance
Agency (iICARTACT) hosted a regional work-
shop on private pension supervision on October
8-9, 2009 at the Half Moon Hotel

Participants included senior of!cials from super-
visory authorities and agencies in Jamaica, oth-
er Caribbean states, Australia, Kenya and South
Africa. Presenters, who were aptly selected for
their knowledge of and experience in the rele-
vant areas, provided extensive information and
generated stimulating and insightful discussions.
Upon completion of the workshop, participants
gained signilcant information and also bene!t-
ed from the interaction among themselves.

in Montego Bay.

The workshop addressed a
wide range of topics of interest
to supervisory agencies in the
Caribbean region as well as
other countries globally. The
application and use of the in-
ternationally agreed IOPS prin-
ciples of private pension su-
pervision were discussed, as
well as, the approaches to re-

inforcing supervisory coordina-

tion in the Caribbean region. In particu-
lar, Caribbean participants and their global
colleagues had an opportunity to discuss the
development of a Caribbean Association of
Pension Supervisors.

Above: Participants direct their full attention to one of the
many presentations at the IOPS Caribbean Workshop on Pri-

vate Pension Supervision

Right: Executive Director Rohan Barnett delivers
Opening Remarks to participants representing
suervisory agencies from Caribbean, African,
European and North American territories at the
IOPS Caribbean Workshop on Private Pension
Supervision held in Montego Bay from Octo-
ber 8-9, 2009. Also present were (seated from
left): Ross Jones, President of the International
Organization of Pension Supervisors (IOPS); Ni-
colette Jenez, Senior Director of Pensions, FSC
Jamaica; Aliya Wong Executive Director of Re-
tirement Policy, U.S Chamber of Commerce;
and Howard “Skip” Edmonds, Financial Sector
Supervision Advisor, Caribbean Regional Tech-
nical Assistance Centre (‘CARTAC").




Public Education Outreach to
Communities, Schools and Colleges

In an effort to strengthen the public awareness
of regulatory issues amongst students and the
general public, the FSC organised and partici-
pated in a series of presentations at schools,
I'nancial forums and public meetings. The pre-
sentations covered Jamaicais 'nancial system
and the role and functions of the FSC. Amongst
the schools visited were the College of Arts,
Science and Education (iCASET), Campion
College, University of the West Indies, and the
University of Technology. The Executive Director
was also the main speaker at several events or-
ganised by licensees in the Securities, Insurance
and Pensions sectors. The topics presented fo-
cused on a number of emerging issues in the
regulatory environment.

Lunch Hour Discussion -
Compensation Schemes

A lunch hour discussion was held with the pub-
lic in August 2009. This discussion sought to in-
troduce to the public the concept of a com-
pensation scheme for the non-deposit taking
segments of Jamaicais !nancial sector and
proposals for how such a scheme could be
implemented. Presentations were made by
Ms Michelle Parnell, Lantern Corporation, Lead
Consultant on Jamaicais proposed compensa-
tion scheme plan and Mr George Roper, Depu-
ty Executive Director, FSC. The very interactive
session had many questions and concerns on
the issue being presented and discussed.

Bernard Richards addressed students at a Financial Education Forum held at the University of Technology on
April 1, 2010. Presentations were delivered by Oran Hall, Financial Planning Consultant, Wentworth Graham,
Chief Regulatory Oflcer of the JSE and Nadene Newsome, Communications Manager of the FSC.”
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MEDIA BRIEFING

The FSC hosted media representatives at a
brie!ng in February 2010 to disclose details per-
taining to (i) the lifting of the unit trust morato-
rium, (ii) the temporary freeze on the issuance
of new securities licences to entities with a busi-
ness model centred on conducting repo trans-
actions, and (i) a status of the FSCis work pro-
gramme. The Minister of Finance and the Public
Service as well as the FSCis Executive Director
addressed the media.

SEMINARS

Insurance Seminar

The FSC engaged the insurance industry pro-
fessionals in a seminar entitled iThe Regulator
and You: The Insurance Industry in an Era of
Global ChangeT. This forum was designed to
sensitize individuals, responsible for the strategic
direction and corporate governance of insur-
ance companies and intermediaries, to key

elements of new and revised regulatory stan-
dards. The presenters included Miss Shirley Ann
Eaton, Attorney-At-Law and Mr. Orville Johnson,
Executive Director, Insurance Association of Ja-
maica.

The following topics were covered:

T Impact of the Global Crisis on the
Insurance Industry;

T Updates to the Proceeds of Crime Act
and Regulations, 2007;

T Related Party Activities;
Settlement of Claims; and

T Registration of Sales Representatives.

CAPACITY-BUILDING

During the period under review, approximate-
ly 78 percent of the current staff complement
participated in forty-three (43) training courses,
totalling approximately 2,000 contact hours
and accounting for ap-
proximately 89 percent

of the training budget.
The total expenditure for
the period is approxi-
mately $8 Milion (exclud-
ing CDB/IDB funded pro-
grams). This represents
an increase of approximate-
ly 7 percent over the previ-
ous period. These courses
included in-house, local and
overseas training. Table 39
indicates the different topics
covered in the training pro-
grammes that were under-
taken in the review period.

The oflcial press brielng announcing the lifting of the moratorium on new unit trust scheme
registration took place at the FSC’s headquarters in New Kingston. Participating were: (left)
Rohan Barnett, Executive Director, FSC; Hon. Audley Shaw (centre), Minister of Finance and

the Public Service; and FSC Chairman Hon. Emil George OJ, QC



Table 39: List of Training Opportunities Accessed by Staff, 2009/2010

\ 'IEixecutive Directoris Report
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Table 39: List of Training Opportunities Accessed by Staff, 2009/2010 conitd.




REVIEW OF FINANCIAL PERFORMANCE

The nancial statements that appear on pages
82 to 102 in this annual report present the nan-
cial position, operating results and cash "ows
of the FSC in accordance with International
Financial Reporting Standards for the !nancial
year ended March 31, 2010. The following com-
ments provide an analysis of the performance
during the year and should be read in conjunc-
tion with the 'nancial statements.

Income and Expenditure

The Financial Services Commission (iFSCT)
achieved a net surplus of $55.6 million com-
pared with the $17.3 million for the previous
year. Highlights of the income and expenditure
are presented below:

Income

The FSC is funded mainly through fees charged
to the licensed !nancial institutions and private
pension plans, which the FSC regulates and
supervises. The amount charged to individual
institutions is determined according to the fees
formulae set out in regulations. In general, the
system is desighated to allocate the FSCis costs
based on the time spent supervising and regu-
lating each industry.

Costs are then charged to individual institutions
within an industry based on the applicable for-
mula. Fees as shown on the Income and Ex-
penditure statement include the following:

T Licensing/Registration fees $539.2 million
T Fees from seminars/workshops $.9 milion
T Foreign exchange gains $.7 million
T Miscellaneous Income $.2 million

Total $541.0 million

Licensing and Registration fees for the 2009/2010
I'nancial year increased by approximately 7%
when compared with the previous year. This in-
crease in fees was due to the following:

T A 15% decrease in fees from the
securities industry due to signilcant
decline in fees earned from the Stock
Exchange and JCSD. The fees earned
from the stock exchange/JCSD for
2009/10 was $12.1 million compared to
$53 million for 2008/2009.

T A 21% increase in fees from the
insurance industry due to the full
impact of the fee adjustment which
became effective in the third quarter
of the 2008/2009 'nancial year and an
increase in assets for the life and
general insurance companies of
16.4%.

T A 10% increase in fees from the
pensions industry due to growth in the
pension funds assets being managed
by investment managers/administra-
tors.

Tables 40-42 provide details of the sources of
fee income from the securities, insurance and
pensions industries for 2009/2010 and the
comparative 2008/2009.
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Table 40: Revenue from the Securities Industry 2009/2010 and 2008/2009

Table 41: Revenue from the Insurance Industry 2009/2010 and 2008/2009

Table 42: Revenue from the Pensions Industry 2009/20010 and 2008/2009

Review of Financial'P




Interest Income for 2009/2010 was $22.4 million
or 74% higher than the previous year due to
the higher available cash balances during the
year.

Grants

T Technical Assistance fi CDB & IADB
Technical assistance (1TAT) grants
represent amounts provided by the
Government of Jamaica under techni-
cal assistance loan/grant agreements
with the Caribbean Development
Bank (iCDBT) and the Inter-American
Development Bank (ilADBT). TA grants
for the year from CDB were $12.75 and
from IADB $3.37 million. The amount
from IADB was a re-imbursement for
expenses (training and conferences)
paid by the FSC in 2008/2009.

T Other
The building occupied by the FSC,
rent-free without a lease agreement, is
owned by the National Land Agency
(iNLAT). This government grant is
based on the average commercial
value of rent (per sq ft) in the New
Kingston area which for the 2009/2010
I'nancial year was estimated at $33.8
million. This grant used to off-set the
rental expense which would have
been incurred for the lease of the
building.

The NLA and the FSC are in process

of negotiating a lease agreement. The
FSC has sought the intervention of the
Minister of Finance regarding the lease
proposed by the NLA.

Expenses

Total expenses for the 2009/2010 !'nancial year
were $557.8 million, almost in line with the previ-
ous year of $553.4 million. There are however,
increase/reductions in some expenses, these
include:

a) Appeal Tribunal
Expenses relating to the operation of
the FSC Appeal Tribunal of $473,703
for 2009/2010 were almost in line with
the amount of $403,749 for the pre-
vious year. The low level of expenses
incurred for the Appeal Tribunal was
due to the fact that as at the end of
the 'nancial year , the fees for the
Chairman and members of the
Tribunal had not been approved by
the Minister of Finance.

b) Building Maintenance
Building Maintenance increased by
29% for 2009/2010 when compared
with 2008/2009. This increase was due
in part to the new janitorial contract
which became effective July 2009
resulting in an increase of 41% in the
annual cost for janitorial service. In
addition to the normal routine
maintenance expenses for the
building, the FSC also incurred costs
to repair the roof on the third "oor.

C) Oflce Expenses
Oflce expenses for the year were
$18.1 million an increase of 18.5%
when compared with the previous
year of $15.3 million. This increase was
due primarily to in"ation (14.8% for the
Iscal year) and higher costs( for
toners) relating to the number of
printers.
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d)

9)

Professional Fees

Professional fees of $9.3 million were
25.7% lower than the previous year
due to a reduction in the use of
outside attorneys.

Public Education Expenses

Public education expenses of $9.9 mil-
lion was 38% lower than the previous
year due to the assistance received
from CARTAC in particular, with the
sponsorship of conferences hosted by
the FSC.

Project Expenses

Project expenses for the year were
$12.7 milion compared with $19.4
million for 2008/2009. Project

expenses relate to fees for consul-
tancy and training provided under the
technical co-operation loan agree-
ment between the Government of
Jamaica (GOJT) and the Caribbean
Development Bank and the grant
agreement between GOJ and the
Inter- American Development Bank.
Both technical assistance programmes
ended in the 2009/2010 'nancial year.

The Cost of Utilities

The costs for utilities for the year were
$17.7 milion an increase of 13.7%, due
to in"ation.

Balance Sheet

1

Liquidity

The FSC ended the year with cash and
cash equivalents of $17.74 compared
with the $37.6 million at the end of

the 2008/2009 !'nancial year. Resale
agreements (short term investments)
were $242.3 million which was $103.5
million higher than the previous year.
This was due primarily to a more

2)

3)

aggressive approach to the collection
of licensing/registration fees with the
implementation of an invoicing
system.

Accounts Receivable and
Prepayments

Accounts Receivable and Prepay-
ments at $74.7 million was $27.9
million lower than the previous year.
Accounts receivable was $68.4 million
or 28.7% lower than the previous year
of $96 million (refer to note 4) due to
more aggressive approach to the
collection of licensing fees. The
amount shown as receivable relate
to insurance fees which are paid
quarterly in arrears. Fees for quarter
ending March 31, 2010 would be due
for payment in April 2010.

Property Plant and Equipment
Property, plant and equipment at the
end of the year was $53.1 million (net
of depreciation) or $12.1 million higher
than the previous year due to increas-
es in leasehold improvements and
computer equipment.

Executive Director
Rohan Barnett



Table 43: Compensation of Commissioners 2009/2010 ($ é000)

Compensation
including Non-Cash
Name of Commissioner

mil George - Chairman
ayle Blair

oald Henriques

eter Wilson

elia Brown - Blake
udrey Welds

hirley Williams

avid Tennant

ennis Boothe

otal

]

©
=
o

Table 44: Compensation of Executive Management 2009/2010

1. Basic Salary Range of Executive Management

a) Director $3,836,590 - $4,795,737

b) Senior Director and General Counsel $4,957, 381072,804

c) Chief Actuary $5,599,226 - $7,558,956

d) Deputy Executive Director $6,203,821 - $7,559,681
e) Executive Director $10,800,000 per annum

2. Allowances
Motor Vehicle

a) Executive Director Fully maintained company ¢

b) Other Executive Management $796,500 per annum

Housing

Executive Director $4,432,680 per annum
3. Gratuity in Lieu of Pension 25% per annum basic salary

NOTE - Executive Management includes the Executive Director, Deputy Executive Director, Senior Directors (4), Chief Actuary (1), Directors (2), and
General Counsel (1). Each member of Executive Management is on contract and is therefore not a member of the FSCis pension plan. The members
of the Executive Management are, however, eligible for health insurance coverage by the FSCis group health plan.
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FSC STATUTES & REGULATIONS

The statutory duties and responsibilities of the
FSC and the regulatory provisions governing !-
nancial services in the areas of insurance, pen-
sions and securities are stipulated in a number
of laws. The following is a brief summary of the
laws currently in effect.

The Financial Services (FSC Act) fi enacted in
2001 and amended in 2004; it provides for the
basic functions and responsibilities of the FSC.

The Financial Services (Overseas Regulatory
Authority) (Disclosure) Regulations fi promulgat-
ed in 2005. The regulations give the FSC the au-
thority to provide information and documents,
as the FSC deems appropriate, in response to
a request made by an overseas regulatory au-
thority.

The Insurance Act fi enacted in 2001; it provides
for the regulation of insurance business in Ja-
maica.

The Insurance Regulations fi promulgated in
2001 and last amended in 2004; they provide
detailed rules and regulations governing indi-
viduals and companies operating in the insur-
ance industry.

The Insurance (Actuaries) (Life Insurance Com-
panies) Regulations i promulgated in 2001;
these regulations set out the rules governing
the preparation of actuarial reports and the
business conduct of actuaries for life insurance

companies.

/1

The Insurance (Actuaries) (General Insurance
Companies) Regulations fi promulgated in
2002; these regulations set out the rules govern-
ing the preparation of actuarial reports and the
business conduct of actuaries for general insur-

ance companies.

The Insurance (Prescribed Sum) Regula-
tions fi promulgated in 2004; these regulations
prescribe the amount payable by an insurer to
an individual who satis!es the insurer that he is
entitled to obtain probate of the will of the de-
ceased person or to take out letters of admin-
istration.

The Securities Act fi enacted in 1993 and last
amended in 2001; the Act provides for the li-
censing, operation and supervision of entities
dealing in securities as well as regulation of the
capital markets.

The Securities (Licensing and Registration) Reg-
ulations fi promulgated in 1996 and amended
in 2003 and 2008; these regulations provide for
the licensing and registration of dealers, invest-
ment advisers, their representatives and respon-
sible oflcers.

The Securities (Conduct of Business) Regula-
tions fi promulgated in 1999 and last amended
in 2003; these regulations deal with the dealer/
client relationship and guidelines for lling of !-
nancial information by licensed dealers.



The Securities (Disclosure of Interest) Regula-
tions i promulgated in 1999; these provide for
the disclosure of information relating to public
companies as well as issuers of commercial pa-
per.

The Securities (Mutual Funds) Regulations fi pro-
mulgated in 1999; these regulations stipulate the
rules for the business operation and supervision
of mutual funds. The regulations also contain
speci!c provisions concerning the protection of
investors.

The Securities (Take-Overs and Mergers) Regu-
lations fi promulgated in 1999 and amended in
2000; these regulations deal with mergers and
acquisitions of public companies.

The Securities (Central Securities Depository)
Regulations fi promulgated in 2000 and amend-
ed in 2002; these regulations deal with the op-
erational procedures of a central securities de-
pository.

The Unit Trusts Act i enacted in 1971 and last
amended in 2001; the Act governs the opera-
tion of unit trusts.

The Unit Trusts (Nominees) Regulations - promul-
gated in 2009; these regulations set out the cri-
teria for a prospective nominee to be approved
by the FSC.

The Unit Trusts (Registration of Schemes) Regula-
tions i promulgated in 1971 and amended in
2009; these regulations govern the process of
registration unit trusts.

The Unit Trusts (Books and Document) Regula-
tions i promulgated in 1973 and amended in
2009; these regulations deal with the books and
records which should be maintained by unit
trusts.

The Unit Trusts (Amendment of Schedule to Prin-
cipal Act) Regulations - promulgated in 2009;
these regulations outline obligations that any
unit trust must satisfy.

The Pensions (Superannuation Funds and Retire-
ment Schemes) Act i enacted in September
2004 and amended in March 2005 and March
2006; the Act provided for the licensing, opera-
tion and supervision of entities in the pensions
industry.

The Pensions (Superannuation Funds and Retire-
ment Schemes) (Speciled Pension Funds and
Speciled Pensions Scheme) Regulations, 2006
fi promulgated on March 11, 2006; these regula-
tions delne the meaning of ispeciled pension
fundT or ispeciled pension schemet.

The Pensions (Superannuation Funds and Re-
tirement Schemes) (Registration, Licensing and
Reporting) Regulations, 2006 fi promulgated on
March 29, 2006; these regulations describe the
conditions for the licensing and registration of
schemes, funds, investment managers, admin-
istrators and other key persons.

The Pensions (Superannuation Funds and Re-
tirement Schemes) (Governance) Regulations,
2006 i promulgated on March 29, 2006; these
regulations outline the operational procedures
for those who preside over pensions funds and
retirement schemes.

The Pensions (Superannuation Funds and Retire-
ment Schemes) (Investment) Regulations, 2006
fi promulgated on March 29, 2006; these regu-
lations provide detailed rules and guidelines for
trustees and investment managers to prudently
invest and manage the assets that fall under
their responsibility.
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List of Registered & Licensed Entities/Individuals
as at March 3 2010
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NOTE - 10 Asterisks indicate individual dealers who are associated with a company that is also licensed as a dealer

11 Grace Caribbean Fixed Income Fund changed its name to GK Caribbean Fixed Income Fund
12 JMMB Select Index Fund changed its name to Jamaica Select Index Fund
13 This Unit Trust Scheme has three portfolios, namely, Sigma Fixed Income Fund, Sigma Optima Fund and Sigma Real Estate Fund. Therefore there

are 10 types of unit trust products being offered
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INDEPENDENT AUDITORS’ REPORT

To the Members of
FINANCIAL SERVICES COMMISSION

Report on the Financial Statements

We have audited the financial statements of Finh&savices Commission (Commission) se
out on pages 82-102, which comprise the balance sheet as a March 31, 2010 the statements ofS (
comprehensive income, changes in reserves andloastor the year then ended, a summau
of significant accounting policies and other explanatmtes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation angbfagentation of the financial statement
in accordance with International Financial Report8tgndards. This responsibility include
designing, implementing and maintaining internaltaas relevant to the preparation and fa
presentation of financial statements that are frem fmaterial misstatement, whether due -
fraud or error, selecting and consistently applying ejpste accounting policies and makin
accounting estimates that are reasonable in the @tamces.

Auditors’ Responsibility

Our responsibility is to express an opinion on the firrstatements based on our audit. W
conducted our audit in accordance with Internatiotah@ards on Auditing. Those standarc
require that we comply with ethical requirements arah @nd perform the audit to obtair
reasonable assurance as to whether or not the fahasteitements are free from materie
misstatement.

An audit involves performing procedures to obtain auwddemce relating to the amounts an
disclosures in the financial statements. The proesdgelected depend on the auditor
judgment, including the assessment of the risks dfemah misstatement of the financia
statements, whether due to fraud or error. In makmoge risk assessments, the auditc
consider internal controls relevant to the entifyteparation and fair presentation of th
financial statements in order to design audit proasiuthat are appropriate in the
circumstances, but not for the purpose of expressing aiopin the effectiveness of the
entity's internal controls. An audit also includesleating the appropriateness of accountir
policies used and the reasonableness of accountingaéssi made by management, as well
evaluating the overall presentation of the finansiatements.

We believe that the audit evidence we have obtainsdffiient and appropriate to provide ¢
basis for our audit opinion.
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To the Members of
FINANCIAL SERVICES COMMISSION

Report on the Financial Statements, cont'd

Opinion

In our opinion, proper accounting records have been alagt and the financial statement:
which are in agreement therewith, give a true amdview of the financial position of the
Commission as at March 31, 2010, and of its financialbp@dnce, changes in reserves al
cash flows for the year then ended, in accordante Mternational Financial Reporting
Standards.

Chartered Accountants
Kingston, Jamaica

September 23, 2010
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FINANCIAL SERVICES COMMISSION

Statement of Financial Position
March 31,2010

Notes 2010 2009
CURRENT ASSETS
Cash and cash equivalents 17,743,434 37,597,
Resale agreements 3 242,303,271 138,815,¢
Accounts receivable and prepayments 4 74,744,439 102,676
Taxation recoverable 5 15,003,416 11,958,179

349,794,560 291,048,144

CURRENT LIABILITIES
Accounts payable 6 47,424,521 40,601,3:
Deferred fees 192,866,415 183,960,436

240,290,936 224,561,760

NET CURRENT ASSETS 109,503,624 66,486,384

NON-CURRENT ASSETS

Intangible assets 7 11,247,462 10,748,5!
Property, plant & equipment 8 53,099,971 40,975,027
$173,851,057 118,209,995
Financed by:
RESERVES 9 $173,851,057 118,209,995

The financial statements on pa 82-102 0 23 were approvite lBoard of Commissioners
on September 23, 2010, and signed on its behalf by:

Chairman

Hon. Emil George 0.J Q.C

Commissioner

Dennis Boothe

The accompanying notes form an integral part ofittential statements.
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FINANCIAL SERVICES COMMISSION

Statement of Comprehensive Income
Year ended March 31,2010

INCOME
Fees
Interest income

EXPENSES
Advertising
Appeal Tribunal
Audit
Bad debt expense
Bank charges
Building maintenance
Commissioners' fees
Depreciation and amortisation
Motor vehicle and parking expenses
Office expenses
Printing and stationery
Professional fees
Project expenses
Public education
Rent
Staff costs
Subscriptions
Training and conferences
Utilities

Surplus/(deficit) for the year
OTHER COMPREHENSIVE INCOME
Grants

Total comprehensive income for the year

*Reclassified to conform to 2010 presentation.

Notes 2010 2009
541,072,435 505,608,601
22,437,874 12,870,123
563,510,309 518,478,724
3,241,714 3,019,701
473,703 403,74¢
1,530,000 1,350,000
- 8,937,6¢
452,399 56,42
6,090,562 4,721,7(C
2,367,738 2,519,3
23,796,735 26,297,2
7,183,197 7,785,
18,117,328 15,279,7!
2,934,390 2,530,1:
9,293,633 12,513,21
12,752,876 19,411,3
9,879,984 15,959,5¢
10(ii) 33,800,000 30,800,000
385,040,402 362,800,0¢
8,914,970 7,602,03
14,242,174 15,882,t
17,679,571 15,547,809
557,791,376 553,418,248
5,718,933 ( 34,939,5
10 49,922,129 52,267,651

$ 55,641,062 17,328,127

The accompanying notes form an integral part ofitfential statements.
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FINANCIAL SERVICES COMMISSION

Statement of Changes in Reserves
Year ended March 31,2010
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FINANCIAL SERVICES COMMISSION

Statement of Cash Flow
Year ended March 31,2010

CASH FLOWS FROM OPERATING ACTIVITIES
Surplus/(deficit) for the year
Adjustments for:
Depreciation and amortisation
Gain on disposal of property, plant & equipment
Interest income

(Increase)/decrease in current assets:
Resale agreements
Accounts receivable and prepayments
Taxation recoverable

Increase in current liabilities:
Accounts payable
Deferred fees

Net cash used by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property, plant & equipment
Additions to intangible assets
Proceeds from disposal of property, plant & equipment
Interest received

Net cash used by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Grants, being
net cash provided by financing activities

Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

*Reclassified to conform to 2010 presentation.

2010 2009
5,718,933 (34,939,52.
23,796,735 26,297,2¢
( 60,000) -

( 22,437,87% (12,870,123
7,017,794 (21,512,392)
(103,487,461)  (48,815,8:

26,501,694 (16,012,
( 3,045,237) 1,867,60

6,823,197 10,535,75"

8,905,979 63,047,991

(57,284,034 (10,889,572)

( 35,817,211)  (27,111,4
(  603,346) (1,533,97
60,000 -
23,868,175 11,366,991

(12,492,382 (17,278,45%

49,922,129 52,267,651
( 19,854,287) 24,099,625

37,597,721 13,498,096

$ 17,743,43437,597,721

The accompanying notes form an integral part ofittential statements.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements
March 31,2010

1. The Commission

The Financial Services Commission (Commissiong istatutory, not-for-profit organizati
established under the Financial Services Commission2801 (Act). It is domiciled in Jamai
and its principal place of business is located at 39 - 4Ba8ias Avenue, Kingston 5.

The principal functions of the Commission are asedtat Section 6 (1) of the Act, which stat
For the purpose of protecting customers of financiaises, the Commission shall:

a) supervise and regulate prescribed financial institutions;

b) promote the adoption of procedures designed to coatmblmanage risk, for use by -
management, boards of directors and trustees of ssiituiions;

c) promote stability and public confidence in the operat@rsuch institutions;

d) promote public understanding of the operation of prescfibadcial institutions;

e) promote the modernisation of financial services withview to the adoption al
maintenance of international standards of competefiieiency and competitiveness.

On August 2, 2001, all assets, rights and liabilitiehefSecurities Commission in existence
that date were transferred to and vested in then@ission which commenced operations on
day. On the same date the Commission assumed rdsfitgngr Unit Trusts under the Un
Trusts (Amendment) Act, 2001. With the passing of therbisce Act 2001, the Commissi
also assumed regulatory responsibility for the insuraindestry, on the appointed d
(December 21, 2001).

During the previous years, the Government of Jam&&@J) through its agencies, |
Superintendent of Insurance and the Financial Sectijusénent Company, donated ceri
property, plant and equipment to the Commission. Thesets were brought in at valuai
which was subsequently deemed to be cost on firstaugtion of IFRS in year ended Mai
31, 2004.

At March 31, 2010 the Commission had in its employment 2009:116) employees, out o
Board approved establishment of 120 (2009:129) employees.

2. Statement of compliance, basis of preparation armlating policies

(@) Statement of compliance:

The financial statements are prepared in accordaiticénternational Financial Reportil
Standards (IFRS), and their interpretations, issuedthay International Accountir
Standards Board.

New standards and interpretations effective during theyear

The following relevant new standards, amendmentsstemdards and interpretatic
become effective during the year as follows:
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

2.

Statement of compliance, basis of preparation armlating policies (cont)d

(©

(d)

Use of estimates and judgments:

The preparation of the financial statements to comfto IFRS requires management
make estimates and assumptions that affect the rdparmmunts of assets, liabilitie
contingent assets and contingent liabilities atlthlance sheet date and the income
expenses for the year then ended. Actual amounts diffiéldfrom those estimates.

Estimates and underlying assumptions are reviewednoangoing basis. Revisions
accounting estimates are recognised in the periathioh the estimate is revised if tl
revision affects only that period or in the periocthd revision and future periods if tl
revision affects both current and future periods. Mamanmt has exercised judgement
the application of IFRS that has significant effattlre financial statements and estime
with a significant risk of material adjustment inetimext financial year are discuss
below:

(i) Allowance for impairment losses on receivables:

In determining amounts recorded for impairment loseethe financial statement:
management makes judgement regarding indicatorsnpéirment, that is, whethe
there are indicators that suggest that there may bweasurable decrease in t
estimated future cash flows from receivables, for exampkfault and advers
economic conditions. Management also makes estinuitthe likely estimated futur
cash flows from impaired receivables as well as théng of such cash flows
Historical loss experience is applied where indicabdlimpairment are not observak
on individual significant receivables with similarazhcteristics, such as credit risks.

(i) Contingencies:
In the ordinary course of operations, the Commissimy encounter suits and/s
counter-suits in the performance of its functions. Saattons may, or may not, rest
in liability to the Commission and management agsesise potential for liability ir
conjunction with legal counsel and provision is mackoedingly.
It is reasonably probable, based on existing knowletige,autcomes within the ne:
financial year that are different from these assumngticould require a materi
adjustment to the carrying amount reflected in tharfcial statements.

Grants:

Monetary grants are accounted for on the cash b@samts in kind are accounted f
when the services or assets are received by the Gsiom
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

2. Statement of compliance, basis of preparation armhatng policies (cont)d

(e) Property, plant & equipment and intangible assets:
(i) Owned assets:

Iltems of property, plant & equipment and intangible @&sae¢ stated at cost, les
accumulated depreciation and impairment losses [nojg 2(n

Intangible assets include computer software and se@ystgm software.
(i) Subsequent costs:

The cost of replacing part of an item of property, pénd equipment is recognize
in the carrying amount of the item if it is probablattthe future economic benefit
embodied within the part will flow to the entity ari$ cost can be measure
reliably. The cost of the day-to-day servicing obgerty, plant and equipment at
recognised in the comprehensive income statement.

()  Depreciation and amortisation:

Property, plant & equipment and intangible assets apzedated/amortised on th
straight-line basis at annual rates to write down dbhsets to their estimated residL
values over their expected useful lives. The depreniadites are as follows:

Motor vehicles 20%
Office furniture and equipment 10% & 25%
Computer equipment and software 25%

The depreciation methods, useful lives and residuaésaare reassessed at each repor
date.

(g) Capital expenditure:

Amounts utilized from government grants for the pasehof property, plant & equipmen
including donated assets and advances to secure fultglgases, are transferred to capi
reserve. An amount equivalent to the annual depreciatiarge on the relevant propert
plant & equipment is transferred from capital reseovéhé general fund.

(h) Cash and cash equivalents:
Cash and cash equivalents comprise cash and bamkémla
(i) Resale agreements:

Resale agreements (reverse repo) are short-tersattaons whereby the Commission bi
securities and simultaneously agrees to resell therises on a specified date and a
specified price. Title to the security is not actuadgnsferred, unless the counterparty f
to comply with the terms of the contract
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

2. Statement of compliance, basis of preparation ar@uating policies (cont)d

(i)

0)

(k)

(0

Resale agreements (cont’d):

Reverse repos are accounted for as short-term caliatsl lending. Reverse repos a
classified as originated loans and receivables arabsured at amortised cost.

The difference between the sale and repurchase cratiits is recognised on the accr
basis over the period of the transaction and is irclil interest income.

Accounts receivable:

Accounts receivable are stated at their cost, tepairment losses.

Accounts payable:

Accounts payable are stated at amortised cost.

Provisions:

A provision is recognised in the balance sheet wien Gommission has a legal ol
constructive obligation as a result of a past evenis iprobable that an outflow of
economic benefits will be required to settle the ofiligaand a reliable estimate of the
amount can be made. If the effect is material, piavssare determined by discounting

the expected future cash flows at a pre-tax rate tHatteicurrent market assessments
the time value of money and, where appropriate, the specific to the liability.

(m) Fees:

i. Securities

Application fees for registration as dealers, dealeepresentatives, responsible
officers, investment advisers and mutual funds, warehpayable on application along
with fees from commercial paper, are taken to incomeeceipt. Annual license fees
from dealers, dealers’ representatives, responsilfileers, investment advisers anc
mutual funds are deferred and recognized as incorie iperiod to which they relate.
Fees from traders on the stock exchange are reeogagzincome in the year to whick
they relate.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

2. Statement of compliance, basis of preparation armiating policies (cont)d

(m) Fees (cont'd):
i. Securities (cont’d)

In accordance with the Securities (Licensing andgi®ration) (Amendment)
Regulations 2008 which came into effect on October 1, 2088 afiee calculated using
“the greater of:

(i) $500,000; or

(i) The aggregate of - 5 basis points on tH&3 billion of total assets; and
- 1.5 basis points on the next $25 billion of totaésssand
- 75/100 basis points on total assets over $30 billion.”

For the purpose of the fee calculation, items (i) ipr'dssets” is taken to mean:

(a) the “aggregate total of a dealer’s balance sheetsaas at the 31December
of the year immediately prior to the anniversarytioé grant of the licence
taken without the netting of its liabilities plus thgggeegate value, at that date
of securities or other investment instruments heldnanaged on behalf of
clients whether on a discretionary or non discretig basis; or

(b) in the case of a unit trust and overseas mutual furls,nét value of
securities sold by or through the dealer during the gealing on the 31
December immediately prior to the anniversary ofgitaat of its licence”.

ii. Insurance

Fees for new registrations for insurance companiggenta, brokers, sales
representatives and other insurance intermediariestad&en to income on receipt
Renewal fees from insurance companies are recogaszattome in the year to whick
they relate.

Previously, in accordance with the amendell 2hedule, which came into effect ol
October 1, 2003, renewal fees for Intermediaries wergrietter of the fee indicatec
on the amended Z0schedule or 0.5% of earned commissions. Fees foerGlef
Life Insurance companies were based on assets asedutfinthe amended %0
schedule.

Renewal Fees — Insurance Companies

(1) Jamaican and CARICOM Life/Sickness & Health Insuea@ompanies
A fee of $1 million, or the sum of:
First $5 billion of total assets at 0.14%;

Second $5 billion of total assets at 0.07%; and
Total assets in excess of $10 billion at 0.04%, whichevgraater.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

2. Statement of compliance, basis of preparation arm@uating policies (contd

(m) Fees (cont'd):
ii. Insurance (cont'd)

Renewal Fees — Insurance Companies (cont’d)

(2) Jamaican and CARICOM General Insurance Companies
In accordance with the amended™26chedule which came into effect c
November 1, 2008, the new fee structure for Jamaican arRIG2M General
Insurance Companies are the aggregate of a fixed arb®at7 million and an
amount equivalent to 0.20% of total assets.

(3) Foreign Companies — Life/Sickness & Health and Géhesarers

The fee will be charged on the above bases at (1) 2n&g amended, but o
assets relating to liabilities in Jamaica only.

For the purpose of the fee computation, “Total Assetgs” a shown in the
annual statements as at December 31, of the previous year

iii. Pension

The licensing fee payable by Investment Managers almirstrators is one tenth o
one percent of the total assets under managememntecember 3bf the previous
year.

For the purpose of the fee computation, “total asseats”aa shown in the annue
statements as at December 31, immediately prior teetteval date.

(n)  Impairment:

The carrying amounts of the Commission’s assetsesfewed at each balance sheet d
to determine whether there is any indication of iimpant. If any such indication exists
the asset’s recoverable amount is estimated at eda@hcbasheet date. An impairmel
loss is recognised whenever the carrying amountnofsset or its cash-generating ul
exceeds its recoverable amount. Impairment losseseengnised in the comprehensiy
income statement.

Auditoris Report & Financial Statements 92



FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

2. Statement of compliance, basis of preparation arm@uating policies (contd

(n) Impairment (cont’d):
(i) Calculation of recoverable amounts:

The recoverable amount of the Commission’s receivableslculated as the presen
value of expected future cash flows, discounted at tgeat effective interest rate
inherent in the asset. Receivables with a shorttidarare not discounted.

The recoverable amount of other assets is the greatbeir net selling price and
value in use. In assessing value in use, the estinfatade cash flows are
discounted to their present value using a discountthatereflects current market
assessments of the time value of money and the spgsific to the asset. For ar
asset that does not generate independent cash dnftber recoverable amount is
determined for the cash-generating unit to whichatfset belongs.

(i) Reversals of impairment:

An impairment loss in respect of receivables is isaeif the subsequent increase i
recoverable amount can be related objectively to amtewecurring after the
impairment loss was recognised. For all other asaetimpairment loss is reverse:
if there has been a change in the estimate usedeioniige the recoverable amount.

An impairment loss is reversed only to the extent tha asset’s carrying amour
does not exceed the carrying amount that would hava Hbetermined, if no
impairment loss had been recognised.

(o) Foreign currencies:

Foreign currency balances outstanding at the baldwest date are translated at the rat
of exchange ruling on that date. Transactions igigor currencies are converted at th
rates of exchange ruling at the dates of those tciiora. Gains and losses arising fror
fluctuations in exchange rates are included in the celngmisive income statement.

(p) Financial instruments:

A financial instrument is any contract that givese to a financial asset of one enterpris
and a financial liability or equity instrument of ainet enterprise. For the purpose of tr
financial statements, financial assets have beeerrdieted to include cash and cas
equivalents, resale agreements, accounts receivablerepayments. Similarly, financial
liabilities include accounts payable and deferred fees.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

2. Statement of compliance, basis of preparation armmuatng policies (cont)d

(a)

(N

Related parties:
A party is related to an entity if:

( i) directly or indirectly, the party:
controls, is controlled by, or is under common cdnwith the entity;
has an interest in the entity that gives it sigaifit influence over the entity; or

has joint control over the entity.
(i) the party is an associate of the entity;
(iii) the party is a joint venture in which the entis a venturer;

(iv) the party is a member of the key management peetof the entity. Such personnel
are persons having authority and responsibilities fanmhg, directing and
controlling the activities of the entity whethereditly or indirectly and whether
through an executive or non-executive role:

(v) the party is a close member of the family of amdpvidual referred to in (i) or (iv);

(vi) the party is an entity that is controlled, jihincontrolled or significantly influenced
by, or for which significant voting power in such éntresides with, directly or
indirectly, any individual referred to in (iv) or){vor

(vii) the party is a post-employment benefit plan fer lenefit of employees of the entity
or of any entity that is a related party of thetgnti

A related party transaction is a transfer of res@jrservices or obligations between relate
parties, regardless of whether a price is charged. e dmmission has a related part
relationship with the Government of Jamaica anddencies, Commissioners and other ki
management personnel.

Determination of fair value:

Fair value amounts represent estimates of the armgghleconsideration that would be
currently agreed upon between knowledgeable, willing igmartvho are under no
compulsion to act and is best evidenced by a quotedetnprice, if one exists. Where
quoted market prices are not available, the fair vatdidmancial instruments have been
determined, where practicable, using a generally asdelternative method.

However, considerable judgment is required in intempgeimarket data to develop
estimates of fair value and even greater judgmententiesre is no public or over-the-
counter market. Accordingly, the estimates presdogtalv are not necessarily indicative
of the amounts that the company would receive onsagédn of its financial assets or
would pay to settle its financial liabilities in a cemt market exchange.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

3. Resale agreements

Resale agreements represent purchases of Governmésmtafca Local Registered Stocks b
the Commission from a broker under agreement tol teesh on specified dates (within a year
at specified amounts.

The interest rates on resale agreements were 9 %&%a (2009: 17.25% and 12%) as at tt
year-end. The market value of the underlying seesritas at March 31, 2010 wa:
approximately $251,429,173 (2009: J$139,800,000).

The Commission’s exposure to credit and currency rigksting to resale agreements atr
disclosed in note 14.

4. Accounts receivable

2010 2009
Trade receivables, net [note 14(b)(i)] 68,484,341 96,071,
Prepayments and deposits 5,574,415 4,395,¢
Other receivables 108,978 202,28
Interest receivable 576,705 2,007,006

$74,744,439 102,676,434

Trade receivables are shown net of an allowanceirfgrairment losses of $Nil (2009:
$4,121,000).

The Commission’s exposure to credit and currency asksimpairment losses relating to trad
and other receivables are disclosed in note 14.

5. Taxation recoverable

Taxation recoverable represents tax withheld by fin&mntsditutions on interest income earne:
on balances held with those institutions. Taxati@overable is shown net of a provision fo
impairment loss of $Nil (2009: $4,816,684).

6. Accounts payable

2010 2009
Trade and other payables 19,020,444 16,248,4
Employee benefits —accrued vacation and gratuities 28,404,077 24,352,882
$47,424,521 40,601,324

The Commission’s exposure to liquidity and currencysrigiating to trade and other payable
are disclosed in note 14.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

7.

Intangible assets

These represent software cost capitalized as follows:

Cost:
At beginning of year
Additions

At end of year

Amortisation:
At beginning of year
Charge for the year

At end of year

Net book value

Property, plant & equipment

At cost:
March 31, 2008
Additions

March 31, 2009

Additions
Disposals

March 31, 2010

Depreciation:
March 31, 2008
Charge for year

March 31, 2009

Charge for year
Eliminated on disposals

March 31, 2010

Net book values:
March 31, 2010

March 31, 2009
March 31, 2008

2010 2009

33,224,010 31,690,03¢

603,346 1,533,975

33,827,356 33,224,010
22,475,426 16,416,36¢

104,468 6,059,060

22,579,894 22,475,426

$11,247,462 10,748,584

Office furniture,
equipment and
Motor leasehold Computer
vehicles improvements equipment Total

5,291,781 52,151,560 37,593,633 95,036,¢

291,846 21,973,560 4,846,064 27,111,470
5,583,627 74,125,120 42,439,697 122,148+
- 25,767,422 10,049,789 35,817,21

(173,033 - = ( 173,048

5,410,584 99,892,542 52,489,486 157,793,612
2,062,246 23,316,221 35,556,755 60,935,:

1,040,379 13,782,375 5,415,441 20,238,195
3,102,625 37,098,596 40,972,196 81,173,¢
753,317 15,802,408 7,136,542 23,692,2

(173,043 - - ( 173,048

3,682,899 52,901,004 48,108,738 104,692,641

$1,727,685 46,991,538 4,380,748 53,099,971

$2,481,002 37,026,524 1,467,501 40,975,027

$3,229,535 28,835,339 2,036,878 34,101,752

Office furniture and equipment and computer equipment ddriat the Government of Jamaice
(see note 1) were valued as at February 25, 2002 at a fdietrmaluation of $3,205,766 and
$593,000, respectively, by Delano Reid & Associates Limitdanagement Consultants,

Engineers and Appraisers.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

12.

13.

Pension scheme

Effective June 1, 1996, the Securities Commission congdepnperations of a contributc
pension scheme for employees who are eligible in dacoe with the rules of the Plan.
August 2, 2001, the Commission assumed responsibility foPldme (see note 1). The Pens
Plan portfolio was transferred from Sagicor Life Rame Asset Management Limited as
November 30, 2009.

The scheme is a defined-contribution plan which isupeunder trust and is administered
life insurance company.

Contributions by the Commission for the year amoutuekb,348,878 (2009: $9,327,284).
The scheme is subject to periodic actuarial revievistatvals of not more than three years.
last actuarial review at May 31, 2008, disclosed Totak#ssef $90.8 million and past serv
liabilities of $79.9 million resulting in a surplus of $10.9limil. The next valuation should
done no later than May 31, 2011.

Insurance Licence Deposit

In accordance with Section 21 of the Insurance Act 2@8lirance companies, which operat
Jamaica, are required to deposit a prescribed amoumthgtCommission.

As stated in Regulation 8 (1) of the Insurance Reguistia001, the minimum asset require
be deposited with the Commission by a registered indtom commencement of operations
or from within Jamaica shall be:

(@) in respect of an entity which proposes to carry am dif sickness and health insura
business, or both, ninety million dollars ($90,000,000);

(b) in respect of an entity which proposes to carry oregdrinsurance business, forty-f
million dollars ($45,000,000).

Regulation 9 (1) states that the value of securitiessiteoshall be estimated at their ma
value, not exceeding par, at the time they are deposite

In February 2010, the Government of Jamaica introdueedaimaica Debt Exchange (JDX)
a result of which the Commission had to return atusées to the Insurance Companies
them to participate in this exercise. The Insurancepamies do not currently receive phys
securities from the Bank of Jamaica but, instead,irtfgmation is received electronical
Hence, as at March 31, 2010, the Commission did not hayesecurity deposits in
possession. In a letter, dated August 5, 2010, from th& Badamaica, the Commission v
advised as follows:

1. Arrangements are being made for the interest of Gbeimission to be recorded ir
JamClear-CSD account at the Bank of Jamaica (BD3urance companies will be allow
to retain ownership of the securities, with the Jaa€ICSD account reflecting t
Commission’s interest in the said securities.
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FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements (continued)
March 31,2010

13. Insurance Licence Deposit (contd)

2. This will be accomplished through the use of the Jaem@BSD pledge functionality, for
registration of an interest in the instruments. Tapproach will provide the necessar
assurances to the Commission that licensees arénuwmmly in compliance with the
regulatory requirements, while highlighting any defaigks that may emerge through th
reporting options available.

In order to facilitate this process, the insurancapamy must either be a JamClear-CS
Participant or a client of a JamClear-CSD Participanaddition, the Commission must b
a client of the Bank of Jamaica to allow for theus#y interest to be reflected in the
Commission’s JamClear-CSD account held in the B&Jat March 31, 2010, securities si
air marked amounted to $1,376 million and the securi@egining in the possession of thi
Commission amounted to $210.9 million (2009: $1,379 million)

14. Financial instruments

(a) Fair values:

The fair values of cash and cash equivalents, reggements, accounts receivable al
prepayment, and accounts payable are assumed to apprakiasatarrying value due to
their short-term nature.

(b) Financial risk management:

Exposure to various types of financial instrument rigksea in the ordinary course of the
Commission’s business. The Board of Commissionessolarall responsibility for the
establishment and oversight of the Commission’s ni#nagement framework. Key
management has responsibility for monitoring the C@sion’s risk management policies.

Exposure to credit risk, liquidity risk and markekrarises in the ordinary course of th
Commission’s business. No derivative instrumentspagsently used to manage, mitigat
or eliminate exposure to financial instrument risks.

(i) Credit risk:

Credit risk is the risk that one or both partieshe financial instruments will fail to
discharge an obligation resulting in financial laz®mhe or both parties.

The Commission maintains cash and short-term imesds with one reputable
financial institution and investments are made ipurehase agreements involving
Government of Jamaica securities.

At the balance sheet date, credit risk is concesdrait cash and cash equivalent:
resale agreements and accounts receivable and thenamaéxposure to credit risk is
represented by the carrying amount of the financsdtasas follows:
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Notes to the Financial Statements (continued)
March 31,2010

14. Financial instruments (con}’'d

(b) Financial risk management (cont’d):
(i) Credit risk (cont’d):

Carrying amount

2010 2009
$ $
Cash and cash equivalents 17,743,434 37,597,7:
Resale agreements 242,303,271 138,815,81
Accounts receivable (see note 4) 74,744,439 102,676,434

$334,791,144 279,089,965

The Commission generally does not require collateraéspect of trade receivables.
Trade receivables relate mainly to the amounts dum frostomers. Management
does not have a formal credit policy in place asctisomer has been determined by
entities that are registered under the relevantsiEgn administered by the
Commission

The aging of trade receivables at balance sheewdete

2010 2009
$ $
Past due 0-30 days 65,416,369 66,773,85:
Past due 30-60 days 350,000 1,601,40(
Past due 60-90 days 2,717,971 375,40(
Past due over 90 days - 31,441,648
68,484,341 100,192,300
Allowance for impairment losses - (_4,121,00p
Trade receivables, net (note 4) $68,484,341 96,071,300

(i) Liquidity risk:

Liquidity risk also referred to as funding risk, isetrisk that the Commission will
encounter difficulty in raising funds to meet committseassociated with financial
instruments. Liquidity risk may result from an inapilto sell a financial asset
quickly at, or close to, its fair value. Prudent ldjtyi risk management implies
maintaining sufficient cash and marketable securitesl the availability of funding
through an adequate amount of committed credit figsilit The Commission manages
this risk by maintaining a substantial portion of iteahcial assets in liquid form and
is not authorised to borrow.
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Notes to the Financial Statements (continued)
March 31,2010

14. Financial instruments (con}’d

(b) Financial risk management (cont’d):
(i) Market risk:
Market risk is the risk that changes in market @micgich as interest rate, foreig
exchange rates and equity prices will affect the vafule Commission’s assets, thi
amounts of its liabilities and/or the Commission’'some. At the balance sheet dat:
the Commission did not have any significant exposaréoteign currency risk or
equity prise risk.
Interest rate risk:

Interest rate is the risk that the value of a fimanastrument will fluctuate due to
changes in market interest rates.

The Commission invests mainly in fixed interest faaring instruments and doe:
not have any borrowings (See note 3).

Fair value sensitivity analysis for fixed rate instruments
The Commission does not account for any fixed ranfiial assets at fair value

through profit or loss. Therefore a change in irterates at the reporting datt
would not affect profit or loss.

Foreign currency risk:

Foreign currency risk is the risk that the value ofirmncial instrument will
fluctuate due to changes in foreign exchange rates.

The Commission incurs foreign currency risk primaoityamounts held in United
States dollars (US$). At March 31, 2010, foreign currexgsets amounted ta
US$47,656.49 (2009: US$132,372).

The exchange rate for US$1, in terms of Jamaica dolirbalance sheet date
was $89.51 (2009: $87.95).

The exchange rate at September 23, 2010 is $86.05.
(c) Capital management:
The Commission is not subject to any externally impasguital requirements.
The Commissioners and management monitor the returcapital, which is defined as

reserves. The Commission’s policy is to maintainqadée capital to sustain future
development of the entity.
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