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he main objective of the Human
Resources Department (HRD)

is to fulfil the organisational
needs of the Commission and its staff
through the recruitment, development and
retention of high performing employees
and generally assisting applicants and
employees with all phases of the employment
process. lts mission is to promote fair
and equitable treatment of all employees
and to administer an impartial disciplinary
process and an attractive compensation
and benefits plan, and to provide relevant
information on all HR-related matters.

Staffing and Recruitment

Hires - Full Time 9
Hires - Temporary 11
Transfers 1
Study Leave 3
Departures 5

One of the functions of the HRD is to oversee
the recruitment, interviewing, selection and
evaluation of COMMISSION staff. In 2012,
The HRD processed 92 applications for
employment, including requests for summer,
temporary and full-time positions. As a

result, nine new employees were recruited
into full-time positions. Additionally, 12
promotions were approved during the year.

Through the annual Summer Employment
Programme, eleven college/university
students were offered temporary
assignments. The programme is part of the
Commission's continued effort to provide
persons pursuing a tertiary education
primarily in the areas of business, finance or
economics with hands-on experience and
requisite exposure to the financial services
sector from a regulatory perspective.

Retention of quality staff is important to the
Commission. The organisation prides itself
on ensuring that all employees are treated in

Number of

Employees

Employees

Percentage of

Two employees, who were pursuing
studies abroad, with financial

sponsorship of the Commission,

successfully completed their
programmes of study in the areas

of law and finance while one

employee continues to pursue
tertiary education overseas.

>3 30 20.7%
3-5 29 20%
6-8 34 23.4%
9+ 52 35.9%
Total 145 100%

an equitable manner and that benefits offered
are comparable with industry standards.

In so doing the Commission has, over the
years, managed to retain a large number

of staff. This retention is reflected in the
Commission’s growing maturity, as almost
60% of the current staff has been employed
with the Commission for at least six years.

Compensation Administration

The HRD continues to provide support
and advice to staff on various benefits-
related matters and is responsible for
overseeing the effective administration

of the Commission health insurance and
pension/retirement plans. The percentage
of employees enrolled in the Commission-
sponsored health insurance plan in 2012
remained at 89 percent while the pension/
retirement plan continued to have an
employee participation rate of 97% with
3% of the staff being contract employees
who, due to their terms of employment, are
excluded from participation in the plan.

Training and Development

The Commission believes that ongoing
training is essential not only to staff
members' individual development, but also
to ensuring the organisation’s continued
ability to effectively service the financial
services industry and satisfy is legislative
mandate. As such, over 50% of the staff
was exposed to a variety of professional
development opportunities in 2012 through
attendance and participation in training
workshops, seminars and conferences
facilitated both locally and overseas.

Employee Relations

During the course of 2012 the Human
Resources Division successfully coordinated
a number of events geared toward fostering
greater cohesiveness among staff, including
an Employee Appreciation evening, a health
walk and the Commission’s seventh Annual
Christmas Party for FSC Kids. A pleasant
time was had by all staff who participated in
these events. The Division also organised
free breast health screening for staff for

the first time in 2012. The screening which,
was part of the Territory's observance of
Breast Cancer Awareness month, was

done onsite making it feasible for staff to
embrace the opportunity and take advantage
of this health and wellness initiative.

2013 Outlook

Looking ahead, the Human Resources
Division will seek to develop more structured
training and development opportunities

by identifying training needs and interests
of staff, and implementing appropriate
programmes to meet those needs. The
Department will also focus on enhancing
employee benefits to include offering added
wellness programmes and developing a
voluntary retirement incentive plan for staff.
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Independent Auditors’ Report

To the Board of Commissioners
British Virgin Islands Financial Services Commission
Tortola, British Virgin Islands

We have audited the accompanying financial statements of the British Virgin Islands Financial Services Commission
(the “Commission”), which comprise of the statement of financial position as at December 31, 2012, and the
related statements of comprehensive income, changes in reserves, and cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due
to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We have conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal controls relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the
Commission as at December 31, 2012, and its financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards.

B0 Limited

September 24, 2013
Tortola, British Virgin Islands

BDO Limited, a BVI Business Company, is a member of BDO International Limited, a UK company limited by guarantee, and
forms part of the international BDO network of independent member firms.
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BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Statement of Financial Position
As at December 31, 2012
Expressed in United States Dollars

Notes 2012 2011
ASSETS
Non-current assets
Fixed assets 3,4 1,256,885 1,273,960
VIRRGIN project under development 4 386,401 386,401
1,643,286 1,660,361
Current assets
Regulatory deposits 5 8,098,747 7,892,404
Cash and cash equivalents 6 15,412,535 17,089,687
Time deposits 7 5,038,887 5,020,035
Financial assets at fair value through profit or loss 8 2,951,369 2,898,031
Other receivables and deposits 9 569,716 473,885
32,071,254 33,374,042
TOTAL ASSETS $33,714,540 $ 35,034,403
RESERVES AND LIABILITIES
Capital reserves
Contributed capital 10 3,993,900 3,993,900
Property & equipment reserve 10 1,643,286 1,660,361
Total capital reserves 5,637,186 5,654,261
Revenue reserves
Training reserve 10 400,000 400,000
Loan revolving reserve 10 165,000 165,000
Future capital expansion reserve 10 8,500,000 8,500,000
Refunds reserve 10 50,000 50,000
Enforcement reserve 10 2,000,000 2,000,000
Contingency reserve 10 1,377,512 658,947
Total revenue reserves 12,492,512 11,773,947
Total reserves 18,129,698 17,428,208
Current liabilities
Trade and other payables 11 2,261,551 1,870,809
Deposits on account 12 2,224,544 1,842,982
Distribution payable to Government 13 3,000,000 6,000,000
Regulatory deposits from licensed entities 5 8,098,747 7,892,404
Total liabilities 15,584,842 17,606,195
TOTAL RESERVES AND LIABILITIES $33,714,540 $35,034,403

Signed on behalf of the Commission on September 24, 2013

L —

Chairman

The accompanying notes form an integral part of these financial statements




BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Statement of Comprehensive Income
For The Year Ended December 31, 2012
Expressed in United States Dollars

Notes 2012 2011

INCOME
Fees collected on behalf of the Government 6 204,755,396 200,019,882
Less: Fees due to the Government 6 (182,010,807) (178,019,757)
Fees retained by the Commission 22,744,589 22,000,125
Other income 94,641 187,250
Interest income 244,465 189,763
Unrealised movement on financial assets at

fair value through profit or loss (17,942) 2,473
TOTAL INCOME 23,065,753 22,379,611
EXPENSES
Advertising 10,861 6,066
Conferences and seminars 397,233 132,634
Contributions 129,332 100,632
Depreciation 3 939,042 797,130
Financial Investigations Agency funding 500,000 500,000
Insurance 82,330 91,679
Licenses and fees 59,882 43,586
Literature and reference 100,342 110,543
Maintenance and hire 400,965 464,733
Memberships and subscriptions 92,681 51,767
Miscellaneous 15,573 167
Office expenses 245,814 220,120
Professional services 1,454,264 1,578,004
Public relations 10,779 6,917
Rent and lease 973,641 932,449
Staff costs 14,18 12,071,943 11,302,426
Travel and subsistence 953,786 835,804
Telephone and communications 654,366 672,172
Utilities 271,429 264,119
TOTAL EXPENSES 19,364,263 18,110,948
SURPLUS BEFORE GOVERNMENT DISTRIBUTION 3,701,490 4,268,663
Distribution to Government 13 (3,000,000) (4,000,000)
SURPLUS FOR THE YEAR $ 701,490 $ 268,663

The accompanying notes form an integral part of these financial statements
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BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Statement of Changes in Reserves
For The Year Ended December 31, 2012
Expressed in United States Dollars

Opening Surplus for Closing
balance the year Transfers balance

2012:
Surplus for the year - 701,490 (701,490) -
Contributed capital 3,993,900 - - 3,993,900
Property & equipment reserve 1,660,361 - (17,075) 1,643,286
Training reserve 400,000 - - 400,000
Loan revolving reserve 165,000 - - 165,000
Future capital expansion reserve 8,500,000 - - 8,500,000
Refunds & drawbacks reserve 50,000 - - 50,000
Enforcement reserve 2,000,000 - - 2,000,000
Contingency reserve 658,947 718,565 1,377,512
$ 17,428,208 $701,490 $- $ 18,129,698
Opening Surplus for Closing
balance the year Transfers balance

2011:
Surplus for the year - 268,663 (268,663) -
Contributed capital 3,993,900 - - 3,993,900
Property & equipment reserve 1,290,556 - 369,805 1,660,361
Training reserve 400,000 - - 400,000
Loan revolving reserve 165,000 - - 165,000
Future capital expansion reserve 8,500,000 - - 8,500,000
Refunds & drawbacks reserve 50,000 - - 50,000
Enforcement reserve 2,000,000 - - 2,000,000
Contingency reserve 760,089 (101,142) 658,947
$17,159,545 $268,663 $- $ 17,428,208

The accompanying notes form an integral part of these financial statements



BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Statement of Cash Flows
For The Year Ended December 31, 2012
Expressed in United States Dollars

2012 2011
CASH FLOW FROM OPERATING ACTIVITIES
Surplus for the year 701,490 268,663
Adjustment to reconcile net surplus to net cash
from operating activities before working capital changes:
Depreciation 939,042 797,130
Interest income (244,465) (189,763)
Unrealised movement on financial assets at
fair value through profit or loss 17,942 (2,473)
Operating surplus before working capital changes 1,414,009 873,557
(Increase) decrease in other receivables and deposits (86,588) 14,233
Increase (decrease) in trade and other payables 390,743 (3,598)
Increase (decrease) in deposits on account 381,562 (15,190)
(Decrease) increase in distribution payable to Government (3,000,000) 4,000,000
Net cash (used in) generated from operations (900,274) 4,869,002
CASH FLOW FROM INVESTING ACTIVITIES
Increase in time deposits-net (18,852) (22,035)
Purchase of financial assets at fair value through profit and loss-net (71,281) (2,895,558)
Acquisition of fixed assets-net (921,967) (1,166,935)
Interest received 235,222 172,825
Net cash used in investing activities (776,878) (3,911,703)
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (1,677,152) 957,299
CASH AND CASH EQUIVALENTS
At beginning of year 17,089,687 16,132,388

At end of year

$ 15,412,535

$ 17,089,687
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BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements
For The Year Ended December 31, 2012
Expressed in United States Dollars

2.2

2.3

ORGANISATION AND OBJECTIVES

The British Virgin Islands Financial Services Commission (the “Commission”) was established under the Financial
Services Commission Act, 2001 (the “Act”) on December 31, 2001. The Act established the Commission as an
autonomous regulatory authority responsible for the regulation, supervision and inspection of all financial
services in and from within the British Virgin Islands. Such services include insurance, banking, insolvency,
fiduciary business, company management, mutual funds business as well as the registration of companies,
limited partnerships and intellectual property. The registered office of the Commission is located at Pasea
Estate, Road Town, Tortola, British Virgin Islands.

The Commission oversees all regulatory responsibilities previously handled by the Government of the British
Virgin Islands (the “Government”) through the Financial Services Department with the additional responsibilities
of facilitating public understanding of the financial services system and its products, policing the perimeter of
regulated activity, reducing financial crime and preventing market abuse.

ACCOUNTING POLICIES
Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting Standards,
which comprise standards issued or adopted by the International Accounting Standards Board and interpretations
issued by its Standing Interpretations Committee. They have been prepared under the historical cost convention
(with the exception of the revaluation of financial assets at fair value through profit or loss) and are expressed
in United States (“US”) dollars.

Standards, amendments and interpretations to existing standards effective January 1, 2011 and relevant to
the Commission

o Improvements to IFRSs. Issued in May 2010, the improvements contain humerous amendments to IFRS, which
are considered non-urgent but necessary. The improvements result in accounting changes for presentation,
recognition or measurement purposes; or they are terminology or editorial changes only. These improvements
have no significant impact in the Commission’s accounting practice.

o |AS 24 (revised), Related Party Disclosures. The revision clarifies the definition of related parties.

The application of the above mentioned amendments had no significant effect on the current period or any prior
period. None of the other new standards, interpretations and amendments effective for the first time from
January 1, 2011, have had a material effect on the financial statements.

Standards, amendments and interpretations to existing standards in issue but not yet effective and relevant
to the Commission

The following new standards, interpretations and amendments, which have not been applied in these financial
statements will or may have an effect of the Commission’s future financial statements:

e IAS 1 (amendment), Presentation of Financial Statements. Amendments to IAS 1 require companies
preparing financial statements in accordance with IFRSs to group together items within other comprehensive
income (OCI) that may be reclassified to the profit or loss section of the income statement. The amendments
also reaffirm existing requirements that items in OCl and profit or loss should be presented as either a single
statement or two consecutive statements (effective for accounting period beginning on or after July 1, 2012).

e |AS 19 (amendment), Employee Benefits. The amendments will provide investors and other users of financial
statements with a much clearer picture of an entity’s obligations resulting from the provision of defined
benefit plans and how those obligations will affect its financial position, financial performance and cash flow
(effective for accounting period beginning on or after January 1, 2013).



BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements
For The Year Ended December 31, 2012
Expressed in United States Dollars

ACCOUNTING POLICIES (Continued)

Standards, amendments and interpretations to existing standards in issue but not yet effective and relevant
to the Commission (continued)

e IFRS 7 (amendment), Financial Instruments: Disclosures. The amendments will allow users of financial
statements to improve their understanding of transfer transactions of financial assets, including understanding
the possible effects of any risks that may remain with the entity that transferred the assets. The amendments
also require additional disclosures if a disproportionate amount of transfer transactions are undertaken around
the end of a reporting period (effective for annual period beginning on or after July 1, 2011). Additional
amendments in IFRS 7 will also require disclosure of information that will enable users of an entity’s financial
statements to evaluate the effect or potential effect of netting arrangements, including rights of set-off
associated with the entity’s recognised financial assets and recognised financial liabilities, on the entity’s
financial position (effective for annual periods beginning on or after January 1, 2013).

With the amendments to IFRS 9 Financial Instrument, entities applying IFRS 9 do not need to restate prior year
periods but are required to provide modified disclosures (effective for annual periods beginning on or after
January 1, 2015)

e IFRS 9, Financial Instruments. Addresses the classification, measurement and recognition of financial assets
and financial liabilities. IFRS 9 was issued in November 2009 and October 2010. It replaces the parts of IAS 39
that relate to the classification and measurement of financial instruments. IFRS 9 requires financial assets to
be classified into two measurement categories: those measured as at fair value and those measured at
amortised cost. The determination is made at initial recognition. The classification depends on the entity’s
business model for managing its financial instruments and the contractual cash flow characteristics of the
instrument. For financial liabilities, the standard retains most of the IAS 39 requirements. The main change is
that, in cases where the fair value option is taken for financial liabilities, the part of a fair value change due
to an entity’s own credit risk is recorded in other comprehensive income rather than the income statement,
unless this creates an accounting mismatch (effective for accounting period beginning on or after January 1,
2015).

e |AS 32, Financial Instruments: Presentation. The amendments address inconsistencies in current practice
when applying the offsetting criteria. They clarify the meaning of “currently has legally enforceable right of
set off” and that some gross settlement systems may be considered equivalent to net settlement (effective for
annual periods beginning on or after January 1, 2014)

e |IFRS 13, Fair value measurement. Aims to improve consistency and reduce complexity by providing a precise
definition of fair value and a single source of fair value measurement and disclosure requirements for use
across IFRSs. The requirements, which are largely aligned between IFRSs and US GAAP, do not extend the use
of fair value accounting but provide guidance on how it should be applied where its use is already required or
permitted by other standards within IFRSs or US GAAP (effective for accounting period beginning on or after
January 1, 2013).

Other standards, amendments and interpretations effective or in issue but not yet effective were issued but are
not listed here. Management considered these as not relevant to the Commission and their application would
have no impact on the Commission’s accounting policies.

The Commission is yet to assess the above mentioned standards, amendments and interpretations full impact on
its financial reports and intends to adopt these standards when they become effective.
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BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements
For The Year Ended December 31, 2012
Expressed in United States Dollars

2.

2.4

2.5

2.6

2.7

2.8

2.9

2.10

ACCOUNTING POLICIES (Continued)

Fixed assets

Fixed assets are stated at historical cost less accumulated depreciation. Depreciation is calculated on the
straight-line method to write off the cost of each asset over their estimated useful life as follows:

Computer software and equipment 3 years Motor vehicles 5 years
Office equipment 5 years Leasehold improvements 5 years
Leasehold land 63 years

VIRRGIN project under development

Costs incurred on the Virtual Integrated Registry and Regulatory General Information Network (“VIRRGIN”)
project are recognised as intangible assets to the extent that such expenditure is expected to generate future
economic benefits. Development costs for each phase, including licensing costs that have been capitalised, are
transferred to fixed assets when each phase of project is completed. Depreciation will be charged on the costs
of each phase as each phase is brought into use. Maintenance and support costs relating to the VIRRGIN project
are expensed in the period to which they relate.

Regulated deposits from licensed entities

These deposits are carried at cost and consist of current deposits held at commercial banks and U.S Treasury
Bills with maturity dates of one year or less.

Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents consist of current deposits held with
commercial banks with maturity dates of three months or less.

Time deposits

This category comprises short term placements with maturity dates of more than three months from the
placement date. These time deposits are held at amortised cost using the effective interest method.

Financial asset at fair value through profit and loss

This category comprises investments held long and are carried in the statement of financial position at fair value
with changes in fair value recognised in the statement of comprehensive income within “Unrealised movement
on financial assets at fair value through profit or loss”.

Securities that are listed on a stock exchange and are freely transferable shall be valued at their last sales price
on the date of determination on the stock exchange which is the principal exchange for such securities, or, if no
sales occurred on such day, at the bid price on such exchange at the close of business on such day if held from
and at the asked price at the close of business on such day. If sold, securities traded over the counter which are
freely transferable, shall be valued at the last sales price on the date of determination, or, if no sales occurred
on such day, at the bid price at the close of business on such day if held long and at the asked price at the close
of business on such day if held short.

Fair value hierarchy

IFRS 7 requires certain disclosures which require the classification of financial assets and financial liabilities at
fair value through profit or loss to use a fair value hierarchy that reflects the significance of the inputs used in
making the fair value measurement. The fair value hierarchy has the following levels:
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Notes to the Financial Statements
For The Year Ended December 31, 2012
Expressed in United States Dollars

2.

2.10

2.13

2.14

2.15

2.16

2.17

ACCOUNTING POLICIES (Continued)

Fair value hierarchy (continued)
e Quoted prices (unadjusted) in active markets for identical financial assets and financial liabilities (Level 1);

¢ Inputs other than quoted prices included within Level 1 that are observable for the financial assets and the
financial liabilities, either directly (i.e. as prices) or indirectly (i.e. derived from prices) (Level 2);

e Inputs for the assets or liabilities that are not based on observable market data (unobservable inputs)
(Level3).

The level in the fair value hierarchy within which the financial asset or the financial liability is categorised is
determined on the basis of the lowest level input that is significant to the fair value measurement. Financial
assets and financial liabilities are classified in their entirety into only one of the three levels.

Revenue recognition

Fees and commission income are recognised upon approval of the transaction by the Commission. Interest
income and expenses are recognised on an accrual basis.

Taxation

In accordance with Section 28 of the Act, the Commission is exempt from the payment of taxes on its income
and operations.

Foreign currency translation

Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the transactions.
Gains and losses resulting from the settlement of such transactions and from the translation of monetary assets and
liabilities denominated in foreign currencies are recognised in the statement of comprehensive income. Assets and
liabilities are translated at the exchange rate in effect at the date of the financial statements.

Leases

Leases where a significant portion of the risks and rewards of ownership are retained by the lessor, are classified as
operating leases. Payments made under operating leases are charged to the statement of comprehensive income on
a straight-line basis over the period of the lease.

Pension plan

The Commission’s pension plan obligations are recognised on the accrual basis. Past service contributions were
recognised when paid.

Financial instruments

Financial instruments carried on the statement of financial position include cash and cash equivalents, time
deposits, financial assets at fair value through profit or loss, regulatory deposits, other receivables and deposits,
trade and other payables, deposits on account, distribution payable to Government, and regulatory deposits from
licensed entities. The particular recognition methods adopted are disclosed in the individual policy statements
associated with each item.

Use of estimates

The preparation of financial statements in conformity with International Financial Reporting Standards requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.
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BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements
For The Year Ended December 31, 2012
Expressed in United States Dollars

3. FIXED ASSETS

As of December 31, 2012:

Leasehold Motor Furniture Computers Leasehold

Cost Land Vehicles & Equipment & Software Improvements Total
Cost, opening balance 130,000 159,503 2,205,774 9,703,513 2,145,940 14,344,730
Additions - - 86,281 760,625 75,061 921,967
Cost, ending balance 130,000 159,503 2,292,055 10,464,138 2,221,001 15,266,697
Accumulated depreciation
Accumulated depreciation,

opening balance 14,447 139,743 1,985,650 8,880,801 2,050,129 13,070,770
Depreciation 2,065 19,760 121,284 753,210 42,723 939,042
Accumulated depreciation,
ending balance 16,512 159,503 2,106,934 9,634,011 2,092,852 14,009,812

Net book value $ 113,488 $- $ 185,121 $ 830,127 $ 128,149 $ 1,256,885




BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements
For The Year Ended December 31, 2012
Expressed in United States Dollars

3.

FIXED ASSETS (Continued)

As of December 31, 2011:

Leasehold Motor Furniture Computers Leasehold

Cost Land Vehicles & Equipment & Software Improvements Total
Cost, opening balance 130,000 159,503 2,096,986 8,734,389 2,056,917 13,177,795
Additions - - 108,788 969,124 89,023 1,166,935
Cost, ending balance 130,000 159,503 2,205,774 9,703,513 2,145,940 14,344,730
Accumulated depreciation
Accumulated depreciation,

opening balance 12,382 114,483 1,850,337 8,300,047 1,996,391 12,273,640
Depreciation 2,065 25,260 135,313 580,754 53,738 797,130
Accumulated depreciation,
ending balance 14,447 139,743 1,985,650 8,880,801 2,050,129 13,070,770
Net book value $ 115,553 $19,760 $ 220,124 $ 822,712 $95,811 $1,273,960




British Virgin Islands Financial Services Commission

Annual Report 2012

BRITISH VIRGIN ISLANDS FINANCIAL SERVICES COMMISSION

Notes to the Financial Statements
For The Year Ended December 31, 2012
Expressed in United States Dollars

4.

VIRRGIN PROJECT UNDER DEVELOPMENT

As of December 31, 2012, the Commission has an existing contract with NCS Pte. Ltd (formerly Singapore
Computer Systems Limited) relating to the development of an internet-based information system featuring
electronic filing of documents called Virtual Integrated Registry and Regulatory General Information Network
(“VIRRGIN).

VIRRGIN will be completed in three phases of development, each of which will be released separately. The
VIRRGIN project costs to be capitalised will include (a) registry engine license; (b) implementation and
development costs for Phases I, Il and lll; other additional consultancy and software implementation charges;
and airfares, accommodation and other travel expenses incurred relating to the implementation of the project.
Cost relating to Phase | and Il of VIRRGIN have been capitalised as Computer and Software as part of Fixed assets
(see Note 3). The cost of $386,401 (2011: $386,401) relates to the uncompleted Phase Ill which is expected to be
finished by December 31, 2013. The estimated costs to completion of the project, excluding any additional
costs, are 551,161,304 (equivalent to $948,669) (2011: $894,320).

REGULATORY DEPOSITS FROM LICENSED ENTITIES

By statute, certain entities licensed to operate in the financial services sector within the British Virgin Islands are
required to place a deposit with the Commission. The Commission has undertaken to hold these amounts in a
designated interest-bearing account $1,734,150 (2011: $1,305,536) and fixed income securities $6,364,597 (2011:
$6,586,868) and distributes interest thereon to the licensees on a semi-annual basis. The deposits are refundable
upon surrender of the licence.

CASH AND CASH EQUIVALENTS

2012 2011
Cash held in Government Trust Account 4,032,130 5,410,645
Payable to Government (1,711,381) (3,594,049)
Net cash held in Government Trust Account 2,320,749 1,816,596
Cash in operating accounts 12,753,299 14,993,887
Cash in insolvency account 338,487 279,204
Total cash and cash equivalents $ 15,412,535 $ 17,089,687

Fees collected on behalf of the Government are paid into a trust account maintained jointly in the name of the
Commission and the Government. Prior to the commencement of the Commission’s financial year, the
Government’s Cabinet (“Cabinet”) determines the percentage of fees collected on their behalf that is to be
remitted to them, with the Commission retaining the balance. For the year ended December 31, 2012, the
Commission retained 10.5% (2011: 10.5%) of revenue up to the projected revenue stream and thereafter, the
Commission retained 7.5% (2011: 7.5%) of any revenue in excess of the projected revenue stream. This resulted in
cash of $1,711,381 (2011: $3,594,049) being held on behalf of the Government as at December 31, 2012.
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7. TIME DEPOSITS
Represents short term placements with the local depository banks whose maturity dates, 361 days (2011: 361
days), are more than three months from the placement date but less than one year from the financial statement
reporting date with an average interest rate of .38% (2011: .38%).
8. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS
2012 2011
Government and agency securities 1,746,632 2,236,928
Corporate bonds 1,204,736 661,103
2,951,369 $ 2,898,031
The government and agency securities and corporate bonds are categorised as Level 2 within the fair value
hierarchy.
9. OTHER RECEIVABLES AND DEPOSITS
2012 2011
Loan to employees 30,043 17,796
Travel advances 112,119 94,167
Interest receivable 45,917 36,675
Prepaid expenses 378,753 320,260
Miscellaneous receivables 2,884 4,987
$ 569,716 $ 473,885
10. RESERVES

In accordance with Section 26 of the Act, the surplus for the year is allocated to capital and revenue reserve
accounts at the discretion of the Commission. The capital and revenue reserves established include:

Capital reserves

(i) Contributed capital represents an initial transfer of capital from the Government of the British Virgin Islands
on the establishment of the Commission. It represented approximately 3 months of operating expenses.
(ii) Property & equipment reserve reflects the investment into property & equipment to date, less amortisation.

Revenue reserves

(i) Training reserve for long term training/ study leave of staff;

(ii) Loan revolving reserve to facilitate staff loans (personal, medical, etc.) as the Act requires employees
transferred from Government at the inception of the Commission to be no less well off than they were with
Government;

(iii) Future capital expansion reserve to partly finance the future securing of property, constructing and equipping
the Commission’s own building;

(iv) Refunds reserve to provide cash for making refunds when necessary;

(v) Enforcement reserve to establish a fund to address enforcement expenses as they arise;

(vi) Contingency reserve to establish a fund in the event of unforeseen circumstances.
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11. TRADE AND OTHER PAYABLES

2012 2011

Accounts payable and accrued expenses 312,754 179,210
Insolvency surplus reserve 327,477 270,224
Deferred revenue 278,666 286,158
Employee deductions and benefits payable 1,342,654 1,135,217
2,261,551 $1,870,809

Employee deductions and benefits payable includes accrued unpaid vacation benefits totalling $886,231 (2011:
$717,512) payable to the Commission’s employees.

Pursuant to the Insolvency Rules, 2005, the insolvency surplus reserve pertains to monies representing unclaimed
assets received from liquidators or bankruptcy trustees after the completion of a liquidation or bankruptcy.
Funds are paid out of the reserve to any person the Commission is satisfied to make payment with respect to the
insolvency proceedings for which the monies were paid into the reserve.

Deferred revenue pertains to fees collected by the Official Receiver, held by the Commission for safekeeping,
pending administrative arrangements between the Government and the Commission, including whether the
benefit of these funds will accrue to the Commission.

12. DEPOSITS ON ACCOUNT

In 2006, the Commission introduced a new internet-based information system (VIRRGIN) that allows companies
to administer transactions online. As a result of this development, companies are required to deposit funds with
the Commission in advance of effecting an online transaction. As at December 31, 2012, the balance on this
account amounted to $2,224,544 (2011: $1,842,982).

13. DISTRIBUTION PAYABLE TO GOVERNMENT

On September 24 2013, the Board of Commissioners approved a distribution to Government of $3,000,000
(2011: $4,000,000) from surplus earned by the Commission during the year ended December 31, 2012.

14. STAFF COSTS

2012 2011

Wages and salaries 9,064,023 8,529,396
Allowances and benefits 2,284,788 2,100,939
Employment costs 264,941 237,778
Payroll taxes 458,191 434,313
$12,071,943 $ 11,302,426

The average number of full time employees in 2012 was 142 (2011: 142).

During the year ended December 31, 2012, the Commission paid $1,245,917 (2011: $1,262,483) for current
service costs toward a defined contribution pension plan (the “Plan”), which has been included in allowances
and benefits.
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15.

16.

17.

RELATED PARTY TRANSACTIONS

The Government’s Financial Secretary and Accountant General along with the Chairman of the Board of
Commissioners and the Managing Director of the Commission are signatories to a joint account maintained in the
names of the Government and the Commission referred to as the Government Trust Account as per Section 19 (1)
and (7) of the Act. (See Note 6).

COMMITMENTS AND CONTINGENCIES

Commitments

As explained in Note 4, the Commission is contracted with NCS Pte. Ltd (formerly Singapore Computer Systems
Limited) to design and implement the VIRRGIN project. The contracted cost to completion of the design and
implementation of the project is 551,161,304 equivalent to $948,669 (2011: $894,320) as at December 31, 2012,
plus maintenance and support costs of $$931,399 (equivalent to $717,270) as at December 31, 2012
(2011: 5$931,399 equivalent to $721,648).

The Commission currently occupies various properties in accordance with the terms of annual operating lease
agreements and is committed to making payments on these leases as agreed in the future.

The future aggregate minimum lease payments under non-cancellable leases are as follows:

2013 910,940
2014 873,140
2015 457,340
2016 304,893
2017 -
3.516,759
Contingencies

In the ordinary course of business, the Commission is subject to legal proceedings, claims, disputes and litigation
as a result of its role as the regulator of the British Virgin Islands financial services industry. While it is not
practicable to forecast or determine the final results of all pending or threatened legal proceedings, the
Commission does not believe that such proceedings (including litigation) will have a material effect on its results
and financial position.

FINANCIAL RISK MANAGEMENT
Financial risk factors

The Commission’s activities expose it to a variety of financial risks; market risk (foreign exchange risk, interest
rate risk), credit risk and liquidity risk. The Commission’s overall risk management programme focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the Commission’s
financial performance.

Risk management is carried out by management under policies approved by the Board of Commissioners. The
management identifies, evaluates and hedges financial risks in close co-operation with the Board of
Commissioners. The Board of Commissioners provides guidance for overall risk management, as well as written
policies covering specific areas, such as foreign exchange risk, interest rate risk, and credit risk, use of
derivative financial instruments and non-derivative financial instruments, and investment of excess liquidity.

Financial assets of the Commission include cash and cash equivalents, financial assets at fair value through profit
or loss, time deposits, regulatory deposits, other receivables and deposits. Financial liabilities include trade and
other payables, deposits on account, distribution payable to government and regulatory deposits from licensed
entities.
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17.  FINANCIAL RISK MANAGEMENT (Continued)
17.1  Market risk
(i) Foreign exchange risk

The Commission is exposed to foreign currency risk on the agreement to supply, develop, implement and
commission the VIRRGIN project (Note 4). The contracted costs for the project are in Singapore Dollars (S$).
As at December 31, 2012, the foreign exchange rate was $0.8169 (2011: $0.77010) per S$, with the average
exchange rate for the year ended December 31, 2012 being $0.8003 (2011: $0.79626) per SS. Had the
Singapore dollar foreign exchange rate strengthened against the US dollar by 1% (2011: 1%) with all other
variables remaining constant, the overall costs to complete the project, including maintenance/support
costs, would increase by $20,927 (2011: $16,116). A weakening of 1% in the Singapore dollar against the US
dollar, with all other variables held constant, would have an equal but opposite effect.

(i) Interest rate risk
Cash flow interest rate risk

The Commission’s exposure to the risk of changes in market interest rates relates primarily to the
Commission’s cash and cash equivalents and time deposits. As at December 31, 2012 approximately 61%
(2011: 63%) of the Commission’s assets were held in bank accounts, with floating interest rates.

Cash flow interest rate sensitivity analysis

With all other variables held constant, given a 25 basis point increase in the market interest rate, the
Commission’s surplus would increase by $51,129 (2011: increase by $55,290). A decrease of 25 basis points in
the market interest rate, with all other variables held constant, would decrease the Commission’s surplus by
an equal amount.

Fair value interest rate risk

The Commission is exposed to fair value interest rate risk on its financial assets at fair value through profit or
loss in government and agency securities and corporate bonds. These government and agency securities and
corporate bonds bear fixed rates of interest and the fair value of the bonds are inversely affected by
movements in market interest rates. The Commission does not hedge itself against fair value interest rate
risk.

Fair value interest rate sensitivity analysis

With all other variables held constant, given a 25 basis point increase in the yield rate of government and
agency securities and corporate bonds, the Commission’s surplus would decrease by $36,236 (2011: $54,371).
A decrease of 25 basis points in the yield rate, with all other variables held constant, would increase the
Commission’s surplus by $37,395 (2011: $56,800).

17.2 Credit risk

Credit risk arises from regulatory deposits, cash and cash equivalents, time deposits, other receivables and
deposits and its financial assets at fair value through profit or loss. These financial assets are held with financial
institutions with an investment grade credit rating. Other receivables include travel expense advances and
unsecured loans extended to various employees of the Commission. The extent of the Commission’s exposure to
credit risk in respect of these financial assets approximate the carrying values as recorded in the Commission’s
statement of financial position.

The Commission’s management addresses credit risk through placement of cash on short term money market
placements, financial assets at fair value through profit or loss, interest bearing deposits and U.S Treasury Bills
at a variety of regulated BVI and US financial institutions and effective and efficient collection policies.
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17.
17.2

17.3

FINANCIAL RISK MANAGEMENT (Continued)

Credit risk (continued)

The Commission’s regulatory deposits, cash and cash equivalents (excluding petty cash), time deposits and
financial assets at fair value through profit or loss are held by financial institutions with the following rating per

Moody’s Investors Services.

2012 2011

Aal 2,723,422 2,512,910
Aa2 2,517,961 2,508,269
A2 10,780,569 12,712,388
B2 1,075,332 575,428
Baa3 14,404,255 14,591,162
$ 31,501,539 $ 32,900,157

Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and cash equivalents to meet its current
operating requirements. The Commission is not exposed to significant liquidity risk as it maintains sufficient cash
and cash equivalents to meet its current and foreseeable future obligations.

The table below analyses the Commission’s financial liabilities into relevant maturity groupings based on the
remaining period at the date of the financial statements to the contractual maturity date. The amounts
disclosed in the table are the contractual undiscounted cash flows. Balances due within 12 months equal their

carrying balances as the impact of discounting is not significant.

On Less than Between 1 Over 5
Demand 1 year and 5 years years Total
As at December 31, 2012
Trade and other payables 886,231 1,375,321 2,261,552
Deposit on account 2,224,544 2,224,544
Distribution payable to Government 3,000,000 3,000,000
Regulatory deposits 8,098,747 8,098,747
$ 14,209,522 $ 1,375,321 § - 3 - $ 15,584,843
As at December 31, 2011
Trade and other payables 717,512 1,153,297 1,870,809
Deposit on account 1,842,982 1,842,982
Distribution payable to Government 6,000,000 6,000,000
Regulatory deposits 7,892,404 7,892,404

$ 16,452,898 $ 1,153,297

S - S - $ 17,606,195
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18. DEFINED CONTRIBUTION PENSION PLAN

The Commission has established a defined contribution pension plan (the “Plan”) to provide retirement benefits
for all established employees and is administered by Trustees appointed by the Commission. Under the Plan, the
Commission has an obligation limited to 15% of the participants’ basic annual salary, with the participants
contributing a minimum of 5%. A participant’s interest in the Commission’s contributions commences to vest after
7 years employment and is fully vested after 10 years.
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