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MISSIONSTATEMENT

To effectively oversee and regulate the activities of the

securities and capital markets, to protect investors, while

strengthening public and institutionabnfidence in the integrity
of those markets.
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(HAIRMANSMESSAGE

In 2006, theSecuritiesCommissiorof The Bahamasontinuedits effortsto regulate and develophe securities and
capital markets and investment funds industry bffectively and efficientlyadaptingto the diverse and dynamic
nature of the global financiatystem These efforts cafbe seen through the steps taken by the Commisgion
strengthen theregulatory framework namely through the approval of legislative amendments and the drafting and
implementation of policies and guidelines

During the period, the&Commission made significant stridesaddressinghe needs of all industry stakeholdeasd
participants servi@ providers and investor§Vhilerecognsing thatstriking a balance between investor protection and
free market movement is a difficult taskhe Commission believes thats efforts to achieve this sometinse
unattainablebalancewere met for 200&hrough the:

e Approved reductiorin the Securitie€Exchange Annual Registratibee;

e Additions to thePrescribeddurisdictionsList;

e Approval of the Specific Mandate Alternative Regulatory Test (SMART) Fund 005del

e Adoptionof the Interim Money Laundering and Counter Terrorist Financing Guidelines

e ALILINEZIf 2F GKS . I KFEYF&a LYGSNYyLaGaAzylf {{add] 9EOKIy3aSO
e Appro £ G2 FYSYR .L{-Qa CSS {OKSRdzZ So

In addition to the legislativepolicy and guidelinedevelopmentinitiatives implemented in 2006, the Comrsiign
expanded its staff by eighpersonsto better facilitate the needs of the sectoFurther, on May 25, 2006Hillary

Deveauxvas confirmedasthe Executive Director, effective asBécemberl, 2002.

The Commissiomcceptsthat the efforts to ensure the continuedyrowth of the industrymust extend beyond its
achievements of 20Q@nd to this end, halsegun to focus on its goals for 2007.

The Commission will continue to pursue and engageffiorts that reflect the fundamentaienets upon which it was
established.

A resounding and loud applause of thanks goes to the staff of the Commission whose efforts, commitment and hard

work have allowed the Commission to boa$the achievements outtied in this report.

Calvin Knowles
Chairman
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VISIONSTATEMENT

A vibrant, competitive financial servicesctor that has sound regulatory practices and
policiesthat promotes confidence.

MANDATE

= Formulate principles to regulate and govern the investment funds, securities and
capital markets;

x  Maintain surveillance over investment funds, securities and capitalketsr
ensuring orderly, fair and equitable dealings;

= Create and promote conditions tonsure the orderly growth and development of
the securities and capital markets; and

= Advise the Minister of developments regarding thgestmentfunds,
securities and capital markets.

PURPOSE

To contribute to the growth and development of a financsagrvices sector that is
vibrant and competitive.

STRUCTURE

A body corporate established in 19%y the Securities Industry Atb regulate the
securities and capital markets.

GOVERNANCE

The membership of the Commission consists of a Chairm&gpaty Chairmanand
other members not to exceed sevenThere are three ExOfficio Members The
Governor of the Central Bardf the BahamasRegistrar of InsurancEompaniesand
the Executive Directasf the Commission.

STAFFING

48 fulttime staffmembersas at December 31, 2006

e Executive Department 10 members
e Office of Legal Counsel 6 members
e Authorisatiors Department 6 members
e Market Surveillance Department 9 members
e Inspections Department 3 members
e Policy and Research Department 3 members
e Corporate Affairs Department 11 members

N ‘
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COMMISSIOKBPROFILE

FUNCTIOS OF THEOMMISSION

The Securities Commission of The Bahamas (the RoLE ANMSOVERNANCEE THEBOARD

Commission), the regulatory body established to
oversee the development and growth of the securities
and capital markets, was established in 1995 by the
Securities Board Act, 1995, which was later repealed
by the Securities Industry Act, 1999.

The Commissiononductsseveral activities t@achieve
its mandate and to protdc the interest of the
investingpublic. Some of those activities include:

= Reviewing prospectuses for financial and
legal compliance;

= Processing applications for registration;

= Supervising and regulating the Exchange
and market participants;

x  Responding to complaints/inquiries from
investors;

x  Conducting investigations and other such
matters;and

x  Responding to and eoperating with other
securities regulators.

REGULATORAMBIT

The Commission is responsible for supervising and
regulating the capital markets and investment funds
industry. Its superviory and egulatory powersare
derived from the governingprovisions found within
the Securities Industry Act, 1998I1A 1999 and the
Investment Funds Act, 2008-@ 2003.

The SIA 1999 is the primary legislation that
establishes the framework for the continued
development of the capital and securities markets and
provides theCommission with the specific powers to
regulate and supervise these markets.isTlegislation
also governs the operation of securities exchanges,
securities markets and market participants.

The IFA, 2008overrsthe operation ofthe investment
funds industry. Specifically, the legislation oversees
Investment Fund Administrators and Investment
Funds and their associated personnel that operate
from or within The Bahamas.

Membership of the Commission consistsf a
Chairman, a Deputy Chairmaand other members
not to exceedseven all of whom serve at the
discretion of the Minister of Finance. The Chairman
holds office for a period ofive years. The Deputy
Chairman and other Commission members hold office
for a period not to exceed four years. All Commission
Members including the Chairmagrare eligible for re
appointment.

BOARDCOMMITTEES

Committees are established to assist the Cossiain
in carrying outits prescribed functions. In 2006 there
were a total ofthree Committees:

(1) Audit & Administrative Committee ¢ was
established to advise and make
recommendatios to the Commission on all
matters relating to corporate governance
including internal financial controls, internal and
external audit and compliance with financial
reporting requirements.

(2) Legislative Committee was developed to assist
the Commission andhe Executive Director in
the review of existing and proposed legislation
as it pertains to the continued development of
the securities and capital markets and the
investment funds industry.

(3) Compensation Committee¢ was created to
assist in the develop®y & 2F (KS
Interim Bonus Programme In addition, the
Compensation Committee was also charged
GAGK 20SNBSSAYy3 |
Salary Structure.
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DISCPLINARYROCEEDINGS OF B@ARD

The Commission, as a part of its function to maintain
the integrity of the capital markets, has the authority
to conduct investigations and hearings. The Board
carries out these functions via two tasutory,
standing balies. In 2006, the bodies wees follows:

(1) Hearing Panet was established to preside over
regulatory hearings and to determine
disciplinary matters of the Commission. In
carrying out its functions the Hearing Panel is
empowered to inpose various sanctions,
remedies or other relief, as provided for in the
governing legislations.

(2) Disciplinary Committeeg is establishedin law
to assist theCommissiorand Executive Director
in makng recommendatios, to the
Commission, on theappropriate action to be
taken as a result of aimvestigation

BOARDMEETINGS

During the period under review, the following meetings
of the Board and it various Committees were held:

Regular Meetingsg the Board metseventimes
and approved various matters presented by
Management for its consideration. Matters
included the approval of legislative and policy
matters, such as the reduction ithe Securities
Exchange Annual Registration Fee, additionth¢o
prescribed Jurisdtions List, approval of Specific
Mandate Alternative Regulatory Test (SMART)
Fund Model005. In additionthe Board approved
the licensing and registration of BrokBealers,
Securities Investent Advisors, Investment Funds
and Investment Fund Administrators.

Committee Meetings¢ the Committees of the
Commission met several timethroughout the
year to address the matters of the Commission.

The RouneRobin Procesg management utilisd
the roundrobin process 16 timegluring the
period under review to expedite approval of
matters requiring urgent action.
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STRUCTURE OF TBEMMISSION

Board of |
Directors
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Information Accounts Office of Authorisations Market Inspections Policy an Corporate
Technology Unit LegalCounsel Department Surveillance Department Research Affairs
Unit Department Department Department

ExecutiveDepartmentcg This Office is responsible fire dayto-day management of operations, technical and financial matter
The Office comprises the Executive Departmémt Accounts Uniand the Information Technology Unit.

Secretary to the Bard ¢ The &cretaryis responsible for managing Board Matters amdyides technical and administrative
support to the Board.

Legal Counse] This departments responsible for providing legal advice to various departments of the Commiasgisting in
the review of financial sector legislation, managing matters of international cooperation, and overseeing enforcement and
disciplinary matters.

Authorisations Departmentc This departments responsible for the licensing and registration of market participants, as well
review and registration of prospecses for public offerings.

Market Surveillance Department This departments responsible for the ogoing monitoring and supervision of market
participants ad the local stock exchange, and reviewing proposals from the local stock exchange.

Inspections Departmend This departments responsible for the supervision and-site monitoring of market participants
adherence to the rules and regulations.

Policy andResearch Department This departmentssists irthe developmenbf legislaton, rules, policieand guidelines. Itis
also responsible for statisticalperting, investor education, contentoftile2 YYA 4 aA 2y Qa ¢ Qdsanilth& > LI
oversightofthd 2 YYA a4 a4A 2y Qa NBIAAGNROD

Corporate Affairs Departmend Thisdepartmentoverseeghe daily management of the human apdiysical resources of the
/| 2YYAadaA2y o0& SyadaNAy3d | RSIdzZa S YIyLR2eSN (2 FlLOAtAGEGS
regulations.
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CAPITAIMARKESOVERVIEV& STATISTICARJMMARY

HNANCIAISECTORVERVIEW

The close 02006 marked continued growth within the Bahamian econgmmith an increase in Gross Domestic
Product (GDP) by 3.4% t®&3B7 billion at the end of 2006. Tourism andfinancial grvices sectorsemain as the
leadingcontributorsto i K S O 2stfainedide@Bpment

The financial ervices sectarwhich comprises banking and trust, investment fgnidisurance, capital markets and
credit union activity contribute, on average, 15980% of the GDPWhile most of this relates to the conthiution of

banks and trusttompanies, theinput of other financial services continues to growAs the Central Ban&f The
Bahamas (Central Bankdted, the success of the Bahamian financial sectors could be attributed to a comprehensive
regulatory structure that seeks to implement international best practices, modern financial products and a skilled
pool ofprofessonals

CAPITAIMARKETS

The rate of growth of theBISX All Share Price Indggwed somewhat in 2006, appreciatify 24.1% to 1676.2
points, following a 30% expansion in 200Both share values and trade volume on BISX experienced a decline of
21.9%. In contrast the performance of theébroader Fidelity Capital Market Index (FINDEX), which capturegiuser
counter trading,continued to strengthen, registering 34.5% gain to 742.2 pus after an increase of 28.5% in the
corresponding period of 2005

The withdrawal 6Kerzner International Ltd. (KZtdm the exchange during the review period waste worthy. On
August 20, 2006Y SNI Y SNJ LY GSNYFGA 2y ELINR @R @ S O 2 canddlliggadified dngd o 32
outstanding shares antepurchasing thenmat a cash price of $81.00 per share. Consequently, the Bahamian Dollar
Receipts (BDRs) of KZL, which commenced trading on the Exchange in July 2004 at a ratio of ten BDRs for each Ki
share, were repurchased at a price of $8.09 per share, representing a capitaciation of 57.4% over the initial
$5.14 listing priceAt the end of 2006the number of companies registered on Bk3oodat 19.

Tabk 1¢ Licenses and Registrants under the $S£999

A review of the historical snapshot of the industr,
statistics forlicenseesand registrants under the SIA999 el bk

as at December 3120022006, (provided in table 1)| Type 2002 2003
showedthat all constituent types Broker Dealers Class |, rokerDealer ; 1 1 13 16
Broker Dealers Class Il and Seculrityestment Advisors Class |
have steadily increased their presenagthin the capital
. . . BrokerDealer
markets over the past five yeadowever an increasen Class Il 43 46 49 52 51
Security Investment Advisorsslowed down after —
. . . . Securities
experiencing a 25% jump in 2005. Investment 27 30 32 20 4
Advisors
Securities
Exchange 1 1 1 1 1
TOTAL 78 88 94 106 110

"¢+ 1Sy FTNBY aDNRAaa 902y2YAO /2y(iNRodziaAzy 2F (GKS CAyl yOAoli6, NoQOG 2 NI A
Central Bank offie Bahamas

Ay
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The chart below gives a side by side view of the number of aBtoleer Dealers andsecuritiesinvestmentAdvisors
for the period of December 31, 2002 to December 31, 2006.

Chart 1: Registrants under the SI2999- Comparative Figures 2062006
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INVESTMENFUNDSINDUSTRY

At the close of 2006 thre were 725activelnvestment
Funds operating iror from The BahamasAlthough a
3.7%increase from the 699 fund® operationat the
close of 2005it was still cosiderably below the 2004
level. Correspondingly, the net asset valuUNAV)
appreciated by $29.8 billion to $205 billiorAll
investment fund categories, except for Standard
Funds, &periencedgrowth in the number of funds
licensedor registered,during 2006 Standard Funds
continued the declineobservedsince 2003, shrinking
by 53.7% over the 2005 result. In contrast, thenber
of SMAR Funds hamcrea®d since its introductn in
2004, appreciating by 39uRdscompared t02005.

Thae was a net increasef two Investment Fund
Administrators which brought the total to 61. Of the
61 administrators 37 were classified amrestricted
Investment Fund Administrators, 22 as Restricted
InvestmentFund Administrators and twaas 6Exempie
InvestmentFund Administrators.

Table 2below provides an historical overview dfie
investment funds industry from 2062006. For each
year, the number ofactive funds per fund category,

4 Securities Investment Advisors

the total number of active investmerfunds, and the
correspondingNAVsfor the total number of funds are
displayed The investment funds industry has
experienced stable and continued growth as
evidencedby the continued appreciation of the NAVs.

Table 2¢
Growth of Investment Funds Industry
Dec.31, 2003- Dec.31, 2006

FUNDCATEGORY DEc31  Dec31  Dec3l Dec 31
2003 2004 2005 2006
Standard 365 275 285 132
Funds
Professional 150 337 242 298
Funds
Recognisd 198 151 84 171
Foreign Funsl
SMART Funds 0 75 88 122
OTA 838 699

A pillio $129 $163.4 $ $204
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The chart below provides an historical overviewrnfestmentFund Administratorsfrom 2003-2006.

Chart2 ¢ Investment Fund Administrators 2003006
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CompaniedicensedasUnrestricted Investment Fund Administratehave the authority, as charged hpe Commission
via the IFA, 2003, ficenceand oversee the operations of an unlimitedmberof investment éinds.

CompaniedicensedasRestricted Investment Fund Administratocan provide investment fund administrator services
only to the Investment Fundicensedor registeredby the Commission. A restrictditenceholder does nothave the
authority to independentlyicencean investmentind ¢ licensing must be from the Commission.

Companiedicensedas Exempt Investment~und Administratos are authorised, by the Commission, to onifgrovide
investment fund adminisator serviceso one specific investmentihd ¢ as identified by the Commission

In 2006 the Commission approved a total of 204 applicatiofifiere wasn increase in theaumberof applicatiors approved

for SMARTundsStandard Funds arf@ecogniseéoreign Fundst should be noted that some applications may be considered
in a period following the initial application date. For example, an application may have been pending, aeviedeby the
Commission in 200&vhich mayhave been carried over from 2005

Table 3¢ Approved Applications; Comparative Figures 20052006

CONSTITUENTYPE Dec 31,2005 \ Dec 31,2006
Class | 1 4
Broker Dealer Class I > 3
Securities Investment Advisors 7 7
Investment Fund Unrestricted 1
Administrators Restricted 3 6
Standard Funds 6 12
Professional Funds 66 65
SMART Funds 22 31
Recognisedroreign Funds 59 76
TOTAL 167 204




UPERVISORAPPROACH

The Commissiorhas adopted awo prong supervisory
approach which includes a rigorous ad effective
licensing processand a broaebased surveillance
programme This includes off-site and on-site
monitoring Theapproach is in line with thachievement

ofthe/ 2 Y YA & & A 2y Qgoalsi walclSimelddena 2 N&,

maintenance of effective oversight, strengthering of
market confidence, prote@n of investors, andacilitation
of orderly growth and development of tharisdiction.

AUTHORISTIONS

The Authorisatiors Department is the first point of
entry 2 NJ G KS
This department performs the critical function of
protecting the reputation of the jurisdiction by
assessing the bone fides of applicant$he unit
administers theentry criteriaset out in the SIA1999
and IFA 2003 and ensures that participants and
products fit the appropriate profile for theountry.
This includes an appraisal fit and proper status and
an evaluation of financial strength angerformance
and an overall judgment on the suitability of the
applicant

OFFSITESUPERVISION

Off-site Supervision is the primary function of the
Market SurveillanceDepartment. In performing this
function, the department reviews reports liaises with
thorised firms and individualand acts expeditioug
on areas of regulatory concerto ensure proactive and
effective oversight of the industry.

ON-SITESUPERVISION

Onsite Supervision is undertaken by the Inspections
Department. Ogsite Supegvisiontakes the form of

[ 2YYA&an digessees NB R ard NBxamthationd BrR Inspections for Cause. A

Routine Examination is scheduled based on the

/I 2YYAaaAizyQa F+aaSaavySyid 27
Cause is conducted based upon some underlying reason
such as a customer complaint or someedible
informationthe Commission has been made aware of

Inspections oexaminations majnvolve a full scopesview
of the businesor may focus orspecificareas of concern
depending on the circumsteces of the registranticensee
and queries raisecby the ongoing ofbite monitoring
process.

Table 4orovides aroverviewof the Routine Inspections and Inspections for Causefratt2004 - 2006.

Table4 ¢ On-site Supervision History 2082006

Constitution Type Dec.31, 2004 Dec.31, 2005 Dec.31, 2006

Routine Inspection Routine Inspection Routine Inspection
for Cause for Cause for Cause

BrokerDealerClass | 2

Broker-DealerClass Il 2 4 - 3

Sec_urmes Investment 7 5 ) 5

Advisors

Investment Fund

Administrators ! 2 !

TOTAL 10 13 9

10
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REGULATORACTIVITIES

POLICYDEVELOPMENTS

In 2006, the Commission approved and implemented
several policies, which include:

(1) Commission Approved Reduction in Securities
Exchange Annual Registration Fee

The Commission, inits February 2006 meeting,
approved a decrease in the Securities Exchange Annual
Registration Fee from $25,000 to $10,000The
approval by the Commission wds response to a
request from he Bahamas International Stock
Exchange (BISXp have the Securities Exchange
Annual Registration Fee reduced.

(2) Interim Money Laundering and Countering
Terrorist Financingsuidelines

In July 2006the Interim Guidelines on the Prevention
of Money Laundering and Countering of Terrorist
Financingreplaced the existing Guidelines on Anti
Money Laundering issued by the Financial Intelligence
Unit in 2001, with regard to Anioney Laundering
and KnowYourCustomer (KYC) procedures.

Thenamedguidelines issued by the Commissiwere
drafted to provide general guidance tbicenseesand
registrants on the standards required for compliance
with the Financiallransaction Reporting Act, 20@@d
the Financial Transaction Reporting Regulationsp200

(3) ! LILINR @I f
Initiatives

27 L{- - Qa HnNn

The Bahamas International Stock Exchange,itsn
efforts to advanceseveralcorporate fnanceinitiatives

and collaborative efforts with the gvernment as
outlined in the @ ISNY YSy i Qa /| LAGE
Statement, requested that th€ommission approve:

(i) Changsto BISR éapital structure;

(i) Amendmentsto BISX Articles of Association;
and

(i) A change in their rules to allow shareholders to
transferrights to each other.

LRy GKS
regarding the named amendments, the Commission
approvedthem at its February 2006 meeting

(4) Approval to Amendmentof. L{ - Q& CSS

The Commission, in Octob2006, approvedthat BISX
amend its Fee Schedule to facilitate thesting of

government securities and the securities of
governmentl agencies.
L{- Qa NXIjdzSai récobmmendatichsS R

contained in the Report of The Bahamas Stock

Exchange Committebat was approved by the Cabinet

of the Commonwealth of The Bahamas and BISX
Shareholders.

In considering the approval of the requests outlined
above, the Commission noted that thdesired fee
amendments compared favourably with those
presently beingappliedto equities listed on BISX.

The amendments to BISX fee schedule cafobad in
Table 5 below:

Table 5¢ Overview of BISX Fe&mendments

DESCRIPTION | FeE
Government (1) Application Feg a one-time
Securities $2,500

(2) |Initial Listing Fee to be

removed

f al NJ S i@ tAshual ke©RS base points
on the value of the offer

TransactiorPrice for
Government
Securities

(1) fivebasis points oithe value
of each complete buyrcsell
order matched per trading

session.
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ENFORCEMENWIATTERS

In 2006, the Commissioutilised severalenforcementmeasuresto protect investors fromunfair and inappropriate
securities and investment activitieSpecificallythe Commission issuedavb public noticesand twopress releaseand
heard a total of fivenatters before theDisciplinary Committee.

PuBLIANOTICES PRESEELEASES

The public notices issued by the Commission in 2006 The press releases issued by the Commission in 2006

were: were:
(1) Dominion Investments (Nassau) Ltdg issued (1) Dominion Investments (Nassau) Ltd.issuedon
on March 6, 200G&nd February 26, 2006
(2) Wiliams Matthey Ltd. (WMAM) ¢ issued on (2) Sterling ACS Ltd. and Howell W. Woltz &
April 7, 2006. Vernice Woltz¢ issuedon April 26, 2006

All public notices are posted and archived on the  All press releases are posted and archived on the
/| 2YYAaaAirzyQa 6Soairds /| 2YYAaaArzyQa ¢SoaAiiSo

DISCIPLINARSOMMITTEE

Fivematters were brought before the Oigplinary Committee during 2008he Disciplinary Committee recommended
that administrative action be takenrofour of the mattersand that the other beforwarded to the Office of the
Attorney General.

LEGISLATIMHPDATES

In 2006, there were several legislative amendments apdates. Those updates include: additional countries added
to the Prescribed Jurisdictioristand the approval of the SMART Fund Model 005.

Commissiorbeing satisfied thait was comparable to
(1) Additions to Prescribed Jurisdiction List that of The Bahamas.

Where a fund isgncorporated or a fund appoints its (2) Specific Mandate Alternative Regulatory Test

investment advisor or manager in gBahamas it is to (SMART) Fund Model 005

be a BahamaBased Fund and is therefqmequired to

be licensed by the Q@omission. However, if a The Specific Mandate Alternative Regulatory Test

BahamasBased Fund is licensed in a jurisdiction (SMART) Fund was introduced as a new style of

prescribed by theCommission, it can be registered as a collective investment vehicle with the IFA, 2003. The

Recognisedroreign Fund and would thereby be subject SMART Fund & flexible productthat allows industry

to a lighter touch regulatory regime. participants to provide clients with structuring
soluions via a regulated vehicle With the

In October, 2006, the Commission approved the British promulgation of the IFA, 2003 four SMART Fund

Virgin Islands, Benuda and the Channel Islands, Models were established.

Guernsey anderseyas prescribed jurisdictions based

on a review of the named jurisdicA 2 y Q& NI 3dZ006{itReNBmmission approved a fifth SMART Fund

regime and the Model (SFMD05), a private structure for individuats
families limited to no more than fev investors who

12
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hold equity interests in the fund, and to whom a
Professional Fund may be offered.

The SFM 005 requires the appointment of an
administrator, but does not require the administrator

to be licensed by the Commission, with the additional
provision that the administrator must be a financial
institution as defined in the rule.

INTERNATIONAANDDOMESTICOOPERATION

The Commissionyecogni®es that in its efforts to
ensure the continued development and growth of the
securities and capital markets and investment funds
industry, a combination of factors need to be present:
a comprehensive regulatory regime; an educated and
competent staff and the cooperation of international,
regional anddomesticregulatory bodies and groups.

Participation and rambershipin organigtionssuch &

the International Organization of Securities
Commissions and the Council of Securities Regulators
of the Americas(COSRA)llows the Commission to
stay abreast of best practices implemented in
international and regionalsecurities and investment
busines sectors.

Continued dialogue has been maintained with our
international partners through the InterAmerican
Regional Committee (JARCOSRAIn addition, the
Commission is also a member of the Group of Financial
Services Regulators (GFSR).

ISOCQARC/COSRA

In September 1996, the Commission was granted
memberdip in IOSCO, the international standards
setter for the securities and capital markets. Its
YSYOSNERKALI O2YLINRAASEA rE:
regulators and other similar regulatoryg@ncies from
countries throughout the world. The purpose of IOSCO
is to enable members to exchange information with a
view to developing the securities markets and
improving their efficiency, to coordinate the
enforcement of secuties regulation internatinally
and to implement common standards.

At/ h { wangual meeting in Santiago, Chile in June
1997, the Commission was confirmed as a member.
COSRA, formed in 1992, was created to provide a
forum that promoted cooperation and communication
amongst its ,mbers to enhance the efforts of each

country and to develop the growth of sound securities
markets that are fair to all investors. Membership to
COSRA is open to all securities reguigtauthorities of
North, Southand Central America and the Caribbean
and has a total of 31 members in 26 countries.

CARIBBEANGROUP OEECURITIHREGULATORS

The Caribbean Group of Securities Regulators (CGSR) is
an in-formal group of securiés regulators; the CGSR
was established to strengthen the regulatory
framework for securities within the Caribbean. It gives
the region a unified voice on the international stage
and also gigs the region greater standardiion and
coordination of institutonal structures. It facilitates
the sharing of information, promes regulatory
capacity buildingand strengthens training in the
region. In October of this year, The Bahamas hosted
the Third Annual Conference for the Caribbean Group
of Securities Regalors. The conference focused on
addressing matters such as combating market abuse,
corporate gwernance, enforcement, mergers and
acquisitions and minority shareholders' ténests,
hedge funds regulatioand the relaxation of exchange
controls.

GROUPOFHNANCIAISERVICEREGULATORS

2F (GKS 62NI RQa aSOdz2NARGASaA
Since 2001the Commission has been a member of the

Group of Financial Services Regulators (GFSR), which is

a domestic body comprising of the five regulators that
2OPSNBSS ¢KS FKEFEYF&aQ FAYLFyYyO
Groupwas estaélished to focus on the harmoraton

of the regulatory regime in the countrirhe regulators
A2PSNYAYI ¢KS . FKFEYFAQ FAYL Yy

X

The Central Bank of The Bahamas
The Securities Commission of The Bahamas

X

x  The Registrar dhsurance Companies
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x  The Compliance Commissjand harmonisation of policies and practices between the
listed regulators.
x  The Inspector of theFinancial and Corporate
Service Providers In 2005 a handbookthat provides an overview of the
regulatory information sharing framework ifThe
In October 2002, the GFSR executed a Memorandum Bahamas under its financial services legislatioas
of Understanding (MolJ which formally provides for drafted and issued by the GESR
information sharing, interegulatory cooperation and

HNANCIAISUMMARY

The Commission recded an operating deficit of $196 million for 2006, representing an increase of $339,810 (40%)
from $856,197 in the previous year. Operatilncome decreased by 3% to $2.140 million from $2.199 mili@005,
while operating experes increased by 9% to $3.336 million from@85. millionin 2005 The increase in operating
expenses was due mainly to a $175,318 (10%) increase in salaries and benefits combined with a 66.9% increase in
professional fees of $117,565, when compared to 2005.

The accumulated fund reserve position deteriorated by $195,0bm a reserve of $77,786 in 2005, to a deficit of
$118,221 in 2006. This was due to the $339,810 increase in the operating deficit offset by a $100,000 increase in the
amount of government funding received during 2006 when compared to 2005.

Theaudiz2 NQ& NB L2 NI ed tRat theyCorlmiskitin lwiél ordly be able to continue as a going concern by
attaining profitable operations and/or with contired financial support from theayernment.
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KPMG Telephone 242 393 2007
PO Box N 123 Fax 242 393 1772
Montague Sterling Centre Internet www.kpmg.com.bs

East Bay Street
Nassau, Bahamas

INDEPENDENT AUDITORS' REPORT

To The Members of Securities Commission of The Bahamas

We have audited the accompanying financial statements of the Securities Commission of The
Bahamas (“the Commission”) which comprise the balance sheet as at December 31, 2006, and the
related statements of operations, accumulated operating deficit and reserve funds and cash flows

for the year then ended, and a summary of significant accounting policies and other explanatory
notes.

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. This responsibility includes:
designing, implementing and maintaining internal controls relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud
or error; selecting and applying appropriate accounting policies; and making accounting estimates
that are reasonable in the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
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
rcasonable assurance 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 our 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, we consider internal controls relevant to
the Commission’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 Commission’s internal controls. 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 suflicient and appropriate to provide a
basis for our audit opinion.
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