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BERMUDA MONETARY AUTHORITY

BMA House

43 Victoria Street
Hamilton HM 12 Bermuda

PO. Box 2447
Hamilton HM JX Bermuda

tel: (441) 295 5278 fax: (441) 292 7471
email: info@bma.bm website: www.bma.bm

The accompanying financial statements of the Bermuda Monetary Authority have been prepared by management
in accordance with accounting principles generally accepted in Bermuda and Canada. Management is
responsible for ensuring the integrity and objectivity of the data contained in these financial statements and

that all information in the annual report is consistent with the financial statements.

In support of its responsibility, management maintains financial and management control systems and practices
to provide reasonable assurance that the financial information is reliable, that the assets are safeguarded, and

that the operations are carried out effectively.

The Board of Directors is responsible for ensuring that management fulfils its responsibilities for financial
reporting and internal controls. The Board approves the Authority’s financial statements. The Audit Committee
of the Board reviews the annual financial statements and recommends their approval to the Board of Directors.
In conducting its review, the Audit Committee meets with management and the Authority’s external auditor,

the Auditor General.

The Auditor General has audited these financial statements and his report is presented herein.

W

R. Alan F. Richardson, CA, JP Cheryl-Ann Lister, CFA, MBA

Chairman Chief Executive Officer
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Office of the Auditor General
Victoria Hall

11 Victoria Street

Hamilton HM 11, Bermuda

Tel. (441) 296 3148
Fax. (441) 295 3849
E-mail. auditbda@gov.bm

Website. www.oagbermuda.gov.bm

AUDITOR’S REPORT
To the Board of Directors

I have audited the balance sheet of the Bermuda Monetary Authority as at December 31, 2006 and the
statements of earnings, general reserve and cash flows for the year then ended. These financial statements
are the responsibility of management. My responsibility is to express an option on these financial statements
based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in Bermuda and Canada.
Those standards require that I plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principals used and significant estimates made by management, as well as evaluating the overall financial

statement presentation.

In my opinion, these financial statements present fairly, in all material respects, the financial position of the
Bermuda Monetary Authority as at December 31, 2006 and the results of its operations and its cash flows for

the year then ended in accordance with accounting principles generally accepted in Bermuda and Canada.

Hamilton, Bermuda Larry T. Dennis, CA
March 2nd, 2007 Auditor General
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BERMUDA MONETARY AUTHORITY

Balance Sheet as at December 31, 2006

(In thousands of dollars) 2006 2005
ASSETS
Investment Income Earning Assets
Cash and cash equivalents 51,354 30,509
Term deposits (Note 4) 15,000 24,956
Investments (Note 5) 64,690 65,400
131,044 120,865
Other Assets
Accounts receivable and accrued interest 1,850 1,621
Stock of notes and coins for circulation 1,172 1,236
Stock of numismatic items 558 569
Prepaid expenses 143 125
Capital assets (Note 6) 30,506 28,553
34,229 32,104
165,273 152,969
LIABILITIES, CAPITAL AND RESERVE
Liabilities
Notes and coins in circulation 121,045 113,698
Accounts payable and accrued liabilities 2,939 1,425
Due to the Consolidated Fund
of the Government of Bermuda (Note 7) 2,582 1,722
126,566 116,845
Capital and Reserve
Capital
Authorised: $30,000,000
Subscribed and fully paid (Note 8) 20,000 10,600
General Reserve (Note 9) 18,707 25,524
38,707 36,124
165,273 152,969
R. Alan F. Richardson, CA, JP Cheryl-Ann Lister, CFA, MBA
Chairman Chief Executive Officer
The accompanying notes are an integral part of these financial statements. 65
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BERMUDA MONETARY AUTHORITY

STATEMENT OF EARNINGS FOR THE YEAR ENDED DECEMBER 31, 2006

(In thousands of dollars) 2006 2005
REVENUES
Supervisory & licensing fees (Note 10) 13,635 13,407
Investment income (Note 11) 5,397 4,310
Rental Income 2,412 2,536
Incorporation fees, vault commission and other income 800 3,237
Net sales of special coins 239 106
22,483 23,596
EXPENSES
Salaries and employee benefits 10,509 8,824
General expenses (Note 12) 3,873 3,381
Professional fees 1,330 627
Amortisation of capital assets 1,271 1,275
Circulation note and coin expenses 335 300
17,318 14,407
NET EARNINGS FOR THE YEAR 5,165 9,189

BERMUDA MONETARY AUTHORITY

STATEMENT OF GENERAL RESERVE FOR THE YEAR ENDED DECEMBER 31, 2006

(In thousands of dollars) 2006 2005
BALANCE, BEGINNING OF YEAR 25,524 18,057
Net earnings for the year 5,165 9,189
Transfer to capital (Note 9) (9,400) -
Distribution payable to the Consolidated Fund (Note 7) (2,582) (1,722)
BALANCE, END OF YEAR 18,707 25,524

The accompanying notes are an integral part of these financial statements.
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BERMUDA MONETARY AUTHORITY

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED DECEMBER 31, 2006

(In thousands of dollars) 2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES

Net earnings for the year 5,165 9,189

Adjustments to convert earnings to a cash basis:

Amortisation of capital assets 1,271 1,275

Amortisation of discounts on investments (18) (18)

Gain on disposal of capital assets = (2,484)

Loss on sale of investments = 227
6,418 8,189

Changes in non-cash working capital:

Accounts receivable and accrued interest (229) (138)
Stock of notes and coins for circulation 64 (202)
Stock of numismatic items 11 (167)
Prepaid expenses (18) 127
Notes and coins in circulation 7,347 18,771
Accounts payable and accrued liabilities 1,514 197
FUNDS PROVIDED BY OPERATING ACTIVITIES 15,107 21,777

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of capital assets (3,224) (152)
Purchase of investments and term deposits (15,164) (33,892)
Proceeds from sale of capital assets - 5,745
Proceeds from sale and maturity of investments 25,847 18,406
FUNDS PROVIDED BY (USED IN) INVESTING ACTIVITIES 7,459 (9,893)

CASH FLOWS FROM FINANCING ACTIVITIES

Distribution to the Consolidated Fund of the Government of Bermuda (1,721) (1,594)
Proceeds on Issuance of capital 9,400 -
Distribution from General Reserve to capital (9,400) -
FUNDS USED IN FINANCING ACTIVITIES (1,721) (1,594)
INCREASE IN CASH AND CASH EQUIVALENTS 20,845 10,290
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 30,509 20,219
CASH AND CASH EQUIVALENTS, END OF YEAR 51,354 30,509

The accompanying notes are an integral part of these financial statements. 67
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BERMUDA MONETARY AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2006

THE BERMUDA MONETARY AUTHORITY ACT 1969

The Bermuda Monetary Authority (“the Authority”) was established by an Act of the Legislature, its
objects and powers being set out in the Bermuda Monetary Authority Act 1969, as amended.

The primary responsibilities of the Authority are:

® Acting as issuing authority for Bermuda dollar notes and coins;

m the supervision, regulation and inspection of all financial institutions operating in or from within
Bermuda;

® the promotion of the financial stability and soundness of financial institutions;

® the supervision, regulation and approval of the issue of financial instruments by financial
institutions or by residents;

m the fostering of close relations between financial institutions and between the financial institutions
and Government;

B assisting with the detection and prevention of financial crime;

® the management of exchange control and the regulation of transactions in foreign currency or
gold on behalf of the Government; and

® the provision of advice and assistance to the Government and public bodies on banking and other

financial and monetary matters.

SIGNIFICANT ACCOUNTING POLICIES

The financial statements are prepared in accordance with generally accepted accounting principles
in Bermuda and Canada. The preparation of financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues earned and expenses incurred during the year. Actual results could differ from these

estimates.

(a) Translation of Foreign Currencies
Assets and liabilities denominated in foreign currencies are translated into Bermuda dollars
at the year-end exchange rates. Revenues and expenses are translated at the exchange rates in
effect at the transaction dates. Realised and unrealised exchange gains and losses are included in
investment income.

(b) Investments
Investments comprise long term investments in fixed income securities. The Authority’s intention

is to hold the securities until maturity. The securities are carried at cost or amortised cost.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(c) Cash & Cash Equivalents
Cash and deposits, including repurchase agreements and demand deposits with maturity of ninety

days or less, are considered equivalent to cash.

(d) Stock of Notes and Coins for Circulation

The stock of notes and coins for circulation is stated at cost on a “first in, first out” basis.

(e) Stock of Numismatic Items
Numismatic items consist of commemorative coins and circulation notes and coins for resale.
The stock of numismatic items is stated at the lower of cost on a “first in, first out” basis and net

realisable value.

(f) Capital Assets and Amortisation
Capital assets are stated at cost less accumulated amortisation. Amortisation is charged using the
straight-line method at an annual rate of 2.5% for building and 25% for all other assets excluding

land. In the year of acquisition, a half-year amortisation is taken.

(g) Notes and Coins in Circulation
The balance of notes and coins in circulation does not include the face value of commemorative

coins sold, as the Authority does not expect any significant redemption of these coins.

(h) Museum Items
Museum items have been capitalised at a nominal amount of $1,000 and are included in the
stock of numismatic items. All new additions to museum items are expensed during the year of

purchase.

(i) Revenue Recognition

The Authority recognises revenue as it is earned.

(j) Financial Instruments

The fair values of investments as disclosed in Note 5 are based on year-end quoted market prices.

The fair values of other financial assets and liabilities approximate their carrying amounts as they

are generally due on demand or otherwise earn interest at market interest rates.
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EMPLOYEE BENEFITS

(a) Pension Plan
The Authority has a defined contribution plan administered by BF&M Life for the majority of its
employees. Employee contributions to the plan are 5% of gross salary matched by the Authority.
These contributions represent the total liability of the Authority and are recognised on a current
basis. The Authority’s contributions to the Plan during the year were $329,675 (2005 — $272,186).

The Public Service Superannuation Fund administered by the Government of Bermuda covers
the remainder of the Authority’s employees. Contributions of 6% (2005 — 5%) of gross salary
are required from both the employee and the Authority. These contributions represent the
total liability of the Authority and have been included in salaries and employee benefits. The
Authority’s contributions to the Plan during the year were $56,115 (2005 — $ 45,324).

(b) Other Benefits
Other employee benefits include maternity leave, sick leave, vacation days and pre-retirement

leave. All these benefits are unfunded.

Vacation days accumulate and vest and therefore a liability is accrued each year. The accrued
vacation liability as of 31 December 2006 is $175,416 (2005 — $125,184) and is included in

accounts payable and accrued liabilities.

Employees under the Public Service Superannuation Fund are entitled to pre-retirement leave
based upon their years of service at the time of retirement. The pre-retirement leave accumulates
and vests and a liability is accrued each year. During the year, pre-retirement leave benefits of
$27,542 (2005 — $15,605) were paid. The liability as at December 31, 2006 is $194,146 (2005 —
$174,351) and is included within accounts payable and accrued liabilities.

TERM DEPOSITS

Maturities and effective yields of term deposits are as follows:

(In thousands of dollars) 2006 2005

Less Than 1 Year 1 to 5 Years Total Total
Bermuda Dollar Term Deposits 10,000 5,000 15,000 24,956
Average effective yield 3.25% 5.25% 3.92% 4.10%

Average effective yield is based on book values and contractual interest rates.
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6.

INVESTMENTS

The investment portfolio includes fixed income securities denominated in U.S. dollars. The market

value of the portfolio of fixed income securities is $63.2 million (2005 - $64.9 million).

An analysis of the investment portfolio by maturity and average effective yields is as follows:

(In thousands of dollars) 2006 2005

1 to 5 Years > 5 Years Total Total
US Government Agencies 33,423 26,249 59,672 60,379
Supranational bank - 5,018 5,018 5,021
Total Investments 33,423 31,267 64,690 65,400
Weighted average effective yield 4.62% 4.66% 4.64% 4.64%

Weighted average effective yields are based on book values adjusted for amortisation of premiums and

discounts.

Certain US Government Agencies have the right to call their debt issues without penalty. As a result,

the actual maturity dates for these issues may differ from the contractual maturity dates.

The Authority is exposed to a concentration of credit risk as 83.9 % (2005 - 74.5%) of its income

earning assets are in US Government and US Government Agency securities.

CAPITAL ASSETS
(In thousands of dollars) 2006 2005
Cost Accumulated Net Book Net Book
Amortisation Value Value
Land 4,000 - 4,000 4,000
Building 25,584 1,903 23,681 23,855
Furniture & fixtures 3,194 1,444 1,750 371
Computer equipment & software 2,018 943 1,075 327
34,796 4,290 30,506 28,553

The following capital asset deposits included in capital assets are not yet being amortised:

Building $574,000
Computer equipment $238,000
Furniture & fixtures $987,000
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10.

11.

DUE TO THE CONSOLIDATED FUND OF THE GOVERNMENT OF BERMUDA
In accordance with Section 8 (3) of the Bermuda Monetary Authority Act 1969, earnings in

the amount of $2,582,000 (2005 — $1,722,000) will be payable to the Consolidated Fund of the

Government of Bermuda. This amount is non-interest bearing and payable by May 31, 2007.
SUBSCRIBED AND FULLY PAID CAPITAL

The Authority’s authorised capital of $30,000,000 can be subscribed at such times and in such
amounts as the Board, with the approval of the Minister of Finance, may require. During 2006

$9,400,000 was transferred from the General Reserve to capital with the approval of the Minister of

Finance.
GENERAL RESERVE

A general reserve of $18,707,000 (2005 — $25,524,000) has been established in accordance with
Section 8 of the Bermuda Monetary Authority Act 1969.

The Minister of Finance granted approval for $2,582,000 (2005 — $7,467,000) of net earnings to be
transferred to the general reserve account.

The Minister of Finance granted approval for $9,400,000 to be transferred from the General Reserve

to capital.

SUPERVISORY & LICENSING FEES

(In thousands of dollars) 2006 2005
Insurance fees 9,013 8,869
Bank and deposit company fees 4,078 4,036
Trust company fees 340 335
Investment business licence fees 204 167
13,635 13,407

INVESTMENT INCOME
(In thousands of dollars) 2006 2005
Interest on investments 3,006 2,677
Interest on cash and cash equivalents 1,433 646
Interest on term deposits 1,014 1,295
Foreign exchange loss (56) (81)
Loss on sale of investments - (227)
5,397 4,310
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12.

GENERAL EXPENSES

(In thousands of dollars) 2006 2005
Premises and general office expenses 2,952 2,516
Conferences, seminars, education and training 519 461
Communication and computer expenses 402 404

3,873 3,381

LEASE COMMITMENTS

The Authority entered into operating leases for office premises that expired on February 28, 2007.
The minimum annual lease payments pursuant to these leases were $116,871 in 2007. In addition,
the leases provided for payment by the Authority of its share of general occupancy costs of $15,025 in
2007.

In 2004, the Authority purchased a building that was occupied by the existing third party tenants
from the time of the acquisition of the building. The Authority assumed the operating leases of these
tenants and they either expired on December 31, 2006 or will expire on December 31, 2007. The

minimum annual lease receipts and maintenance fees pursuant to these leases are as follows:

(In thousands of dollars) 2007
Lease receipts 373
Maintenance fees 53

426

COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the current year’s presentation.
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Bermuda Monetary Authority

BMA HOUSE
43 Victoria Street
Hamilton HM 12 Bermuda

P.O. Box 2447
Hamilton HM JX Bermuda

tel: (441) 295 5278 fax: (441) 292 7471

email: info@bma.bm website: www.bma.bm

For general information regarding:
Incorporation of companies, establishment of partnerships or the
issue of permits to overseas companies and overseas partnerships,

transfer of ownership and confidential enquiries, contact:

Cyralene Benskin-Murray
Assistant Director, Legal Services

& Enforcement

EMAIL: cbenskin-murray@bma.bm

Banks and deposit companies, contact:

Graeme Dargie
Director, Banking, Trust & Investments
EMAIL: gdargie@bma.bm

Trust companies and investment services, contact:

Graeme Dargie
Director, Banking, Trust & Investments
EMAIL: gdargie@bma.bm

Insurance business, contact:

Shelby Weldon
Director, Insurance
EMAIL: sweldon@bma.bm

Media requests, general information, copies of BMA reports

and other documents, contact:

Pat Phillip-Bassett

Assistant Director, Corporate Governance
& Communications

EMAIL: pbassett@bma.bm

Information on Bermuda notes and coins, contact:

Marcia Woolridge-Allwood
Director, Corporate & Financial
Services

EMAIL: mwa@bma.bm
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