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Jersey enjoys a reputation as
a well-regulated international
finance centre.’




THE ISLAND OF JERSEY

Jersey is situated off the north-west coast of France, 14 miles from Normandy
and 85 miles from the south coast of England.

Within its 45 square miles the Island has a population of around 90,000
and enjoys a reputation as a well-regulated international finance centre.

Jersey’s allegiance is to the British Crown but it is not part of the United Kingdom.
The Island is not part of the European Union, being neither a separate Member
State nor an Associate Member.

Jersey has its own legislative assembly, called the States of Jersey, which
comprises b3 elected members plus the President. Jersey has its own
system of local administration, fiscal and legal systems, and courts of law.

Jersey has a ministerial system of government comprising a Council of Ministers
led by a Chief Minister. Further information on the workings of government in
Jersey can be found on the States of Jersey Website, www.gov.je



THE JERSEY FINANCIAL SERVICES COMMISSION

The Jersey Financial Services Commission (the “Commission”) is responsible
for the regulation, supervision and, within its legal remit, the development of
the financial services industry in the Island.

The Commission is a statutory body corporate, set up under the Financial
Services Commission (Jersey) Law 1998 (the “Commission Law”).

The Commission Law provides for a Board of Commissioners to be

the governing body of the Commission.

The Commission Law established the Commission as an independent
body, fully responsible for its own regulatory decisions. The Commission is
accountable for its overall performance to the States of Jersey through the
Minister for Economic Development.

The Commission is also responsible, pursuant to powers granted to it under
the Companies (Jersey) Law 1991, for appointing a person to exercise certain
statutory responsibilities as the Registrar of Companies. The Commission has
appointed the Director General of the Commission as the Registrar.

The Commission’s key purpose is:

To maintain Jersey’s position as an international finance In support of its key purpose, the Commission aims to:

centre with high regulatory standards by: N . .
e ensure that all entities that are authorised meet fit

* reducing risk to the public of financial loss due to and proper criteria;

dishonesty, incompetence, malpractice or the N . o
financial unsoundness of financial service providers; ~ *  ensure that all regulated entities are operating within
accepted standards of good regulatory practice;

* protecting and enhancing the reputation

and integrity of Jersey in commercial and * match international standards in respect of banking,
financial matters; securities, trust company business and insurance
regulation, and anti-money laundering and terrorist
» safeguarding the best economic interests of financing defences;
Jersey; and

* identify and deter abuses and breaches of regulatory
* countering financial crime both in Jersey standards; and

and elsewhere. o .
* ensure that the Commission operates effectively

and efficiently, and is properly accountable to the
Minister for Economic Development.
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‘Developments in Europe were followed,
and consideration given to how the
Commission, and the Island as a whole,

7

should respond.....



One of the Commission’s aims is to “match international standards in

respect of banking, securities, trust company business and insurance
regulation, and anti-money laundering and terrorist financing defences”.
Within the Commission, the International and Policy Division, the Supervisory
Divisions and the Registry develop policies to ensure that this aim can be met.

Review of 2009

Much of the Commission’s assessment of international

standards and development of policy was undertaken by

the International and Policy Division. A significant
amount of time was spent in 2009 on finalisation and

publication of the International Monetary Fund’s (“IMF”)

Financial System Stability Assessment (“FSSA”) and
detailed assessment reports, in particular the report
on observance with the Financial Action Task Force
(“FATF") Recommendations. The very positive
conclusions of the FSSA and detailed reports

are considered at length elsewhere in this report.
Post publication, the Commission and other agencies
have published a number of action plans to address
recommendations made in the reports.

Developments in Europe were also followed,

and consideration given to how the Commission,
and the Island as a whole, should respond to those
developments. In particular:

*  The Commission consulted on proposals to
introduce a regime to oversee the work of auditors
of “market traded” companies - those companies
that have securities traded on certain exchanges in

the European Union (the “EU”) - and legislation was

adopted on 3 December 2009. The Commission

also consulted on the detailed rules that it is intended

will apply to auditors under such legislation.

Preparation of legislation and the rules involved close
liaison with Guernsey’s Commerce and Employment

Department, the Isle of Man Financial Supervision
Commission, the Institute of Chartered Accountants
of England and Wales (the “ICAEW") and the UK
Professional Oversight Board.

*  The Commission considered how the Island might
implement the EU’s Payment Services Directive to
support an application to the European Payments
Council for Jersey to join the Single Euro Payments
Area (the “SEPA”). The Commission expects to
publish a consultation paper on this matter
during 2010.

e The Commission published a consultation paper
in November 2009 on options for the future
regulation of electronic money (“e-money”).
The Commission’s view is that the Island should
implement a regulatory regime that is based on
the new EU Directive on e-money.

A memorandum of understanding (“MoU”)
between the UK and Jersey under the EU Payments
Regulation took effect from 1 September 2009 with
little publicity. Agreement of the memorandum was
extremely important as it allows payments between
payment service providers in the two jurisdictions to
continue to be made using UK payment systems.

The Commission also continued its activity in countering
money laundering and terrorist financing. In particular:

A number of significant amendments were made

to the Handbook for the Prevention and Detection

of Money Laundering and the Financing of Terrorism
for Financial Services Business regulated under

the Regulatory Laws (the “AML/CFT Handbook”).
In April 2009, Parts 2 (information resource) and

3 (supervision of compliance) were updated. In July
2009, Section 4 of Part 1 was revised to provide the
requirements that apply where a foundation seeks
to establish a business relationship or carry out a
one-off transaction with a person that is carrying

on business listed in Schedule 2 of the Proceeds of
Crime (Jersey) Law 1999. Finally, in December
2009, a sector specific section covering trust
company business was added.

In September 2009, the Commission published

a consultation paper on a further amendment to

the Money Laundering (Jersey) Order 2008.

The amendment addresses a humber of solutions to
items that were identified by the IMF in its detailed
assessment of Jersey's compliance with the FATF
Recommendations, and the amendment - the Money
Laundering (Amendment No. 4) (Jersey) Order 2010
- came into effect on 18 January 2010.

In June 2009, the Commission hosted a visit

of representatives of the World Bank and United
Nations Office on Drugs and Crime to assist with the
development of a policy paper on politically exposed
persons. That paper has since been published.

The Commission also supported an AML/CFT
training session in July 2009 organised jointly by the
People’s Bank of China and EU-China Trade Project.

The Commission represented the Offshore
Group of Banking Supervisors on a number of
Expert Groups which are reviewing the current
FATF Recommendations.




Work started in the year on preparation of a possible
amendment to the Financial Services Commission
(Jersey) Law 1998 to provide for the Commission

to be able to recover some or all of its costs and
disbursements arising from enforcement action and
investigations leading to such action. Work continues
in this respect.

A ‘Handbook on International Co-operation and
Information Exchange’ was published in April 2009 to
assist overseas supervisory authorities when they seek
to obtain assistance from the Commission in the
discharge of a function that is the same as, or similar
to, a function of the Commission.

KEY TASKS FOR 2010:

Following publication of the IMF’s FSSA in
September 2009 and resulting action plans,

work will continue to deal with the recommendations
made. In or after September 2010, the Commission
will publish its first annual progress update.

The Commission expects to finish its preparations
for the introduction of a regime to oversee the work
of auditors of “market traded” companies.

The necessary secondary legislation has been made,
and the Commission introduced the regime at the
start of April 2010, at the same time as similar
models were introduced in Guernsey and the Isle of
Man. Under the requirements, auditors of “market
traded” companies will be required to register with
the Commission and the ICAEW will be required to
oversee the audit work that has been carried out in
respect of such companies.

The Commission will also continue to assist with
legislative preparations for the Island’s application
to join the SEPA.

Work will continue on adding sector specific sections
to the AML/CFT Handbook. It is intended to add a
sector specific section for funds and fund services
business, to join the section published in 2009 for
trust company business. Additional guidance will also
be added to the AML/CFT Handbook as time permits.

The Commission agreed a MoU with the Polish
Financial Supervision Authority covering the exchange
of regulatory information and assistance in enforcement
matters. In addition, as part of revised arrangements
covering the takeover or merger of Jersey companies
listed on a UK stock exchange, the Commission agreed
a MoU with the UK Panel on Takeovers and Mergers
and Jersey’s Minister for Economic Development.

On the domestic legislative front, the Commission
continued to review and comment on draft legislation
that affects the Commission and the Industry that it
supervises. Throughout the year, policy statements
and guidance notes were reviewed and updated.

Policy and regulatory developments are considered
further elsewhere in this report.

Following work started in earlier years, the
Commission will consult on proposals to introduce a
consistent regime that will allow it to object to the
appointment (and continued appointment) of
auditors of persons that are supervised under the
regulatory laws, if it is not satisfied that the
(proposed) auditor has the requisite qualifications,
skill, resources or experience for a particular audit,
or if it would not be in the best interests of clients/
customers of a registered person.

The Commission will continue to add to and

develop its extensive range of MoUs. Negotiations will
continue with the Commission Bancaire in France

to put in place a MoU covering the exchange of
regulatory information and assistance in enforcement
matters. This will involve (inter alia) the completion of
an extensive questionnaire seeking information on
Jersey’s regulatory framework and laws.

The Commission also expects to update all of

the Codes of Practice that have been issued under
the regulatory laws. This will follow a period of
consultation on the changes proposed, some of
which are substantive changes, and others to bring
provisions in the separate codes closer together.

On the domestic front, the Commission will

continue to follow proposals to introduce freedom of
information legislation and to create the Jersey Vetting
Bureau, so that appropriate preparations can be
made, and provisions introduced in a way that is
supportive of the Commission’s statutory functions.



The Supervisory Divisions are responsible for two of the Commission’s five aims.
These are “to ensure all entities that are authorised meet fit and proper criteria”
and “to ensure that all regulated entities are operating within accepted standards

of good regulatory practice.”

Authorisations

The transfer of the regulation of fund service business
providers to the Financial Services (Jersey) Law 1998
(the “FSUJ)L") that occurred in late 2007 resulted in

a high number of applications from prospective fund
service business providers in 2008, and a continued
flow of applications in 2009. Awareness of the ‘Codes
of Practice for Funds Services Business’” has improved,
resulting in fewer referrals when reviewing applications
from new service providers.

As expected following the global economic downturn,
throughout 2009 there was a significant increase in
the number of requests for the restructuring of funds
designed to merge or terminate poor performing funds
or asset classes. The majority of fund applications
processed concerning Jersey funds were for Jersey
Expert Funds, Unclassified Jersey Funds, and the
establishment of new sub-funds to existing
Unclassified Jersey Funds.

More than 50 registrations to conduct fund services
business were surrendered or revoked last year, partly
due to rationalisations by fund services providers and
partly due to market conditions. Some service providers
may have paid the price for performing insufficient due
diligence checks on promoters and other parties in
relation to new funds.

Two new investment business registrations were granted
in 2009 and four were surrendered.

During the year, the Commission authorised five
Category A insurance business permit holders whilst
eight surrendered their permits, leaving a revised total
of 171 Category A permit holders. There were no new
Category B insurance business permit holders, whilst
three permits were surrendered, leaving a revised total
of 10 Category B permit holders. Whilst 14 general
insurance mediation businesses were registered, 14
permits were also surrendered, leaving a total of 125.

! The Regulatory Laws are:
- the Banking Business (Jersey) Law 1991;
- the Collective Investment Funds (Jersey) Law 1988;
- the Financial Services (Jersey) Law 1998; and
- the Insurance Business (Jersey) Law 1996.

As in previous years, mergers and acquisitions in the
finance industry (the “Industry”) have led to the need
for the submission of insurance transfer schemes.
The Commission received three during the year for
review and subsequent approval by the Royal Court.

Two banks registered for the first time in 2009 and
three exited, leaving total registrations of 47 as at
31 December 2009.

There were 71 new trust company business
applications determined during 2009, comprising

10 affiliation leaders or non-affiliated entities, and 61
participating members. The growth in participating
members was partly driven by the implementation of
the Foundations (Jersey) Law 2009, with a number of
trust company businesses forming new participating
members specifically to act as a member of the council
of a foundation.

Included in the 10 new registrations were six
individuals who are carrying on a single class of
business, five as a director and one as a company
secretary. The number of such applications may

have resulted from the Guidance Note issued by the
Commission during 2009 clarifying the Commission’s
expectations with regard to natural persons undertaking
the activity of acting as a director.

During 2009, the Anti-Money Laundering Unit

(the “AML Unit"”) registered 89 persons who were
carrying on a business specified in Schedule 2 of the
Proceeds of Crime (Jersey) Law 1999, where that
person was not carrying on a business already
regulated by the Commission under one or more

of the Regulatory Laws.




Examinations

The Commission has continued its focus on
risk-based supervision through on-site examinations
and following up any necessary action arising out of
those examinations. The themes arising from the
examinations have also been fed back to Industry
in various ways - through seminars, presentations,
dialogue with Industry associations, letters to chief
executive officers (“Dear CEO letters”), the Quarterly
Newsletter and the Website. The Commission
completed 249 examinations during 2009 against
a target of 227 (including some examinations that
were outsourced). There were 197 examinations
during 2008.

Total Examinations 2009

e [ e | e o | 1
TCB 27 11 18 56

Funds 6 8 7 16
IB 8 1 22 31
Banking 21 2 1 24
Insurance 0 6 10 16
AML Unit 105 1 0 106
Total 167 24 58 249

Examination activity was a significant feature of 2009.
The main issues that have arisen from the on-site
examination programme during 2009 are summarised
below by each Industry sector.

The Banking Division continued throughout the year
its on-site themed programme on banks’ adherence to
their responsibilities in respect of countering money
laundering and the financing of terrorism. This will be
extended for a third year in 2010, until all banks have
been examined in this respect. Updated guidance will
be published in the first half of 2010.

A themed review focussing on credit provisioning
commenced in 2009, in response to a recommendation
contained in the IMF report. This will be completed in the
first quarter of 2010 and summarised findings published
for Industry guidance.

A number of focused examinations were also conducted,
bringing the total number of examinations carried out in
2009 in line with the target set for the year of 21.

The Insurance Division completed the planned
programme of 16 on-site examinations. These included
those Category A insurance business permit holders
that have branch operations in Jersey, as recommended
by the IMF. This will enable the Commission to better
risk-assess these operations and include them

within the Commission’s risk-based approach to its
supervisory activities.

Key findings arising out of the examinations included
inadequate documentation of procedures relating to
registered persons’ corporate governance and compliance
functions. In addition, there was some evidence that the
focus which firms give to arranging appropriate insurance
cover for clients can, for adequacy of resource reasons,
be to the detriment of the adequate assessment of

risks to the registered persons’ business, such as
business continuity planning, training of new staff

and the recording and monitoring of complaints.

Firms assessed have responded positively to the
Commission’s recommendations and evidence of
improvement in the overall standard of compliance

with the regulatory regime has been seen.

The programme of on-site examinations progressed
during 2009 with the main theme being the quality
of advice. The main issues arising from the on-site
examinations were in relation to conduct of business,
systems and controls, corporate governance,

and compliance monitoring. Common findings
included shortcomings with regard to updating
procedures in line with the requirements of the
revised Codes of Practice for Investment Business
(the “IB Codes”), evidencing a business risk
assessment, staff vetting procedures and financial
resources, including adjusted net liquid asset
(“ANLA") calculations.

In previous years the Commission has outsourced
parts of the on-site examination programme for
providers of fund services. During 2008, however,
the Commission decided to invest in more resources
in order to undertake the full examination programme
in-house with its own staff, and to maintain the
valuable industry insight within the organisation.

Both the Commission and Industry are starting now
to reap the benefits of that investment. In 2009,

the Commission conducted 16 on-site examinations of
funds services businesses, the majority of which were
conducted during the latter part of the year. Looking
ahead, the Commission expects to almost double the
number of on-site examinations during 2010.





