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The FMA is the independent financial market supervisory authority of Liechtenstein, ensuring
the stability and credibility of the financial market, the protection of clients, and the prevention

and prosecution of abuse.

We supervise efficiently, consistently, and effectively.

We stand for sustainable regulation.

We pursue active dialogue.

We think and act entrepreneurially.

We respect and value each other within our team.



CORE PRINCIPLES

-------------------- e - We are independent in the fulfillment of our supervisory mandate.
- We grant licenses in a responsible and speedy manner, and our supervision is risk-based,
close to the market, comprehensible, and fair.
- We orient ourselves by the best methods and practices of an integrated supervisory authority.
- We fight abuse and consistently punish violations of regulations and laws. In this way,

we protect the clients of the financial center and contribute to its good reputation and credibility.

-------------------- e - We define minimum standards through regulation and further specify laws and ordinances
with guidelines and instructions. For this purpose, we especially involve the professional and
industry associations.

- We implement and enforce international standards. In doing so, we take account
of the competitiveness and development of the financial center.
- We stand for a good regulatory framework for the financial center and advise the Government

on questions relating to financial market strategy.

-------------------- e - We engage in dialogue with our national and international stakeholder groups. We ensure that
we are recognized as a competent and reliable supervisory authority in Liechtenstein and abroad.
- We contribute to international bodies and promote cooperation with other supervisory authorities.

We represent Liechtenstein’s interests in this regard.
g

-------------------- e - We always follow the rules and practices of responsible and modern corporate governance.
We employ our financial resources cost-effectively and efficiently.
- We offer our employees an environment where they enjoy to work for the long term,
and we promote their skills through basic and continuing training.

- We communicate in a businesslike, transparent, and speedy manner as an enterprise.

-------------------- e - We are a team, actively valuing each other in our interactions, and we identify with our goals
and responsibilities.
- We are proud to make a contribution to the success of the FMA and the Liechtenstein financial

center.



Dr. Urs Philipp Roth-Cuony
Chairman of the Board of Directors




By guaranteeing stability, protecting clients, combat-
ing abuse, and implementing international super-
visory standards, the FMA Liechtenstein performs
basic functions for the financial centre that have a
decisive impact on its reputation. With the profound
changes on the financial markets and stricter regula-
tion, the importance of supervisory authorities has
even increased as a location factor. With the FMA,
Liechtenstein has a recognized and internationally
integrated supervisory authority at its disposal, serving
as a positive location factor during the transforma-
tion phase of the financial centre and accompanying

and supporting the reorientation.

The Board of Directors met for ten regular meetings
during the reporting period. Additionally, a Strategy
Day took place in July, during which the Board of
Directors defined the strategic goals for the coming
year on the basis of a prior analysis of the economic

and regulatory developments.

Apart from its strategic leadership function, the
Board of Directors advises the Government on
questions relating to financial market strategy. The
Board of Directors is moreover represented in the
Government’s Expert Group on Financial Stability
and on the Government’s Advisory Council of the
Project Organization for an Integrated Liechtenstein
Financial Centre Strategy. Urs Philipp Roth-Cuony
also took part in the visit by the Liechtenstein
Government and business delegation to Japan, where
he held talks with high-level representatives of the
Ministry of Finance, the financial market supervi-

sory authorities, and the central bank.
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The Board of Director’s oversight of the FMA’s opera-
tional level is supported by a management information
system (MIS). The MIS ensures that the Board of
Directors always has the necessary information about
the operational level at its disposal. The Chairman
also maintains an intensive dialogue with the Chief

Executive Officer.

The priority goal in the year under review was to
guarantee the stability of the Liechtenstein financial
market. The instabilities in the worldwide financial
systems, first and foremost in the Eurozone, also
entail stability risks for the Liechtenstein finan-
cial centre, given its strong international links. The
FMA paid particular attention to the development
of Liechtenstein’s real estate and mortgage market.
Given that the balance sheet totals of Liechtenstein
financial institutions are very high in relation to the
country’s gross domestic product, financial stability

takes on even greater importance.

A second strategic goal in the year under review was
to strengthen the financial centre’s reputation. A good
reputation is fundamental for a successful transfor-
mation process, since financial services rely on the
client’s trust in the provider, the financial centre,
and the State. The FMA strengthens reputation by
providing effective supervision of financial market
participants and by rigorously combating abuse. In
this way, the supervisory authority itself serves as a

significant reputation factor for the financial centre.
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Securing access to international markets has been

a third strategic goal. Because of the international
orientation of the Liechtenstein financial centre
and its limited domestic market, such access is the
financial centre’s lifeblood. With the current flood
of regulations in the financial centre, this topic is
becoming even more relevant, since the threshold
for the right to penetrate a market is being set higher
and higher. Apart from numerous EU directives to
be implemented into national law, Liechtenstein
financial intermediaries in future must also imple-
ment technical standards, guidelines, and recom-
mendations of the European Supervisory Authorities.
Also important for international access is the FMA’s
integration into international supervisory organiza-
tions and bodies, which was further developed dur-
ing the reporting period. The International Forum of
Independent Audit Regulators (IFIAR) admitted the
FMA as a member in October 2012. Also in October,
the FMA signed the Multilateral Memorandum of
Understanding with the International Association of
Insurance Supervisors (IAIS). The FMA then served
as the host of the annual meeting of German-speaking

financial market supervisory authorities.

The three strategic goals of the FMA, namely guaran-
teeing stability, strengthening reputation, and secur-
ing market access, will remain timely and urgent
in 2013. The risks of instability in the international
financial systems continue to be high. Building up
and securing an excellent reputation is a permanent
task, requiring considerable education and persua-
sion work. Finally, the flood of regulations and the
trend toward more protectionist policies entail fur-
ther risks to market access, which must be countered
at an early stage and in a forward-looking manner

through targeted observation.

Additionally to the corporate governance require-
ments in the Law on the Control and Oversight of
Public Enterprises (COPE Act), the Government
published its recommendations on the governance
and control of public enterprises in Liechtenstein.
They contain guidelines for internal organization, on
the roles and responsibilities of strategic and opera-
tional management, and also on management com-
pensation. The recommendations entered into force
on 1 January 2013. In light of the great relevance
to supervisory bodies, the FMA already reviewed
its corporate governance structure in 2010 and has
since adapted it to the new requirements. The Board
of Directors was therefore able to confirm already at
the end of 2012 that the FMA is in compliance with
all recommendations on the governance and control

of public enterprises in Liechtenstein.
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FMA funding

After revising the core principles in the previous
year, the FMA has now adopted an additional code
governing the understanding of its role and self-
conception to further specify the core principles.
The FMA understands itself as an important loca-
tion factor for the financial centre, is consistent in
substance and service-oriented in conduct, exercises
sound judgement when carrying out supervision, is
willing to engage in dialogue, and is dedicated to
finding solutions. This basic attitude places high
demands on employees, since they must put service
mentality into practice without compromising rig-

orous supervision.

Information technology

With the revision of the FM A’s website and the intro-
duction of a high-performance intranet, important
milestones were laid during the reporting period for
implementation of the IT Strategy adopted in 2010.
The website and the intranet have been built on a
future-oriented technological foundation. The web-
site is the FMA’s central communication channel for
making information available to supervised finan-
cial intermediaries and other groups. The English-
language content was also heavily expanded. Online
communication is becoming increasingly important.
The information flow between financial intermediar-
ies and the FMA as well as between the FMA and
the European Supervisory Authorities will continue
to move more and more to the web. In 2013, a plat-
form is being developed for this purpose. During
the reporting period, the establishment of a central
master database and document management system
was also pursued. Both systems will be introduced

in the first half of 2013, leading to efficiency gains.

In the year under review, the Constitutional Court
found a legal provision governing the FMA’s fund-
ing model to be unconstitutional. By 1 July 2013, a
constitutionally sound provision must enter into
force. Further court proceedings on the funding
model were still pending the end of 2012. To fulfil
its mandate assigned by the State, the FMA relies on
financial planning security and a permanent fund-
ing base. The legislative power is accordingly called
upon to create such a base, otherwise higher costs
and damage to reputation may be the consequence.
Through the reorganization in 2010 and the associated
efficiency gains, the Board of Directors cut the FMA’s
costs to a level at which supervision of the financial
market in accordance with international standards
can still be guaranteed. But given the stricter regula-
tion of the financial market and the passage of new

laws, the supervisory authority’s responsibilities are

steadily increasing.
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Pension Insurance for State Employees

The FMA commented on the Government’s consulta-
tion report on funding the coverage gap in the Pension
Insurance for State Employees. The FMA welcomes
the planned funding of the shortfall. This will be
able to ensure the security of the pension scheme

and continued retirement provision.

10

Changes to the composition
of the Executive Board

On 1 January 2012, Marcel Lotscher took over as the
new Head of the Securities Division and Member
of the Executive Board. Robert Rastner resigned as
Head of the Other Financial Intermediaries Division
and Member of the Executive Board in November
2012. The Board of Directors assigned interim man-
agement of the division to Patrick Bont, Head of
Legal/International Affairs in the Executive Office.
On 22 February 2013, the Board of Directors per-
manently named Patrick Bont Head of the Division
and at the same time appointed him Member of the

Executive Board.

2012 financial statement

In its meeting of 6 December 2011, the Government
approved the 2012 FMA budget with a state contri-
bution of CHF 9,000,000 and expenses totalling
CHF 19,320,000. The actual expenses for the 2012
business year amounted to CHF 18,249,159 and
were thus CHF 1,070,841 (5.5%) lower than the
approved budget.
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Mario Gassner

Chief Executive Officer




The supervisory environment in 2012 was shaped
by the transformation in the Liechtenstein finan-
cial sector, an increase in international supervisory
standards, and risks arising from instabilities in the

international financial systems.

In financial market supervision, the focus is tradi-
tionally on enterprise-specific monitoring of risks.
This approach assumes that the financial centre is
stable when each individual financial institution is
solvent. This supervisory approach at the FMA is
supplemented by macroprudential supervision, which
is guided by the stability of the entire financial sys-
tem and accordingly identifies systemic risks. The
instabilities especially in countries of the Eurozone
as well as the real estate and mortgage market in
Liechtenstein where the focus of macroprudential

supervision during the reporting period.

In the year under review, Banking Supervision for
the first time carried out colleges of supervisors
with foreign partner authorities. These are part of
the expansion of consolidated supervision of inter-
nationally operating financial institutions. Another
priority of Banking Supervision was credit risks.
Banking Supervision verified how banks deal with
these risks in quantitative and qualitative terms.
Credit risks are one of the most significant risks to
the stability of a bank. A greater focus was placed
on compliance with legal requirements that banks
must fulfil in their function as depositary banks and
custodians. With 46 requests by foreign authorities
to the FMA, administrative assistance continued at

a very high level.
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The Securities Division dealt with the transition of
funds to the new Law on Certain Undertakings for
Collective Investment in Transferable Securities
(UCITS Act). At the same time, the supervision and
authorization processes for alternative investment
fund managers (AIFMs) were developed. Starting
1 April 2013, the FMA accepts applications for author-
ization of AIFMs.

The Insurance and Pension Funds Division prepared
for the new Solvency II supervision rules. The division
also defined the minimum requirements on the head
offices of insurance undertakings in Liechtenstein.
These requirements further specify the legal provisions
governing the substance of an undertaking that must
be present in the country. In 2012, the FMA took
a particularly close look at pension schemes with a
shortfall in their funding ratio. At the end of 2012,
two schemes had gaps in coverage, compared with

seven such schemes at the end of 2011.

The supervisory divisions continued to focus on
reputation and legal risks arising from cross-border
business of financial intermediaries, especially banks

and life insurance undertakings.

During the reporting period, the Other Financial
Intermediaries Division for the first time conducted
due diligence audits of dealers in goods and real estate
brokers. The division also concluded its conceptual
work on the ongoing supervision of auditors and
audit companies. With transposition of the European
Statutory Audit Directive into Liechtenstein law,
supervision of Liechtenstein auditors and audit com-
panies has been strengthened. Starting in 2013, the
FMA will exercise disciplinary powers over auditors
and audit companies, in addition to its money laun-
dering supervision, and will carry out regular quality

controls of statutory audits.
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The strong push for new regulation in the finan-
cial sector at the global and European level after
the financial crisis is increasingly having an impact
on the FMA’s supervisory work. Areas of business
are also being placed under supervision that previ-
ously were not or only partially regulated, such as
market/trading. Industrial enterprises may also be
affected by the regulations. While the European
Supervisory Authorities were still heavily engaged in
setting themselves up in 2011, the authorities have
gained considerable momentum in the second year
of their existence. Their main contact partners are
the national supervisory authorities of the EU and
EEA countries. They have already enacted numerous
secondary rules in the form of technical standards,
guidelines, and recommendations to be implemented
in the individual countries, entailing considerable
efforts for supervisors and financial intermediaries.
Ultimately, Liechtenstein must incorporate and imple-
ment the regulatory standards in order to maintain

its access to international markets.

With a view to the country evaluation by the IMF
and MONEY VAL of Liechtenstein’s efforts to combat
money laundering and terrorist financing scheduled
for June 2013, various legislative adjustments were
made in 2012. These remedied remaining deficits

identified in the last country report.

A regulatory project requiring considerable work in the
year under review was transposition of the European
AIFM Directive into national law. In another project,
the FMA together with the Liechtenstein Association
of Professional Trustees (THV) prepared a draft law
for the attention of the Government on the super-

vision of professional trustees. By amending the
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Professional Trustees Act, the THV and the FMA
aim to strengthen the reputation of the Liechtenstein
trustee sector and improve international acceptance.
During the reporting period, the legislative work on
regulation and supervision of persons subject to arti-
cle 180a of the Law on Persons and Companies (PGR)
also continued. By instituting supervision with the
appropriate penalty and withdrawal mechanisms,

Liechtenstein is closing a gap in its supervision system.

The FMA further deepened its international inte-
gration during the report period. Membership in
the International Forum of Independent Audit
Regulators (IFIAR) is significant especially in view
of ongoing supervision of auditors and audit compa-
nies. At the same time, a cooperation agreement was
concluded with the Swiss Federal Audit Oversight
Authority (FAOA), to be signed in spring 2013. In
autumn 2012, the FMA Liechtenstein signed a mem-
orandum of understanding with the International
Association of Insurance Supervisors (IAIS) gov-
erning international cooperation among supervisory
authorities. This strengthens the integration and
recognition of the FMA as well as the attractiveness

of the Liechtenstein insurance sector.

Within the means at its disposal, the FMA makes
its expertise available to international supervisory
organizations. An FMA employee has been appointed
as one of five scientific experts of MONEY VAL, the
Council of Europe Committee of Experts on the
Evaluation of Anti-Money Laundering Measures and
the Financing of Terrorism. The FMA also contrib-
utes its expertise to two IAIS committees. The two

committees deal with questions of financial stability.



In autumn 2012, the FMA conducted the meeting
of the EU Passport Experts Group. 35 specialists
from 26 EEA countries took part. The annual four-
country meeting of the German-speaking supervisory
authorities also took place in Vaduz. Bilateral con-
tacts with the supervisory authorities of Switzerland,
Austria, and Germany are of special importance to
the FMA’s supervisory work, since these countries
are significant markets for Liechtenstein’s financial

intermediaries.

At the end of 2012, the FMA had 79 employees. Of
these, 16 worked part-time. The number of employees
in the previous year was 80. Unlike foreign supervi-
sory authorities, which recorded a strong increase in
staff across the board, the FMA’s workforce remained
stable. But as with the foreign authorities, the work
entailed by the numerous new regulations is increas-
ing also at the FMA. Steady efficiency gains are able

to cover this additional work to some extent.

Given its supervisory mandate, the FMA has a very
high share of employees with academic training. 43%
of employees are lawyers, 25% economists, and 12%
specialists such as auditors, banking experts, or actu-
aries. The FMA competes on the labour market with
the financial sector. Attractiveness as an employer is
crucial for the FMA to be able to recruit sufficiently
qualified employees and to carry out its supervisory

work at the high level of quality demanded.

The organizational structure of the FMA continued to
prove effective in 2012. Cross-divisional cooperation
is becoming increasing important, given that numer-

ous new regulations such as the European Market

EXECUTIVE BOARD

Infrastructure Regulation (EMIR) affect the entire
financial market and not just individual categories

of financial intermediaries.

FMA funding must be governed by new rules in 2013,
entering into force on 1 January 2014. To ensure
planning security and efficient administration, the
FMA requires a permanent funding solution. Apart
from constitutionality and transparency, the goals

include easy applicability.
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Macroprudential supervision is a form of supervision
that is still evolving, identifying systemic risks at an
early stage and introducing measures to reduce them.
It supplements traditional microprudential supervi-
sion. While the latter focuses on individual financial
intermediaries and assumes that the financial system
is stable if each individual financial intermediary is
solvent, macroprudential supervision is guided by

the stability of the entire financial system.

The task of macroprudential supervision is to identify
systemic risks in order to prevent them before they
occur or to mitigate their consequences. When such
arisk is identified, a warning or recommendation is
made to the Executive Board. The supervisory divi-
sions comment on that warning or recommendation,
and the Executive Board decides — where appropriate
after consulting the Board of Directors — on meas-

ures to mitigate the identified risks.

In its macroprudential supervision, the FMA relies on
reports submitted through regular reporting chan-
nels, information received through cooperation with
national and international organizations, and publicly
available data and information on the development

of the economy and the financial markets.

SUPERVISION

During the reporting period, four reports were pre-
pared on the development of the Liechtenstein finan-
cial centre. These contain a basic description of cur-
rent developments, a more detailed description of
two to three risks, and a summary assessment of the

short- and medium-term outlook.

Additionally, four reports on the overall economic
development were prepared. These contain a descrip-
tion of the national economic trends, an assessment
of the significant risks to the overall economy, and
a summary evaluation of the short- and medium-

term outlook.

During the reporting period, the FMA issued two
internal warnings on systemic risks and discussed
recommendations for mitigating these risks. One
of these concerned counterparty risks, which had
risen in light of the worsening European debt and
banking crisis; the second concerned risks appearing

on Liechtenstein’s real estate and mortgage market.

The FMA prepared a report on Liechtenstein’s real
estate and mortgage market. In this connection, inter-
views with bank representatives and other market
participants such as brokers, investors, and public
officials were conducted. The report aims to improve
transparency by compiling the available data on
Liechtenstein’s real estate and mortgage markets and
using it to identify risks associated with the real estate
and mortgage market and to describe possibilities for
the FMA to deal with those risks.
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For identifying and prioritizing systemic risks, a
sound quality of risk monitoring is indispensable.
The key challenge remains, however to design the
scope of action for macroprudential supervision in
such a way that the risk of failure to act is minimized
and to create the right incentives both for market

participants and for the public.

Licensing of banks

o o

Licensing of e-money institutions
+1

om

1.2 Banking Division

1.2.1 Licences

Swissbankers Prepaid Services (Liechtenstein) AG,
Vaduz, was granted a licence as an e-money institu-
tion during the reporting period. This means the
first company in Liechtenstein under the E-Money
Act is now operational. The FMA implemented the
appropriate reporting procedure and established the

internal audit processes.

Additionally, numerous enquiries — some of which
concrete — regarding the formation of a bank or

investment firm were received by the FMA in 2012.

Change of governing bodies (GM/BD) | FE e 4

+28

Change of internal audit | & 2
+2 |o
Changes to articles subject to approval } [ ]
3
Changes to business regulations subject to approval } [l
+1 2
Change of external auditor }I 1
+1 0

Change of qualifying holdings in a bank } LR
-1

Notification of free movement of services | FE] 22

-29 |

Change of business name } 0
-2 2

Expanded banking licence } |
TOTAL
Figure 1

Changes to licences

Banks 0 2012

18

51

201

74



Various questions regarding establishment of a pay-
ment institution or e-money institution were also

addressed to the FMA.

The liquidation of Alpe Adria Privatbank AG, Schaan,
voluntarily decided in 2009, will continue to be
accompanied closely by the FMA until it is brought

to an end.

1.2.2 Ongoing supervision

Auditing

In its supervision of banks and investment firms
under the dualistic supervision system, the FMA
relies predominantly on reports by external auditors.
Nevertheless, the FMA increasingly carries out its own
audit activities at the financial intermediaries’ prem-
ises. The analysis of audit reports under the Banking
Act as of 31 December 2011 indicated that external
auditors identified and objected to 23 deficiencies.
This corresponds to ten objections more than in the
previous year. One reason for this is that the auditors
have been sensitized to several topics (e.g. ICAAPD,

real estate financing).

Supervision of external auditors

Because of the great importance of external auditors
under the Banking Act for banking supervision, the
FMA has been expressly responsible for supervision
of external auditors since 1 February 2011. As part of
this responsibility, the FMA is able to carry out qual-
ity controls and accompany the external auditors in
their audits of banks and investment firms. The FMA
accompanied the audits of selected external auditors,

verified their sample selections, and requested work-
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ing papers upon conclusion of the audit. The FMA
then discussed conspicuous points with the external

auditors and initiated appropriate measures.

Management meetings

The FMA conducted a management meeting with
each bank, in which a member of the general man-
agement and a member of the board of directors of
the bank took part. Focus areas were current topics
such as the business development of the bank, risks
in the mortgage market, risks arising from the cross-
border activities of banks such as serious tax offences
as a predicate offence of money laundering, the
European Market Infrastructure Regulation (EMIR),
MiFID II and retrocessions, the status of FATCA
implementation, a review of two years of activity
of the European Banking Authority (EBA), and
regulatory developments in Liechtenstein and the

European Economic Area.

Inspections under the Due Diligence Act

Pursuant to the Due Diligence Act, regular inspec-
tions on behalf of the FMA are carried out by the
external auditors. The number of objections fell

considerably since the previous year from 29 to 19.

Auditor workshops

'The annual bank auditor workshop took place in May.
The topics discussed were the reporting duties of
external auditors, the new supervision of auditors
pursuant to special legislation, the impact of transpo-
sition of the Statutory Audit Directive on special leg-
islation, dealing with the Internal Capital Adequacy
Assessment Process of banks, and real estate financing
in Liechtenstein. Additionally, new regulatory frame-
works were presented, especially Basel III, MiFID II
and the Market Abuse Ordinance.

19
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Again in 2012, the risk assessment process within the
divisions was based substantially on regular report-
ing. Special attention was paid to the development
of the real estate markets, in order to recognize over-
heating of the markets at an early stage. On the basis
of the reports submitted, internal stress tests were
also carried out, which showed that the situation of
Liechtenstein institutions continues to be stable with
respect to capital adequacy and liquidity. Most of the
institutions already met the Basel I1I requirements

in the year under review.

A new reporting requirement was introduced in 2012.
As part of ongoing supervision, banks must now
report the level of assets under management and the
net inflow and outflow of new assets, broken down
by country of origin of the contracting party and of
the beneficial owner. This lets the FMA estimate any
legal risks the banks might be exposed to in light
of their client structure. Regular reporting was sup-

plemented by extraordinary reports on this topic.

Outlook on the development of reporting

The electronic reporting platform ensures that bank-
ing supervisors have timely information at their
disposal. The supervisor evaluates this information
to identify critical developments early on, both at
the level of the bank and at the level of the banking
market. Where necessary, the FMA can quickly take

effective measures.

As an EEA member, Liechtenstein will in future also
exchange institution-related information with the
other member states pursuant to EU rules, to the
extent such exchange of data does not violate any

existing legal provisions in Liechtenstein.

20

If, in the course of its ongoing supervision activities,
the Banking Division gains knowledge of violations
of law in force or deficient implementation of bank-
ing law provisions, the necessary measures are seized

to restore a normal, lawful state of affairs.

Measures were triggered last year primarily by objec-
tions raised in audit reports, enquiries by other super-
visory authorities, relevant indications of possible
grievances in media articles, reports to the FMA, and
the supervision activities of other divisions within the
FMA. Investigations were carried out in 2012 relat-
ing to violations of the Due Diligence Act as well
as suspicion of market abuse. The Internal Capital
Adequacy Assessment Process (ICAAP), which was
carried out under a new system in 2011 for the first
time, was incorporated into the regular supervision

process in 2012.

Supervision of external auditors pursuant to spe-
cial legislation was again carried out in 2012
through accompanied audits and quality controls.
Supplementary discussions with the head auditors
on the audit reports as well as workshops on various
supervisory topics are intended to help harmonize

the activities of the external auditors.

Workshops for market participants were held in the
year under review. One topic concerned the new reg-
ulatory developments relating to the new European

Supervisory Authorities.

The Banking Division did not impose any fines dur-
ing the reporting period. However, several violations

were reported to the Office of the Public Prosecutor.
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1.2.3 Combating abuse

1.2.4 Operational focus areas

Providing banking services as referred to in arti-
cle 3 of the Banking Act is subject to approval in
Liechtenstein. These services may accordingly not be
provided without an appropriate licence. Violations
are punished by the Court of Justice. The FMA
monitors compliance with these provisions. For this
purpose, it pursues all indications of activities by
non-licensed financial service providers. In particu-
lar, the FMA also receives reports by the individual
financial market participants and takes the neces-
sary supervisory measures. Through interventions
by the FMA, contacts with foreign authorities, and
warnings published on its own website, the FMA is

able to combat the abuses coming to its attention.

The FMA carried out numerous clarifications on
the basis of external indications or its own obser-
vations in regard to suspicion of abuse. During the
reporting period, the FMA found several violations
by persons conducting banking activities without a
proper licence. 16 cases of market abuse and activi-
ties without a licence were investigated, and several
measures were taken including criminal complaints

and the involvement of other authorities.

22

Consolidated supervision

Ongoing supervision of financial groups, especially
also in the case of cross-border activity, is being
strengthened not only in Liechtenstein, but also
internationally. More and more, this development is
reflected in legislative rules or agreements between
authorities. The FMA has strongly intensified coop-
eration with the competent supervisory authorities of
the foreign group companies of Liechtenstein bank-
ing groups. The focus has been on establishing yearly
colleges, at which all banking supervisors competent
within a group exchange information. The interna-
tional cooperation intensified in previous years has
also facilitated various cross-border inspections of

group companies of Liechtenstein banking groups.

Credit risks

Credit risk is one of the most significant risks of a
bank. For this reason, credit institutions are also
required by law to ascertain, limit, and monitor
their risks in this regard. To verify compliance with
obligations and to assess the credit risks assumed by
Liechtenstein institutions not only quantitatively, but
also qualitatively, the FMA conducted investigations,
interviews, analyses, and also on-site inspections. The
focus in this regard was on dealing with mortgage
loans. The FMA has already been able to brief the
banks on initial aggregate findings and, where neces-
sary, has ordered adjustments within the framework

of risk management.



Systemic stability

As in other countries, the question arises in
Liechtenstein as to the systemic relevance of banks,
especially since the banks’ balance sheet total in
Liechtenstein is especially high compared with GDP.
In cooperation with the relevant offices at the level
of the authorities and the market, the topic is being
addressed comprehensively in order to ensure the

systemic stability of the financial centre.

Cross-border risks

Given the limited scope of the local market, all banks
in Liechtenstein are heavily oriented toward cross-
border financial services. The resulting risks may, how-
ever, as various examples in recent years have shown,
threaten the existence of individual institutions or
even the prosperity of a state. The FMA therefore
regularly draws banks’ attention to these risks and
communicates its expectations in connection with
the provision of cross-border services. Despite this,
action within the scope of the FMA’s responsibili-
ties was once again required during the reporting
period. In one major supervision case, measures had

to be initiated to remedy the deficiencies identified.

Depositary bank/custodian function

Banks also have a great responsibility as part of their
function as depositary banks and custodians. The
FMA therefore focused also on ensuring compliance
with legal requirements in this area. Both banks and
auditors were made aware of their obligations, and

on-site inspections were carried out.

SUPERVISION

The economic and regulatory environment for finan-
cial institutions continues to be very challenging. The
new orientation of the financial centre is also a chal-
lenge for banks. The Liechtenstein banking centre is
proving to be very robust in this environment. The
banks have high equity ratios. The FMA is called
upon to monitor compliance with legal provisions
on an ongoing basis and to make financial interme-
diaries aware of possible new risks. Client protec-
tion and the stability of the financial centre must
be preserved as key values during this reorientation.
In 2013, measures are being implemented to further

strengthen systemic stability.

The flood of European regulation continues. Apart
from the major regulatory projects such as Basel 111
and MiFID II, the FMA continuously receives new
European implementing provisions and binding tech-
nical standards which must be applied to the bank-

ing centre. Implementation of these new provisions

is a great challenge for both the FMA and the banks.

Bilateral cooperation with foreign supervisory authori-
ties within the framework of consolidated supervision
is being supplemented by international colleges in
2013. By way of agreements among the participating
supervisory authorities, the preconditions are being
established to improve information exchange among
the authorities and accordingly also supervision of

internationally operating banking groups.
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With respect to anti-money-laundering, enactment of
the 4th EU Money Laundering Directive will require
the FMA as well as the banks to implement the new
provisions and to monitor compliance. Especially the
expansion of the list of predicate offences of money
laundering to include serious tax offences will entail
additional work for the banks.

1.2.6 Administrative assistance

In the second year after introduction of the new
administrative assistance rules in the Financial
Market Authority Act (FMA Act), the develop-
ments in the previous years have been confirmed.
The number of requests for administrative assistance
received by the FMA remained stable at a high level.
In 2012, as in 2010 and 2011, 46 requests for admin-
istrative assistance were transmitted to the FMA by
foreign supervisory authorities. The Administrative
Court approved execution of administrative assis-
tance in all requested cases. The main reasons for
this are the high quality demanded of incoming
requests by the FMA, the good cooperation with
the requesting authorities, and the competence of
the approval body. The formal administrative assis-
tance procedure under Liechtenstein law is unique in
the field of international securities supervision, but
it has met with recognition not least of all thanks
to the stronger cooperation between the FMA and

key international partners.
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Compared with the previous year, the number of
information exchanges increased again in 2012. While
a total of 39 administrative assistance proceedings
(including requests from the previous year) were
concluded in 2011, 48 requests for administrative
assistance were answered or completed in 2012. This
improvement is in part due to the increasing rou-
tine in dealing with the new procedure, but also the
intensive cooperation with foreign partner authori-

ties. It is again gratifying that the FMA meets the

Figure 2
Number of requests
for administrative assistance received
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Figure 3
Reasons for procedural
requests 4% Bribery : - Balance sheet manipulation 11%

- Management impropriety 4%

4% Violation of publication and :

notification requirements - —

Other offences/

i i requests for forwarding 20%
13% Insider trading «+-+++ - q g 20%

44% Market manipulation :

Figure 4
Requests for administrative assistance,

by authority - Fl (Sweden) 1
2 FSA (UK) :
: ESESC/JFSA (Japan) s

2 Central Bank of Ru33|a

3 AMF (France) -« «coooovreeeoimreeaieeees : Total
1 CONSOB (ltaly) -+ -+ - 46 ﬁequests for administrative
assistance
D el v BaFin (Germany) 18
9 SEC (USA) :
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time limit deemed appropriate by the International
Organization of Securities Commissions (IOSCO):
As arule, the foreign authority receives the requested
information within eight weeks. The average trans-
mission speed — which fell significantly due to the
transition of the administrative assistance procedure
from the Market Abuse Act (MAA) to the FMA
Act - remained stable even as the complexity of cases
increased. This overall development was acknowl-

edged positively by most foreign authorities.

1.3.1 Investment undertakings

Licences and certifications

Licensing of domestic investment undertakings
The FMA issued 36 licences for domestic investment
undertakings (IUs), including one for an investment
company with variable capital (SICAV), the others
as investment funds in the legal form of a collective
trust. No new fund management applied for a licence

during the reporting period.

Taking liquidations and deletions into account, the
number of Liechtenstein IUs rose by 22 to 557 as of
the end of 2012. The 557 IUs were made up of 368
funds under the Investment Undertakings Act (IUA)
and 189 under the Law on Certain Undertakings

for Collective Investment in Transferable Securities

(UCITS Act). Some of the 557 domestic IUs had

Category 31.12.2008 31.12.2009
Active MCs 28 27
of which fund managements 21 21
of which investment companies 7 6
Domestic IUs* 363 411
of which IUs for securities 127 127
of which IUs for other values 157 173
of which IUs for qualified investors 79 M
Foreign IUs 219 191
Audit companies 12 1

*Since 2012, undertakings for collective investment in transferable securities (UCITS)
have been reported separately.
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3112.2010  31.12.2011  31.12.2012 =
24 22 20 -2
21 21 19 -2

3 1 1 0
469 535 368 —167
153 177 6 —171
171 177 171 -6
145 181 191 10
193 198 177 —21
11 11 10 -1
Figure 5

Number of management companies
and investment undertakings
under the [UA



segments, so that a total of 791 individual funds were
licensed as of the end of the year. These were man-
aged by 19 fund managements and one self-managing
investment company, i.e. a total of 20 management

companies (MCs).

394 changes to prospectuses were approved. Compared
with the previous year, in which 162 changes were
approved, this means more than twice as many. This
is due especially to the transition from UCITS III
to UCITS IV.

Category 31.12.2012 +/-
Act|veMCS14 ............. 14
of which fund managements 14 14
of which investment companies 0 0
. UC|TS ...................................... 189 ........... 189 .

Figure 6

Number of management companies and undertakings
for collective investment in transferable securities (UCITS)

under the UCITS Act

Authorization of foreign investment
undertakings

The number of foreign IUs authorized for marketing
in Liechtenstein declined, taking account of mergers,
non-launches, and liquidations. At the end of 2012,
177 (previous year: 198) foreign IUs with a total of
1,026 individual funds were authorized for market-
ing. They encompassed 95 UCITS-compatible IUs
and 82 non-UCITS funds from the EEA or third
countries. Meanwhile, nine foreign MCs have noti-

fied their free movement of services in Liechtenstein.
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Authorization of persons

entitled to market units

In addition to the persons entitled to market fund
units in Liechtenstein that are enumerated in the
Investment Undertakings Act (IUA) and hold a
licence under that special legislation, 12 legal per-
sons and one natural person were likewise entitled to
market units at the end of 2012 pursuant to explicit

authorization.

Ongoing supervision

Auditing

As part of indirect supervision, 200 audit reports
under the IUA and 128 audit reports under the
UCITS Act were evaluated. The reports contained
89 objections, more than in the previous year (45).
These were processed as part of ongoing supervision,
and appropriate measures were implemented. This
is done in part by demanding restoration of a law-
ful state of affairs, through on-site inspections, or by
discussing the objections in management meetings
with the persons responsible at the MC. The FMA
carefully follows the development of the number
and type of objections. By combining supervisory
and preventive measures, it aims to prevent super-
vision cases and to reduce the number of objections

in audit reports.

Reporting

In addition to the audit reports, MCs must submit
additional periodic reports to the FMA on the funds
and undertakings for collective investment in trans-
ferable securities (UCITS) they manage or publish

such reports. These include semi-annual and audited
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annual reports. The quarterly reporting at the fund
level previously required has been changed to semi-
annual reporting as of 2012. In doing so, the FMA
aimed to reduce the reporting work for MCs with-
out any significant compromises in the intensity of

supervision.

Supervisory practice

In 2012, Securities Supervision developed the foun-
dations for implementation of effective risk-based
supervision, which has been implemented in a prac-
tice-oriented way with the help of a computer-assisted
supervision application. The application permits

substantial efficiency gains in supervisory practice.

5 Objections relating to risk control

9 NAV calculation/bookkeeping -

Total

o Objections relating to liquidation procedure -« -« -« ;

o Objections relating to borrowing :

* Passive violation of
: investment guidelines 6
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Supervision cases
The supervision cases from 2011 continued to be accom-
panied in 2012; in the case of MS Invest AGmvK,

the investor money was paid out.

The challenging overall economic situation meant
that two MCs fell below the required equity ratio.
The FMA required these two MCs to restore a lawful
state of affairs. One of the affected companies cor-
rected the shortfall, while the other decided to give

up its business activities.

- Objections relating
- to reporting obligations 7

-------- Active violation of
investment guidelines 47

Figure 7
Objections
by category



Additionally, the FMA was able to conclude a case
involving an IU. Uncertainties existed concerning
the investment policy of that IU, which went beyond

a pure investment purpose. The IU was liquidated.

Finally, the FMA initiated two supervision proceed-
ings in regard to several IUs making investments
in illiquid financial instruments that were difficult

to value.

Combating abuse

In the context of combating abuse relating to IUs,
the FMA dealt with ongoing market supervision as
well as clarifications whether certain business models
fall within the scope of fund law and thus require a
licence under the ITUA or the UCITS Act. In 2012,
the FMA did not find any misuse of fund structures

or fund names.

Operational focus areas

Transition to UCITS

In the year under review, all existing IUs for securities

were transitioned to UCITS-conformity pursuant to

the UCITS Act and the associated UCITS Ordinance.
The tight audit deadlines required by law were a major
challenge in this regard. In addition to IUs, this tran-
sition also applied to MCs managing UCITS funds.

AIFM Act project

Apart from transposition of the UCITS Act, the FMA
on behalf of the Government worked on develop-
ment of the Alternative Investment Fund Managers

Act (AIFM Act). The FMA took part in the relevant

ESMA meetings and participated intensively in the

project group at the national level on drafting of
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the AIFM Act. Consequently, an internal project
on implementation of the AIFM Act into ongoing

licensing and supervisory practice was launched.

Liquidation process

In September 2012, the instructions on liquidation/
dissolution of an IU under the IUA and on dissolu-
tion of a UCITS under the UCITS Act were revised
and published. These instructions contain a general
overview of the individual steps of the liquidation
and dissolution process as well as a list of the docu-
ments to be submitted to the FMA. Release of final
payments no longer needs to be confirmed by the
FMA; this is now the responsibility of the MC or
the liquidator.

Audit process

Guideline 2012/01 on the reporting of audits by audit
companies for MCs established a uniform audit and
reporting standard. The guideline makes a crucial
contribution to enshrining risk-based supervision
by demanding consistent risk analysis and an audit

strategy built on that analysis.

Outlook

AIFM Act

On 22 July 2013, the AIFM Act and the associated
ordinance entered into force. By law, the FMA is
required to receive and review licensing applications
already starting 1 April 2013. This means for the
FMA that by that time, all authorization processes
for any licence holders and fund products must be
set up and ready for execution, along with the neces-
sary supervision processes. Since implementation of
this project must occur alongside operational daily
business, the resources of the affected departments

will come under considerable strain.
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MiFID 11

Additionally, the new version of MiFID II (Markets
in Financial Instruments Directive) will entail fur-
ther need to adjust Liechtenstein legislation. For this
purpose, a project group has already been established

to deal with future implementation.

1.3.2 Asset management companies

Licences

At the end of 2012, 109 asset management companies
(AMC:s) were licensed in Liechtenstein. This means
the total number of AMCs operating in Liechtenstein
increased by two since 2011. After entry into force
of the Asset Management Act (AMA) as part of
transposition of Directive 2004/39/EC (MiFID)
on 1 January 2006 and strong growth in the number
of companies in the following years, the number of
AMC:s has remained stable since 2009.

In 2012, the FMA issued six licences for AMCs,
two applications were withdrawn, and four licences
expired. In total, the AMCs applied for or notified
59 changes to existing licences. These were mostly
changes of qualifying holdings and of governing bod-
ies. 70 applications for notification of free movement
of services were submitted to the FMA, and the cor-
responding notification procedures were carried out.
No new applications for establishing branches in the

EEA were submitted during the reporting period.
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The main focus of the FMA in its licensing procedure

for AMCs was on the following points:

- Requirement of substance: Fulfilment of licens-
ing condition that the company must have an
appropriate place of business in terms of person-
nel and structure;

— Shell problem: Guarantee that the head office of
the company is in Liechtenstein. The head office
must be where decisions are actually made;

- Qualification/training (fitness and properness):
Examination of general managers in terms of
their experience and qualifications;

- Organization: A sustainable business plan,
especially in regard to organization and financial

planning.

Ongoing supervision

Regular audits pursuant to the AMA
In the context of AMC supervision, 99 audit reports
were evaluated pursuant to the AMA. In total, objec-

tions were made in the case of 22 AMC:s.

The objections generally referred to deficiencies in
regard to organizational requirements. The main
issue is compliance with the requirement that the

head office be in Liechtenstein.

Additionally, the higher number of objections con-
cerning capital requirements reflects the challenging
economic environment in which the intermediaries

must compete.



Figure 8
Objections
as of 31 December 2012

SUPERVISION
FMA Annual Report 2012

1 Recordkeeping and storage requirement under the AMA :

14 Compliance with equity :
capital requirements *

- Client recordkeeping and storage requirement o
' 5 : * Board of directors and shareholder 2

........................... Code Of COhduc’[ 0

........... Proper annual report 2

Reporting
The AMCs’ reporting discipline was stable in 2012.
Only a few AMCs did not meet their reporting obli-

gations. They were warned accordingly.

Seven AMC:s failed to meet their capital require-
ments in the year under review. The FMA called
upon the AMCs to restore a lawful state of affairs.
As already in the previous year, some AMC:s failed
to meet their reporting obligations with respect to
changes to the general management or external audi-
tors. These AMCs were warned by the FMA, and
the changes already published in the official notices
of the Office of Land and Public Registration were

retroactively approved.

: Organizational requirements 19

Supervision cases

No major new supervision cases in the asset manage-
ment field occurred in 2012. However, several AMCs
voluntarily renounced their licence, so that in two
cases, lengthy supervision proceedings by the FMA

could be concluded.
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Combating abuse

Outlook

When combating abuse, Securities Supervision inves-
tigates whether activities subject to a licence, such as
asset management or investment advice, are being
carried out without a licence in or from Liechtenstein.
In addition to actively combating abuse of its own
accord, the FMA also relies on indications from the
market. In 2012, the FMA investigated several indi-
cations of companies carrying out activities without
a proper licence. Usually, this involved the misuse
of terms suggesting the performance of activities
requiring a licence. In this regard, the FMA is in
permanent contact with the Commercial Register
Division of the Office of Justice.

Operational focus areas

Licensing procedure

In consultation with the Association of Independent
Asset Managers (VuVL), the FMA has developed
uniform licensing forms and published them on the
FMA website. The goal of these forms is to achieve
faster licensing procedures while taking account of
the risk-based approach. The forms were published
in the first quarter of 2012.

Organizational requirements

under the AMA and the AMO

The minimum organizational requirements for AMCs
continue to lead to discussions between interme-
diaries and the FMA. Considered from an overall
perspective, the company must have an appropriate
place of business in terms of personnel and structure.
It must be ensured in particular that the registered
office and the head office of the company are both
in Liechtenstein. To achieve more clarity, a commu-

nication in consultation with the VuVL is planned.
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Securities Supervision will deal with questions relat-
ing to organizational requirements and aim to achieve
more clarity in this regard. The two-stage approach
in supervision will be further strengthened: firstly
the supervision process, which will be streamlined
together with the auditors, and secondly the risk-based
supervision introduced in the previous year will be
systematically deepened. The goal of the approach
is to identify the intermediaries who might damage
investors and the country. The FMA pursues a clear,
consistent, and predictable policy in regard to abuse
and violations of the law. At the same time, it takes
advantage of the available room for manoeuvre in

favour of financial intermediaries to the extent pos-

sible.
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1.3.3 Securities prospectuses

Approvals

Approval activities relating to securities prospectuses
under the Securities Prospectus Act (SPA) were again
of minor significance in 2012. As in the previous year,

only one application for approval was submitted.

Offers of foreign structured products notified by EU
countries in Liechtenstein declined in 2012 com-
pared with 2011. The final conditions for a total of
233 structured products (previous year: 348) were
submitted to the FMA. In 2012, one issuer in par-
ticular submitted documents for numerous products
to the FMA for public offers in Liechtenstein.

The notification by foreign supervisory authorities
for basic prospectuses of issuers of structured prod-
ucts was within the range of the previous years. In
many cases, however, no subsequent public offer was

undertaken in Liechtenstein.
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1.4.1 Insurance undertakings

Licences

At the end of 2012, a total of 41 (previous year: 40)
insurance undertakings with registered offices in
Liechtenstein were active (22 life insurers, 14 non-
life insurers, and five reinsurers). 12 undertakings
were registered as captives, seven of which as direct

insurers and five as reinsurers.

In 2012, an additional life insurance undertaking
received a supervisory licence to pursue insurance
activities under the Insurance Supervision Act (ISA).
Two insurance undertakings were granted expansions
of their licences to include additional classes of insur-
ance. At the end of the year, a preliminary application
for establishment of an insurance undertaking was
being processed. The FMA is also responsible for the
recognition of external auditors pursuant to special
legislation. In 2012, one new audit company was rec-

ognized as an external auditor pursuant to the ISA.

Cross-border provision of services

At the end of 2012, 316 insurance undertakings from
various EEA countries and Switzerland had notified
the FMA of their cross-border provision of services
in Liechtenstein via their home country supervisory

authorities.



Audits pursuant to the ISA

As of 30 April 2012, the insurance undertakings were
called upon to submit their documents to the FMA
for reporting on the 2011 business year. Only about
one third of the insurance undertakings submitted
complete documents by that time. The other two
thirds were again requested by the FMA to submit
them subsequently. This caused a greater workload for
the FMA. In the case of three insurance undertak-
ings, restrictions in the audit reports led to further
measures and direct inspections by the FMA. In the
case of two other insurance undertakings, insufficient
capitalization was found during the audit, so that the
FMA ordered measures and steps to improve capital
resources. Additionally, in the case of six undertak-
ings, the audit report contained a supplement draw-
ing attention to essential facts without affecting
the audit opinion. In the course of the FMA audit,
conspicuous facts were also found, which could be
remedied already in the course of the audit. The
FMA made the undertakings aware of these aspects

by noting them in its letter of completion. In one

Licensing categories 2002 2003 2004 2005
Non-life insurance 5 6 7
Life insurance 12 12 15 17
Reinsurance 4 5 6
TOTAL licences 21 23 28 31

Figure 9

Number of insurance undertakings

SUPERVISION

case, for instance, the solvency ratio was calculated
incorrectly, while in other cases incorrect informa-
tion was supplied on the minimum guarantee fund,
the actuary’s report, or the notes. Additionally, the

quarterly reports were audited.

On-site inspections and management meetings

In 2012, the FMA conducted on-site inspections at
six insurance undertakings. Apart from the regu-
lar topics (business model, corporate strategy, and
financial situation), the focus was on reinsurance
policy, marketing organization, the risk manage-
ment system, the internal control system, and cross-
border risks. At the same time, sample audits were
conducted of building security and administrative
systems. The results of the on-site inspections were

predominantly positive.

Supplementing the on-site inspections, five manage-
ment meetings were held with selected insurance
undertakings. Here again, the business model, the
corporate strategy, and the financial situation were
key topics, with a focus on legal risks in cross-border

business and the status of preparations for Solvency II.

2006 2007 2008 2009 2010 2011 2012
13 13 14 14 14 14 14

17 19 23 22 21 21 22

5 5 5 5 5 5 5

35 37 42 4 40 40 4
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Audits pursuant to the

Due Diligence Act (DDA)

Article 3(1)(d) of the DDA makes insurance under-
takings with a licence pursuant to the ISA subject to
money laundering legislation to the extent they offer

direct life insurance.

In the year under review, regular due diligence inspec-
tions were carried out at 19 life insurance undertak-
ings. An extraordinary inspection was additionally
conducted at one life insurer. Up to 12 objections
were made in the case of the individual life insur-
ers. Again, insufficient delegation agreements, PEP
checks, and organizational measures were criticized.
But deficits also exist especially in regard to plausi-
bility checks of the origin of assets and their proper

documentation.

The life insurance undertakings must compile a profile
for every business relationship, which serves to moni-
tor the business relationship and contains information
on the origin and economic background of the assets
to be paid into an insurance contract. The intensity
of the measures required to check the plausibility of
the origin of assets is governed by the risk category
into which the business relationship falls. The defi-
nition and characteristics of each risk category must
be defined using a risk-based approach as part of the

insurance undertaking’s risk management process.
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The FMA as a complaints body

In the year under review, 69 complaints were filed
with the FMA by policyholders or their representa-
tives. This means a reduction in the number of com-
plaints compared with the previous year by about 17 %
(2011: 83 complaint cases). Most of the complaints
concerned lacking or delayed communication of
the insurance undertakings with the policyholder,
followed by complaints about discrepancies relat-
ing to the provision of non-life insurance benefits.
The complaints regarding surrender value and asset
development rose slightly by 4% and 5%, respec-
tively, compared with the previous year. In contrast,
the number of complaints about the calculation of
costs and fees fell from 27% to 10%.

The FMA reviews the complaints for their relevance
to supervision law and takes the necessary measures.
In the case of disputes under civil law, the FMA is not

competent and refers such cases to the regular courts.

Compulsory building insurance

As of 31 December 2012, 16 insurance undertak-
ings were offering compulsory building insurance
in Liechtenstein. Of these insurance undertakings,
three were domiciled in an EEA member state and
13 in Switzerland. The building insurers operating in
Liechtenstein must make a contribution to fire pro-
tection and the prevention of damages arising from
natural hazards for the purposes of article 13 of the
Building Insurance Act. The basis for calculating
these contributions is the fire insurance sum of the

individual undertakings.
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25% Information/communication :

- Asset development/losses 13%

Total

19% Other -« 69 complaints

------------- Surrender value 11%

------------- Costs/fees/invoicing 10%

: Claims (non-life) 229%

Figure 10
Complaints
Costs/fees/invoicing | FE 10%
—17% | 27%
Surrender value | FEEEET 1%
+4% | 7%
Claims (non-life) | FE T 22%
2% | 24%
Information/communication | FEEEEE T 25%
+12% | 13%
Asset development/losses | FET 13%
+5% | 8%
Other | FE e 19%
2% | 21%
Figure 11
Comparison of frequency
of complaints 0 2012 2011
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Solvency II

The main focus of operational activity was preparing
for Solvency II. Intensive efforts were made in this
regard to transposing the European requirements into
national law, and at the same a project was launched
to implement the new requirements into operational
supervisory work. In this connection, the FMA is
analysing its current supervisory practice and iden-
tifying any need for action. The FMA is also being
evaluated in various peer reviews at the European

level to assess its status of implementation.

Head office

Another focus area was the issue of head offices of
insurance undertakings in Liechtenstein. After inten-
sive discussions with the Liechtenstein Insurance
Association (LVV) and affected undertakings, the
instructions on the minimum requirements for the
head office were finalized and published on the FMA
website in the 3rd quarter. Insurance supervision
legislation provides that both the registered office
according to the articles and the head office of an
insurance undertaking must be in the Principality
of Liechtenstein. Additionally, even where functions
are intended to be outsourced, the head office includ-
ing accounting must remain in Liechtenstein. The
published instructions aim to specify the supervisory
requirements in more detail and to define a mini-
mum standard. Subsequently, the FMA will verify
in the course of reporting on the 2012 business year
via the external auditors and through on-site inspec-
tions whether the undertakings meet these minimum

requirements.
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Cross-border risks

After conducting intensive talks and analyses in the
previous year on the issue of risks in cross-border
business, a reporting form was developed. Using this
form, the key risks in the cross-border business of life
insurance undertakings and the measures taken by
the undertakings in this connection to limit these
risks will be recorded. Apart from issues specific to
insurance, the reporting will also include aspects
of tax law and the resulting legal and reputation
risks as well as implementation of the Liechtenstein
Declaration of March 2009. The form is being dis-
cussed with the LVV and is planned to become part

of annual reporting starting in 2013.

Again in 2013, preparation for Solvency II will be an
important focus area. Despite the delays currently
being communicated at the European level, subareas
will be specified in further detail over the coming year
and presumably will be implemented in part at an
carlier stage. For instance, a “Long-Term Guarantee
Assessment” will be carried out at the European level
already in the first half of 2013 to measure the impact
of various interest rate curves on business with long-
term guarantees. From Liechtenstein, six undertak-
ings are expected to participate in this assessment,
which will be very work-intensive both for the FMA
and for the undertakings.

Another focus area will be the risks in cross-border
business, since the international pressure on the
Liechtenstein financial centre will continue to increase
in this regard. The findings gained from FMA anal-
yses over the past few years will be integrated into

regular supervisory work in 2013.



1.4.2 Insurance intermediaries

Licences

Licences issued/withdrawn

A total of five licences were issued in 2012. Additionally,
one licence was granted subject to a condition prec-
edent, which is expected to be met in the first quar-
ter of 2013. Seven licence holders discontinued their
activities as insurance intermediaries during the year
2012. As of 31 December 2012, the FMA thus super-
vised a total of 65 licensed and registered insurance
intermediaries, of which 58 were legal persons, four
sole proprietorships, and three natural persons. Of
the 65 registered insurance intermediaries, 55 work

as insurance brokers and ten as insurance agents.

Cross-border provision of services

Cross-border activities under the free movement of
services were primarily carried out in Germany (44%
of all insurance intermediaries) and Switzerland
(32%). 20% of the insurance intermediaries worked
in Austria and 4% in Italy. So far, one insurance
intermediary has operated pursuant to freedom of

establishment in Switzerland.
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Ongoing supervision

Reporting

As of 31 March 2012, the insurance intermediar-
ies were requested to submit their annual reporting
for the 2011 business year. A higher workload was
incurred by the FMA because 51 insurance interme-
diaries submitted incomplete documents and had to
be asked by the FMA to submit further documen-
tation. The audit of the reports resulted in the fol-
lowing findings:

- 11 registered intermediaries did not engage
in mediation activities in 2011;

- three intermediaries operated in cross-border
business, even though no prior notification was
made to the FMA. The notification was sub-
sequently submitted in the course of reporting;

- five intermediaries did not notify a change of
licence pursuant to article 19(2) of the IMA;

- 13 insurance intermediaries were unable to pro-
vide evidence of adequate continuing training as
referred to in article 2(5) of the IMA; the FMA
called upon the insurance intermediaries in
question to take appropriate continuing educa-
tion measures;

- one insurance agent concluded a new coopera-
tion agreement with an insurance undertak-
ing indicating activity as a broker. This made

an adjustment of the agreement necessary.
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Regular audits pursuant to the DDA

Insurance brokers with a licence pursuant to the
Insurance Mediation Act (IMA) are subject to the
Due Diligence Act (DDA) to the extent they broker
life insurances and other services with an invest-
ment purpose. Already when receiving the licence
for mediation activities relating to life insurances,
appropriate organizational measures must be taken
to ensure implementation of the DDA and its imple-

menting ordinance (DDO) at all times.

In the year under review, eight insurance brokers
were subject to a regular due diligence inspection
by the audit companies. Again, deficiencies were
identified relating to organizational requirements,
especially proper documentation of due diligence
monitoring. Overall, the internal organization must
be designed in accordance with the circumstances,
depending on the type and size of the operation as
well as on the number, type, and complexity of the
business relationships. Certain minimum require-
ments on internal organization must necessarily
also be met even when no life insurance is brokered

during the audit period.

Regular on-site inspections

The FMA conducted regular on-site inspections of
eight insurance intermediaries. In addition to com-
pliance with the licensing requirements, the internal
organization, and the business model, the focus of the
on-site inspections — as in the previous year — was on
verifying compliance with information and advisory
obligations and the DDA. The verification was car-
ried out on the basis of samples. The results of the
on-site inspections showed that deficits continue to
exist in terms of compliance with the information

and advisory requirements and the DDA.
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Insurance mediation is subject to a licence in
Liechtenstein pursuant to article 5 of the IMA. This
service may accordingly not be offered without an
appropriate licence. Violations are punished by the

Court of Justice.

In the year under review, the FMA audited whether
two undertakings carried out insurance mediation
activities covered by the IMA. No violation of the

Insurance Mediation Act was found.

Apart from the inspection of annual reporting, the
DDA inspections, and the on-site inspections, the
FMA together with the University of Liechtenstein
and the Liechtenstein Insurance Brokers Association
(LIBA) held the Liechtenstein Insurance Broker
Forum. The event took place in this form already
for the second time and is considered continuing
education for purposes of the IMA. The focus of the
event was on current developments on the insurance
mediation market, future regulation at the European
level, the planned comprehensive revision of the Swiss
Insurance Contract Act and its significance for insur-
ance intermediaries, the legal aspects of cross-border
business, the duties and liabilities of insurance inter-

mediaries, and risk management.

A further focus area was implementation of the infor-
mation sheet for insurance intermediaries domiciled
in the EEA on cross-border activities under the free
movement of services and/or freedom of establish-
ment, defining requirements for insurance mediation

in Liechtenstein.



Outlook for 2013

In July 2012, the European Commission presented
the draft revised Insurance Mediation Directive
2002/92/EC already announced for autumn 2011.
With the help of the revised directive, regulation of
the insurance market is to be improved in an effective
manner for private clients. The goal is to ensure equal
conditions of competition for all parties involved in
the marketing of insurance products and to improve
the protection of policyholders. Due to additional
delays at the European level, entry into force of the
directive is not expected before 2014/15. The FMA is

represented in the relevant European working group.

Another focus will be on the basic and continuing
training of insurance intermediaries. In this context,
a continuing education event for insurance brokers
is planned in cooperation with the LIBA on due

diligence.

1.4.3 Pension schemes

Licences

At the end of 2012, 29 (previous year: 29) pension
schemes were under the supervision of the FMA, of
which eight were collective foundations, 20 com-
pany pension schemes, and the Pension Insurance
for State Employees. Seven of these schemes were in
liquidation. Most of these were company foundations

or employers deciding to join a collective scheme.
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The entire liquidation procedure is under the super-
vision of the FMA. In the case of total liquidations,
the FMA must verify whether the preconditions
and the procedure are met. It also approves the dis-

tribution plan.

Ongoing supervision

Auditing

Audits pursuant to the Occupational Pensions Act
The pension schemes were required to submit their
report on business activities in the 2011 business year
to the FMA by 30 June 2012. The documents were
audited in detail, and compliance with the legisla-
tive and regulatory provisions was verified. In most
cases, the reports were submitted on time. However,
nine schemes were issued a warning. In the case of
eight pension schemes, additional clarifications were
necessary during the audits. The audit work was com-
pleted by the beginning of October. Additionally,

semi-annual reporting was subject to an audit.

Despite a solid financial situation of the pension
schemes in most cases, seven schemes had a funding
ratio of less than 100% at the end of 2011. While in
five cases, the shortfall was insignificant, recovery
measures were closely accompanied and supervised
by the FMA in two cases. At the end of 2012, two
schemes still failed to meet the required funding ratio,
and in one of these cases the shortfall was substan-
tial. The pension schemes of three major employers
in Liechtenstein are domiciled in Switzerland. They

are thus subject to Swiss supervision. In these cases,
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reports are also submitted to the FMA in coordina-
tion with the Swiss authority. The audit results are

reconciled between the two supervisory authorities.

On-site inspections and management meetings

The FMA conducted regular on-site inspections and
management meetings at the pension schemes. Apart
from meetings on the development of the funding
ratio, the focus was on auditing organization and
administration, business management, and the asset
situation. In addition, sample audits of the adminis-
trative system and of reporting to the Guarantee Fund
were conducted during the on-site inspections. The
audits and meetings were satisfactory, though there

was a need for adjustments in some cases.

The FMA is responsible for processing cash payout
applications pursuant to the Occupational Pensions
Act (OPA). The FMA reviews whether a precondi-

tion for cash payout is met.

The FMA received a total of 226 (previous year: 274)
applications for cash payout in 2012, of which 97
(previous year: 122) received a positive response and
57 (previous year: 74) a negative response. 56 appli-
cations were still pending at the end of 2012. The
main reasons for cash payout were departure from the
Liechtenstein/Swiss economic area and assumption
of self-employed work. In total, the FMA decided
on vested benefits in the amount of CHF 7.19 mil-

lion (previous year: CHF 8.32 million).

42

Verification of association with

occupational pension scheme

Pursuant to article 4a(1) of the OPA and FMA
Guideline 2008/1 (verification of association require-
ment pursuant to the OPA), the Old Age and

Survivors’ Insurance Authority (AHV) verifies

whether the employers subject to its jurisdiction are

properly associated with a pension scheme. The AHV
reports those employers to the FMA who do not meet

their association obligation despite being demanded

by the AHV to do so. The FMA likewise calls upon

the reported employer to bring about a lawful state

of affairs. If the employer does not subsequently join

a pension scheme, the FMA retroactively imposes the

employer’s association with a pension scheme for the

purpose of insurance. In the year under review, the

FMA imposed six such associations. In most cases, a

solution was found in agreement with the employer

in the form of a voluntary retroactive association.

Under the OPA, the pension schemes must notify the
FMA if an association contract with an employer is
cancelled. In 2012, the FMA was notified of 158 can-
cellations of association contracts. After receiving
notice of cancellation of an association contract,
the FMA requests the employer to communicate
whether it still employs persons subject to the insur-
ance requirement and to indicate the pension scheme
with which a new association contract has been con-
cluded. If necessary, the FMA imposes the employer’s
association with a pension scheme in such cases as
well. In the year under review, all of these cases were

concluded without imposed associations.



Measures where employers fail to contribute

If an employer is late in paying the required contri-
bution to the pension scheme, the pension scheme
must report this to the FMA within three months in
accordance with the OPA. In 2012, the FMA received
137 (previous year: 146) notifications of contribu-
tion defaults. In such cases, the FMA calls upon
the employer to remedy the default under threat of
punishment. As a consequence of such contribution
defaults, the FMA submitted a total of ten (previous
year: 11) notifications of such situations to the Office

of the Public Prosecutor.

Supervision focused especially on pension schemes
failing to meet the required funding ratio. These
undertakings had to submit quarterly reports to the
FMA on the development of the funding ratio and
the effectiveness of the measures taken. While seven
pension schemes still had a shortfall at the end of
2011, only two remained by the end of 2012. Another
focus in this connection was on the restructuring of
the Pension Insurance for State Employees. Since
revision of the Pension Insurance Act in 2009, the
Pension Insurance has been subject to FMA supervi-
sion. The FMA carried out an in-depth special audit
and situation analysis when it assumed supervisory
responsibilities. The audit extended to the financial
situation as well as governance aspects such as man-

agement, provision, and investment activities. The

SUPERVISION

derived measures and reorganization under exist-
ing law have been closely accompanied by the FMA
since it took over supervision. In March 2012, the
Government appointed a working group to prepare a
consultation draft on reorganizing and securing the
Pension Insurance. The FMA commented in detail on

the proposed measures from a supervisory perspective.

In 2013, the FMA will continue to assess any need
to amend Liechtenstein legislation on occupational
retirement provision in light of the changes to the
legal bases for occupational provision pursuant to
the structural reform of the Swiss Federal Law on

Occupational Retirement.

Apart from inspecting the financial situation of pen-
sion schemes and monitoring recovery measures in
the case of failure to meet the required funding ratio,
supervision of the liquidation process of several pen-

sion schemes will take up additional resources.
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1.4.4 Pension funds

Licences

As of the end of 2012, six pension funds were licensed
in Liechtenstein, of which four pension funds are
engaged in cross-border business in the EEA. No

new licence was granted during the reporting period.

Ongoing supervision

As part of the regular audit, the pension funds domi-
ciled in Liechtenstein were called upon to submit
their report on business activities in the year 2011 to
the FMA by 30 April 2012 at the latest. The FMA
reviewed the submitted documents and monitored
compliance with the legislative and regulatory provi-
sions. The audit round for the 2011 business year was
concluded in October 2012. Additionally, the semi-

annual reporting of the pension funds was inspected.

Operational focus areas

In addition to inspections of the annual and semi-
annual reports, the peer review by the European
Insurance and Occupational Pensions Authority
(EIOPA) was another operational focus areas. In this
connection, the FMA responded to comprehensive
questionnaires on its supervision activity in regard
to pension funds. Additionally, a telephone confer-
ence with persons responsible for the EIOPA Review
Panel was held at the end of November 2012, during
which additional detailed questions were discussed
in depth. On the basis of the information obtained,
the Review Panel decided in December 2012 to waive

an on-site peer review of the FMA Liechtenstein.
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Outlook for 2013

At the European level, Directive 2003/41/EC of
the European Parliament and the Council of 3 June
2003 on the activities and supervision of institutions
for occupational retirement provision continues to
be under revision. It is currently planned that the
European Commission will present a proposal for
revision of the directive by mid-2013. The preparatory
work for the proposal has been underway since the
beginning of 2011. EIOPA was asked to comment on
specific questions as part of a call for advice. EIOPA’s
response was published on 15 February 2012, but sub-
ject to the results of a quantitative impact study (QIS)
still to be performed. The European Commission

expects initial preliminary results in January 2013.

Old World Swallowtail

Papilio machaon
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The FMA is responsible for the due diligence supervi-
sion of professional trustees, lawyers, patent lawyers,
and auditors as well as their examination and profes-
sional qualifications for carrying out their activities in

the financial centre. Supervision also covers persons

with a certification under article 180a PGR, dealers in

goods, real estate brokers, and other persons subject
to due diligence. The FMA also exercises disciplinary
powers over auditors in accordance with the Auditors

and Audit Companies Act (AACA) and enforces the

Gambling Act with regard to due diligence.

Admission to examinations

Three persons registered for the qualifying examina-
tion for lawyers from the European Economic Area.
One person passed the examination. Ten persons
registered for the licensing examination under the
Lawyers Act. Seven candidates passed the lawyers’

examination.

One person registered for the examination under
the Patent Lawyers Act (PLA) for 2012, but did
not pass the examination. Nine applications for
the licensing examination under the Professional
Trustees Act (PTA) and one application for the sup-
plementary examination for lawyers were registered.
One participant passed the licensing examination,

and one passed the supplementary examination for
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lawyers. 15 applications for the qualifying examina-
tion under the AACA and five applications for the
licensing examination were registered; eight candi-
dates passed the qualifying examination and four
the licensing examination. One candidate withdrew

from the examination.

Licences

In 2012, 55 licences were granted to natural or legal
persons to carry out the corresponding activities on
the financial market. Additionally, changes to already
existing licences were carried out upon application
in 36 cases. In most cases, these were changes to the
business name, changes of the responsible general
manager, and extensions of licences for apprentice

lawyers. 57 licences were cancelled (2011: 47).

Lawyers and other categories

As of 31 December 2012, a total of 346 persons
were licensed under the Lawyers Act. This number
includes lawyers (168), Liechtenstein lawyers eligible
for registration (69), European lawyers established in
Liechtenstein (22), apprentice lawyers (54), law firms
(29), branches of law firms (1), and legal agents (3).
The total number increased again slightly compared
with the previous year (2011: 342).

Professional trustees and trust companies

The number of trust companies declined by four,
and the number of trust companies with a restricted
licence by one. The number of professional trustees
declined by nine, and the number of professional
trustees with a restricted licence remained the same.
As of 31 December 2012, the total number of licences
under the PTA was 378 (2011: 392).



Patent lawyers and patent law firms

The number of patent lawyers declined by one, and
the number of patent law firms stayed the same. The
total number of persons with a licence under the PLA
was 11 as of 31 December 2012.

Other financial intermediaries

Professional trustees
Professional trustees with a restricted licence
Trust companies

Trust companies with a restricted licence

Auditors
Auditors established in Liechtenstein

Audit companies

Lawyers

Liechtenstein lawyers eligible for registration
European lawyers established in Liechtenstein
Law firms

Branches of EEA law firms

Patent lawyers

Patent law firms

Real estate brokers?

Dealers in goods?

*  This includes the auditors eligible for registration not included on 31.12.2011.
1) No guarantee of correctness
2) Information based especially on the notification requirement under article 3(3) DDA
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Auditors and audit companies

As of 31 December 2012, 33 domestic auditors, three
foreign auditors established in Liechtenstein, and
24 audit companies were under the supervision of
the FMA. The number of licensed auditors engaging
in free movement of services was 37, the number of

such audit companies 22.

2009 2010 2011 2012 +/-
R 83 ............ 7 7 ........... 79 ........... 70 ........... _9
26 23 21 21 0
262 264 263 259 -4
24 28 29 28 -1
2425 ........... 23 ........... 33* ............ 1 O
0 0 0 3 3
26 26 24 24 0
e 1 47 .......... 150 .......... 164 .......... 168 ............. 4
60 66 61 69 8
25 25 27 22 -5
28 28 29 29 0
1 1 1 1 0
e 66 ............ 6 7 ........... 56 ........... 54 ........... _2
e 5 ............. 4 ............. 4 371
10 ............. 9 98_1
3 3 3 3 0
e 532 .......... 546 .......... 533 .......... 535 ............. 2 .
e 0 ............. O OO ............. O .
2425 ............. 7 ............. 7 ............. O .
42 42 " 4 -7
e 0 ............. O OO ............. O .
32 ........... 35 ........... 32 ........... 29 ........... _3
e 1420 ......... 1444 ......... 1376 ......... 1370 ........... _6
Figure 12
Other financial intermediaries supervised
by the FMA
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1.5.2 Supervision pursuant to the DDA

Supervision pursuant to the DDA focuses on plan-
ning, carrying out, accompanying, and evaluating
the due diligence inspections, carrying out extraor-
dinary inspections, imposing penalties and measures,
answering questions of law and interpretation, and
identifying and investigating cases of suspicion in

order to combat abuse.

Accompanying of inspections by the FMA allows
the supervisory authority to become closely famil-
iar with the practice of financial intermediaries and
to identify problems and needs. Doing so also takes
account of the IMF requirement that the FMA should

be involved more frequently in on-site inspections.

Regular due diligence inspections

In the 2012 audit round, a total of 399 financial inter-
mediaries were approached, of which 242 claimed to
have carried out activities relevant to due diligence
law. 83 regular due diligence audits were then carried
out (some of them consolidated audits), in which
1,200 business relationships were audited. Of the
83 inspections carried out, 22 were accompanied by
the FMA, which corresponds to 26.5% of all regular

due diligence inspections.
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Two of the regular due diligence inspections had to
be ordered by decree. The FMA accompanied these
inspections. Other measures to remedy the deficien-
cies identified during the regular inspections had to
be taken in the case of three financial intermediaries.
Criminal complaints were filed for instance due to

non-retention of due diligence files.

In general, however, a high degree of awareness
regarding compliance with and implementation of
due diligence obligations was noted among financial
intermediaries. The FMA sees this as a sign that per-
sons subject to due diligence continuously strive to
improve quality and accordingly to make a contribu-
tion to strengthening and maintaining the reputation

of the financial centre.

There is room for improvement with regard to the
meaningfulness and currentness of the profiles of
business relationships. Upon conclusion of the audit
round, the affected financial intermediaries and the
participating due diligence auditors were informed in

writing of the overall results of the 2012 audit round.

On-site inspections of additional

financial intermediaries

In 2012, dealers in goods and real estate brokers (to
the extent they were engaged in business relevant
to due diligence) were systematically considered for
the first time. A total of six on-site inspections were
carried out at three dealers in goods and three real
estate brokers; no further measures had to be taken

on the basis of these inspections.



Extraordinary due diligence inspections

Additionally, two extraordinary due diligence inspec-
tions were carried out. Such an inspection occurs
when there are indications of doubts concerning
compliance with due diligence obligations or when
circumstances make the reputation of the financial
centre appear at risk. One of these inspections resulted
in a report to the Financial Intelligence Unit (FIU)
and a criminal complaint. In the case of eight other
fact patterns, clarifications did not result in well-
founded indications calling for performance of an

extraordinary due diligence inspection.

Combating abuse involves taking steps pursuant to
supervisory law against natural and legal persons
carrying out an activity subject to a licence under
special legislation or employing a professional or busi-
ness term or business name reserved under special
legislation, without having a corresponding licence.
Interventions must be carried out to combat abuse
where the preconditions for engaging in the activity

or activities are not or no longer met.

Combating abuse makes an important contribu-
tion to protecting clients and securing trust in the
Liechtenstein financial centre. When combating
abuse, the Other Financial Intermediaries Division
relies on preventive measures in the form of coop-
eration with other authorities of the National Public
Administration, awareness-raising, media monitor-

ing, and other measures.

SUPERVISION

In 2012, several demands were made to adjust the
undertaking’s purpose. The objections made were
remedied by those concerned in a timely manner.
Moreover, several companies were called upon to
adjust their website, since they contained indications
of activities subject to a licence or gave the impres-
sion they were subject to money laundering legisla-
tion. All objections were remedied at the request
of the FMA. One licensed company was asked to
comment, since the previous general manager had
been deleted from the Public Register without a
replacement having been appointed. In the case of
two licensed companies, supervision proceedings
were carried out pursuant to notifications by insur-
ers regarding cancelled liability insurances. In two
of the disciplinary proceedings initiated in 2011, the
FMA was involved as a complainant, and judgements

were reached by the Supreme Court.

Focus areas in supervision were the accompanying
of regular due diligence inspections and the perfor-
mance of inspections at dealers in goods and real
estate brokers. Relating to supervision of auditors
and audit companies, the FMA became a member
of the International Forum of Independent Audit
Regulators (IFIAR) in autumn 2012. Membership
strengthens the FMA’s international network and
recognition, allowing it to obtain important infor-
mation and ensuring that supervision activities meet

international standards.
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Levy of the supervision tax caused a substantial
workload for the Other Financial Intermediaries
Division in 2012. The persons subject to the tax
were sent a forecast of the projected supervision tax
for 2012. The reporting form was supplemented to
clarify open questions before it was sent, in consulta-
tion with the professional associations. Additionally,
many reminders were sent, the reporting forms were
evaluated, assessments were made, and bills for the
final 2011 supervision tax and the provisional 2012
supervision tax were prepared and sent. Numerous
enquiries had to be answered, and applications for
changes and repayments were processed. Both for
the provisional and final bills for 2011 and the pro-
visional bills for 2012, persons subject to the tax
submitted applications for decrees. Several appeals
were lodged with the FMA Complaints Commission
(FMA-CC) against the issued decrees. In one case
concerning the basic tax to be paid by a lawyer, the
Constitutional Court in its judgement of 3 September
2012 (StGH 2012/83) found article 30a(2)(d) of the
FMA Act unconstitutional and article 16(1)(b) of
the FMA Tax and Fee Ordinance unconstitutional
and unlawful, voiding the two provisions effective
1 July 2013.

Other focus areas were participation in Government
working groups, responding to questionnaires of the
EU Commission, the regulatory projects to improve
supervision of professional trustees (comprehensive
revision of the Professional Trustees Act), supervision

of persons with certifications under article 180a PGR
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(creation of a supervision law), liability insurance,
the MONEYVAL package of measures, the imple-
menting ordinance for the AACA, and preparation
of a memorandum of understanding (MoU) with the
Swiss Federal Audit Oversight Authority (FAOA).

In regard to the comprehensive revision of the
Professional Trustees Act, the Government adopted
a consultation report on 30 April 2012. The aim of
the proposal is to strengthen the reputation of pro-
fessional trustees through internationally compatible
regulation and effective supervision, thus enhancing
the international recognition of the trustee sector.
The legislative proposal was prepared for the atten-
tion of the Government in collaboration between the
Liechtenstein Association of Professional Trustees

(THV) and the FMA.

Carrying out regular due diligence inspections is a
key element of supervisory work. Henceforth, deal-
ers in goods and real estate brokers will also be sys-
tematically included in audits, to the extent they are
engaged in business relevant to due diligence. With
the finalization of the implementing ordinance for
the AACA, consolidated due diligence and quality

inspections of auditors and audit companies will be



conducted for the first time. Additionally, the work
on an MoU with the Swiss FAOA has progressed to

the extent that conclusion is expected in 2013.

The work on establishing a supervision system for
persons with a certification under article 180a PGR
must be continued so that supervision of those per-
sons can be ensured once the new supervision law

enters into force.

As already last year, the levy of supervision taxes and
the associated processes will entail an additional work-
load in 2013. Moreover, a further judgement by the
Constitutional Court on the constitutionality of the
supplemental tax is expected, and the consequences

thereof will have to be assessed.

In regulation, the projects on improvement of super-
vision of professional trustees, supervision of persons
with certifications under 180a PGR, liability insur-
ance, the MONEYVAL package of measures, the
implementing ordinance for the AACA, and amend-
ment of the FMA Act in connection with the levy of

fees and taxes will continue, among others.

SUPERVISION
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The financial crisis was the trigger for numerous
regulatory projects at the global and European level.
These were comprehensively reflected for the first
time during the reporting year in EU regulations
and directives. Over the coming two to three years,
rules will have to be implemented that affect all sec-
tors of the financial system. Liechtenstein, as a mem-
ber of the EEA and as a financial centre with strong
international links, must undergo this transforma-
tion. Liechtenstein is currently transposing numer-
ous EU directives into national law, and numerous

other regulations are coming up soon.

Moreover, sectors and areas of business which pre-
viously had not or only partially been regulated are
now subject to supervision. For instance, the area
of market/trading is subject to stronger regulation,
and short sales of shares and sovereign debt in the
territory of the European Union must be notified to
the regulator as from November 2012. Starting in
mid-2013, OTC derivative contracts must be cleared
through a central counterparty authorized in the
territory of the EEA. Derivative contracts entered

into must generally be notified to “trade repositories”.

In addition to the flood of regulatory projects, a
further wave of secondary regulation is on the hori-
zon. These are binding technical standards as well
as guidelines and recommendations that further
specify regulatory provisions and their technical

implementations.

REGULATION

These binding technical standards are developed
by the new European Supervisory Authorities and
submitted to the EU Commission for adoption as a
Commission regulation or decision. They accordingly
are immediately applicable to the entire territory of
the EEA. Currently, about 250 binding technical
standards covering all sectors are expected to be
ready for implementation over the coming two years.
These standards must be verified and implemented by
the financial intermediaries. The national financial
market supervisory authorities in turn must ensure
compliance with the standards. Some of these stand-

ards were published during the reporting period.

In addition to the binding technical standards, the
European Supervisory Authorities issue guidelines
and recommendations that de facto also have a bind-
ing character, since their timely implementation and
compliance are verified using a strict “comply-or-
explain” regime, subject to reprimand where necessary.
Here again, each of these enactments causes more
work for the affected financial intermediaries and also
the national supervisory authorities. The supervisory
authorities already issued the first guidelines in 2012.
The FMA publishes such guidelines through FMA

Communications on its website.
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MONEYVAL package of measures

The FMA participated actively in the implementation
of the MONEY VAL package of measures adopted by
the Government, under the leadership of the Financial
Intelligence Unit (FIU). In view of the upcoming
country assessment of Liechtenstein in June 2013
by the International Monetary Fund (IMF) and
MONEYVAL, the required measures included a
partial revision of the Due Diligence Act and Due
Diligence Ordinance to remedy remaining deficits
noted in the last country report. Already in 2012,
revision of all relevant instructions relating to due
diligence was commenced, and a first draft of a new
FMA Guideline on the risk-based approach was pre-
pared. All work was done in close cooperation with
the FIU and the professional associations. Paralleling
the work with the affected organizations, a response

to the relevant questionnaire was already begun the
end of 2012.

New rules for bearer instruments

As part of a working group appointed by the

Government, the FMA participated in implemen-
tation of the international standards governing bearer
shares. The revision was triggered by country assess-
ments of Liechtenstein by various international bod-
ies on implementation of the international anti-
money-laundering standards (IMF/MONEYVAL
assessment) and international tax standards (Global

Forum Peer Review). The goal was to create a greater
degree of transparency for bearer shares. For this

reason, bearer shares have been converted into real
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property by amendment of the Law on Persons and
Companies (PGR). According to the new rules,
bearer shares must henceforth in principle be depos-
ited with a custodian to be appointed and entered in
the Commercial Register, and the custodian must
in turn maintain an appropriate register and com-
ply with the necessary requirements under the PGR.
The bearer shares must in principle be deposited by
1 March 2014.

Stronger regulation of market/trading

In the wake of the financial crisis, the G20 and
accordingly also the EU moved toward placing areas
of the financial market under stricter supervision that
previously had not or only partially been regulated.

This affects especially also the area of market/trading.

Short sales of shares and sovereign debt have already
been subject to notification to the regulator on the
territory of the European Union since November 2012.
Starting mid-2013, OTC derivative contracts must
be cleared through a central counterparty author-
ized in the territory of the EEA. Derivative contracts
entered into must generally be notified to “trade
repositories”. ESMA implementing regulations have
already been enacted for this purpose, and more
will follow. Additional comprehensive regulations
in this field (such as MiFID II) are coming up. For
Liechtenstein, the new EU rules apply equally — at
least once they have been incorporated into the EEA
Agreement — and must be implemented accordingly
or are even directly applicable. The undertakings
involved in these business areas are therefore called
upon to deal at an early stage with the new regu-
latory circumstances and to make the operational
adjustments — some of which are extensive — early
on in order to continue to participate in the cross-

border market.



These new regulations may affect not only licensed
financial institutions, but rather all undertakings
engaged in this business to a relevant extent. In
addition to banks, funds, asset managers, insurance
undertakings, pension schemes, and pension funds,
the regulations may also cover industrial enterprises

with trading departments.

Completed regulatory projects

Banking Act

On 22 June 2012, article 63(3)(1) and (n) of the
Banking Act were amended and introduced. Sub-
paragraph (n) makes non-compliance with obliga-
tions under the Banking Act by the external auditor
or the head auditor subject to penalties by the FMA,

analogous to other financial market legislation.

FMA Guideline 2009/1

In November 2012, FMA Guideline 2009/1 on Due
Diligence Inspections by Mandated Due Diligence
Auditors was amended. The background to the
amendments is an optimization of due diligence
inspections through new rules governing the selec-
tion of samples. Previously, the selection of sam-
ples under this FMA Guideline was a 50/50 mix of
random sampling and a risk-based approach. Now,
the due diligence auditor can decide to what extent
random sampling should apply and how many busi-
ness relationships should be selected according to the

risk-based approach.
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Pending regulatory projects

Implementation of CRD IV and CRR rules

With the upcoming major banking regulation, which
will incorporate the international standards known
as Basel 11T into EU law, the EU banking sector is to
be made more resilient. For this purpose, new rules
on capital resources, a new governance framework,
and a uniform regulatory framework are being cre-
ated. These comprehensive rules will be instituted
in the form of a directive (CRD IV) to be trans-
posed into national law and a directly applicable
regulation (CRR), replacing Directives 2006/48/EC
and 2006/49/EC. The CRD IV rules were origi-
nally planned to enter into force at the EU level
on 1 January 2013. However, the decision has been
delayed several times, so that the start of implementa-
tion at the end of the year is still open. By 1 January
2019, the new rules are to be fully applicable.

Implementation of crisis management rules

The goal of these rules is a comprehensive, uniform
regulatory framework for crisis management (restruc-
turing and orderly dissolution) in respect of banks and
investment firms. The rules will be implemented in the
form of a directive. On 12 June 2012, the European
Commission published a proposal for a directive
for the attention of the European Parliament and of
the Council establishing a framework for the recov-
ery and resolution of credit institutions and invest-
ment firms. Prevention, early intervention, and also
the resolution of banks and investment firms are to
be harmonized by law for the first time, creating a

European standard.

55



REGULATION

With implementation of the directive, banks will be
called upon to establish a recovery plan. The recovery
plan must set out the measures to be taken by the
general management of the institution or a group
company to restore financial stability if the financial
situation worsens. The recovery plan must contain
a broad range of recovery options. Recovery plans
should be seen as a tool of corporate governance
and a component of preventive stability measures.
Resolution plans are also required, to be established
by a resolution authority. The resolution plans must
include resolution measures serving in the event of
crises as a guideline for separating out and securing
the continued existence of systemic functions and the
remaining components of the company. The resolu-
tion tools set out in the directive are sale of business,
bridge institution, asset separation (good bank/bad
bank), and bail-in. These tools can be employed on

their own or jointly.

Implementation of market abuse rules

With these rules in the form of a directive and a
regulation, the existing framework for ensuring mar-
ket integrity and investor protection, established by
the Market Abuse Directive 2003/6/EC, are to be
adjusted to the current market reality and strength-
ened. An important component of the new rules will
be an expansion of the scope (such as inclusion of
spot markets) and the competences of the compe-
tent authorities as well as European harmonization
and tightening of penalties. Adoption in planned
for mid-2013.
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Implementation of the Mortgage Directive

The sustained crisis on the financial markets has
exposed weaknesses in the regulation of lending. For
these reasons, a new directive is intended to expressly
improve the protection of borrowers. The new rules
govern issues such as solicitation, pre-contractual
information, advising, credit assessments, and early

repayment. Adoption is planned for 2013.

Foreign Account Tax Compliance Act (FATCA)

This comprehensive US legislation provides that for-
eign financial intermediaries must identity their US
clients and deliver information concerning them to
the US tax authorities. Non-cooperative financial
intermediaries are threatened with a 30% withhold-
ing tax on income from US financial instruments and
on income from the sale thereof. At the beginning
of 2013, the US Treasury and the Internal Revenue
Service (IRS) published the Final Regulations, defin-
ing various key points such as the registration portal of
the IRS, information reporting, and first-time deduc-

tions on certain payments starting 1 January 2014.

Partial transposition of Directive 2009/14/EC
(deposit guarantee, 2nd phase)

In the 2nd phase of implementation of the Deposit
Guarantee Directive, the time periods for determin-
ing claims and making payouts under the deposit
guarantee scheme are to be reduced and the cover-
age amounts slightly increased. The implementation
draft is available and is planned for transposition into

Liechtenstein law at the beginning of 2014.



Bankruptcy law as part of banking legislation

Bankruptcy of a bank in Liechtenstein must currently
be handled according to the Bankruptcy Code. Only
supplementary provisions have been included in the
Banking Act so far. In the year under review, a draft
consultation report on the creation of a modern bank-
ruptey law in Liechtenstein within the Banking Act
was prepared. The draft focuses on three core areas:
protective measures to prevent a case from arising,
arecovery procedure in the event of indebtedness or

insolvency, and resolution.

Following the Swiss model, the competence for meas-
ures to be taken when a cases arises, such as failure of
a bank to maintain its required equity capital or pay-
ment difficulties, would now be assigned to the FMA
(and no longer the Court of Justice). Implementation

of this regulation is planned the beginning of 2014.

Completed regulatory projects

Securities Prospectus Act (SPA)

and Disclosure Act

The FMA participated in transposition of the changes
to the Prospectus Directive and the Transparency
Directive. The partially revised SPA and the partially
revised Disclosure Act were adopted by Parliament

on 25 April 2012. The amendments entered into
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force on 1 August 2012. The amendments promise to
enhance the efficiency of securities issues by making
the requirements easier to understand, reducing the
administrative costs for issuers and financial interme-
diaries, giving the issuer’s employees access to a com-
plete range of investment opportunities, and making
it easier for small investors to analyse prospectuses
and risks of securities more effectively before making
an investment decision. Apart from transposition of
the directive, individual adjustments to the SPA were
made that are deemed generally advantageous in light

of practical experience in securities law.

Pending regulatory projects

Transposition of the AIFM Directive

On 19 December 2012, Liechtenstein adopted the Law
on Alternative Investment Fund Managers (AIFM
Act). The AIFM Act and the associated ordinance
(AIFM Ordinance) will enter into force on 22 July
2013. Liechtenstein has accordingly transposed the
AIFM Directive 2011/61/EU of the European Union
into national law before the deadline applicable to
EU member states. For European market access,
EEA/EFTA states must incorporate the AIFM
Directive into the EEA Agreement. The EU passport,
which is necessary for cross-border management and
marketing of alternative funds throughout Europe,
will become part of the authorization only once the
incorporation is completed. The AIFM Ordinance
is expected to be ready by the end of January 2013.
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Regulation on European venture capital funds

The goal of the proposed regulation on European
venture capital funds is to harmonize the term “quali-
fying venture capital fund”. By creating a common
regulatory approach to venture capital funds, a uni-
form framework for marketing is to be achieved.
The financing of small and medium-sized enter-
prises (SMEs) is to be promoted by way of cross-
border fundraising. The regulation clearly specifies
the conditions under which specialized fund manag-
ers may use the term “European venture capital fund”.
Of interest is the expansion of the group of inves-
tors to include wealthy private individuals, who may

invest in these funds where the conditions are met.

Regulation on European social
entrepreneurship funds

The goal of the proposed regulation on European
social entrepreneurship funds is to support the market
for social enterprises by improving the effectiveness of
fundraising through investment funds whose target
group consists of such companies. Social enterprises
are organized almost exclusively as SMEs. Most of
their financing is covered by financial aid, whether
from foundations, individuals, or the public sector.
The regulation aims to create a uniform legal frame-
work tailored to these specialized investment funds
for financing of social entreprencurship. The regula-
tion clearly specifies the conditions under which spe-
cialized fund managers may use the term “European
Social Entrepreneurship Fund (ESEF)”. Analogously
to the European venture capital fund, the group of
investors for ESEFs has been expanded to optimize

contributions to such fund structures.
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Short sales

On 14 March 2012, the European legislative power
adopted the Regulation on short selling and certain
aspects of credit default swaps. Uncovered short sales
of shares and sovereign debt of the EU states and the
EU are now prohibited. Additionally, credit default
swaps on such government bonds that do not serve
a hedging purpose are also prohibited. The regula-
tion entered into force on 25 March 2012, and its
essential parts have been directly applicable since
1 November 2012. The process of incorporation into

the EEA Agreement is underway.

EMIR

On 4 July 2012, the European legislative power
adopted the Regulation on OTC derivatives, cen-
tral counterparties and trade repositories (EMIR).
EMIR provides that starting in 2013, standardized
OTC derivative contracts may no longer be con-
cluded bilaterally, but must necessarily be cleared
through central counterparties and reported to trade
repositories. The reporting obligation applies from
the end of the 2nd quarter of 2013, with retroactive
reporting for a specified preceding period. Both the
central counterparty and the trade repository must
be authorized in the EEA by ESMA. The regulation
entered into force on 17 August 2012 and is directly
applicable. The process of incorporation into the

EEA Agreement is underway.

Apart from this, new regulatory projects such as
UCITS V and investment products for small inves-
tors are on the horizon. At the ESMA level, another
200 regulations in the form of guidelines and recom-

mendations as well as technical advice are expected.
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Instructions on the head office

By way of instructions, the FMA has defined the
requirements for the head office of an insurance
undertaking or pension fund in Liechtenstein. The
FMA was repeatedly asked what organizational
requirements apply in regard to the legal demands on
a head office. The instructions serve to further specify
the supervisory requirements and set out a minimum
standard. They were published in September 2012
and have since been incorporated into the FMA’s

regular supervisory practice.

Amendments to the Insurance

Supervision Ordinance (ISO)

As part of the completed revision of the ISO, amend-
ments were made to the provisions governing group
and conglomerate supervision. The minimum guar-
antee fund in life, non-life, and reinsurance was
also increased to take account of the changes to
the European index of consumer prices published
by Eurostat (Notice of the European Commission
2011/C 365/06). The amendments to the ordinance

entered into force on 1 January 2013.
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Guidelines on Complaints-Handling

by Insurance Undertakings

To create coherent, efficient, and effective supervi-
sory practices, EIOPA has the possibility of enacting
guidelines for the purpose of ensuring common, har-

monized, and coherent applicant of EU law (Level 3).

The Guidelines on Complaints-Handling by Insurance
Undertakings aim to ensure that all insurance under-
takings domiciled in the EEA handle complaints
from policyholders uniformly in application of these
guidelines. According to article 16(3) of the EIOPA
Regulation, the competent authorities and financial
institutions must make every effort to comply with

these guidelines.

The aforementioned EIOPA Regulation as a basis
for the enactment of such guidelines is in the pro-
cess of being incorporated into the EEA Agreement.
Because of Liechtenstein’s membership in the EEA
and to ensure the cross-border activities of insurance
undertakings in the EEA, Liechtenstein has also
participated in the envisaged “comply-or-explain”
procedure and made a relevant “comply” declara-

tion to EIOPA.

At the national level, the guidelines are to be under-
stood as a best practice whose implementation must
be ensured by the affected financial intermediaries
and whose compliance is to be monitored by the
FMA. The guidelines are a further specification and
disclosure of supervisory practice. Implementation
and execution in the EEA member states are veri-

fied by EIOPA.



The affected insurance undertakings were informed
in advance. The guidelines are applicable pursuant
to the FMA Communication of 15 January 2013 and

must be implemented accordingly.

Transposition of the Solvency I1

Directive 2009/138/EC

Solvency 11 is intended to establish a new European

supervisory system providing appropriate qualitative

and quantitative tools to the supervisory authorities

so that they can sufficiently evaluate the overall sol-
vency of an insurance undertaking. Methods for the

risk-based control of the overall solvency of insur-
ance undertakings are to be created. The existing
static system for determining capital resources is to

be replaced by a risk-based system. Additionally, new
requirements relating to governance, risk manage-

ment, and reporting are being defined.

Already at the end of 2011, an official consultation
took place in Liechtenstein on the comprehensive
revision of the Insurance Supervision Act and the
partial revision of other special laws (International
Insurance Contract Act, Insurance Contract Act,
Insurance Mediation Act, Pension Funds Act, and

Law on Persons and Companies).

A first reading in Parliament was planned for autumn
2012, but had to be rescheduled due to delays of
Solvency II at the European level. There continue

to be differences of opinion among the European
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Commission, Council, and Parliament regarding the
question of which rules should be included in the
Level 1 provisions. EIOPA is conducting an assess-
ment on long-term guarantees, the outcome of which
should not be expected before mid-2013.

Because of this, the schedule for adoption of the
Omnibus I Directive is also being delayed, with
which the powers of the European Supervisory
Authorities are to be further specified and the
Framework Directive is to be amended, along with
the enactment of implementing measures. Because of
the delay, EIOPA is currently preparing implemen-
tation of individual elements of Solvency II already
at an eatlier stage by way of recommendations and

guidelines (interim measures).

Transposition of Financial Conglomerates
Directive 2011/89/EU

The EU has adopted an amendment to Directive
2011/89/EU as regards the supplementary supervision
of financial entities in a financial conglomerate. In
light of the lessons learnt in the financial crisis, the
national supervisory authorities are to be endowed
with new competences to supervise financial con-
glomerates (especially parent companies such as hold-
ing companies). This should allow the supervisory
authorities to simultaneously apply the rules govern-
ing banking supervision, insurance supervision, and
supplementary supervision of financial conglomerates
and in this way to eliminate loopholes in supervi-
sion that became evident during the financial crisis.

If the financial conglomerate is in difficulty, the
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supervisory authorities should in this way be given
more and better information at an earlier stage in

order to intervene as early as possible.

To transpose the directive, amendments to the Law
on the Supplementary Supervision of Undertakings of
a Financial Conglomerate (Financial Conglomerates
Act), the Law on Banks and Investment Firms,
the Asset Management Act, and the Alternative
Investment Fund Managers Act are envisaged. The
amendments relating to the Solvency II insurance
directive are to be taken into account during the
ongoing comprehensive revision of the Insurance
Supervision Act. A report and application in this
regard have been submitted to the Government.
Entry into force of the amendments is scheduled
for 1 August 2013.

Working group on article 905 PGR

Because of infringement proceedings initiated by
the EFTA Surveillance Authority concerning arti-
cle 905 PGR (co-trustees), the Government appointed
a working group that included the FMA. In its final
report, the working group recommended that the
Government amend the legal bases at issue. After the
consultation procedures, the FMA pointed out that,

from a supervisory perspective and on grounds of
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reputation, it would be useful for every trust to have
at least one person with a licence as a professional
trustee. Otherwise, the trustee would not be subject
to supervision under either the Professional Trustees
Act or the Due Diligence Act. Despite concerns
voiced by the Association of Professional Trustees,
the Chamber of Lawyers, and the FMA, this proposal
for professionalization was not adopted, especially
in light of the predominant opinions expressed dur-
ing consultations. The PGR was amended in such
a way that article 905 PGR was repealed without
being replaced. Additionally, article 180a PGR was
expanded to include legal persons, and the exemption
clause in paragraph 3 of that article was amended.
The last two points had previously been discussed
in the working group on article 180a PGR. These

amendments entered into force on 1 March 2013.

Improvement of the supervision of pro-
fessional trustees (comprehensive revision

of the Professional Trustees Act)

The work on the regulatory project to improve the
supervision of professional trustees was continued
intensively by the FMA in cooperation with the
Liechtenstein Association of Professional Trustees
(THV). The FMA discussed the proposed draft law
with the Board of Directors of the THV, which sub-
sequently had the opportunity to comment in writing
on the revised draft. Before the consultation proce-
dure, the Government held a media conference with
the participation of the THV and the FMA at the
beginning of April. After the consultation procedure,



the Government mandated the FMA to prepare the
report and application on comprehensive revision of
the Professional Trustees Act. The goal was to ana-
lyse the numerous responses received and to include

them where possible in the report and application.

'The consultation proposal met with a predominantly
positive response. The need for the proposed compre-
hensive revision was recognized. The joint approach
of the THV was FMA was also expressly welcomed.
In talks with the THYV, the Ministry of Finance,
and Government Legal Services, individual issues
were discussed and taken into account accordingly.
Already in September, the draft report and applica-

tion were handed over to the responsible ministry.

The purpose of the comprehensively revised
Professional Trustees Act is especially to protect
clients, strengthen trust in the financial centre, pro-
mote international market access, and strengthen
competitiveness. The focus of the planned amend-
ments is on strengthening supervision by the author-
ity with regard to licensing, permanent compliance
with licensing conditions, enforcement of supervi-
sion, and withdrawal of licences. Additionally, vari-
ous new reporting obligations are being introduced
to ensure ongoing supervision. This is intended to
keep the workload on the part of professional trustees
and trust companies as well as the FMA reasonable.
Moreover, the disciplinary system is being reorgan-
ized, for which a new professional ethics commit-
tee for disciplinary matters will be responsible. The
creation of an extrajudicial mediation office is also

envisaged.

REGULATION

The remaining open points are scheduled to be decided
by the responsible ministry in the Ist quarter of
2013. The first reading in Parliament is planned
for June 2013. Entry into force is envisaged for
1 January 2014.

Creation of a law on the supervision of

persons under article 180a of the Law

on Persons and Companies (PGR)

Again this year, the FMA participated in the work-
ing group on the supervision of persons under
article 180a PGR, which was appointed by the
Government already in 2010. Numerous workshops
took place. During preliminary consultations, the
FMA submitted several comments regarding the
important and central points for effective super-
vision. The Government adopted the consultation
report the end of March 2012. The FMA again sub-
mitted comments containing important points for
effective supervision that had not yet been taken into
account. Subsequently, the FMA repeatedly depos-
ited important concerns with the FMA (including
harmonization with the draft comprehensive revi-
sion of the Professional Trustees Act). Several dis-
cussions with the representative of the responsible
ministry and Government Legal Services then took
place. In October, the Government decided to inte-
grate the expansion of article 180a PGR to include
legal persons and the new version of the exemption
clause in paragraph 3 of that article into the report
and application on amendment of article 905 PGR.
The ministry then indicated to the working group that
harmonization with the comprehensive revision of
the Professional Trustees Act would be necessary in

regard to the rather extensive question of supervision.
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In December, the Ministry of Justice announced that
the Ministry of Finance would now be responsible

for continuing and finalizing the supervisory system.

The creation of the law is intended to establish a
comprehensive supervision system for persons under
article 180a PGR. As is the case with the compre-
hensive revision of the Professional Trustees Act, the
focus is on stronger supervision by the FMA, includ-
ing with respect to licensing, permanent compliance
with licensing conditions, enforcement of supervision,
and withdrawal of licences. Additionally, two pub-
licly accessible directories are envisaged, containing
entitled persons not previously disclosed as well as
newly approved persons. This enhances transpar-
ency in the interest of clients (client protection) and

strengthens the reputation of the financial system.

The remaining open points are scheduled to be decided
by the responsible ministry in the 1st quarter of 2013.
The first reading in Parliament is planned for June.

Entry into force is envisaged for 1 January 2014.

Liability insurance

In regard to new rules governing liability insurance for
lawyers and law firms, patent lawyers and patent law
firms, professional trustees and trust companies, and
auditors and audit companies, the appointed work-
ing group — after receiving comments — developed
a solution providing for adjustment of the existing
laws to the current international standards. Draft
new rules governing liability insurance for profes-
sional trustees and trust companies were already

taken into account as part of the regulatory project
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to improve the supervision of professional trustees.
The comprehensive revision of the Lawyers Act and
future amendments to the Patent Lawyers Act and
the Auditors and Audit Companies Act are in prin-
ciple to be guided by this solution.

Comprehensive revision of the Lawyers Act

As part of the consultation procedure on the com-
prehensive revision of the Lawyers Act, the FMA
submitted comments to the Government. The com-
ments contain a detailed proposal for new rules gov-
erning liability insurance for lawyers and law firms.
An important amendment to the Lawyers Act con-
cerns supervision of lawyers, which is to move from
the Liechtenstein Chamber of Lawyers (LIRAK) to
the FMA. The scope of the right to represent is now
also to be regulated: A lawyer’s invocation of his or
her power of attorney is to replace documentary evi-
dence thereof before all courts and authorities. The
first reading of the report and application is sched-
uled for spring 2013. Entry into force is envisaged
for 1 January 2014.

Implementing ordinance for the Auditors

and Audit Companies Act (AACA)

In close consultation with the Liechtenstein
Association of Auditors (WPV), the implementing
ordinance for the AACA was prepared. The ordinance
provides detailed rules governing quality assurance
audits conducted by the FMA. The jointly prepared
draft ordinance was handed over to the Ministry
of Justice in December. This new ordinance is to
be adopted by the Government in the first quarter
of 2013. Entry into force is planned for 1 May 2013.



Memorandum of understanding (MoU)

with the Swiss Federal Audit Oversight
Authority (FAOA)

In 2012, the FMA developed a memorandum of
understanding (MoU) with the Swiss Federal Audit
Oversight Authority (FAOA). The object of the MoU
is the mutual recognition of the supervisory activi-
ties of the two authorities, thus securing consistent
official supervision of auditors and audit companies
engaged in the cross-border provision of services. It
is expected that this will ensure the desired simplifi-
cations, especially also efficient supervision of Swiss

auditors and audit companies.
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In the year under review, the FMA’s national external
relations were strongly influenced by the numerous
regulatory projects relating to the financial mar-
ket. For this purpose, the FMA is a member of the
Government’s various working and project groups.
The FMA’s participation in regulation is based on
an agreement with the Government. Through these
activities, the FMA contributes its expertise to the
State’s regulatory work. In doing so, it aims to achieve
regulation appropriate to the market while ensuring

efficient and effective supervision.

The exchange with professional and industry asso-
ciations was especially intensive. In June, the FMA
invited the heads of the associations to discuss the
developments in European financial market regula-
tion and their impact on the Liechtenstein finan-
cial centre. Due to preparation of the draft law on
improved supervision of professional trustees, cooper-
ation during the reporting period was especially close
with the Liechtenstein Association of Professional

Trustees.

The FMA engages in a regular dialogue with the
Government, which has ultimate oversight of the
FMA. Additionally, the FMA advises the Government
on questions of financial market strategy. The FMA
also supported the Government in its public outreach,
e.g. by participating in events abroad. In December
2012, Urs Philipp Roth-Cuony held a speech on the
Liechtenstein financial centre before Swiss guests in
Bern at the invitation of Ambassador Hubert Biichel.
Discussions took place with the Finance Committee
and the Supervisory Committee of the Liechtenstein
Parliament on the developments in financial market

supervision and their impact on the FMA.

EXTERNAL RELATIONS

The international external relations of the FMA
were characterized by the work of the European
Supervisory Authorities (EBA, ESMA, EIOPA),
which gained considerable momentum in the second
year of their existence. Their main responsibilities
include ensuring a consistent and equivalent imple-
mentation and application of the European regula-
tory framework in the area of financial supervision
throughout Europe (“supervisory handbook”) and
in this way developing a uniform supervisory prac-
tice (“single rule book”). In this field, financial
market supervision and financial market partici-
pants are facing a veritable regulatory tsunami. In
banking supervision alone, the enactment of about
250 binding technical standards is expected over the
next two years, which must also be complied with

in Liechtenstein.

At the beginning of October 2012, the FMA
Liechtenstein was admitted to the International
Forum of Independent Audit Regulators (IFIAR).
IFIAR encompasses authorities from a total of
44 countries. Membership gives the FMA access to
important information regarding the supervision
of statutory audits and ensures that the national

supervisory approach meets international standards.

An important event in insurance supervision was
the signing of the Multilateral Memorandum of
Understanding (MMoU) of the International
Association of Insurance Supervisors (IAIS). This
MMoU constitutes a uniform framework for inter-
national information exchange and has so far been
signed by 34 jurisdictions. Signature is a strong sign

of the FMA’s international recognition.
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MONEYVAL

MONEY VAL is the Council of Europe Committee of
Experts on the Evaluation of Anti-Money Laundering
Measures and the Financing of Terrorism. The main
responsibility of this “FATF-style regional body
(FSRB)” is to conduct mutual assessments of the
member states. According to this mandate, on-site
assessments of five members states took place dur-
ing the reporting period (LT, PL, BG, HR, MC)
and the final evaluation reports of seven countries
(AD, MT, GE, HS, LV, LT, MD) were adopted in
the MONEY VAL plenaries, which take place three
times a year. By taking part in the country assess-
ments, the FIU and the FMA again were actively
involved in this mechanism. During the reporting
period, one employee of the FMA participated in
the assessment of the Vatican/Holy See, which was
evaluated by MONEY VAL for the first time. This
assessment attracted global media interest, contrib-
uting substantially to the public image of this work

by the Council of Europe committee.

Liechtenstein’s active participation in this body was
recognized through the appointment of an FMA
employee as one of five scientific experts of the com-
mittee. The responsibility of this independent panel
of experts is to support MONEYVAL and its chair-
man on technical issues. The experts are in particu-
lar responsible for quality assurance of the country

reports and their consistency.
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Also Liechtenstein’s anti-money-laundering measures
will again be evaluated by the IMF together with
MONEYVAL (as part of the 4th evaluation round).
A positive evaluation result is important for the inter-
national recognition of Liechtenstein’s measures in
this field. To further improve Liechtenstein’s defen-
sive measures, individual requirements of the FATF
standard were more clearly enshrined in Liechtenstein
law during the reporting period by amending the
Due Diligence Act and the Due Diligence Ordinance.
They form the basis for Liechtenstein to be able to
demonstrate its appropriate implementation of inter-

national standards in the coming country evaluation.

Apart from the country evaluations, MONEYVAL
conducts typological studies on methods, trends,
and techniques of money laundering and terrorist
financing. In 2012, MONEY VAL continued its work
on criminal payment flows on the internet (cyber-
crime), online gambling, anti-money-laundering in
countries with high cash volumes in commerce, and
the deferment of financial transactions and monitor-

ing of bank accounts.

International Organization of

Securities Commissions (I0SCO)

The International Organization of Securities
Commissions (IOSCO) defines the internation-
ally valid regulatory standards relating to securities.
Liechtenstein’s membership of IOSCO strengthens
the global integration of the financial centre and
facilitates access to foreign markets for Liechtenstein
financial intermediaries. The trend toward increas-
ing internationalization of supervision continued

again in 2012.



The FMA participated in the 37th Annual Conference
of IOSCO, which took place in May 2012. The focus
of the IOSCO Annual Conference was on adopt-
ing a resolution to further strengthen international
cooperation and information exchange among super-
visory authorities. The Multilateral Memorandum
of Understanding (MMoU) in effect since 2002
is thus being revised and strengthened. The FMA
actively represented Liechtenstein in the relevant
workshops and panels. At the Annual Conference,
ESMA was also admitted as an affiliate member of
IOSCO. This is an important element for ensuring
the consistency of European regulatory efforts and

international standards.

International Association of

Insurance Supervisors (IAIS)

The International Association of Insurance Supervisors
(IAIS), which meanwhile represents more than
190 insurance supervisory authorities, defines inter-
national standards for insurance supervision. The
IAIS promotes cooperation among supervisory
authorities, offers training courses for its members,
and ensures intensive exchange with international

insurance industry organizations.

In October 2012, the FMA Liechtenstein and the IAIS
signed a Multilateral Memorandum of Understanding
(MMoU) creating a uniform framework for the
exchange of information. Signature of this MMoU
is another step in the FMA’s strategy to secure inter-
national market access for Liechtenstein financial

intermediaries.

EXTERNAL RELATIONS

The Insurance Core Principles (ICPs) developed by
the TAIS are of significant importance to national
supervisory practices. Implementation and applica-
tion of the ICPs by the member authorities are regu-
larly verified by the TAIS in assessments. Moreover,
they are used by international organizations such as
the IMF as a benchmark for evaluating the stabil-
ity of national and international financial markets.
The IAIS’s work is largely carried out in committees

and working groups.

The FMA is represented on two IAIS committees,
in which it actively participates and contributes its
expertise. These are the Financial Stability Committee
(FSC), whose responsibility is to develop the IAIS’s
strategy for contributing to global financial stability,
and the Macroprudential Policy and Surveillance
Working Group (MPSWG), which develops a frame-
work for macroprudential supervision in the insurance
sector. This includes the development and evaluation
of tools for identifying, assessing, and mitigating
systemic risks in the insurance sector. The MPSWG

is a subcommittee of the FSC.

International Organisation of

Pension Supervisors (IOPS)

The International Organisation of Pension Supervisors
(IOPS) headquartered in Paris is an organization
comparable to the IAIS in the field of occupational
pensions with more than 70 members. The FMA is
also a member of the IOPS. The goal of the IOPS is
to optimize the quality and effectiveness of super-
vision of private pension systems worldwide by way

of international standards.
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The application of the IOPS Principles of Private
Pension Supervision by its members is verified regu-
larly using self-assessments. The findings of the last
assessment round are currently being evaluated and
discussed in the various bodies of the organization
to identify needs for adjustment and to close exist-

ing gaps in supervisory practice.

International Forum of Independent

Audit Regulators (IFIAR)

In its plenary meeting of 2 October 2012, the
International Forum of Independent Audit Regulators
(IFIAR) confirmed the FMA’s admission as a mem-
ber. IFIAR is a worldwide group of independent
national audit supervisory authorities. The forum
serves to exchange knowledge and experience and
promotes international cooperation. In the context
of globalized capital markets and the associated
international orientation of the markets for audit
services, high demands on ensuring internationally
consistent supervision must be met. In this regard,
IFIAR offers its members the possibility to obtain
important information on developments in the fields
of audit supervision and auditing and to base their
national supervisory practice on modern interna-

tional standards.

At the end of 2012, 44 audit supervisory authori-
ties belonged to IFIAR. These include supervisory
authorities from countries that are important target
markets for Liechtenstein financial intermediaries.
By joining, the FMA has taken a further step toward
securing international market access for Liechtenstein
financial market participants. This also underscores

the FMA’s international recognition.
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Enlarged Contact Group on Supervision

on Collective Investment Funds (ECG)

The annual meeting of the Enlarged Contact Group
on the Supervision of Collective Investment Funds
was held this year in Luxembourg. In addition to dis-
cussions of current regulatory developments and ques-
tions arising in supervisory practice, the 28 delegates
from 20 national supervisory authorities of countries
such as South Africa, Brazil, Singapore, the United
States and numerous European countries including
Liechtenstein got to know the Luxembourg financial
and fund centre better and were table to strengthen

informal contacts with each other.

3.2.2 European cooperation

Level 2

The “Level 27 committees (EBC, ESC, EIOPC) sup-
port the European Commission in the elaboration of
technical implementing provisions for the framework
legislation enacted by the EU bodies at Level 1. These
committees also advise the Commission on techni-
cal questions. As an EEA member, Liechtenstein has
observer status in the committees. This allows the
FMA to gain first-hand background information
about ongoing regulatory projects at the European

level.

European Insurance and Occupational
Pensions Committee (EIOPC)

The European Insurance and Occupational Pensions
Committee (EIOPC), set up under Directive
2004/9/EC, assists the commission in adopting

implementing measures for EU directives. It exam-



ines questions relating to the application of EU rules
in the fields of insurance and occupational pensions,
and it advises the Commission on proposals for new

legislation in those fields.

The committee consists of representatives of the
insurance supervisory and regulatory authorities
of the 27 EU countries as well as observers from
Norway, Iceland, and Liechtenstein. The FMA ensures
Liechtenstein’s representation in the meetings of the
committee. The priority topics in 2012 were especially
Solvency II and revision of the IORP and Insurance

Mediation Directives.

Committee on the Prevention of Money

Laundering and Terrorist Financing (CPMLTF)
The CPMLTF assists the European Commission
on questions relating to the prevention of money
laundering and terrorist financing. The focus of the
committee’s work in 2012 was especially on joint
preparation of the draft 4th EU Money Laundering
Directive, which is intended especially to imple-
ment the new FATF standard published in February
2012 and to remedy the weaknesses identified in the
3rd EU Money Laundering Directive. The new direc-
tive proposed by the Commission is scheduled for
publication in spring 2013. The final directive will
again have to be implemented into national law by
Liechtenstein as a member of the EEA. Moreover,
the CPMLTF again considered the question of third-
country equivalence and revised the list of equiva-

lent third countries developed by the member states.

EXTERNAL RELATIONS

The main responsibilities of the European Supervisory
Authorities (EBA, ESMA, EIOPA) include ensur-
ing a consistent and equivalent implementation and
application of the European regulatory framework in
the area of financial supervision throughout Europe
(“supervisory handbook”) and in this way developing
a uniform supervisory practice (“single rule book”).
These steps are intended to prevent possibilities for
regulatory arbitrage. But also the “gold plating” of
national requirements and the associated distortions
of competition are to be limited. This goal is to be
achieved primarily through legally binding technical

standards as well as guidelines and recommendations.

Technical standards govern technical questions of
application of EU law and do not contain any stra-
tegic or political decisions. They enter into force only
once they have been enacted by the EU Commission
by way of a regulation or decision. The observation of
guidelines and recommendations, which in principle

are non-binding, is ensured through political pressure.

'The European Supervisory Authorities may only inter-
vene directly if Union law is violated, in crises, and
where differences of opinion arise between national

supervisory authorities in cross-border cases.

European Banking Authority (EBA)

and banking union

The European Banking Authority (EBA) was mainly
occupied with the enactment of technical regula-
tory and implementing standards, recapitalization
of European banks, participating in and advising
cross-border colleges, as well as data gathering and

risk analysis.
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The EBA has already published six guidelines and
recommendations to be subsequently implemented
by members states. Compliance with these guide-
lines is also expected of EEA member states includ-
ing Liechtenstein, which are represented in EBA
bodies as observers without voting rights. It should
therefore be expected that EBA enactments will also
have direct and indirect legal consequences for the
legal structure of Liechtenstein’s banking legislation.
Especially the technical standards become directly
applicable once they are adopted by the EEA states
and thereby become part of national supervisory
law. Additionally, the aforementioned guidelines

and recommendations must be taken into account.

After publication of the European CRD IV package
(Basel I11), the EBA will publish more than 60 such
enactments. According to the work programme of
the EBA, far more than 100 regulations will enter
into effect in the next two years alone, all of which
must be evaluated for impact on the Liechtenstein
financial centre. Accordingly, a flood of regulations
must be expected, requiring strong commitment of
personnel resources both for the supervisory author-

ity and the affected financial intermediaries.

In summer 2012, the countries of the Eurozone
decided to establish a banking union. Such a union
will not affect the core responsibilities of the EBA,
however. Firstly, this banking union is an authority
covering only the euro countries and accordingly
not the entire European Union. Secondly, the main
responsibilities of the EBA will continue to be the
following: harmonization of supervisory rules in the
EU (single rule book), harmonization of supervisory
practices in the EU (supervisory convergence), media-
tion activity when differences among EU countries

arise, and performance of pan-European stress tests.
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The banking union is primarily intended to con-
solidate supervision of Eurozone banks at the ECB,
leading to acceleration of supervisory convergence.
According to the agreement reached by EU heads
of government on 13 December 2012, the bank-
ing union is to be adopted by the EU bodies by the

second quarter of 2013 and become active in 2014.

European Securities and Markets

Authority (ESMA)

2012 marks the second year of existence of ESMA.
It was characterized by a striking expansion of its
scope of activities. The FMA has observer status on
the Board of Supervisors (BoS), the committees, and
working groups. The direct involvement of the FMA
in ESMA’s regulatory process has quickly become
the most important reference point of its supervi-
sory and regulatory activity. During the reporting
period, the FMA took part in four meetings of the
BoS. The FMA was also represented in several meet-

ings of subcommittees.

The ESMA Investment Management Standing
Committee, which is of particular importance to
Liechtenstein, dealt with the development of tech-
nical standards, guidelines, and recommendations
to further specify the UCITS Directive and espe-
cially the AIFM Directive. The committee also cre-
ated a legal framework for cooperation agreements
with the supervisory authorities of third countries.
Other topics included draft guidelines for the remu-
neration policies of AIFMs and draft guidelines on
ETFs and structured UCITS. The FMA also took
part in meetings of the ESMA Review Panel, whose
main responsibility is to identify need for harmoni-
zation in national legislation. This platform was of
relevance to the FMA especially for transposition of
the AIFM Directive.
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European Insurance and Occupational
Pensions Authority (EIOPA)

The European Insurance and Occupational Pensions
Authority (EIOPA) is part of the European financial

market supervisory system.

While the ongoing supervision of undertakings
remains mainly at the national level, EIOPA is
intended to ensure greater harmonization and more
coherent application of rules for insurance and pen-
sion institutions in the EEA. In this way, it aims to
guarantee the integrity, efficiency, and functioning of
the insurance and pension market and to strengthen

depositor and investor protection.

The FMA has observer status at EIOPA. It is rep-
resented on the Board of Supervisors and the most
important committees and working groups in order
to participate in the development process of many
different rules and to ensure their coherent imple-

mentation.

The most important topic in the year under review
was the preparation of transposition of Solvency II,
the supplementary Omnibus II Directive, and the
associated implementing regulation. Other topics in
the area of pensions and occupational provision are
the upcoming revision of the IORP Directive and in
the area of insurance the revision of the Insurance

Mediation Directive (IMD).
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Anti-Money Laundering Committee (AMLC)

The Anti-Money Laundering Committee (AMLC)
established by the Joint Committee of the European
Supervisory Authorities assists the European
Supervisory Authorities in the performance of their
duties to ensure coherent application of EU law.
During the reporting period, the AMLC adopted
two reports on national implementation of certain
areas of the 3rd EU Money Laundering Directive
(definition of beneficial owner and simplified due
diligence). The reports showed significant differences
in implementation among individual member states.
The findings from these reports were included in the
EU Commission’s proposal to revise the EU Money

Laundering Directive.

Additionally, the AMLC has developed a proto-
col on cooperation between the authorities of the
home country and host country in regard to money
laundering supervision of agents and branches of
payment institutions. The protocol is intended to
improve cooperation and coordination between the
authorities. It also addresses certain problems under
supervisory law that arise in part from unclear speci-
fications in the 3rd Money Laundering Directive and

the Payment Services Directive.

The AMLC also analysed application of due diligence
by e-money issuers and e-money agents in the vari-
ous member states. A report on this topic showed
where national differences in implementation might
weaken the European defensive measures against
money laundering. It contains recommendations to
the European Commission to eliminate these deficits
as part of revision of the E-Money Directive and the

Money Laundering Directive.



Furthermore, the AMLC offers an important plat-
form for exchange of experience in supervision law.
The member states inform each other on a regular
basis of their questions and activities in supervi-
sion law. Informal surveys of the member states on
specific questions of supervision offer the opportu-
nity to subject the national supervision approach to

European benchmarking.

EU Passport Experts Group

On 26 September 2012, the FMA hosted the meet-
ing of the EU Passport Experts Group. 35 specialists
from 26 EEA countries took part. They discussed
current questions regarding the EU passport. The
informal meeting of experts takes place each year in
a different EEA country. The meeting is under the

aegis of the German Federal Financial Supervisory
Authority (BaFin).

The EU passport allows Liechtenstein financial mar-
ket participants to market their services and products
throughout the entire territory of the EEA by way of
notification to the FMA. In return, foreign finan-
cial service providers from EEA countries with the
EU passport may offer their services and products
in Liechtenstein. Without an EU passport, market
access is possible only by way of a branch in the

country in question.

EXTERNAL RELATIONS

EFTA Working Group on

Financial Services (WGFS)

The FMA regularly took part in the meetings of the
EFTA WGFS. The working group dealt especially
with coordination of the incorporation of numer-
ous EU rules issued by the European Supervisory
Authorities into the EEA Agreement. The high level
of complexity of some of the technical and legal

issues has necessitated close cooperation among the

EEA/EFTA states.

Four-country meeting

The annual four-country meeting of the German-
speaking supervisory authorities took place in Vaduz.
The financial market supervisory authorities from
Switzerland, Germany, Austria, and Liechtenstein
dealt with topics including the euro and government
debrt crisis, EU financial market regulation, financial
market stability, and cross-border aspects of bank

recoveries and bankruptcies.
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Commission

European Parliament

Council
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European Securities Committee

cross-sectoral

Committee on the Prevention
of Money Laundering
and Terrorist Financing
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European Banking Authority European Insurance and

Occupational Pensions Authority

European Securities
and Markets Authority

Level 3

Regulation and Policy

Oversight and Practices

Financial Requirements

Internal Governance,
Supervisory Review
and Reporting

Investor Protection
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Secondary Markets
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Internal Models

Insurance Groups
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Management
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Occupational Pensions
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Figure 13

|1 Regular participation European cooperation
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Banking Division

The close links with the Swiss banking centre are also
reflected in cooperation with the competent Swiss
authorities. Bilateral meetings took place between
Liechtenstein and Swiss banking supervisors in which
information was exchanged regarding joint bank-
ing groups. Also in daily business, common themes
emerged with the Swiss Financial Market Supervisory

Authority (FINMA).

Since the overwhelming majority of audit companies
authorized to audit Liechtenstein banks are from
Switzerland, cooperation with FINMA is supple-
mented by a regular exchange with the Swiss Federal
Audit Oversight Authority (FAOA). Through a con-
structive exchange of experiences, the FMA is also
able to take appropriate measures to further enhance

the quality of bank audits.

Numerous contacts also occurred with banking super-
vision in Austria, since some Liechtenstein banking
groups are also represented in Austria and Austrian
bank subsidiaries operate in Liechtenstein. The good
cooperation was further strengthened and is planned

to be expanded through additional agreements.

EXTERNAL RELATIONS

Securities Division

Again in 2012, Securities Supervision was in bilateral

contact with different national supervisory authorities.
The AIFM Directive also provides for the conclusion

of cooperation agreements with the securities supervi-
sory authorities of third countries. ESMA has already
approved cooperation agreements with FINMA and

the Comissao Mobilidrios do Brasil (CVM). ESMA
negotiates these agreements on behalf of all compe-
tent national securities supervisory authorities of the

EU and EEA. For the agreement to enter into force,
it must be ratified by the European countries which

ratify them bilaterally. The cooperation agreements

cover the exchange of information, cross-border on-
site inspections, and mutual support in enforcing
supervisory rules. Cooperation extends to alternative

investment fund managers (AIFMs) managing and

marketing alternative investment funds (AIFs) in the

EU and EEA and to EU/EEA AIFMs managing and

marketing AIFs in third countries. Cooperation also

extends to cross-border supervision of custodians and

the delegation of AIFMs. Liechtenstein will consider
ratification of the two MoUs in 2013.

The content of these MoUs follows the IOSCO
Principles on Cross-Border Supervisory Cooperation
(2010) and supplements the conditions set out in the
I0SCO Multilateral MoU Concerning Consultation
and Cooperation and the Exchange of Information
(2002).
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Insurance and Pension Funds Division

As part of the existing agreement between
Liechtenstein and Switzerland on direct insurance
and insurance mediation, regular working groups
take place between the FMA and FINMA. The
focus of the discussions in the working groups and
the Joint Committee of the agreement was natural
hazards insurance and equivalency review of the two

supervision laws.

A joint working meeting takes place every year with
the participation of the Swiss Federal Social Insurance
Office, the Swiss LOB Guarantee Fund, and the FMA
pursuant to the agreement between the Swiss Federal
Council and the Government of Liechtenstein on per-
formance of the duties of the Liechtenstein Guarantee
Fund. At this meeting, the current developments in
the pension scheme market, legal developments in
Switzerland and Liechtenstein, and the activities of

the Guarantee Fund are discussed.

Other Financial Intermediaries Division

The FMA and the Swiss Federal Audit Oversight
Authority (FAOA) began talks in 2012 on estab-
lishing a memorandum of understanding (MoU)
on cooperation in the supervision of statutory audi-
tors. The FAOA is an independent institution under
public law. It supervises auditors of publicly held
companies and is responsible for the authorization
of persons and companies to carry out the legally

required audit services.
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In light of the internationally oriented structure of the
statutory audit market, there is a need for coopera-
tion so that both the FMA and the FAOA can mutu-
ally rely on each other’s supervisory activities. This
cooperation also prevents duplications in supervisory
practice and an excessive burden for the supervised
statutory auditor. In the context of the high number
of Swiss auditors and audit companies operating in
Liechtenstein under the free movement of services,
special importance must also be attached to ensur-

ing consistent cross-border supervision.

The talks will presumably be brought to a close in
the Ist quarter of 2013. The MoU is intended to enter

into force on the day of its signature.
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The FMA encompasses the following supervisory
divisions: Banking, Securities, Insurance and Pension
Funds, and Other Financial Intermediaries. The
Executive Office covers the following functions:
Legal, International Affairs, Communications, and
Macroprudential Supervision. Central Services per-
form the cross-divisional services of Finance and
Human Resources, I'T and Projects, Infrastructure,

and Reception.

The FMA thus has an organizational structure at its
disposal to take up and meet the increasingly com-
plex demands on supervision of the financial mar-
ket. Especially cross-divisional cooperation and the
horizontal functions are becoming more important,
since numerous regulations affect the financial mar-
kets as such and no longer only individual categories

of intermediaries.

In November 2009, the Law on the Control and
Oversight of Public Enterprises (COPE Act) entered
into force in Liechtenstein. Additionally, the draft
recommendations on the governance and control of
public enterprises in Liechtenstein (Public Corporate
Governance Code) were published. The goal of these
reforms was to keep step with the international devel-

opments in public corporate governance and to intro-

ENTERPRISE

duce an appropriate, uniform, and efficient system
for the governance and control of public enterprises

in Liechtenstein.

This is achieved through a three-part structure,
namely (i) the COPE Act as a framework law gov-
erning all areas of public corporate governance that
must necessarily be observed by all public enter-
prises; (ii) modification of the special laws governing
only enterprise-specific matters; and (iii) the Public
Corporate Governance Code with concrete recom-

mendations for action.

The Public Corporate Governance Code contains
guidelines for public enterprises in regard to internal
organization, roles and responsibilities of strategic
and operational management, and also on manage-
ment compensation. Although the Code is not legally
binding, enterprises are called upon to observe the
recommendations. Should this not be possible, rea-
sons must be given. In July 2012, the Government
adopted its final recommendations on the governance
and control of public enterprises in Liechtenstein

and scheduled entry into force for 1 January 2013.

The Board of Directors of the FMA already reviewed
the corporate governance structure in 2010 and
adapted it to the new requirements. The corporate
strategy, the core principles, the articles, and the
organizational regulation as well as numerous inter-
nal regulations and instructions were revised. Special
importance was attached early on to compliance and
implementation of the Public Corporate Governance
Code. The FM A was therefore able to confirm already
at the end of 2012 that it is in compliance with all
recommendations on the governance and control of

public enterprises in Liechtenstein.
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Risk management is of special importance to the
FMA. The work of a supervisory authority involves
numerous risks. The Public Corporate Governance
Code calls for the strategic governance level to ensure
adequate risk management. This concerns both the
financial centre and financial system as well as the
FMA as an enterprise. At the beginning of 2012, the
FMA’s internal control system (ICS) therefore became
operational. It was designed in accordance with the
FMA’s size and risks. Its purpose is to identify and
monitor risks in operational processes and workflows
on a regular basis and to define appropriate measures
to minimize such risks. At the strategic governance
level, the Board of Directors compiles an annual
list with the main risks. The list contains the most
important internal and external risks and defines the
associated measures for dealing with each risk. The
FMA’s risk management is embedded in the existing

management process of the enterprise in this way.

In the performance of their duties, FMA employ-
ees may gain knowledge of confidential information.
An important component of the FMA’s corporate
governance is therefore dealing with conflicts of
interest. This is done on the one hand through the
FMA staff regulation, on the other hand through
a disclosure regulation issued additionally by the
Board of Directors. The Board of Directors, the
Executive Board, and the employees of the FMA
must for instance regularly disclose mandates with
or investments in supervised financial intermediaries
and have them approved. The internal competence
for enforcing and monitoring this regulation has
been assigned to the Executive Office serving as the

compliance office.
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On 1 February 2011, the revised provisions on the
current funding model of the FMA entered into force.
The FMA implemented the new legal requirements
in a timely manner. Pursuant to a complaint, the
Constitutional Court in September 2012 found a legal
provision on the funding model to be unconstitu-
tional and called upon the legislative power to have a
constitutionally sound rule enter into force by 1 July
2013. In light of a further case pending before the
Constitutional Court, there is a risk that the FMA’s
current funding model as a whole will be found
unconstitutional and voided by the Constitutional
Court. Additionally, implementation of the fund-
ing model has turned out to be very complex and

work-intensive.

In 2013, the legislative power will therefore have to
provide a new legislative basis for the FMA’s fund-
ing. A first formal legislative amendment, without
material consequences for the amount of the tax, will
have to be adopted by Parliament in the first half of
the year already so that the FMA does not lose an
important component of its funding base. This loss
would necessitate a temporary, non-usage-related
cross-subsidy of the FM A by other financial interme-
diaries not covered by the judgement. Additionally,
the FMA would incur high administrative costs. To
fulfil the mandate it has been assigned by the State,
the FMA relies on financial planning security and
a permanent funding base. In addition to constitu-
tionality, the goals of the new funding model are
transparency, predictability, and maximum simplic-

ity in application of the rules.
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4.1.4 Occupational retirement provision

4.2.2 Corporate identity

As an establishment under public law, the FMA
Liechtenstein is associated with the Pension Insurance
for State Employees for its occupational retirement
provision. The FMA commented on the Government’s
consultation report on funding the coverage gap. In
the interest of secure provision, the FMA welcomes
the planned funding of the shortfall. The proposed
measures lead to a substantial loss of benefits in future

retirement provision for insured employees, however.

4.2.1 Human resources management

Coaching sessions and a management event were
held in the year under review to further strengthen
the management skills of management staff. Internal
training is available to transfer expertise and build
up knowledge among employees on technical, enter-
prise-specific, and Liechtenstein-specific topics. The
courses are generally offered and taught by internal
employees. External experts are invited to speak on

current topics relating to supervision.

Corporate identity is made up of the enterprise’s con-
duct and that of its employees, corporate communi-
cation, and visual presentation. After the revision of
the FMA’s core principles, an understanding of the
FMA'’s role and self-conception was prepared and
introduced during the reporting period. It builds on
the core principles and creates a uniform understand-
ing of the FMA’s role and of the conduct of employees
toward market participants, professional associations,
and authorities. Supervisory work demands a high
degree of social competence from employees, since
they must put service mentality into practice with-
out compromising rigorous supervision. The FMA
has accordingly expanded its training offerings in

this regard.

4.2.3 Corporate communication

The internet is a central and efficient communication
channel for the FMA. During the reporting period,
the FMA website site was completely revised in terms
of technology, visual appearance, and content, and it
went online the beginning of October. The content
is clearly structured and presented and can be found
with just a few clicks. The FMA thus has a modern
portal at its disposal for making information avail-
able to the financial sector and other user groups. The
strong expansion of English-language content takes
account especially of the growing interest of foreign

users in information provided by the Financial Market
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Authority. With its newsletter, the FMA briefs about
1,200 subscribers on current developments and new
content. Simultaneously with the website, the FMA
has also built up a high-performance intranet as a
key internal communication channel. The intranet

also began operating the beginning of October.

4.2.4 Information and communication

technologies

A focus in IT was preparing the new FMA website.
The FMA website has been placed on a modern and
future-oriented technological basis. In parallel with
the FMA website, a high-performance intranet has
been set up on the same platform as the website in
order to optimize internal distribution of informa-
tion. With the launch of the new website and the
intranet, an important milestone has been achieved

in implementation of the IT Strategy.

In 2012, the FMA worked intensively on the establish-
ment of a central master database to replace division-
specific solutions. This work is already well advanced,
and introduction is scheduled for the 1st quarter of
2013. The new solution for maintaining master data
will not only improve the quality of the data, but
also improve efficiency in daily work. Also in 2012,
the conceptual work for establishment of a document
management system (DMS) began. Implementation

of this DMS is planned for the second half of 2013
and is subsequently intended to serve as the basis

for implementation of the archiving requirements.
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The growing reporting requirements imposed by the
European Supervisory Authorities (ESAs) create new
challenges also for the FMA’s IT. To manage the
growing demands with the existing resources, the
FMA plans to create an e-SERVICE platform as a new
interactive communication channel with the finan-
cial intermediaries. Using this platform, all reports
from the financial intermediaries to the FMA will
in future be processed and — where required — for-
warded to the ESAs. Later on, the electronically
available services on this platform will be expanded

on an ongoing basis.

In addition to these major, cross-divisional I'T pro-
jects, applications in the individual supervisory divi-
sions must continuously be implemented, adjusted,
or expanded. In 2013, for instance, the supervision
system in the Securities Division had to be expanded
due to implementation of the AIFM Act. Similar

projects are coming up in the other divisions as well.

4.2.5 Infrastructure and security

Since moving to the new location at Landstrasse 109
in Vaduz in December 2010, all FMA employees
have been under a single roof, and modern infra-
structure is now at their disposal. The building meets
the Minergie standard supported by Liechtenstein,
resulting in low energy consumption. During the
reporting period, the security measures were evalu-
ated by an external company. The findings of the
audit were very good. The FMA has a security system
that ensures the protection of data and information
in an effective manner. The visitor and office zones
are strictly separated from each other in terms of
rooms and security technology. This allows visitors

to experience an open FMA.



Pursuant to article 28 of the Financial Market
Authority Act (FMA Act), the FMA is funded by a
State contribution, supervision taxes and fees, and

income from the provision of services.

In its meeting of 6 December 2011, the Government
approved the 2012 FMA budget with a State con-
tribution of CHF 9,000,000 and expenses of
CHF 19,320,000. The actual expenses for the 2012
business year were CHF 18,249,159. This corresponds
to CHF 1,070,841 (5.5%) less than the approved
budget.

Income amounted to CHF 18,502,822 and is thus
CHF 682,822 (3.8%) higher than budgeted. Income
from licensing fees (+ CHF 378,500) and other fees
(+ CHF 260,150) was higher than expected. Minus
the total expenses of CHF 18,249,159, the accounts
closed with an annual profit of CHF 253,663, which

is allocated to reserves.

Personnel expenses in the 2012 business year amounted
to CHF 13,191,516 and were thus CHF 518,484 (3.8%)
lower than budgeted. The main reason for this is that
filling vacant positions took longer than expected and

certain resignations were not anticipated.

ENTERPRISE

Material expenses at CHF 4,196,090 were
CHF 458,910 (9.9%) lower than budgeted. These
savings were achieved especially because the two
publicly advertised major I'T projects turned out
to be significantly less expensive than budgeted.
Moreover, expert fees/opinions, premises, public
outreach, events and representation, membership
fees for associations/institutions, and other expenses

came in below budget.

Werite-downs totalled CHF 861,552. Thanks to the less
expensive I'T projects than budgeted, the write-downs
on IT equipment were also lower than expected. In
contrast, the write-downs on debtors were higher
than budgeted. Because of the pending proceedings
and applications for decrees concerning levy of the
annual supervision taxes, a del credere of 10% was
for the first time set aside for the debtors still out-
standing. An additional del credere was set aside for
those debtors where the outstanding amount appears

at risk or non-collectable.

In the 2012 business year, the FMA recorded an
annual profit of CHF 253,663. This profit has
been allocated to reserves. The reserves accordingly
amounted to CHF 9,496,542 as of 31 December 2012.
This means the legally defined maximum amount of

reserves has nearly been exhausted.
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The new funding solution has been in effect since
1 February 2011. All invoices for the final supervi-
sion taxes for 2011 and all invoices for the provisional
supervision taxes for 2012 were sent out in the year
under review. Most of the invoices were paid with-
out problems. In the Other Financial Intermediaries
Division (OFI), some financial intermediaries (espe-
cially lawyers, professional trustees, and persons under
article 180a PGR) requested a decree concerning the
invoice for the final 2011 supervision taxes and the
provisional 2012 supervision taxes. The basic tax and
the amount of the supplemental tax are being con-
tested. In some cases, inspection of the records was
also requested. The balance of outstanding invoices
as of 31 December 2012 was CHF 480,273. The FMA

expects most of this outstanding amount to be paid.
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On 3 September 2012, the Constitutional Court
found article 30a(2)(d) of the FMA Act (definition of
the supervisory division OFI subject to the tax) and
article 16(1) (b) of the FMA Tax and Fee Ordinance
(basic OFI tax of CHF 500) to be unconstitutional
and unlawful and voided them (StGH 2012/83).
The annulment enters into effect on 1 July 2013. The
Constitutional Court also ruled that it would initi-
ate second review proceedings to review the consti-
tutionality of the supplemental tax. This requires a
revision of the legal provisions governing the fund-
ing model. The revision will be carried out in two
phases. In a first phase, the legal provisions voided
by the Constitutional Court effective 1 July 2013 will
be adjusted. In a second phase, a complete revision
of the funding model is envisaged. The amendments
relating to the complete revision should enter into
force by 1 January 2014.
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Balance sheet as of 31 December 2012 (in CHF)

Assets 2012 2011

Tangible assets — IT equipment 717,071.39 147,039.95
- Furnishings 179,457.19 290,230.37
— Operating equipment 1,285,969.30 1,459,112.12

Liquid assets — Cash 76.00 517.55
- Bank 13,030,684.25 9,794,795.67

Receivables ~Debtors 027315 1771546.30
- Del credere -77,898.65 -32,400.00

— Accounts paid in advance 356,405.60 1,025,824.21
TOTALASSETS 1597208828 - 14,456,666.17
Liabilities 2012 2011
. Eqmty cap|ta| .............................................................................................................................
......................... _Endowment 200000000200000000
— Reserves as of 1 January 9,242,878.44 9,346,856.60
— Dissolution of/allocation to reserves 253,663.31 -103,978.16
- Own funds 11,496,541.75  11,496,5641.75  11,242,878.44  11,242,878.44
. Prowswns .................................................................................................................................
. - prowsmns ..................................................... 50000 oo ........................... 5000000 .
. Accounts payab| (-., .........................................................................................................................
B A - Cr edltor S ..................................................... 3388861 5 ......................... 1 49274151 .
— National Public Administration offset account 3,417,919.90 1,670,168.23
. Deferred .tems ............................................................................................................................
S _ Accounts received in advance 860042 87709
TOTALLABILITES 1597203828 14,456,666.17
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Income statement from 1 January 2012 — 31 December 2012 (in CHF)

Expenses 2012 Budget 2012 Deviation 2011
Personnel expenses
Wages 10,014,977.67 10,300,000.00 —285,022.33 9,330,900.52
Social security contributions 1,948,576.76 2,115,000.00 —166,423.24 1,746,543.50
Insurance (sickness daily allowances) 125,138.75 130,000.00 —-4,861.25 102,134.45
Insurance benefits (sickness daily allowances) -142,496.10 -85,000.00 -57,496.10 -85,346.50
Other personnel expenses 325,564.00 300,000.00 25,564.00 404,027.22
Basic and continuing training 285,790.61 300,000.00 -14,209.39 223,446.01
Board of Directors 633,964.68 650,000.00 -16,035.32 671,501.66

Office expenses 212,522.83 195,000.00 17,5622.83 182,322.37
Travel expenses 415,648.38 410,000.00 5,648.38 334,677.92
Expert fees/opinions 497,997.37 625,000.00 —-127,002.63 733,151.86
Audit companies 7,637.30 - 7,5637.30 1,480,979.10
Reimbursements from audit companies -7,537.30 - -7,537.30 -1,480,979.10
Premises 1,951,930.46 1,985,000.00 —-33,069.54 1,981,852.10
Insurance 51,673.20 55,000.00 -3,326.80 51,790.35
IT costs 594,707.18 840,000.00 —245,292.82 666,102.50
Public outreach 113,018.42 130,000.00 -16,981.58 122,816.47
Events and representation 47,954.80 65,000.00 —-17,045.20 71,658.84
Membership fees for associations/institutions 150,051.34 180,000.00 —29,948.66 128,893.21
Audit expenses 76,127.30 70,000.00 6,127.30 84,391.20
_Otherexpenses ... 8445862 100,000.00 1554138 8946072
Total material expenses ... 4,196,089.90  4,655000.00  -458,910.10 4,447117.54
CWrite-downs
Write-downs on IT equipment 432,497.87 650,000.00 -217,5602.13 120,985.87
Depreciation on furnishings 119,425.63 115,000.00 4,425.63 117,695.09
Depreciation on operating equipment 173,142.82 170,000.00 3,142.82 173,142.82
Write-downs on debtors 104,086.05 20,000.00 84,086.05 23,975.50
Write-downs on external costs of audit companies 32,400.00 - 32,400.00 1,139,625.15

Income

. 'I'_i'ééh's'ihg' T - — - —. T
Supervisory taxes 8,002,389.55 7,997,000.00 5,389.55 7,086,020.60
Audit fees 76,127.30 45,000.00 31,127.30 84,391.20
Other fees 300,150.00 40,000.00 260,150.00 104,542.20
Other income 45,655.10 38,000.00 7,655.10 23,116.67
Income related to other periods (reimbursements) - - - 231,000.00
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Notes on the 2012 financial statement

Financial accounting principles

According to article 32 of the FMA Act, the supple-
mentary provisions for specific company forms set out
in the Law on Persons and Companies (PGR) apply
to the preparation of the business report (financial
statement and annual report). The FMA uses the
provisions for large companies in this regard. These
provisions demand essentially that the financial state-
ment give a true and fair view of the asset, financial,

and income situation.

Balancing and valuation methods

Tangible assets are valued at acquisition costs, reduced
by depreciation. Depreciation is linear, based on the
acquisition costs. The depreciation guideline sets out

the following durations of use:

Category Duration of use
IT equipment 3 years
Furnishings 5 years
Operating equipment 10 years
Figure 14
Duration of use
?
5 H £ 5 ¢
28 = < a 285
Tangible assets Acquisition costs
IT equipment 362,957.60  1,002,529.31 0.00 1,365,486.91
Furnishings 588,475.45 8,652.45 0.00 597,127.90
Operating equipment ~ 1,731,428.20 0.00 0.00 1,731,428.20
TOTAL 2,682,861.25 1,011,181.76 0.00 3,694,043.01
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Receivables are calculated at par value, minus any

required value adjustments.

Provisions are to be calculated so as to take sufficient
account of all recognizable risks according to a rea-

sonable commercial assessment.

Accounts payable are valued at par value or at the

repayment amount, whichever is higher.

Foreign exchange rates

The FMA only invoices in CHF. Liabilities in cur-
rencies other than CHF are booked at the applica-
ble daily exchange rate and accounts paid/received
in advance at the monthly average exchange rate
for December 2012 as calculated by the Swiss Federal

Tax Administration.

Receivables

All receivables have a maturity of less than one year.

Fixed assets
The development of the individual fixed asset items

is presented separately in the assets analysis:

] 7y

5 e « o

=1 3 = -

g : 2 28 gy 28

€ o = 17 € o € o € o

S & = 0 s s q s

T o = T T T

m < < o m ™ m -~ o ™

Depreciation Amortized value

215,917.65 432,497.87 0.00 648,415.52 147,039.95 717,071.39
298,245.08 119,425.63 0.00 417,670.71 290,230.37 179,457.19
272,316.08 173,142.82 0.00 445,458.90 1,459,112.12  1,285,969.30
786,478.81 725,066.32 0.00 1,511,545.13 1,896,382.44 2,182,497.88

Figure 15

Assets analysis



Provisions

As part of accounting under the Law on Persons and
Companies (PGR), all provisions are reassessed each
year, justified, and adjusted where necessary. The

provisions include litigation risks in the amount of

CHEF 50,000.

Long-term liabilities

The FMA has a rental contract with the Liechtenstein
Old Age and Survivors’ Insurance Authority (AHV),
concluded in December 2010 with a rental term of
20 years. The annual rent amounts to approximately
CHF 1.8 million (including ancillary costs and renter

investments especially in security).

Remuneration of the Board of Directors

and Members of the Executive Board

(article 1092(9) (a) PGR)

a) Board of Directors

Remuneration for the Board of Directors of the
FMA in the 2012 business year, including social
security contributions, was CHF 633,965. Dr. Ivo
Furrer was elected effective 1 July 2011 as a Member
of the Board of Directors of the FMA and Dr. Urs
Philipp Roth-Cuony effective 1 January 2012 as the
new Chairman of the Board of Directors for a term
of five years. The other Members of the Board of
Directors were elected by Parliament in its meeting
of 17 December 2009 for a term from 2010 to 2014.

In its decisions RA 2011/1264-0660 of 25 May 2011
and RA 2011/2351-0314 of 27 September 2011, the

Government specified the following remuneration:

- Basic compensation for the Chairman

- Basic compensation for the Vice Chairman of
the Board of Directors

- Basic compensation for other members

- Flat-rate meeting compensation per meeting day

ENTERPRISE

b) Executive Board
The gross remuneration of the Members of the
Executive Board in the 2012 business year was

CHF 1,651,458 without social security contributions.

The Members of the Executive Board are appointed by
the Board of Directors. The Executive Board was com-
posed of the following Members as of 31 December
2012:

— Mario Gassner, Chief Executive Officer

- Dr. Alexander Imhof, Deputy of the CEO and
Head of Insurance and Pension Funds Division

- Rolf Briiggemann, Head of Banking Division

- Dr. Marcel Lotscher, Head of Securities Division

— Patrick Bont, Head of Other Financial

Intermediaries Division (ad interim)

Effective 1 January 2012, the Board of Directors
appointed Marcel Lotscher as the new Head of the
Securities Division and Member of the Executive
Board. Robert Rastner resigned as Head of the Other
Financial Intermediaries Division and as Member
of the Executive Board effective 9 November 2012.
Patrick Bont served as Head of the Other Financial
Intermediaries Division ad interim until 21 February
2013. Effective 22 February 2013, the Board of
Directors appointed Patrick Bont as the new Head
of the Other Financial Intermediaries Division and

Member of the Executive Board.
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Workforce

As of 31 December 2012, the FMA had a total of
79 employees (previous year: 80). 63 employees had
full-time contracts and 16 had part-time contracts. In
total, the FMA had 72.5 full-time equivalents (previ-
ous year: 73.9) as of 31 December 2012.

Category Persons Positions
Permanent full-time 63 63
Permanent part-time 16 9.5

. TOTALpOSm onsf|||ed ...................... 79 .......... 72 5 .
Temporary appointments 0 0
Workforce as of 31.12.2012 79 72.5
Vacant positions 44

. TOTALFMA ................................. 79 .......... 76 6 .

lmemss ............ 28

Figure 16

Workforce

as of 31 December 2012
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Attestation of the National Audit Office

]
i

FINAMZHOMNTROLLE
FURSTENTLM LIECHTEMSTER

Report of the National Audit Office to the Government of the Principality of Liechtenstein concerning

the Financial Market Authority (FMA) Liechtenstein

As the Audit Office within the meaning of article 19 of the Law on the Financial Market Authority
(FMA Act), we have audited the accounting, the annual financial statement (balance sheet, in-
come statement, and notes) and the annual report of the Financial Market Authority (FMA)
Liechtenstein for the business year ending 31 December 2012.

The Board of Directors is responsible for the annual financial statement and the annual report,
while our task consists in auditing and evaluating them.

Our audit was conducted in line with the principles of the profession, according to which an audit
must be planned and carried out so that significant false statements in the annual financial state-
ment and the annual report are recognized with appropriate certainty. We audited the items and
information contained in the annual financial statement by means of analyses and surveys on the
basis of samples. Moreover, we evaluated the application of the relevant accounting principles,
the significant valuation decisions, and the presentation of the annual account statement as a
whole. We are of the view that our audit constitutes a sufficient foundation for our judgment.

According to our evaluation, the annual account statement conveys a picture of the asset, finan-
cial, and income situation that corresponds to the actual facts, in compliance with Liechtenstein
law. Furthermore, the accounting, the annual financial statement, and the annual report comply
with Liechtenstein law, the Law on the Financial Market Authority (FMA Act), and the statutes.

The annual report is in accordance with the annual financial statement. We recommend that the
present annual financial statement be approved.

NATIONAL AUDIT OFFICE
of the Principality of Liechtenstein

,"i‘-"'/ Ansia,
Cornelia Land Oliver Hermann
Director Deputy Director

Vaduz, 22 March 2013
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Development of the workforce
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Staff makeup

As of 31 December 2012, the FMA had 79 employees
(previous year: 80). The share of women was 40.5%.
63 employees were full-time and 16 part-time. An
equivalent of 72.5 full-time positions were filled as
of 31 December 2012. 15 employees left the FMA.
The fluctuation was thus slightly higher than in the

previous year.

Changes/Promotions

Effective 1 January 2012, the Board of Directors
appointed Marcel Lotscher as the new Head of the
Securities Division and Member of the Executive
Board. Robert Rastner resigned as Head of the Other
Financial Intermediaries Division and as Member
of the Executive Board effective 9 November 2012.
Patrick Bont served as Head of the Other Financial
Intermediaries Division ad interim until 21 February
2013. Effective 22 February 2013, the Board of
Directors appointed Patrick Bont as the new Head
of the Other Financial Intermediaries Division and

Member of the Executive Board.

The staff is made up of 43% lawyers and 25% econo-
mists; 12% are specialists such as auditors, banking
experts, and actuaries. 20% of the employees are

officers or have a different academic background.

Nationalities

27% of employees are Liechtenstein citizens, 34%
Swiss citizens, 28% Austrian citizens, and 10%
German citizens. One employee is a French citizen.
The share of Liechtenstein employees fell slightly

since the previous year from 28% to 27%.
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Financial market participants supervised by the FMA as of 31 December 2012

2006 2007 2008 2009 2010 2011 2012 +/-
‘Banks/investment firms/Liechtenstein Postal Service
G L e o o o o e g e 5
Investment firms (from 1.11.2007) - 0 0 0 0 0 0 0
Payment institutions (from 1.11.2009) - - - - 0 0 0 0
Liechtenstein Postal Service 1 1 1 1 1 1 1 0
Audit offices pursuant to the Banking Act © 10 8 8 8 7 6 =1l
E-money institution 1 1

Active management compal

of which fund managements 19 20 21 21 21 21 19
of which investment companies 9 7 7 6 3 1 1
Domestic investment undertakings/funds 208 303 364 41 469 535 557 22

estic subfunds/segm!

.Iéore\gn
Audit offices pursuant to the IUA 10 10 10 " 1 10 o T 0
Entitled to market units pursuant to the IUA (from 1.9.2005) 6 8 1" 12 14 13 13 0

Insurance companies domiciled in Liechtenstein 35 37 42 M 40 40 41 1
Audit offices pursuant to the ISA 10 9 9 9 10 11 12 1

Pension schemes 39 36 34 33 33 29 29 0
Audit offices pursuant to the OPA 0 12 12 13 14 14 14 0
Pension insurance experts pursuant to the OPA 0 10 13 13 14 13 14 1

Professional trustees

Professional trustees with restricted licence 27 27 28 26 23 21 21 0
Trust companies 277 257 260 262 264 263

Trust companies with restricted licence 15 17 19 24 28 29
L EELELEEEEERRERERERREE O BN R N R N

Auditors established in Liechtenstein™ 0 0 0 0 0 0

Audit companies 25 24 26 26 26 24

Lawyers ................................................... b N R BE R

Liechtenstein lawyers eligible for registration 55 63 64 60 66 61

European lawyers established in Liechtenstein 19 20 27 25 25 27

Law firms 26 25 26 28 28 29

Branches of EEA law firms 0 0 1 1 1 1

Apprentice lawyers el 65 4l 66 67 56

Legal agents 5} 5 5 5] 4 4

Patentlawyers .............................................. | R N BR E S 1

Patent law firms 4 4 4 3 3 3 3 0
"Persons with a certification under article 180a PGR? Taes U Usos U sts U ss2 U sas ss3 sss 2
Exchange offices® 2 2 0 0 0 0 (0] 0
Real estate brokers® 18 18 21 24 25 7 7 0
Dealers in goods® 37 38 39 42 42 1 4 -7
Casinos 0 0 0 0 0 0 0 0
Other persons subject to due diligence® 27 28 30 32 35 32 29 -3
TOTAL (including double counts) T 1898 2089 2214 2287 2364 2353 | 2367 14

Because of a change in system, the current result cannot be compared with the earlier figures.

** This includes the auditors eligible for registration not included on 31.12.2011.

1) Information based on the auditor register pursuant to article 6b AACA Figure 17
2) No guarantee of correctness . . .. .
3) Information based especially on the notification requirement under article 3(3) DDA Financial market participants supervlsed by the FMA

as of 31 December 2012
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Financial market participants supervised by the FMA

under the free movement of services as of 31 December 2012

2006 | 2007. J 2008’ | 2009’ | 2010. | 2011 | | 2012. | +/-

Free movement of services of EEA banks B L A - U T R - - W IR VY
Free movement of services of EEA investment firms 840 1049 1624 1699 1787 1946 2148 202
Free movement of services of EEA payment institutions 0 0 0 0 31 72 112 40
Branches of EEA investment firms 1 1 1 0 0 0 1 1
Free movement of services of e-money institutions - & 7 7 7 7 138 6
2 2 2 2 2 2 0

Free movement of services of multilateral trading systems -
(from 1.11.2007)

Free movement of services of EEA and Swiss undertakings

Branches of Swiss undertakings 26 25 25 22 22 22 17 -5
Branches of EEA undertakings 1 1 1 1 1 1 1 0
'Management companies and investment undertakings
Free movement of services of EEA management companies
EEA investment undertakings/funds (segmented) 103 110 107 95 111 114 95 -19
with a total of segments/subfunds 42 49 52 53 60 61 62
with a total of segments (individual funds) 694 773 793 841 965 933 917
‘Other financial intermediaries
Auditors engaging in free movement of services” 3 5 5 5 6 9 37 * 28
Audit companies engaging in free movement of services’ 21 21 21 23 22 22 22 0
ToTAL e 1631 2310 2408 2388 | 2661 | 2048 287
This includes the licensed (responsible) general managers of audit companies engaging
in free movement of services not included on 31.12.2011.
1) Information based on the auditor register pursuant to article 6b AACA
Figure 18

Financial market participants supervised by the FMA
under the free movement of services
as of 31 December 2012
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Laws subject to supervision and enforcement by the FMA as of 31 December 2012

SRR SR

10.
11.
12.
13.
14.
15.

16.
17.

18.
19.
20.

21
22.
23.

24.
25.

100

Law on Banks and Investment Firms (Banking Act)

E-Money Act

Law on the Liechtensteinische Landesbank

Payment Services Act (PSA)

Law on Settlement Finality in Payment and Securities Settlement Systems

(Settlement Finality Act; SFA)

Law on the Disclosure of Information concerning the Issuers of Securities (Disclosure Act)
Securities Prospectus Act (SPA)

Law on Investment Undertakings for Other Values or Real Estate

(Investment Undertakings Act; TUA)

Law on the Liechtenstein Postal Service (Postal Act)

Lawyers Act

Professional Trustees Act (PTA)

Auditors and Audit Companies Act (AACA)

Patent Lawyers Act (PLA)

Law on the Supervision of Insurance Undertakings (Insurance Supervision Act; ISA)

Law on Professional Due Diligence to Combat Money Laundering, Organized Crime,

and Terrorist Financing (Due Diligence Act; DDA)

Occupational Pensions Act (OPA)

Law on Insurance Protection of Buildings against Fire Damage and Damage from Natural Hazards
(Building Insurance Act; BIA)

Asset Management Act (AMA)

Insurance Mediation Act (IMA)

Law on the Supervision of Institutions for Occupational Retirement Provision

(Pension Funds Act; PFA)

Law against Market Abuse in the Trading of Financial Instruments (Market Abuse Act; MAA)
Law on Takeover Bids (Takeover Act)

Law on the Supplementary Supervision of Undertakings of a Financial Conglomerate
(Financial Conglomerates Act; FCA)

Law on Pension Insurance for State Employees (Pension Insurance Act; PIA)

Law on Certain Undertakings for Collective Investment in Transferable Securities (UCITS Act)
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Board of Directors

Dr. Ivo Furrer
Bernhard Lampert
Dr. Michael Ritter

Dr. Urs Philipp Roth-Cuony, Chairman
Prof. Dr. Roland Mdller, Vice Chairman

Executive Board

Mario Gassner, CEO

Rolf Briggemann
Dr. Marcel Létscher
Patrick Bont a.i.

Dr. Alexander Imhof, Deputy of the CEO

Central Services
Martin Schadler

Reception
Martin Schadler

Infrastructure
Heinz Schadler

IT/Projects
Roger Guntli

Finance/HR
Martin Schéadler

Executive Office
Mario Gassner

Communication
Beat Krieger

Legal/International Affairs
Patrick Bont

Macroprudential Supervision
Dr. Christian Schmidt

Banking
Division

Rolf Briggemann

Insurance and
Pension Funds
Division

Dr. Alexander Imhof

Securities
Division

Dr. Marcel Létscher

Other Financial
Intermediaries
Division

Patrick Bont a.i.

Supervision Section
Martin Risch

Auditing/Actuarial
Section
Harald Prater

Supervision Section
Dr. Reto Degen

Supervision Section
Michael Schob

Legal Section
Heinz Konzett

Legal Section
Martina Tschanz*

Legal Section
Christoph Weder

Legal Section
Patrik Galliard*

Figure 19
Organizational chart

*Deputy Head of Division
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Governing bodies of the FMA as of 31 December 2012

Pursuant to article 6 of the FMA Act, the governing

bodies of the FMA are

a) the Board of Directors,
b) the Executive Board,
¢) the Audit Office.

Board of Directors

Chairman
Dr. Urs Philipp Roth-Cuony, Zug, elected from 2012 to 2016

Vice Chairman
Prof. Dr. Roland Mdiller, Staad, elected from 2010 to 2014

Members

Dr. Ivo Furrer, Winterthur, elected from 2011 to 2015
Bernhard Lampert, Schaan, elected from 2010 to 2014
Dr. Michael Ritter, Eschen, elected from 2010 to 2014

Executive Board

Chief Executive Officer
Mario Gassner, Triesenberg

Deputy of the CEO and Head of Insurance
and Pension Funds Division
Dr. Alexander Imhof, Schaan

Head of Banking Division
Rolf Briggemann, Stéfa

Head of Securities Division
Dr. Marcel Létscher, Meggen

Head of Other Financial Intermediaries Division
Patrick Bont a.i., St. Gallen

Audit Office

Applying article 19(4) of the Financial Market Authority Act, the Government transferred the function of Audit Office to the
National Audit Office by its decision of 2 March 2010 (RA 2010/463). The responsibilities of the Audit Office are in principle
governed by the specific provisions relating to the National Audit Office.

The National Audit Office performs this function until the Government decides otherwise.

Figure 20
Governing bodies of the FMA
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For other laws, see Annex “Laws subject to supervision and enforcement by the FMA” (p. 100)

AACA
AHV
AIFM
AIFM Act
AMA
BCBS
COPE Act
CPMLTF
CRD
EBA
EBC

EC

ECB
ECG
ECOFIN
EEA
EFTA
EIOPA
EIOPC
EMIR
ESA

ESC
ESMA
ESRB
EU
FAOA
FATCA
FATF
FINMA
FIU
FMA-CC
IAIS
ICAAP
IFIAR
IMF
IOPS

Auditors and Audit Company Act

Old Age and Survivors” Insurance Authority (Alters- und Hinterlassenenversicherung)
Alternative Investment Fund Manager

Alternative Investment Fund Managers Act

Asset Management Company

Basel Committee on Banking Supervision

Law on the Control and Oversight of Public Enterprises
Committee on the Prevention of Money Laundering and Terrorist Financing
Capital Requirements Directive

European Banking Authority

European Banking Committee

European Community

European Central Bank

Enlarged Contact Group on the Supervision of Collective Investment Funds
Economic and Financial Affairs Council

European Economic Area

European Free Trade Association

European Insurance and Occupational Pensions Authority
European Insurance and Occupational Pensions Committee
European Market Infrastructure Regulation

European Supervisory Authority

European Securities Committee

European Securities and Markets Authority

European Systemic Risk Board

European Union

Swiss Federal Audit Oversight Authority

Foreign Account Tax Compliance Act

Financial Action Task Force

Swiss Financial Market Supervisory Authority

Financial Intelligence Unit

FMA Complaints Commission

International Association of Insurance Supervisors

Internal Capital Adequacy Assessment Process

International Forum of Independent Audit Regulators
International Monetary Fund

International Organisation of Pension Supervisors
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10SCO International Organization of Securities Commissions
U Investment Undertaking

MC Management Company

MiFID Markets in Financial Instruments Directive

MMoU Multilateral Memorandum of Understanding

MONEYVAL  Council of Europe Committee of Experts on the Evaluation

of Anti-Money Laundering Measures and the Financing of Terrorism

MoU Memorandum of Understanding

OECD Organisation for Economic Co-operation and Development
OFI Other Financial Intermediaries

PEP Politically Exposed Person

PGR Law on Persons and Companies

QIS Quantitative Impact Study

SPA Securities Prospectus Act

StGH Constitutional Court (Staatsgerichtshof)

UCITS Undertakings for Collective Investment in Transferable Securities
Publisher and Editors Concept and Design

Liechtenstein Financial Market Authority Leone Ming, Visible Marketing, Schaan

Landstrasse 109

P.O.Box 279 Photo Concept

9490 Vaduz Sven D. Beham, Ruggell

Liechtenstein

The butterflies were made available by Peter

Telephone +423 2367373 Niederklopfer, Office of the Environment/
Fax +423 2367374 Natural Science Collection.

info@fma-li.li The Annual Report is available in German
www.fma-li.li and English on the FMA website. No printed

version is published.
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Niobe Fritillary

Fabriciana niobe

Old World Swallowtail

Black-veined White
Aporia crataegi

Papilio machaon

Small Emperor Moth
Saturnia pavonia

Domestic butterflies

In the Rhine Valley, on its slopes, and in the Alps of the Principality
of Liechtenstein, there is a wide variety of flora that is also the basis
for a rich fauna. For the illustration of this Annual Report, the FMA
chose butterflies — an animal with more than 100 species identified
in Liechtenstein. The FMA would like to thank the Office of the
Environment (www.llv.li) and the Liechtenstein National Museum
(www.landesmuseum.li) for their generous support in realizing

this concept.

Speckled Wood

Pararge aegeria

European Peacock

Inachis io
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